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STANDARD NATIONAL ACCOUNTING CONCEFTS, ECONOMIC THEORY AND DATA
COMPILATION 1SSUES

Abstract

In this paper, the four successive guldelines of the United Nations on
national accounting are discussed i{n view of ecoromic theory (Keynesian
analysig, welfare, Hlcksian inconma, input-output'analysis. ete.) and
data compllation issues (e.g. the link with concepts in administracive
data sources). The new guidelines of the EC should complement those of
the U and be simpler and mere cost-efficlent., It should define a balan-
ced set of operational concepts and tables which is attainable for mose
EC countries within 5 years. Furthermore, for international flows, a
distinction should be made between those between EC-countries and those

with non-EC countries.
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1. Introduction

In 1947, the United Nations published the repeort “Measurement of natio-
nal income and the constructiosn of social accounts" (UN, 1947). The
report was a landmark in the history of national accounting for two
reasons. First, it contained the firsc fully elaborated and detailed
national accounting sysctem. Secondly, it contained for the first time

international recommendations on complling natlonal accouncs.

Since that time, several incernatienal guldelinmes on natlonal accoun-
ting have been published. In order to help planning the Marshall-aid,
the OEEC developed a "Standardised System of National Accounts”, which
was published in 1952 (CEEC, i.e. the forerunner of the OECD, 1952), In
the next year, rather similar guidelines were published by the United
Nations; it Is commonly known as ‘the first SNA’ (System of Nacional
Accounts) (UN, 1953). The similarity was not surprising., as Stone played
a major rele in constructing both guidelines. The QEEC guidelines and
the first SNA can be dubbed as the second generation of international

guidelines on national accounting,

The third generation started by the publicatlon of a new SHA in 1968
(UN, 1968). In revising the SNA, Stone again played a central role. In
1970, the EC issued their own guidelines: the European System of
National Accounts (ESA) (Eurostat, 1970}. Its basic concepts are rather
similar to the second SNA. The ESA is intended to be in line with the UN
guidelines, while clarifying some of the SNA-concepts and taking more

explicit account of the needs of the EC-countries.

At present, a new revision of the SNA and the ESA is under way. This
fourth generation of interpational guidelines is expected to be approved
in 1993,

Since their first appearance, the International guidelines have been
of great practical importance to national accounting because of their
function as pedagogical instrument and international standard for

harmonizing the national accounting concepts employed throughout the



world,

Their role as a pedagopgical instrument was crucial in spreading the

idea of national accounting. The guidelines made clear why natlonal
accounts figures should be couwpiled, explained the basic logic of
national accounting and provided a clear example of how a national
statistical system could be set up. Furtharmore, they employed concepts

on which consensus was reached by leading international experts.

The International organizations played a major role in spreading the

use of the conventions adopted in the international guidelines. They
stimulated their use by providing free statistical help and advice. And
they enforced the concepts by obliging member countries te submit
figures following these concepts and by employing these figures also in

taxing and subsidizing their member countries.

& major purpose of the international guidelines was to improve the
international comparability of national accounts figures by providing
standard concepts and classificacions. This ls clearly expressed in the
1947 veport "The Sub-Committee hopes that the guiding principles and
recommendations formulated ,.. will be applied to the widest possible
extent in each country in the computation of national income and related
accounts in order to secure greater intsrnational comparability than in
cthe pasc® (UN, 1947, Prefaca).

In 1984, Richard Stone was awarded the Nobel-prize te a main extent
for his role as principal architect of the international guidelines on
national accounting. In this way, also the importance of the interna-

tional puidelines to economic science was acknowledged,

In this paper, the four successive guidelines on national accounting
by the United Nations are described and compared. A special focus is put

on the relationship with concepts in economic theory and data compi-

lation issues. The relationship wich economic theory involves issues

1ike: how Keynesian or welfare-oriented are the successive guidelines?

or: is attention paid to human capital and micro-macro links? Examples



of data compilation issues are the relationship with concepts in
business accounts and customs data or the estimation of the value of

unpald household services or the services of owner-occupied dwellings.

It should be realized that in devising a standard system of national
accounts, compromises are unavoidable. It is impossible to meet simulra-
neously the wide-ranging data needs and possibilities all over the world
{see Bos, 198%a), In this paper, we try to reveal the compromises,

prioritles and internal logiec by discussing the constancy and change in

view of economic theory and data compilation issues,

This paper does not pay attention to the historical conrvext of the
international guidelines. For this aspect of the guidelines, we refer to
Bos (1992b).

In section 2, the scope, global coatent and purpeses of the guide-
lines are discussed. In sectlons 3-10, the three reports are compared
for specifle issues, like the production boundary and the asset boun-
dary. Most Issues are dealth wit in a section containing two subsec-
tions, The subsections Description shortly summarize the basic concepts
enhanced by the Manuals, The subsections Discussion subsequently discuss
the logle behind the choices made in the reports. Conclusions are drawn
in sectlons 11 and 12, Section ll provides an overview of the major
differences and similarities in the guidelines. The relacionship between
the standard national accounting concepts and economic theory and dara

compllation lssues is summarized in section 12.



2. Scope and global content
2.1 Description

The reports have several differences in purpese, content, scope and
amount of detall. We will limit ourselves in this section to scme

general remarks,

No simple chronological sequence can be found in the reports, e.g.
that the successive reports grow bigger and only add subjects and
detail. In fact, the report of 1953 is in most respects simpler and less
ambiticus than the 1947 report. It is also the smallest in size.
However, if we disregard the 1953 report, there is clear trend of

increasing scope and detail which culminaces in the 1993 reporrt.

In the 1947 report, relatively amuch atrention is paid te the purposes
and advantages of national accounting. In general it is stated that: "It
is necessary to know 1ln quantitatrive terms how the national income is
related to its constituent transactions and to other totals of trans-
actions. Thus modern enquiries which had their origin in an atrempt to
measure certain broad totals have changed their emphasis and now concen-
trate more on the structure of che censtitusnt transactions and on the
mutual Interdependence of these transactlions, It has coms to be realized
that for different purposes certain related but distinet aggregates are
useful® (UN, 1%47, p. 24), Thus, the computation of national aggregates

is just ene of the main concerns of the 1947 report.

In contrast to the 1947 report, che compilation of broad totals seems
to be the only objectivé in the 1953 report; this {s evidenced by the
sector accounts: these should be registersd in a very specific way in
order to obtaln national aggregates directly from the sector accounts

{see section 5}.

The 1968 and 1993 reports adopr an approach similar to the 1947
report. The 1968 report states that: "For many purposes of both analysis
and policy, however, it is not sufficient to work with aggregates alone;

it is also necessary to look at many aspects of the economy in greacer



derail. As a result, economic models are now built in which the main
aggregates are subdivided, or disaggregated" (UN, 1968, para 1.10). In
the 1993 report, in addition, also the multi-purpose characrer of the
guidelines i1s stressed: “"The System is primarily intended to provide
disaggregated data to meet the needs of analysts and policy makers
interested in the behaviour of markets and the facters responsible for
major disequilibria such as inflation and unemployment. The design of
the System and its coverage of economic actlvities has to be a compro-
mise intended to yield the maximum benefits to users of all kinds and
may not thersfore be ideally suited for any purpose taken in isolaclon®
(uw, 1992, Ch, I, p. 22).

Only in the 1993 report, the limitations of GDP and national income
as measures of welfare are discussed. For example, "[a]ggregate indica-
tors such as GDP do not reflect any changes in distribution {of wealth
and income] that may be taking place over time, so that such indicaters
need to be supplemented by micro-data for purposes of analysing changes
in welfare” (UN, 1992, Ch. I, p. 21). Similarly, "a natural disaster may
well lead to an increase in GDP by creating extra demands, even thaugh
the community may be ne better off than in the previous period if the
loss of welfare caused by the disaster exceeds the increase in welfare

from the extra production and consumption® (UN, 1992, Ch. I, p. 20).

In the 1947 and 1993 reports, concepts are quite extensively
discussed, In general, both the 1%47 and the 1993 report can be regarded
as introductions into the logic and basle principles of national accoun-
ting. The 1953 and 1968 reports are better characterized as systematic
enumerations of recommended booking conventions. In these reports, the
considerations underlying the choice of concepts are discussed much more
sparingly. A major motivation for vevising the 1968 report was that "ics
manner of exposition makes it inaccessable to many users especially
those new to the System of National Accounts" (Harrison, 199%0, p. 336).
So, in the 1993 report, "key concepts {are] defined by rationale and not
by enumeration” (Harrisonm, 1990, p. 336).

A problem with the discusslon of concepts in the 1947 report is chat
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sometimes more than one altermative is proposed, for example in tha case
of the concept of residency. Only In the 1947 report, some advice is

given on how to estimate the various items and aggregates.

The acecounting systems recommended in the reports, contain flows for
which the values can readily be observed as well as flows for which
values have to be imputed {e.g. income in kind or lmputed services of
owner-occupied dwellings) (see also Gorter, 1988). The fundamental
problems with such imputations are already noted in the 1947 report:
"The items in the tables may be divided, from one point of view, into
cash terms and lamputed items, the former belng those elements which
reflect market transactions, and the latter being those for which a
caleulation has te be made in the absence of market cransaccions. In
view of the difficulcy of finding a commonly sceepted basis for the
second type of estimate it is desirable that, as far as possible, items
of this kind should be shown separately" {(UN, 1947, p. 18). In the 1993
report, the distincrion between imputed items and other items is

explicitly incorporated in its supplementary classificacions.

In the 1947 report, guidelines on national accounting are regarded as
a fleyible instrument in achieving better and more comparable national
accounts figures. According to the report, flexibility is required
because national accounting conventions can nor take account of all
_institutional differences in the world and all specific uses of national
accounts figures., Foxr example, it is clearly expressed thac "in applying
this [pational accounting] system it will frequently be necessary to
extend and adapt it to the particular circumstances of different coun-
tries” (UN, 1947, p. 18, para 11)., Furthermore, *{e]xperience shows chat
unavoidable differences of opinion arise in the treatment of certain
transactions due in large measure ro lnstitutional differences in
different countries” (UN, 1947, p. 18, para 10), As a final case in
point: "where income and expenditure components are used to work out
behaviouristic or institutional eoefficlents such as the propensity o
consume, the relation of imports to national income, ete., {it] may be
argued that ... those definitions should be chosen which give rise ro

the simplest enduring regularities, Thus such questions as whether



corporate taxes should or should not be included in national income may,
if they cannot be settled on theoretical grounds, be decided by econo-
metric analysis" (UN, 1947, p. 24). In the 1933 and 1968 reports, such
remarks on the interaction between national accounting concepts on the

one hand, and particular circumstances and uses on the other are absent.

The 1993 report returns to the philosopy of the 1947 report: "A
prominent new feature of the revised SNA is that it emphasizes flexibi-
lity. The revised SNA includes a decription of how the central framework
can be applied to policy and analytical requirements, data availability
and other specifie eircumstanesns of different countries, Also, it
describes how satellite accounts with alternative product and income
concepts can be elaborated as an extension of the central framework"
{UN, 1992, Annex changes from the 1968 35NA),

The national accounting system ocutlined in the 1947 veport is "based
essentially on the model of an advanced indusctrial economy in which
transactions in money are dominant® (UN, 1947, p. 24). This contrasts
with the approach in the later guidelines, which are alse intended for
countries in which barter transactions and own-account production play a
more dominant role. In the 1968 repore, there is even a separate chapter
dedicated to supplementary classifications especially useful for the
description and analysis of the economies of developing countries, The
1993 report intends to take care of the specific needs and data possibi-
licies of developing countries {and countries in transition) by means of

its flexible approach.

A novel feature of the 1968 report was that the national accounting
system is explained on the basis of a matrix. This matrix presents an
overview of the accounts and thelr main classifications.}) It alse
integrates the input-output and supply and use tables with the sector
accounts, Such an overall presentation of the system is absent Llan the

1947 and 1953 reports. In the 1993 report, the matrix is one of the

1. In fact, the matrix is more complets than the accounting system described in the remainder of
the report: in the matrix, balance sheets and a revaluations Account are shown, but they are
not at all discussed in the 1968 report.



alternative types of presenting national accounts (balancing statements,
diagrammatic presentation, equations and matrix). The matrix plays of
course the central role in the 1993 chapter on Sccial Accounting

Matrices.

In the 1947 and 1953 reports no attention is paid to the registration
of balance sheets, make and use-tables, input-output tables and figures
in constant prices; these are all discussed for the first time in the
1968 report, Residency, the time of recording and the principles of
valuation of transactions are only discussed in very general trerms in
1%47; the 19533 report contains a somewhat more elaborate treatment of
these topics, but detailed recommendations are only presented in the
1968 report. The 1968 report pays only lip-service to the balance sheets
and their link to the flow accounts. In fact, the 1993 report is the
firsc report te discuss balance sheets and other changes in assets

accounts,

Only in the 1993 repeort, attention is paid to the concepts of employ-
ment and unemployment. In its basic system, the focus is only on employ-
ment in terms of jobs, hours-worked and full-time equivalents (UN, 1992,
Ch., XVII). However, employed persons and unemployment are also incor-
porated in the SAM frawework presented in the reporc (UN, 1992, Ch. XX).

2.2 Discussion

The absence of balance sheets in the 1947, 1953 and 1968 reports Limits
the usefulness of the national accounts for various types of applied
economic analysis. To name a few; growth accounting and productivity
analysis, testing portfollo theories, estimating vintage models and -
more in general- the analysis of intertemporal decisions on investment,
saving and consumption (see also Goldsmich, 1983, pp. 65, 66), The
absence of balance sheets is somewhat surprising from a historical point
of view, as several of the early estimates of national income were
accompanied by estimates of national wealth, e.g. those of Petty and

King (see Bos, 1992a). In the Necherlands, the important estimates of



1938 were also accompanied by a presentation of balance sheets (see Den

Bakker, 1992).

The inclusion of input-output and make- and use-tables in the 1948
report served not only analytlcal purpeoses, but was also very important
from a statistical point of view. Such tables are used by a rapidly
inereasing number of countries as the framework for integrating national
accounts data and checking the consistency of their data sources and

estimates,

The neglect of employment and unemployment in all reports but the
1993 report, implies that the national accounts presented a description
of a national economy excluding one of the most important policy
targets. Another drawback is that labour (s a crucial variable which can
hardly be ignored in describing production. For statistical reasons,
this neglect is also strange. As part of the statistical process,
preliminary estimates on variables like'compensation of empleoyees,
intermediate consumption and value of production are ofren related to
volume of labour figures as a check on the plausibility of these
estimates. In the absence of separate data sources on variables for some
enterprises (e.g. the small ones}, such ratiocs may even be the main
basis of estimation, Recommendation of a definition of employment
consistent with definition of e.g. compensation of employees is
therefore of foremost importance to the quality of national accounting

figures,
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3. Production boundaxy
3.1 Description

In che reports, the definiticn of the production boundary is linked to
transactions in woney: in general, only the generation of goods and
services which are exchanged for money is to be accounted for as produc-
tion. However, the production boundaries are enlﬁrged by four major
exceptions to this rule:
- Types of production that are not pald for separately at market prices:

* production of government services;

* banking services not explicitly charged for;

* services by pension funds;

* services by life and casuvalty insurance companies;

* services of non-profit institutions,

(A more extensive discussion of indirectly financed produccion can

be found in section &)
- Own-account production of capltal goods;
- Imputed services of owner-occupied dwelllngs;

- Qutput used for compensation of employees.

The 19533 and 1968 reports have extended the production boundary even
further. In the 1953 report, own account production by primary produ-
cers, that is those engaged in agriculture, forestry, hunting, fishing,
mining and quarrying, is ineluded (UN, 1953, para 30). The 1968 reporc
draws an even wider production boundary by encompassing all production
of primary products plus the processing by the producers of primary
products. Examples of such processing are making butter, cheese, flour,
wine, oil, cloth and furniture (UN, 1968, para 6.19). The production
boundary in the 1993 report differs in some respects from the one in cthe
1968 repert:

- "YJith reagard to own-account production of goods by households, the
revised SNA has removed the 1968 limitvations which excluded

[*] the production of goods not made from primary produccts,

{*] the processing of primary products by those who do not produce

them,

[*] and the production of other goods- by households who do not sell
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any part of them on the market" {(UN, 1992, annex on Changes, p.
g).
- "The storage of agricultural goods produced by households is included
. as 1s supply of water {water carrying)® (UN, 1992, Annex on
changes, p. 9).
- "The revised SNA includes in grdss output literary artistic works
(i.e., the writing of backs, composing music, ete.) which are produced
for sale® (UN, 1992, Annex on changes, p. 18).

Despite these differences, the production boundaries in the
successive guidelines correspand in many important respects! they all
include the services of owner-occupied dwellings and they all exclude
unpaid household services, do-it-yourself activities, voluntary work and
the services of consumer durables. Thaese types of production are ignored
despite the existence of paid counterparts that are counted as produc-

tion.

The services of labour, financial capital and land are cften also
exchanged for money. Nevertheless, in none of the three repovts such
services are regarded as being ‘produced’. For example, payments of
wages, Interest and dividends are not registered as payments for output

by households or enterprises.

3.2 Discussion

In delineating the production boundaries, all reports start from a
concept of production for markets where it will be exchanged for money.
This i{s not surprising in view of the elear merits of this starting

point in terms of relevance and measurability.

Explaining and discussing the recommended extensions to this 'marker
production boundary' is more difficult, because for each extension
arguments pro as well as contra can be found. The force of these argu-
ments depends on the specific purpose and national clircumstances in

mind. The accounting system recommended in the guidelines are necessa-
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rily compromises between the needs of widely varying specific purposes
and national circumstances. ODur discussion therefore mainly serves to

grasp the logic and merits of these compromises.

An explicit motivation of the production boundary chosen can alsc be
found in the 1993 report (UN, 1992, Ch. VI). In the 1947 repore, 1t is
stated in general that "We are not unmindful of the need for certain
addicional information in connexion with some uses of the system, but we
think that most of the practical uses are best served ln the present
state of knowledge by avoiding as far as possible those types of esti-
mate for which the operational basis of calculation is ohscure (UN,

1947, p. 8, para 4).

We will first present general arguments pro and contra inclusion of
non-market production and then continue by discussing the actually

recommended in- and exclusions of non-market production.

As general arguments contra inclusion of some type of non-market
production can be mentioned:

- The nature of non-market production is fundamentally different from
market production. Some goods and services are produced for the market
and others are not, because of differences in transactions costs
{Coase, 1937) or due to differences in motives (e.g. irn providing
government health care services and private health care services).

« The standard National Accounts are a description expressed in monetary
unitcs and it is therefore not the most appropriate framework for an
analysis of various types of non-market preduction. For example,
household production should be described in terms of time use and not
in monetary terms (cf. Kazemier and Exel, 1992 or Pyact, 1%91).

- A limited but preclse concept may be preferred over an all encom-
passing but hardly measurable one. Imbutacions on the basis of rather
unreliable shadowprices/opportunity costs could make it impossible to
make reliable statements about changes in overall product and income.
This would severely invalidate the usefulness of compiling figures on
product and income at all. In this respect, each extension of the

production boundary diminishes the information content of national
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accounting figures.

- Imputing on the basls of market prices implies that only firsc-order
effacts are taken into account. If such ’market prices’ actually had
been charged, the activicy might not have taken place, and the economy
as a whole would have looked very differently.

- Alming at a better link with ‘walfare' is like searching for the Holy
Grail: the link will always be incomplete (due to the existence of
consumer surplusses, problems of additivity of Individual welfare,
ete.) and an infinite number of quantitatively important extensions
can be suggested (distributional issues and all kinds of external
effects).

- The production boundary is part of a system of national accounting
concepts. For reasons of consistency, extending the production boun-
dary with non-market production bears also consequences for the ather
concepts in the system. These consequences may affect the usefulness
of the other concepts and the overall usefulness of the national
accounting system. A concrete example pertains to unpaid household
services. Recording unpaid household services as production would
necessitate that the concept of employment includes the provision of
these services. Similarly, household income would include imputed
income from unpaid household services. These concepts of employment
and household income diverge subscantially from those that are
actually used in employment and tax policies of governments. They also
do not seem potentially useful for such purpeses. For example, should
households be taxed on thailr imputed income on unpaid household
services or should they pay social insurance premiums on this type cf
erployment? This would really turn the world upside-doun. So, exten-
ding the production boundary with unpald household services?’ clearly
limits the usefulness of national accounts figures for some specific

purposes.

As important general arguments pro including some type of non-

2. For different items of non-market producticn, the consequences are different. In some
cases, exterxiing the production bowxdary may even result in concepts that are better tuned ta
the corcepts employed in the natiomal goverrment policies, For sxsmple, taxable household income
may [nclude own-account production of primary products. On the interaction between the choice
of the production and asset boundaries, we refer to section 6.2,
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market productlion, we can think of:

- Some items of non-market production may be relevant for economic
analysis or economic policy. Indeed, non-market production is diffe-
rent in nature from mavkat production, but in some cases lgnoring
would be a greater mistake than disregarding this difference in
nature. This extension of the ptoduction boundary is also quantita-
tively very imperrtant In supplying sonme crucial type of good# and
services (e.g. food and shelter}, Not including socme types of non-
market production would result in a hardly relevant productlon
boundary.

- The usefulness of national accounting figures depends to a great
extent on their comparability over time and between countries,
National accounting figures should be falrly independent of differen-
ces in institutional arrangements and the specific scope of markets at
a certain period or country. Inclusion of some items of non-markec
production may therefore arise in attaining better international
comparability.

- There is a large amount of (potential) subscitution between soma items
of non-market production and its marketed counterparts. In that case,
using market values to estimate non-marketed ocutput may result in
relacvively reliable figures on non-market output., Overall reliabllicy
of national accounting figures is therefore not (or hardly) affecred
by the extension.

- There is not much substitution between some items of non-market
production and lts marketed counterparts. However, the difference in
nature between non-market and market production is reflected by the
choice of a different principle of wvaluation: non-market productian at
costs and market production at market prices. The costs of this type
of non-market production can be assessed in a relatively reliable way.
The extension will therefore not affect overall reliabilicy of

national accounting figures.

The extensions actually recommended in the reports can best be under-
stood by the wish to increase the relevancy of the national acecounting
figures, while at the same time keeping the reliability of the national

accounting figures within reasonable bounds. Some extensiens are nearly
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indispensable in thils regard. Ignoring government production for example
would imply ignoring the concept of collective geoods and services. In
that case, one of the main reasons for levying‘Caxes would be overlooked.
In addition, the government is an important employer (comparable in most
respects to employers in the market sector). Consequently, government
production should be included in order to link preduction and employ-
ment, In develeping countries, monetary exchange# are less widespread
and disregarding own account production of basic food stuffs would imply
e.g. that the means of subslstence of large groups of the population
would be ignored. The relevance for ecanomic analysis and economic
policy of the production boundary and the resulting national accounting

figures would then be seriously impaired,

For the purpose of welfare-oriented types of economle analysis, a
much more eXtensive concept of production in the national accounts has
often been advocated, This has resulted in the extended product and
income accounts as presented by e.g. Eisper (1988). The authors of the
successive guidelines never intended to devise a welfare-criented
accounting system as it conflicted with other uses of the national

accounts {see Bos, 1992a, p. 23).

A basic distinction in all four reports is that berween purchases of

goods and services and payments to 'factors of production'. Only in che

1947 report, the reasons for this distinction are spelt out. A guotacion
of this passage seems useful: "Payments to employees on operating
account are normally regarded as payments to factors of production and
the value of this work is regarded as part of the nexr product of the
branch of activity by which they are paid. Such payments are not
regarded as payments o enterprises”, "mainly because of the practical
impossibillity of deciding how much of what individuals buy is a cost of
their work and how much represents enjoyment or the cost of mersly
staying allve™ (UN, 1947, pp. 56, 43},

*{I]nterest on leoans is usually {[also] regarded as a payment to a
factor of production and not the purchase of a service from an enter-

prise. Setting aside for the moment borrowing from financizl interme-
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diaries, it is recognlzed that operating costs are involved in obtaining
interest just as they are in obtaining wages and salaries, bur they are
either neglected as unimportant or an attempt is made so to define the
consideration In these cases rhar tha payment is relarively pure, and
the paywments can be regarded as part of the net product or income

generated in the branch of activity which makes them" (UN, 1947, 38).

For non-financial enterprises all four reports recommend to regard

dividends and interast received not as revenues of cheir "normal"

business, but to exclude it f£rom their value of production. In none of
the reports the notion is accepted that payments for the use of money,
like dividends and interest payments, are payments for the provision of
a service (product). Use of money could be regarded as the use of other
proparty, like dwellings, fixed assets and consumer durables. Enrer-
prises, govermments and households are prepared to pay for the use of
money, probably because lending money makes it possible to change at
will the time and amount of investment and consumption. Furthermore,
purchasing power now is in general preferred to purchasing power Ln the
future, This also explains that interest should be pald for lending
money. The willingness to pay evidences that che use of money is a
service just like the use of other kinds of property. The main reasen
behind the conventions®! 1s that Lif payments for the use of money are to
be recorded as payments for a service, the classical division between
the productlon process and the financing of the production process would
collapse. If payments for the use of meney are recerded as payments for
a gervice, the GDP increases by amount of the final consumption expen-
diture {of the government and households) on the use of money. Of
course, this would be nothing more than the consequence of regarding uss

of money as a commodity,

With respect to the treatment of rents, the 1947 report again
deserves to be guoted:
“While interest payments seem most convenliently regarded as payment to

factors of productien, rentals are better handled as purchases of

3. Another reason is that the interest payments are #lso not regarded as payments for services
in the business gceounts, ‘
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services, {R]ents cannot be made to appear as a separate factor share
wirhout resort to cost-accounting methods ... This Is probably not of
much importance since in the factor share -rent- only land and similar
natural resources should be included and then only at their unimproved
value so that, from a practical point of view, it is hardly to be expec-
ted that a clear distinction can be drawn. So-called rents-{.e., the net
return on land and buildings- will appear parnlyzin the operating
profits of firms owning their own land and buildings, partly in the
operating profits of real estate companies and partly in rthe aperating
profit of individual landlords, Only th; last can be termed net rent
even in the loose sense of the tcerm. Thus rent as factor share is almost
impossible to estimate..." (UN, 1947, p. 56).

"It is of interest to consider what happens {f one refuses ve treat
any payment as a payment for a factor of production and instead requires
that all such payments be classed as purchases of services. This is
clearly a logical procedure since no payments of the kind normally made
represent pure income nor as a rule do they represent the return on a
single factor of production. Faor example, it is usual to treat the
payments made to a jobbing carpenter as wages, but in so far as the man
supplies his own tools and erganizes the work he is engaged to under-
take, his income is not really a return to labour pure and simple. The
immediate effect of this change would be to restrict the ner product of
a branch of activity to the sum of the operating surpluses of the
enterprises of which Lt is composed, The next effect would be that what
had previously been regarded as factors of producrion would now hecome
branches of activity whose contribution to the national product would be
measured by their operating surpluses. A breakdown similar to what was
previously regarded as a classification by factor shares would now
appear as a classification by branches of activity while the old
classificaction by branches of activity would disappear. Thus a refusal
te recognize facters of production as distinet from goods and services
leads to the disappearance not of the breakdown by factor shares, though
this has now another name, but of the breakdown by branches of activicy
in the ordinary sense. The distinction is therefore important despize

the fact that in certain respects it appears to require arbitrary
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conventions" (UN, 1947, pp. 56,57).

These elaborate motivations in the 1947 report contrast sharply with
the later reports which do not comment at all on che distinection berween
gooda and services on the one hand and 'facrers of production’ on the

other hand. It was perhaps regarded as self-avident,
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4, Principles of wvaluation
4.1 Description

In this section, we will start with a description of the general
principles of valuation employed. We then continue by describing some
specific valuation conventions, e.g. the valuation of the output of
pension funds, insurance companies and the government., At the end

constant prices will be discussed,

In the four reports, market prices are the domipant principle of
valuing transactions and transformations (i.e. production and consump-
tion). Current market prices are generally preferred to a valuacion ac
costs, In the 1953 and 1968 reports, this preference for market prices
is made clear for e.g. barter trade, own-account production, changes in
stocks, services of owner-occupied dwellings and income in kind (UN,
1953, para 136; UN, 1968, 6.21); cthe 1947 report is only explicit about
cthe services of owner-occupied dwellings (UN, 1947, p. 66). For practi-
cal reasons, the 1933 and 1968 reports allow for valuation at costs
instead of at {producers’) prices on the market. The 1953 report
mentions own-account construction (UN, 19533, para 55) and the 1958
report mentions own-account capital formation and work-in-progress (UN,
1968, &.24; UN, 1947, p. 55). Of course, for the collective services of
the government valuation at costs is the only possible principle of

valuation,

In the reperts, nearly all invoiced values for the delivery of goonds

and services are acceprted as ‘true’ market values. Payments for goods
and services of flscal monopolies of the government (e.g. on the sale of
alcoholics), are by all reporcs fully regarded as a payment at market
prices. In that respect, the 1953, 1968 and 1993 reports recommend to
record the operating surplus reduced by the normal margin of profits of

business units, as Indirect raxes.

However, in some cases the reports do not accept the inveiced values
{fully) as market values:

- Nowinal payments to the government and payments mainly meant te
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increase government revenues, e.g. payments for driving tests and
licenses.

- Transfer pricing. Only in the 1953 and 1993 reports, transfer pricing
is rejected for national accounts purposes. In the other reports. the
occurrance of transfer pricing is not mentioned at all.

- Charges in respect of delayed payment. Only in the 1968 and 1993
reports, it is explicitly stated that market pfices refer to “"the
price at which the commodities are sold against immediate cash
payment” (UN, 1968, 6.16). )

In the 1968 report, input-output analysls and supply and use tables
are introduced. Valuation principles are advocated which are parcicu-
larly suited to this type of analysis. In the accounts*), output is to
be valued at producers’ prices and intermediate consumptien ar purcha-
sers’ prices, The impliecation is that inveoice values should not be used
in case they include additional charges for trade and transport, {.e.

vhen invoice values and producers’ wvalues do not coincide.

The 1993 report alsoc incorporates input-output and supply and use
tables. Like the 1968 report, intermediare consumption should be valued
at purchasers’ prices, However, unlike its predecessor, valuing output
at (approximate) basic prices is preferred te a valuation at producers’

prices (UN, 1992, production account, p. 64).

In the 1947 and 1953 reports, no valuation principles are mentioned

for classifying goods and services produced and consumed.
In the 1947, 1953 and 1968 raports, the concept of value added
employed in the accounts and tables is at Factor costs., In the 1993

report, value added at basic prices is recommended,

The concepts of indirect taxes In the reports differ in some

respects. The 1947, 1968 and 1993 reports define indirect taxes as as

4, In some supporting tables, a valuation at approximate basic values, that is producerst values
exclusive of pet comnodity taxes (selected indirect taxes reduced by similar types of
subsidies) is recommended.
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those taxes that are "levied on goods and services and chargeable as a
cost agalinst the proceeds of sale™ (UN, 1947, p. 31; UN, 1958, para
7.26; UN, 1992, ¢h, VII, p. 17). The 1993 report therefore prefers the
term "taxes on production”. However, according to the 1953 report,
indirect taxes encompasses also taxes on the possaession or use of goods
and services by households (UN, 1953, para 255). Examples given are
motor vehicle duties and taxes on the operation Sf television sets. In
the other reports, these are regarded as other current transfers paid by

households to the government,.

Another differance occurs with respect to profits of fiscal and other
public monopolies. In the 1953, 1968 and 1993 reports, profics of fiscal
monopolies, like tobacco and aleohol mopopolies, are to be recorded as
indirect taxes (UN, 1953, para 255; UN, 1968, paras 7.31 and 7.32; UN,
1992, Ch. VII, p. 24). The 1968 report also regards the monopoly prefits
of public enterprises (e.g. of public utilities) as indirect taxes. The
1947 report rejects this option "since private monepoly profit is
usually treated as profit and not as a privately levied tax, there seems
no advantage in choosing a different treatment in the case of public
authorities® (UN, 1947, p. 39). The 1947 report is silent abour fiscal
monopoelies, while the 1953 reporc is silent about non-fiscal monopolies.
The 19933 report also includes in indirect taxes {and taxes on products):
- the prefits of import and exporc monopolles;

- implicit rvaxes resulting from the operation of an offlcial system of
multiple exchange rates.

Both cases are not mentioned at all in the other reports,

Subsidies are in all the reports defined to encompass only payments
to producers and not payments for consumption purposes {e.g. 'subsidies’
for renting a dwellings). So, the 13953 report defines subsidies not

fully as the mirror-image of indlrectc taxes.

None of the reports mentions the wide-spread occurrance of implicit

or indirect subsidies, Cases in point are the remission of income taxes

for industrial Research and Development or allowing that capital forma-

tion is written down in one or two years in determining taxable income.
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Market prices may differ according to the type of purchaser. In some
instances, e.g. compensation of employees In kind, a cholce has to be
made between imputing a market price frpm the point of view of the
employer or the employee (e.g. wholesale trade prices or retall trade
prices). In the 1953, 1968 and 1993 reports, a cholce is made in favour
of the producer's point of view régarding costs and revenues. The 1947

report does net discuss this issue,

In the absence of market prices (e.g. for government services or for
not directly charged banking services), other principles of valuation
have Lo be recommended. In such cases, there is a clear need for speci-

fic conventions. Below, we will shortly describe the major specific

conventions concerning the valuation of production (outpuc).

In all the reports, the value of trade production is net equal ro che

gross value of the sales, but is defined as the net value of the sales.
So, the costs of purchasing the goods, services, etc. sold have to be

deducted.

A1l four reports agres that many banking services are not separactely

involced, but are financed indirectly, namely by the margin between,
simply sald, interest rates for lending and borrowing. More precisely,
they recommend to value the production of such banking services as the
excess of the property income they receive over the propercy income chey
pay out (excluding the income on investment of 'own resources’ and
excluding the bank'; own distribution of property income, e.g. thes
dividends they pay to their shareholders). The attribution of the use of

indirectly financed banking services will be discussed in section 7.

The reports alsc agree that premiums pald to casualty insurance

companies, life insurance companies, pvensionfunds and soclal security

institutions are not (fully) to be recorded as a payment for services

{in the period they are paid or due).

The 1947 report defines the value of production of life insurance

companies as the investment income plus the excess of premiums due over
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claims due (UN, 1947, p. 42)., According to the 1953 report, the value of

production of life insurance companies should be equated to their

expenditure on administration and control; in this case no operating

surplus is mentioned. The 1968 report defines the value of production

as:

"the excess of premiums received over the total of claims paid and net

addicions to actuarial reserves, excluding the Interest on these

reserves which accrues to policy holders® (UN, 1968, para 6.38).

The 1993 report recommends a similar, but more precise definition:

+ the excess of premiums earned over claims due and net additions to
actuarial reserves and reserves for with-profits insurance

+ holding gains or losses on investments allocated to policy holders or
claimants

+ net income from investments of the insurance technical reserves.

(UN, 1992, Ch. VI, p. 42).

This implies that there is a major difference between, on the one hand,

the convention in the 1953 reporet and, on the sther hand, those in the

1947, 1968 and 1993 reports. The latter three reporcs have rather

similar conventions for life insurance.

In the 1947 and 1993 reports, the definicions of the gross output of
casuaicy insurance companies are similar to their definitions for life
insurance companies, The 19533 and 1968 reperts employ different defini-
tions for casualty insurance and life Iinsurance companies. The 1953

report recommends to value the cutput of casualty Ilnsurance companies as

the sum of administrative expenses plus operating surplus. A definicion
of operating surplus is net given. So it remains unclear, e.g., whether
it should depend on accéunting practice, or whether capital gains should
be included or excluded in principle. A comparison te the conventions in
the 1947 and 1993 reports is therefore difficult. The 1968 reporc
regards the excess of premiums due over claims due as the value of
production of casualty insurance companies. So, unlike in the 1947 and
1993 reports, net income from investments of the insurance technical

reserves are not included.

The 1947, 1953 and 1968 reports agree that the value of production of
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pension funds is equal to their expenditure for administration and

contral. However, the 1993 report recommends a valuation principle

similar to that for insurance companies3’,

Full agreement exists with respect to the value of production of
soclal security Institutions. The 1947, 1968 and 1993 reports advocate a

valuation squal to the expenditure for adminstration and control. The
1953 report is not explicit on this issue. So, the 1947 and 1968 reports
propose simllar conventions for pension funds and social security insti-
tutions, while the 1993 report treats the pension funds on a par with

1ife insurance companies,

The reports agree that the value of broductlon at "market prices‘' of

the government and of non-profit organizations should be defined as

equal to at least the sum of intermediate consumption, capital consump-
tion, compensation of employees and indirect taxes pald (UN, 1968, para
6.41). However, according to the 1%47 report, the value of government

production alsc includes the payment of interest on government debt as

far as it arises "Iin connexion with government enterprises or the provi-
sion of ordinary peace-time service such as education, public sanita-
cion, ete.” (UN, 1947, p. 72). Excluded are however interest payments
related to public debt that "has been Iincurred in meeting such charges
as the cost of war or temporary deficits on soclal security funds and as
a conseguence has litrle or no counterpart in the form of produccive

assets® (UN, 1947, p, 72).

Furthermore, only in the 1953 report, gross rent is imputed for

buildings owned and occhpied by the government®’, However, an exception

is made for historical buildings and museums. The Imputarion implies
rhat a large part of interest on goverment debt as was te be included in

the value of govermment output accarding to the 1947 report, i{s also

5. in the draft report, the new SHA stii{l agrees with the previous reparts (UN, 1992). However,
in a special meeting of experts, it was decided to change the convention (ISWGNA, 1992).

&, The draft 1993 report adopted the point of view of 1933 report. It also recommended the
imputation for valuing the cutput of non-profit institutions. (UN, 1992, Ch, ¥wI, p. 28).
However, in a speciat meeting of experts, it was decided to side with the 1947 and 1948
reports in this respect (ISWGHA, 1992).
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covered in the 1953 reporct.

In none of the reports, a similar imputation 1s recommended for the

ugse of infrastructural works, like bridges and roads,

Only the 1968 and 1993 reports pay attention to volume measures and

constant prices. Both discuss in general rerms the major problems,

like changes in quality, new products and measuring the volume of non-
market services, Both reports favour the use of Laspeyres indices. The
1993 report stresses the importance of regular rebasing of these indexes
and recommands also the use of chain indices. The 1993 report also

shortly mentions purchasing power parities.

4.2, Discussion

All reports enhance registration of current market prices. This amounts

to ex post accounting. No attention is paid to recording expecrations

{ex ante). As a consequence, concepts like net present value, risk and

uncertainty which play such an important role in economic theorizing are
fully ignored. Recording (some) ex ante values may help explain economic
behaviour. The differences between ex ante and ex post figures can then
be used as addicional explanatory variables (see also Bos, 1989, pp. 18-
22).

The reports recommend to add up a lot of racher heterogeneous 'market
values’ in compiling the National Accounts. Actual market values may
differ accerding to season, region, the quantity or gquality boughr,
differant conditions of guarantee and payment, type of purchaser (a
household or an enterprise, price discrimination), the presence of
impliclt contracts and monopolies, changes In related prices (e.g.
exchange rates for lmported goods and services) and subsidizing, As a
consequence, actual market values are difficulr to rranslave inro
constant prices and ‘volumes’. If market values are estimated by
mulciplying prices and volumes, the distinetion between prices and

volumes does not present any practical problems. A drawback of the hete-
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rogenelty of market prices and market values in practice is thar it
affects the possibilities of interpretation, as simple statements abouct

changes in prices and volumes do not need to hold.

Interpretation of the market values in the Natlonal Accounts 1s also
diffieult for other reasons. Markét prices bear an imperfect relarion
with individual marginal utilities, individual marginal urilicles are
not proportional to individual total utilitcy and individual utilicies
can not be added in a meaningful way. As a consequence, drawing inferen-
ces ahout welfare from the Narieonal Accounts market values, is in

principle not juscifled.

The four reports recommend to add up and subtract market prices that
pertain to different times and diffevent places., From the point of view
of standard economic theory, the consistency of this type of aggregation
can be doubted. For example, to what extent does it make sense to add up
all the values for a particular transaction during a year, while we know
that -from a cash-flow point of view- values should be discounted for
differences in time? A similar remark applies to differences in space,
as also distance is often not without a price tag. In a stricc sense,
addition is enly allowed for fully homogenecus transactions, which means
that they pertain to the same time and place. As according to the
reports only values within a period of one year are to be added, there
is a clear limitation to the amount of hetersogeneity due to differences
in time (although high interest rates and inflation rates may cause very
substantial hetevogeneity even within a year). Heterogeneity due to
diffarences in space is limited (mainly) by a country’s borders. In the
three reports, these potential price differentials are disregarded just
like differences due to monopoly and price discrimination. The rare
exceptions can be found in a concept like producers’' value (1968 and
1993 reports): this principle tries to homogenize with respect to
distance as far as it concerns the transport costs that are actually

paid to other producers.

We will now focus on the specific valuation conventions employed in

the reports.
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In the perception of the consumer, many banking services are provided

without charge at all. From the point of view of the banks, providing
banking services without direct charge is an unaveoidable category of
costs: it is needed as an instrument te attract savings. Following the
point of view of the individual comsumer, the market price of uncharged
banking services is simply zero, just like that of some government
sarvices and clean air. Following the point of view of the producer, the
relevant price of providing banking services is equal to its direct plus
indirect revenues. Therefore, banking services are a case in which

perceptions on the price differ widely between individual cousuwmers and

individual producers.

In case of life and casualty insurance, the individual's vulnerabi-
Licy to risk differs from that of the insurance company. In case of
pension funds, income is redistributed usually not only in time, buc
also amonpg indlvidual households. For individual househclds, there is
often no direct relation between the premiums pald and the claims to be
received, In case of government services, Iindividual households and
producers only pay in a very indirect way for these services. Sometimes,
they were probably not even prepared to pay at all for the provision of

such services, think of a pacifist who pays for military expenditure.

The National Accounts provide an integrated description of consump-
tion as well as production at a meso and macro level. As far as meso- or
macro-economic decisions should be described and analyzed as the appre-
gate of micro-economic decisions, the latter are of importance as well
(¢f. the debate on the micro-Ffoundations of macreo-economics, e.g.
Phelps, 1970 and Weintréub, 1979; see alsoc Bos, 1989, pp. 28-34).
Asymmetries in perception pose a fundamental problem to such a frame-
work, because consistency requires that only one perception can be
followed.

In the reports, govermment productlen and non-profit production are

valued at ‘costs’. With the exception of govermment production in the
1947 report, these costs exclude any financial costs, e.g. intarest

payments. From the peoint of view of the concept of opportunity cost this
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is rather strange: in the absence of wear and tear and economic obsoles-
cence, the annual opportunity costs of 1arge investments in infrastruc-
ture are at least equal to Interest revenues foregone on the financial
capital invested in the infrastructural works. Such an accounting proce-
dure is consistent wich the concept of value added In business accoun-
ting, as operating surplus also Includes a remuneration on meney
invested. The consequence of such a convention weuld be that the coscs
of capital formation, in particular those with long lifetimes and there-
fore a low annual rate of capital consumption, substantially increases
in comparison to the situation where solely capital consumption {s
recorded as costs. The result of this alternative accounting procedure
wauld be an entirely different plcrure of the costs of providing

government services,

It must be remarked that the concept of (foregone) opportunity reve-
nues should not be confused with the payment of Interest on government
debt in general. Government debt need nﬁc (fully) pertain to present
capital stock, but may pertain to former war expenditure or may be used
to finance transfer payments. The concept of {foregone) opportunity
revenues alsoc differs from the interest payments to be included accor-
ding to the 1947 report. The latter only pertain to the interest
payments actually paid: therefore, no opportunity interest revenues are

to be lmputed for investments that are wholly financed out of taxes.

In the 19533 rveport, it is argued why interest payments on govermment
debt should not be included at all in the value of production: "If this
were done the product originating in general government would become
dependent on past and present mechods of financing government expendi-
tures. This would be inappropriate since it would result in a concept of
product at varlance with the concept adopted for enterprises. In the
case of enterprises, the concept of product depends on the difference
between output and Input and is therefore invariant te the method of
financing adopted” (UN, 1933, para 33). With some minor qualivications,
this argument is valid for the convention recommended in the 1947
report. This criticism does not apply to the above explained opportunity

revenue concept, but the latter concept has two other drawbacks.
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Firstly, which interest rate is to be applied in calculating oppor-
tunity revenues? If the interest rate at the time of the investment is
taken, should this interest rate be used during the whole economic life-
vime of the capital good? Or should some current interest rate he used?
In case of fluctuating interest rates and government loans of different
lengths of life (5 year, 10 year, '30 years), both options could resulc
in rather arbltrary caleulations. A second drawback of the opportunity
revenua concept is that the accounting logic forces to make counter-
vailing imputations of government loans and payments of interest. This
chain of new imputarions casts serious doubts on the merits of incorpo-
rating the opportunity revenue concept. Therefore, it seems wise to
regard the total interest payments on government debt as the upper limic

of the amount to be impured.

The absence of constant prices in the 1947 and 1953 reporcs indicates
that these reports were only halfway in improving the international and
intertemporal comparability of national accounts figures. For example,
the absence of the notion of constant prices implies that (real) growth
rates of naticonal income are not defined in the 1947 and 1953 reports. A
somewhat similar remark applies to the absence of purchasing power

parities in the 1947, 1953 and 1968 repprts.
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5. Secrors, unita and accounts

In this section, the sectors and accounts in the four reports are
discussed and compared. The gectors and their statistical unics axe
investigated in subsection 5,1 and the accounts are the topic of subsec-
tion 5.2. Both issues are discussed in one section, because in the
reperts the accounting structure and the sector classifications are net

independent.

5.1 Sectors and units
5.1.1 Description

In tables 1-4, the sector classifications Iin the four reporrcs are

represented,

In the 1947 and 1953 reports, one sector classification is used for
all the accounts. In the 1993 report, the Production Accounts are not
only presented by sector, but also by economic activity. In a separate
table (table XV.7), wvalue added is broken deown simultanesously by sector
and by economic activity. ALl the accounts other than the Production
accounts pertain only to the sector classification. The 1968 report
discinguishes two sets of accounts:

- For Production Accounts and Goods and Services Accounts’’ an economic
activicty classification should be used;

- For the Income and Outlay and Capital Finance Accounts the *insti-
tutional' sector classification is recommended.

In this case, the economie activity classification is really presented

as an alternative sector classification (dual sectoring). In the fnpuc-

oucput and make and use tables of the 1968 and 1993 reports, the classi-

fication by economic activity should also be employed. In both reports,

separate statistical units are used for the classification by economic

acrivity (establishments, establishment-type units) and for the (other)

sector classification (enterprises).

7. In the report, they are called the Prochiction, Consumption eapenditure arxd capital formation
accounts.
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Table 1. Sectors, sub-sectors and accounty in the 1947 repert.

Sectory and sub-sectors Accounts® ?
1. Productive snTarprises
1.1 Business enterprises, this inclixies, next to privately controlled enterprises,
public ruthority enterprises, vnincorporated enterprises and some non-profit
institutions. g, A, G, Res
1.2 Persona {house-ownership) o

2. Finarcial intermediairies

2.1 Banking system G, A, CRes
2.2 Gther firancial intermedlairies y 0, A, CiRes
3. Insurance and social security agencies
1.1 Insurance companies and sociaties Rev, O, A, CiRes
3.2 Private pension funds, This consists of voluntary pension schemes. Rev, CiRes
3.3 Socisl security funds, This inctudes all “compulsary funds organised by the
goverrment" (UN, 1947, p. 70). Rev, CARes

4, Firal consumesrs
4.1 Persons. This includes private ron-profit institutions Rev
4.2 Public cotlective providers. This includes pansion funds of the governnent. Rev, CiRes

5., The rest of the world (all eccnomic entities) Cong

*) Explanation of the abbreviations used:
0 Cperating Account
A Appropriation Account
c Capital Account
Res Reserve Account
C4Res Combined Capital and Reserve Account
Rev Revenue Account
Cons [onsolidated Account

Table 2. Sectors, sub-sectors and accounts in the 1953 report

Soctors and sub-sectors Acsounts” )
1. Entarprises e
1.1 Unincorporated private enterprises
1.2 touseholds and private non-profit fnstitutiona in their capacity ag
landiords of dwellings whether ar not they occcupy their own propertias
1.3 Private corporations other than private non-profit institutions mainiy
serving hougseholds
1.4 Ron-profit institutions mainly serving enterprises
1,5 Public enterprises
1.5.% Goverrment enterprises (financially integrated with general goverrment)
1.5.2 Public corporations

2. Households and privete non-profit institutions, which are not established
erimarily with the asim of earning » profit and are net mainly rendering
services to enterprises (included are pension funds)

3. General govermment
{inclided are sociat security funds, if their activities may be regarded
as an instrument of the social policy of the goverrment)

*7 The tollowing accounts could be set up for all sectors:
+ the Production Account
~ the Appropriation Account
- the Capital Reconciliation Account
~ the External Account
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Tahle 3. Ssctors and aub-ssctara in the 1968 rapors

A, Ssctors of the Praduction, Consuspticn

Al

AL

Expenditure and Capital Formation Accounts

Industries. This sedtor includes:

~ gstablishments the activities of which are
finenced by producing goods and services
for sals in the markat sb a price that is
normally deataned to cover the costs of
production; this includes auch sstablishanta
of the governmsnt

~ all) the dwellings which houasholds or private

non-profit institutions own and uses on their
own account

=~ the own-account construction of dwaliings,
non-residential buildings and other projects
by heouseholds and private son-profit bodies,
as well as by government organs

- the own-account production by houssholda of
primary comnodities, whate the producer
activities of the houssholds had not already
baen set off ax industrias by virtue of sale
of the products on the markat

« private non-preflt inscltuticona primarcily
serving busineas

Produsers of governmant szervices, This sector

tncludes:

- government units, Like local and cuntral
governmant {excluded ars the sstablishments
of ths governmant classified in the sector
industefan)

-~ soctal secuzrity schemss and non proflt badies
which, by virtue of the relaticons with the
govecrnment, ars claarly instruments of the
agclal and sconomic policy of the government

Producers of privats non-profit services to

houssholds. Excluded zre:

~ their acrivities clasaified in the zector induatcies

~ fratapnal Rroups, soclal cluba and similac bodles,
which have ths egulvalant of less than two full--
time esployssa; these are to b included in the

ssctor houssholds

Housshalds. This ssactor includes:

- paid domastic services which ona household rendera

to another

- fratetnal groups, social clubs and similar bodies,
which have the equivalsnt of less than two full-

time employsan
- the schivities of individualas as consumegy

B. Ssctors of tha Incoms and Qutlay and Capital

Iinance Accounty

B.1 Hon-finencial eotszprises, corporats and
quesi~corparate
1.1 Privave maverprizes, This subasctor
tnciudes private son-profit institutions
.‘ao:vzna businasy
1.2 Public enterprises

8.2 Financial Llnstazutions
2.1 The central bank
2.2 Other monetary institutiona (banks)
2.3 Insurance companies apd pansion funds

2.4 Qther financial institutiona {far axampla

building and loan asacclations, hive-

purchase companies and investment {unds)

8.3 General govsrnment
3.1 Central govarnmant
2.2 State and local govertment
3.3 Soclal secuprity funds

8.4 Private pon~profib institutions serving
households

3.5 Households, including private nen-financial
uninsorporated enterprisas. Includad are,
t.a.: = all the dwellings which households

ewmy and use an their own account
- the gwn-account produstion by
households of prumary commed:t:ias




- 33 -

Table 4. Sectors and sub-sectors in the 1993 report,

Ssotors and sub-sectors

1. Non-financlial corparations
1.1 Public non-finsncisl corporations
1.2 Hetional private pon-financial corparations {incl. non-profit inst. serving business)
1.3 Foreign controlled non-financisl corporations

2. Fipanctal corporations®)
2.1 Central 8ank
2.2 Other depository institutions
2.2.1 Deposit money inatiturions
2.2.2 Other (e.g. savings banks, mortgage banks, building secisties)
2.3 Other financial intermediairies except insurance corporations and pension funds
{e.g. investment corp,, hire purchase corp,, corp, engaged in financial leasing)
2.4 Financial suxitiaries (e.g. securities brokers, loan brokers, Insurance brokers)
2.5 insurence corporations and pension furds

3. General government
3.1 Lentral goveroment 3.1 Central gov.incl, related social security
3.2 State goverrment 3.2 State gov.inel. related soclal securizy
3.3 Local goverrment 3.3 Lozal gov.incl. relsted sacial security
3.4 Soctal security institutions

4, Households (by major source of income; in this sector also the services of awner-ocgupied
dwetlings are recarded)
4.1 Employers {(owners of household unincorporated enterprises with paid employees)
4.2 Oun-account workers {ownerg of household unincorparated enterprises withour paig empioyees)
4.3 Employees
4.4 Recipients of property and transfer income

5. Non-profit institutions serving households {e.g. trade unions, palitieal parties,
churches, sports clubs, charities organisations)

&. Rest of the world

*) For the subsectors 2.2-2.5 a distinction between Public, National Private and Foreign Controlled
sheuld also be made.

Only the 1993 report provides a clear definition of the staristical
unics to be used for the institurional sector classification. Enter-
prises in the corporate sector are defined as "the smallest legal entity
for which complete accounts are available” (UN, 1992, Annex on changes,
p. &4). In the 1968 report, alsco the family of enterprise could be used.
The 1947 and 1953 reporé do not discuss this statistical unlc. An
exception pertains to the delineation the national economy (see section

9).

In the 1947 and 1933 reports, the usefulness of additional classifi-
cationg by economic activity is already noted. In the 1947 report, it is
recommended to subdivide the sector Proauctive Enterprises into branches
of activity., Stacisrcical problems in employing a unit like the 1968

‘establishment’ for this subdivision are also noted: "enterprises
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frequently contribute to more than one branch of activity. In dividing
out the different activitles of a complex concern and in allocating
costs, and still more profit, between them, cost accounting methods are
unaveidably involved. In practice, these allocations are difficulc to
handle statistically. For certaln purposes, it may be sufficient to use
a classification of branches of ad¢tivity coincldent with the main

activity of different groups of enterprises" (UN, 1947, pp. 55, 56).

Rather similarly, in the 1953 reportl the notion of a separata sta-
tistical unit for describing the production process is already present,
although it is not deemed practicaily feasible (UN, 1953, paras 90, 91).
The 1953 report alse suggests to divide its sector Enterprises by legal

forms of organization.

In the 1968 report, establishments are characterized as units "which
are relatively homogenous in respects of the character, cost-structure
and technology of production. If data are to be classified according to
region, the establishment should in addition draw distinction in respect
of the location of the activities" (UN, 1968, p. 73, para 5.15). "Fur-
ther it must be feasible to compile data on all of the gross output,
employment, intermediate and direet inputs inte the production, and
capital formation of each establishment™ (UN, 1968, p. 74, para 5.17).
The 1993 report employs a rather similar definmition: "An establishment
is defined as an enterprise, or part of an enterprise, that is situated
in a single location and in which only a single (non-ancillary) produc-
tive activity is carried out or in which the principal productive acui-

vity accounts for most of the value added* (UN, 1992, Ch. V, para 21).

The 1947 and 1933 reports do not contain a subsectoring of the sector
Households over groups of perscns or households. Therefore, such a dis-
tribution of income by types of persons/households is ignored de facto.
In the 1968 report some suggestions are made for a subclassificacion of
the sector Households for these purposes (UN, 1968, ctable 5.1, p. 79)
and one table is presented (UN, 1968, cable 23). It is explicitly stated
that the subclassification should be regarded as not more than tentative
(UN, 1968, p. 83, 5.75). So, in fact, the 1993 report is the first to
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incorporate income and expenditure by household types in its basic

accounting system.

5.1.2 Discussion

In this section, we staxt by discussing the institutional sector classi-
ficationg and its statlstical units. A comparison of the sector classi-

fications can best be made by having a specific purpese or criterion in

mind.

The 1%47 report intends "to keep the social accounts in such a way as
to exhibit clearly the different classes of decision-making units in the
real world and the type of distinction they have in mind in arriving atc

thelr decisions™ (UN, 1947, p, 43), Decision-making is also mentioned as

an important criterion for the sector classifications {(and their statis-
tical units) in the 1933 and 1968 reports. As the National accounts are
to be used for describing and understanding economic decisions, the

loglie of this criterion is self-evidenc. Unfortunately, employing deci-
sion-making as criterion has some clear limitations for economic stavis-

rics.

The reports employ sectoxr classifications that are actually in
confliet with decision-making as a crirverion. A first instance is that
following the reports distinctions have to be made batween:

- domestic and foreign acrivities of mulvinationals;

- financial and non-financial acrivicvias within enterprises (if separate
establishments can be defined);

~ banking and insurance activities within enterprises (if separate esta-
blishments can be defined).

Even if an enterprise is allocated teo a sector on the basis of its main

activity, the latter two distinctions are necessary. The reason is that

the conventions (and accounts) recommended for valuing ocutput depend on

the type of activity. All these discincrtions do not necessarily coincide

with the organizational structure of enterprises. For example, a mulrbi-

national could be organized primarily by type of product and not per
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ecountry. For tax purposes, scme national figures are produced like on
taxable profit. However such limlted data do not suffice the natieonal
accountants needs, Similarly, the banking and insurance activivies of an
enterprise may be integrated to a substantial extent {in some countries

this will not occur, because 1t is forbidden by law).

Anctheyr case in point is that in cthe 1947 and 1953 sactor classifi-
cations and the 1968 sector classification of the Production, ete.
Accounts, the production of unincorporated enterprises and own-account
production by households are not recorded in the same sector as the
consumption expenditure by households, Major examples are production by
farmers and the imputed services for owner-occupied dwellings. This

remark does not apply to the 199) sector classification.

A specific peculiaricy of the 1947 sectoring is that purchase and
sale of dwellings by households is to be registered in the sector Final
consumers and the owner-occupied dwellings imputation in the sector
Productive enterprises. Thus, in this chase, preduction and the purchase

and sale of related capital goods are not recorded in the same sector.

The sector classifications can alsa be judged on their appropriate-
ness in describing the consequences of government policy. To this end,
all enterprises and Institutions which could be regarded as (potential)
instruments of povernment pollecy, should be disringuished from those
enterprises and institutions that could not, In this way, the informa-
tion £rom the National Accounts could be used in describing, analyzing
and forecasting the effects of government policy on a nation’s economy.
In the 1947 report, it is stated that all sectors should contain a sub-
division based on the criterium of government contrel (UN, 1947, p. 38).
The Keyneslan spirit of this recommendation can be illustrated by a
short quotation: "The most topical perhaps ls the fact that public-
‘authority enterprises, being more subject to social control than private
enterprises, may be more readily used, through the timing of their
capital formation, to help stabilize the general level of activicy” (UN,
1947, p. 38). The 1953, 1968 and 1993 sector classificarions also
reflect the criterium of government control as the 1953, 1968 and 1993



« 37 -

subsectors Publiec Enterprises and Public non-financial corporations are
all defined as encompassing the enterprises which are owned or
controlled by public authorities (UN, 1953, para 82; UN, 1968, para
5,55; UN, 1992, Ch. IV, p. 19).

Another way to look at rhe sector classifications is to compare to
what extent they reflect specific "functions’ that can be fulfilled by
the govermnment as well as by ‘the market’', Major functions in this
respect are!

- the provision of general Imfrascructure

- health care

- education

- lnsurance of income (life Insurance, pension funds and social secu-
rity).

The fipsc three functions are not reprssented in the sector classifi-

cations of the reports. Only additional classifications, like a

funcrional classification of govermment services and a classificarion in

activities for industries, can meet such informational needs. The fourch

function is represented in the 1947 sector Insurance And Social Security

Agencies. In the 1933 sector classification, this function can not be

discernaed at all. In the 1968 and 1993 reports, two subsectors

pertaining to different sectors are important in this respect, namely

the subsector Insurance Companies and Pension Funds and the subsector

Social Security Funds. A drawback of this sectoring is that the major

differences between casualty Insurance companies and pension funds are

ignored.

Another function is that of financial intermediation. In the 1947,
1968 and 1993 reports, this funetion is fully veflected by separate
sectors. The 1953 report explicitly rejects thls option in order to
Limit the number of sectors (UN, 1353, para 283).

The role played by domestic and foreign multinationals could be made
expliclt in the classifications of domestic sectors and the Rest of the
World, Such a classification would make sense in view of the specific

characteristics of multinationals, e.g. in transferring technology, in
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financing their production processes or simply because of their size.
The intra-firm flows of a multinational may be lmports and exports to a
country. It seems likely that the determinants of this type of imports
and exports differ from imports and exports between independent entevr-
prises. The role played by foreign multinationals is reflected in the
1993 sector classification. However, it ignored the role of domestic
multinacionals®?. Al)l the other reports are silent about the role of

multinationals®? .

A subsectoring of the Rest of the World is proposed in none of the
reports. However, in view of the drastically increased importance of
internacional organisations, a distinction between International organi-
sations and the rest of the Rest of the World seems useful (now). For
EC-countries, a subsector EC is of clear importance. It would improve
the addicivicy of the national accounts figures of the various EC-
countriesg, show the relative imporrtance of rhe other EC-countries for
the national economy and reflect the special role of the EC as a supra-

national erganisation for EC countries {its taxes, subsidies, etc.).

The 1968 dual sectoring present some specific difficulries as no
linkage is provided for the two kinds of sectoring {(except at the most
aggregare level), This is defended by: "It would always be possible to
show direct interaction between establishment and enterprise classifi-
catlons, to classify compensation of empleyees in corporate and quasi-
corporate enterprises, for example, simulitaneously by major kind of
activity of both of the constituent establishments and the parent enter-
prises ... The reason for not proposing the more ambitious treatment is
that, while in principle it presents little difficulty, in practice it
presents a great deal and in fact up to now has been attempted in only a
few countries" (UN, 1968, p. 22, para 2.31). In the 1993 reporr, chere
is a eross-classification for value added, but a simultaneous classifi-

cation by sectors and economic activity s absent for commodity-flows

8, 1n the Dutch Research and Davelopment module, domestic multinationals are therefore
introduced as o separate subsector {See Bos, st al, 1992).

¢, An exception I3 the discussion In the 1947 report of the residency of enterprises {and their
aftiliates {see section 9).
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{output, intermediate consumption, capital formation)., However, cross-
classifications of value added and commodity flows are important for

analytical as well as statistical purposes,

Analysis is served by a linkage batween sector and economic activicy
information as: ' '

- the link f{tself is an important chject of economic study, e.g. the
interaction between capital formation and saving or the Interaction
between Income generation and income expenditure;

- the link is important for (dis-)equilibrium models of an economy.

The estimation process would also benefit from such a linkage as it

enables the comparison of data from various sources, In this way, the

reliability and consistency of the data can be checked en !mproved. For
axample, without such a linkage the three ways of estimating Gross

Domestie Product {based on production, final expenditure and income)

can only be compared -by definiction- at the very aggregate national

level.



5.2 Accounts
5.2.1 Dascription

In table 5, the accounting structures in the four reports are compared,

In contrast to the other reports, the 1953 report does not present a

concrete set of accounts., The content of its four accounts is only

described In general terms., Which specific items are to be distinguished

or incorporated is not defined In the report. To some extent this can be

deduced from the set of Standard Tables proposed or the general descrip-

tion of concepts.

Table 5, Accounts in the 1947, 1933, 1968 and 1993 reports.

1947 repart

1853 reporxt

1968 report

1393 report

Prod. ,Consumpt . Exp,
and Cap. Fomm. Ace.

Goods and Services Account

Cparating Account

Revanue Account for
Insur Companies,
Priv.Pansion funds,
Social Sez. Instit.

Produczion Actount

Production Adcount,

Produgtion Accsunt

Operating Account

Revenus Account feor
Insur. Companies,
Priv.Pansion Funds,
Social Sec,Instit.

Appropriation Account

Appropsiation Account

Incoms and Curlay
Account

Generaticn of Income Account
Alloc,.of Primary Income Account
Secundary Distr.of Income Acgount
Raduistr.cf Ineame in Kind Acesunt
Use of 2isposable Inceme Account
Use of Ad3. Disp, Inccme Acszunt

Capital Adcount

Raserve Account

Capital Reconelliation
Account

Capital Fipance
Accaunt

Capital Account

Financial Account

Resorve Account
{enly realized holding

{Reconciliation
Account}

(Baianca Sheat)

Other Changes in Volune of azsets
Atcount

Revaluation Agcount

falanca sheats

HOW

= Currant

-~ Capital

=~ Curcrant

- Capleal

gatns and loases) = Opening
~ Changes

- Closing

Censnlidatad Account External Account Consolidated Acc, ROW Account

}' Gonds and Sexvices
= Primacy Income and Curtent
Transfers
]- Capital Agcount
~ Financial Aceount
- Othag Changes in Assets
- Assers and Liabllitias Acc.
[Balkance shaets)

Only in the 1968 and 1993 reports, a Goods and Services Account,

which records the supply and use of goods and services (output, impoerts,
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exports, intermediate and final consumption and capital formation) is
employed. This account serves to establish a linkage fo input-ocutput and
make and use tables, The inclusion of the latter are a specific feature

of the 1968 and 1993 reports.

Operating and Production Accounts show the current costs and revenues

related to production. In comparing these accounts In the reports, also
the 1947 Revenues Accounts for Insurance Companies, Private Penslion Funds

and Social Security Insticutions should be taken inte account.

In the 1947 report, for Insurance Companies a Revenue Account is used
in addition to the Operating Account. This HRevenue Account registers the
premiums recelved, imputed charges and claims and surrenders. For the
Private Penslon Funds and Social Security Institutions, only a Revenue
Account and a cembined Capital and Reserve Account are drawn up (see
table 1). These Revenue Accounts register the current costs and revenues
related to production and, furchermore, the distribution of income. They
are therefore more encompassing than the Operating and Production

Accounts,

The differences with raspect to the Operating and Production Accounts

are best revealed by comparing the balancing items. In the 1933 Produc-

tion Account and the 1993 Production Account, they are value added
concepts, In the 1947 Operating Accounts, the 1968 Production Accouncts
and the 1993 Generation of Income Accounts, the balancing icems are
operating surplusses. In fact, the 1993 report splits the 1947 Operating
Account and the 1968 Production Account in two Accounts: a Production
Account and a Generation of Income Account. A specific feature of the
1947 operating surplus is that interest payments are already deduccted.
In the operating surplusses of che 1968 and 1993 reports, interest still
has to be pald out of the operating surplus (on concepts of income: see

section 8).

All the balancing items are at factor costs, with the exception of

the 1993 report which prefers basic prices.
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A peculiar feature of the 1947 Operating Account is that, next to the
operating surplus, several other transfers te and from other accounts
are recorded on the Operating Account. Examples are "Transfer from
capital account In respect of unsold goods, work in pregress and unused
materials®, "Transfer to capital account in respect of depreciation and
obsolescence” and "Transfer to revenue account of persons in respect of
bad debts”. In fact, there is no real balancing item, More in general,
unlike in the other reports, tha ’balancing items' in the 1947 reporc
also do not 'trickle down’ to the aother accounts. For example, in the
1993 report value added is the balancing item of the Production Account,
which is the start of the next account, the Generation of Income

Account.

Another distinctive feacure of the 1947 accounting structure is that
the expenditure on own-account capital formation (including compensation
of employees) is recorded at its capital account. The total value of
own-account production should then also be registered atc the Operating
Account. In the other reports, expenditure on own-account capital

formation are recorded at the Production Accounts.

The distribution of income and its use are recorded rather similarly
in the reports. The major differvence being that the 1993 report employs
several accounts in order to describe several stages in che income
distribution and use processes, while the other reports lump all these
accounts together in one account (for each sector). The concepts of
income and consumption in these accounts are discussed in sections 7

and 8,

A specific feature of the 1947 report is that realized capical gains
and losses are {explicitly) to be registered as income. In the other
veports are these gains and losses not included in any concept of

income.

The 1947 Capital Account registers the changes in non-financial capi-
tal stock and the costs of maintaining the capital stock, like the pur-

chase of capital goods, expendirure for own-account capital formation
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like wages, changes in stocks, capital consumption and the payment of
insurance premiums related to capital stock. The Capital Account is
balanced by the net amount of capital accumulation which has te be Ei-
nanced by the enterprise ltself. Changes in E£inancial reserves like
transactions in securities, borrowing, and losses, subscriptions teo new

issues and obligations are to be reglstered on the Reserve Account,

In cthe other reports, rather similar accounts are used. For example,
the 1968 Capital Finance Account is subdivided in two parts, correspon-
ding respectively with the 1947 Capictal Account and the 1947 Reserve
Account or with the 1993 Capital and Financial Aceounts. It is interes-
ting co note that in the 1947 report the amount of detail offered on
financial transactions is not much less than in the 1968 report. In the
1993 report, a substantial amount of detail and new classificacions is
added, while no detail at all is presented In the 1953 report (fimancial
flows are absent in its Standard Tables). Financial assets are discussad

in more detail in section 6.

Only in the 1993 report, serious attention is paid to establishing
a link with balance sheets, According to the syneptic table 2.1 in the
1968 report, realized capital gains and aother sorts of revaluations are
to be registered on a Revaluations Account. However, in the rest of the
1968 report, the Revaluations Account is fully ignored. In the 1947
repert, only the realized part of the capital gains are te be recorded
in the accounting structure {(at the Reserve Account and the Appropria-
tion Account), In cthe 1953 report, it is supgested to provide some
additional information on capital galnas and losses on stocks in order
to establish a link between the business accounts and the national
accounts. In the synoptic table 2.1 in the 1968 report, also balanca
sheets are included, but they are in the remainder of the report fully
ignored. We can therefore conclude that tables for balance sheet
accounts ara virtually absent In the 1947, 1933 and 1968 reperts and

that chey therefore restrict themselves fully to flow accounting.

A major extension in the 1993 report is therefore that it alse

includes Balance Sheets and Other changes in assets accounts. In



- bl -

addition to reallized holding gains and losses, also not (yet) realized
holding gains and losses and other changes in volume (like those due te

earthquakes and war) are incorporated.

In the congelidated account of the 1947 sector Rest of the World, no
subaccounts are introduced, not even to reflect the distinction between
current and capital transactlons. Its sole balancing item therefore
shows net lending to the Rest of the World; a current external balance

i{s absent.

In the 1953 and 1968 reports, a distincrion is introduced for current
and capital flows. In supplementary tables, a more refined classifica-
tion of flows with the Rest of the world is included (UN, 1953, Table
XI; UN, 1968, Table 26)). Only in the 1993 report, such a reflined
classificacion is incorporated in the accounting structure {(ses table

5).
5.2.2 Discussaion

Varlous issues involved in this secricn are discussed elsewhere, like
balance sheets (section 2.2} and concepts of income that serve as balan-
cing iltems {see section 8), We will therefore restrict ourselves to two

short comments,

The 1993 accounting structure seems a major improvement: different
economic processes are clearly reflected by the various accounts (e.g.
income distribution and income redistribution) and for each sector the
same accounts are emplo&ed. In the 1947, 1953 and 1968 reports, the

accounting structures are much less Cransparent,

A remarkable feature of the 1947 accounting structure is that
surplusses and deficits in international trade are not explicitly shown
by a balancing item in the consclidated account for the Resc of che
world. The absence of such a balancing item is a bit puzzling, because
the variable was of great importance in economic analysis and policy and

could have been shown very easily.
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6. Assets, capital formation and capital consumption

6.1 bescription

A basic distinetion can be made between financial and non-financial

assets, This is also reflected 1n the accounting structures of the 1947,
1968 and 1993 reports. For example, in the 1993 report, fimancial assets
are to be recorded at the Financial Account and non-financial assets at

the Capital Account.

All reports draw a rather similar boundary between financial and non-

financial assets. The major exceprion pertains to the treatment of geld.

The 1947 and 1953 reports regard gold as a commodity and not as a finan-
cial claim (UN, 1947, p. 67; UN, 15953, paras 183, 184). The 1968 report
distinguishes three kindas of gold:

- monetary gold;

- commodity gold for industrial use;

- commedity gold held as a financial asset.

Only commodity gold for industrial use is regarded as a non-financial
asset. In the 1993 report all gold that is net held by the authorities
as part of their international reserves is treated like a non-financial

asset,

There are substantial differences in the classifications, scope and

amount of discussion of financial assets in the reports. In the 1947

rveport, various financial items are distinguished in the Reserve
Account, like borrowing, net purchases of gold and silver bullion and
coin, subscription to new lssues, net purchase of existing securities,
mortgage repaid and discounts and advances te business enterprises by
banks. Financial assets are not discussed in the 1953 report {(see also
the section on accounting structure). The 1968 report offers a classifi-
cation of financial assets in l4 categories which stresses the distine-
tion between short-term and long-term loans and other financial assets,

This distinction is absent in the 1947 reporrc.

The 1993 report elaborates much more than all the earlier reports on

financial assets. This partly reflects the rapld development of finan-
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cial markets and new financilal instrumehts in the last decades. Examples
of such finanelal instruments not discussed in the earlier reports are
financial leasing, repurchase agreements, deep discounted bonds, options
and other derivatives. In the 1993 report, the long-term/short-term
distinction is only present as a secondary distinction, because *of the
improved facilities available Iin financial markets to re-finance short

term financial assets™ (UN, 1992, Annex on changés, p. 23}.

In the 1968 and 1993 reports, the concept of capital formation does

not encompass the accumulation of all non-financial assets. In both
reports, the purchase of land, subsoil assets and some selected intan-

gible assets are recorded as accumulation of non-financial assets, bur

not as capital formation. In the 1968 reporc, these intangible assets

are L.a. "exclusive rights to explolt mineral deposits and fishing
grounds, other concessions and leases in respect of land, patents, copy-
rights and trade marks" (UN, 1968, para'7.86). Purchased goodwill is not

at all to be recorded,

In the 1991 report, intangible assets included in capital formation
are expenditure on mineral explorarion, computer software, and enter-
tainment, literary or artistic originals. These are all called “"produced
intangible assets". The "intangible non-produced assets" are excluded
from the 1993 concept of capital formation, but recorded at the 1993
Capital Account. This pertains to patents, leases and purchased good-

will,

We will now continue our deseription of the concepts of capital

formation by focussing on specific items.

In all reports, the purchase and production of machinery, other

equipment, dwelllngs and other buildings are regarded as fixed capital

formacion. The usual expenditure on repair and maintenance are excluded
from their concept of fixed capital formation. However, the expsnditure
on goods and services which significantly enlarge the length of Llife or
productivity of capital goods are to be registered as fixed capival

formation.
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In the reports, rather similar exceptions are made to the rule that

the own-account production or purchase of tangible durables is fixed

capital formation. This applies to the purchase of consumer durables as

well as to military expenditure on weaponary and other specifiec milicary
durables (e.g. tanks and military barracks}. Durable goods to be used in
the production process of which the valﬁe is relatively small are exclu-
ded from the 1953 and 1968 reports' concepts of éapital formavion (if
the customary business accounting procedure is to treat them as a
current expense); this specific case is not mentioned in the 1947

report.

A difference occurs with respect to the treatment eof land.In the 1947

and 1953 reports, purchases and sales of land are regarded as fixed

capital formation, while according to the 1968 and 1993 reports they
should not be incorporated. In all reports, large incidental expenditure

for the improvement of land are regarded as fixed capital formation.

Ancother difference pertains to military expenditure on durables
that are not typically milicary. The 1947, 1968 and 1%9] reports agree
that military expenditure on family dwellings should be recorded as
capital formation; the 1953 report is silent in this respect. In
contrast to the 1953 and 1968 reporta, the 1947 and 1993 reports
recommend that milltary expenditure on infrastructure, schools and
hospitals is recorded as fixed capital formation (UN, 1947, p. 77; UN,
1953, para 139; UN, 1968, paras 6.66 and 6.122; UN, 1992, Annex on
changes, p. 18).

In the 1953 and 1968.reports, fired capital formation is limiced to
the production or purchase of the above mentioned tangible durables. In

contrast, in the 1947 report, some intangible durables are accepted as

fixed caplral formation: "It is clear also that certain receipts from
professional services, rendered for example by lawyers, accountancs and
surveyors, would also appear here [on the capital account] in so far as
they are incurred, not in connexien with current output, but for the
future benefit of the concern. In the same way, it would seem chat other

expenses of a non-recurrent character such as certain types of adverti-



- 48 -

sing expenditure should appear as sale to capital account in the firsc
instance, which are then written off out of operating revenue over a
period of years™ (UN, 1947, p. 34}. Other types of intangible capital
formation, like human capital, seem te¢ be excluded in the 1947 report
though. In the 1993 report, a more restricted amount of intangible
assets {8 Included in the concept of fixed capital formation. For
example, expenditure on mineral exploration and computer software are
included, but capitalizing the expenditure of a massive incidencal

advertisement campaign is not allowed,

The 1%53 and 1968 reports reject natural growth as capital formation,
e.g. of standing timber or crops (UN, 1953, para 182; UN, 1968, para
£.103). Only changes in farm stocks such as grain or livestock are
incorporated; the 1947 report neglects this issue. In the 1993 reporct,
only natural growth under control of human activities are te he
recorded as capltal formation; other natural growth is regarded as an
other change in assets. In fact, the differences between the 1953 and
1968 repeorts on the one hand, and the 1993 report on the other hand,

mainly amount to a difference in the time of registrarion.

In all cthe reports, caplital fermation is subdivided into fixed
capital formation and changes in stocks/inventories. The 1993 report
incorporates valuables in capltal formation as a third category. It
defines valuables as "goods of considerable value that are not used
primarily for purpeses of production or- consumption but are held as
stores of value over time®™ (UN, 1993, Ch. X, p. 3). Examples of valua-
bles are precious metals and stonas, jewellery and works of arc. The
reports of 1947, 1953 and 1968 do not record changes in the stock of
valuables at all,

Only in the 1953 and 1993 reports, the fundamental discinctlon
between stocks as inputs (materials and supplies) and stocks as outputs

{work im progress, unsold output) is made.

Exhaustion of natural resources is in neither of the reports regarded

as changes Iln stocks or as consumprtion of fixed capital.
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In general, the four reports recommend to record capital consumption

on fixed capital formation. However, the 1953 report propeses that ne
caplital consumption should be recorded for all general government assets
except buildings (UN, 1953, para 208). In the 1968 vepoxt, only infra-
structure should not be written down (UN, 1968, para 7.20). In che 1947
and 1993 reporkt, in principle all'assets lncluded in fixed capital
formation should be depreciated (if necessary).

The concept of capital consumption is in all the reports defined in
terms of the replacement value of capital stock, The 1947 repert gives a
more precise description on what is te be maintained intact: "capital
needed to yleld a given amount of product® (UN, 1947, p. 60). The 1633,
1968 and 1993 reports agree that capival consumpcion should be based on
expected economic lifetime, that unforessen obsolescence should be
excluded from the concept and that scraightline depreciation is in most
case a practical solution (UN, 1953, para 440; UN, 1968, paras 7.19,
7.21; UN, 1992, Ch. VI, p. 57). The 1947 report discusses the concept of
capital consumption in relation to maintaining eicher real capital or

money capital intact. However, a concrete choice is not made.

6.2 Digcussion

The concept of fixed capital formation Is instrumental in describing the
production of pgoods and services. This role is clear from e.g. the defi.
nicion in the 1993 report "assets that are used repeatedly, or conti-
nuously, in processes of productien for more than one year™ (UN, 1992,
Ch. X, p. 3). This definition allows to employ a very wide concept of
capital formation. However, in the reports, the concept of fixed capital
formation has been narrowed down drascically, e.g. with respect to con-
sumer durables, military durables, intangible assets and human capical.

This can best be understood by referring to the general requirements of

consistency and measurabilicy.

In the natjonal accounts, the concepts of capital formation and

production are closely linked for reasons of consistency. The concept of
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capital formation in the reports can partly be derived from the produc-
tion boundaries chosen: as the services of consumer durables and of
human capital are not regarded as production by the reports, expenditure
on consumer durables and human capital are also not regarded as capital

formation related to production. This implies also that the arguments

for choasing a particular production boundary can be relevant to the

choice of the concept of capital formation (and vice versa).

As is the case with the production boundary, operacional {(measurable)
definitions are needed in defining capital formation. In order to grasp
the merit of the definitions in the repores, it is Important to realize
that recording items as capital formation usually implies that also
capital consumption on these items has to be measured {see also Pos,
1392). For example, In the 1853 report, lack of statistical information
is put forward as an argument not to record consumer durables as capital
formation (UN, 19533, para 64). Problems in measuring capital consumption
are also prominent for concepts like human capital and intangible

assals.

For imndividual items, also other argﬁments are used to defend their

inclusion or exclusion, We will discuss these subsequently.

In the 1947 report, it is argued that consumption expendicture on

durables should not be part of capiral formation: "chese two types of
sxpenditure are subject to different bread classes of morivarion. Consu-
mers’ purchases depend, once tastes and habits are given, on ralative
prices and income, wheras capital expenditure depends essentially on a
comparison between the éxpeccad yield of the asset capiralized at the
current rate of Iinterest and the cost of preoduction of the asset™ (UN,
1947, p. 74). This argument could in fact also be used te make clear why

owner-pccupied dwellings are treated different from consumer durables.

The conventions with respect to military expenditure on durables

raise two guestions. Firstly, why is military expenditure on durables a
specific case at all? The logic of investment for milicary purpeses is

perhaps somewhat different from non-military investment. However, this
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can be taken care of by introducing a separate category for milicary
investment. Determining capital comsumption for military durables is in
general also not relatively difficult, as often explicit estimates of
expected lifetimes are made by the Ministry of Defemnse or the military
staff, A major operational problem is the delineation of ‘military
purpose’ as the role of the army and the expenditure of the Ministries
of Defense ls In many countries not fully militafy: military hospitals
may also serve the civilian population, the role of the police may be
partly fulfilled by the army and part of educarion in the army is best
be regarded as general (non-military) education. Furthermore, other
Ministries than that of Defenase {(e.g a Minilstry of Transport, Communi-
cation or Economic Affairs) can be involved in millirary expenditure as
well. Therefore, the split of government expenditure on durables accor-

ding to military purpose {as advocated by the 1953 and 1968 reports) is

in many cases highly arbitrary.

The second gquestion is: what is so typical about weaponary and other
specific military durables, that they should be treated as exceptional
in all the reports? The 1947 report argues that the longevity of
milicary durables is fundamentally different from that of non-milicvary
durables. This is not very convincing in view of evidence from the
Second World War: military as well as non-military durables were
destroyed on a massive scale. The convention with respect te military
weaponary seems to be inconsistent with recording current military
expendlture as output: how can provision of defense and security be
ackowledged as a form of production from which people derive satisfac-
tion on the one hand, while military weapons are not regarded as capital
goods on the other hand? Defense and security is provided not only in
war time, but also in peace time., It seems reasonable to state tha:
actual warfare and destruction is not the purpose of military expen-
diture in most countries. Therefore, there exlsts a case for recording

expendlture on destructive weapons as fixed capital formation.

An argument against treating depletlon of natural resources as a
decrease in stocks is that the costs of depletion are generally external

costs. These costs did not enter the decision-making processes (as
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such}. In analyzing, understanding and predicting the national economy,
e.g. the investment behaviour of enterprises, these costs are therefore
alsoc best be Ignored. If deplation of natural resources is regarded as
free of costs by enterprises, households and the government, they should
also be recorded as fres of costs in the national accounts. For a more
profound discussion on the environmental issue, we refer to Keuning
(1992).

In the 1968 and 1993 reports, the purchase or acquisition of land are

net regarded as capital formation. The 1968 report argues cthat for a
country as a whole total available land is constant and that -cherefore-
its purchase need not be included in the Nationmal Accounts (UN, 1968,
para 7.85), In the National Accounts macro-economic aggregates as well
as aggregates per sector/activity are recorded. For the meso economic
aggregates -especially in describing agriculture-, it can be of impor-
tance to record changes in the amount of land available as capictal

formation and an increase in capital stock.

In theoretical economics, the concept of human capital has received

wide attention. This iIs evidenced by awarding Gary Becker, one of the
pioneers of human capital theoxy, the Nobel prize in economics in 1992,
In development economics, it is even the general opinion "that the
formation of human capital is important, perhaps even central, to the
development effort in pooxr countries. When increased productivicy
results from formal education, health and nutrition, effective job
search, migration, or on-the-job training, we see the results of past
investments in human capltal. Abstention from consumption (saving) and
axpenditure to increase investment together yield returns in future
periods, just as investments in physical capltal would yisld returns®
(Herrick and Kindleberger, 1984, p. 193). Large changes in the age
structure of a country can even necessitate a large Increase in govern-
ment expenditure on formal education. A brain drain can drastically
reduce the economic prospects of a country. Some enterprises spend large
amounts of money on general and specific training as parv of their
policy. And individuals in households may want to increase their earning

capacity and their opportunities on the labour market by taking courses.
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Although incorporation of the concept of human capital in the national
accounts is of importance for widely varying types of micre, meso and
macro analysis, it is recommended in none of the reports. These conse-
quences are the price to be paid in achieving fairly measurable concepts
and consistency of concepts throughout the system (e.g. with respect to

the production boundary, see abové).

Neo-classical growth theory explained growth in terms of changes in

the volume of labour and physical capital inputs. Technological progress
was assumed to be exogenous and increases In the volume of inputs were
supposed to have constant or diminishing returns to scale. 'New' growch
theory regards technological progress as endogenous. It suggests
increasing returns (spill-over sffects) for specific inputs, like expen-
dizure on Research and Development, Innovation and human capital (on
'ewld' and ‘new' growth theories, see Solow, 1992 and Grossman and
Helpman, 1991). From this point of view, the 1953, 1968 and 1993 asset
boundaries clearly reflect the old growth theery. However, the 1993
report also shows some influence of the new growth theory in

recommending a Research and Development module.

in none of the reports, capital consumption is to be calculated on

the basis of the net present value of capital stock. From a national
accounting point of view, this wvalue is indeed theoretic and unrea-
listic. Future income is at present unknown and uncertain and even
exbec:ed future income flows can often not be atcributed to individual
assets. Therefore, the basls of calculation should be based on present
marker values of similar capiral goods or on historical costs adjusted
for changes in prices!®) (e.g. the Perpetual Inventory Method). Both
options seem to be advocated in principle by the reports. Only the 1993
report contains a description of the Pl-Method for calculating capital
consumption. Although the option is mentioned in the 1947 and 1953
reports, no support is given to a caleulation of capital consumption

based on maintaining financial capital intact. This option amounts to a

calculation based on historical costs with a general inflation adjust-

10, The prices of similar capital goods or the prices of the goods and services which are
needed to produce such a capital good on own-account.
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ment (consumer prices are probably the best cholce; an index specific
to the owning subsector/induscry may alsc be chosen). If no replacement
of the specific capital goods is Intended at all, this option is to be
preferred (cf. Scott, 1984). This option seems especially suitable for
calculating capital consumption on unigue assets, including wost

intangible assets,

According to the 1953 and 1968 reports, infrastructure is not to he
written down. The logic of this convention was that estimates of capital
consumption on these types of assets are highly arbitrary and chat a
simple solution to circumvent this estimavion problem is to assume chat
such assets are well-kept (see e.g. UN, 1968, para 7.20). This is a
clear example of a data problem inducing specific nationmal accounting

conventions.,



- 55 -

7. Intermediate and final consumption
7.1 Description

Proper definition of intermediate and final consumption requires to

define:

- all the boundaries between rhese categovies;

- all the boundaries with other cétegories.

In sections 3 and 6, the boundary problems with respect te the produc-

tion and asset boundaries have been discussed, In this section, atten-

tion will be focused on:

- Cempensation of employees in kind and the distinction between interme-
diate and final consumption;

- The distinction between transfers and purchases of goods and services
{intermediate consumption, final consumption and capital forma-
cion)ti?;

- The use of goods and services that are not explicitly paid for, like

goverument services and some banking services.

The reports draw the boundary between intarmediate consumptiocn and
compensation of employees in kind (= final consumption) rather simi-
larly. For example, contractual obligations for employees to purchase on
own-account tools, safety-wear, etc, are regarded as intermediate
consumption (or capital formatlon) of the employer (UN, 1947, p. 57; UN,
1953, paras 38 and 229; UN, 1968, para 6.59). The reports agree that the
concepis of intermediate consumption and income in kind of che business
or tax administrations are not appropriate for national accounting

purpeses, ALl reports employ a ‘net benefit' principle. In che 1947

report, thisg is explained as: "an expenditure by an enterprise on behalf
of an employse should, in order to be censidered as part of the
employee’s remuneration, confer upon him a net benefit and not merely
compensate him For a particular disadvantage arising out of his
employment™ (UN, 1947, p. 37). Nevertheless, there seem to be some

11, The distinetion between subsidies and purchases of goods and services will not be
discussed. The reason is that it would require disproportionate space: the subject itself
is complicated, many alternative booking conventions are possible for various instituticnat
arrangements of e.g. hesith care and the reparts do not enhance one general principle, but
have different opinions on different items (e.g. health care, education, housing amd
transpotrt).
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clear differences between the reports: the 1947 report enhances a broad
interpretation of this principle, while the other reports employ much
more rigid interpretations (suggesting invariance to differences in time

and place).

The 1947 report stresses that "what is normally regarded as a net
benefit i3 dependent on social valuatiens and changes as thess valuatlon
change. Thus, for example, the existence of pic-ﬁead baths at a coal
mine would, a hundred years ago, have been something quite exceptional,
in no sense a cost of doing business, and would doubtless have been
regarded as a net benefit vto the employee rather than as a compensation
for the particular disadvantages of his trade. Nowadays, pecvhaps, the
mattter would be differently regarded, as such amenities would hardly be
regarded as income in kind" (UN, 1947, p., 57). Other interesting
examples given are:

- "In contrast teo payments to special schemes covering specific occupa-
tional diseases, payments in respect of general health insurance
schemes are best regarded as compensation of employees™ (UN, 1947, p.
57).

-« "[1]n trades in which unemployment is negligible, such payments
{payments in respect of unemployment insurance] confer virtually no
benefit and on this argument the payments in industries wicth a higher
rate of unemployment are merely an offset to this hazard" (UN, 1947,
p. 37).

So, in f£act, the 1947 report argues that items should be included in

compensation of employees (or In intermediate consumption) depending on

the specific national (or even regional) circumstances. This contrasts
with the other reports. For example, in the 1993 report even a concretce
list of items to be included in intermediate consumption is given (UN,

1992, €h. VI, p. 47).

A second boundary lssus Ls the distinction between transfers and the

purchase of goods and services. An imporctant case in point is the

distinction between taxes and levies on the one hand and purchases of

goods and services of the government on the other hand.
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The reports agree that the purchase of goods and services refers in
peneral to all payments in which there is a clear and reasonable link
between the payment and the acguisition of the services or goods, So,
entrance fees for museums and payments for catalogues and postcards in
museumshops are regarded as the purchase of services (in this case:
final consumption). However, charges mainly made for revenue purposes
should be recorded as taxes, In the 1947 report it is for example stated
that "in numerous cases government agencles compél registration,
auditing and the like for which a fee is charged far in excess of the
cost involved. In the case of registration, it may be argued that no
service 1s rendered and the whole fee may be treated as an indirect tax.
In the case of compulsory auditing, ete., where there is clearly an
element of service, the difference between the fee charged and the cost
of the service may be regarded as a tax" (UN, 1947, p. 59). Though this
principle is mentioned in all the resports, there are differences in
application. For example, in the 1953 and 1968 reports fees in respect
of passports are taxes, while in the 1%9]) report these are part of final
consumption expenditure. The 1947 report does not mention this specific
case. Similarly, the 1947, 1968 and 1993 reports regard school fees as a
payment Eor services, while the 1953 report regards them as transfers
(UN, 1947, p. 59; UN, 1953, para 130; UN, 1968, p. 108, table 6.1}.

Wicth respect to payments to private non-profir insticuriens, the

distinction between transfers and purchases of goods and services is
discussed only in the 1968 and the 1993 report. They agree that member-
ship dues, subscriptions, voluntary donations to MNon-profit insciturions
serving households are to be recorded as transfers (UN, 1968, para 6.91;
UN, 1992, Sec. diser. p, 32). This applies also to e.pg,. the membership
fees of sports clubs and trade unions. The latter could have been regar-
ded as payments for services. At the same cime, the 1968 and 1993
reports also seem to agree that membership dues for Nonm-profit insticu-
tions serving business are a payment for services (UN, 1968, table 7.1,
p. 128; UN, 1992, Ch. VI, p. 52). This could be regarded as an

inconsistency.

The distinction between purchase and transfer is also important in
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case of bad debt allowances. In the 1947 report, bad debt allowances

are regarded as operating expense (intermediate consumption}, while the
1953 report records it as property incoﬁe and the 1968 report recommends
te record them as current transfers (UN, 1947, p. 61, UN, 1953, para
242; UN, 1968, table 7.1), In the 1993 report, it is recorded as an
Other change In the volume of assets (UN, 1992, Ch, XIL, p. 13).

Some goods and services are not explicitly sold (as such) to indivi-

dual households or enterprises. Examples are government services,
services of non-profit instcitutions, banking services and sexvices of
insurance companies. In such instances, specific accounting conventions
are needed to define intermediate and final consumption and the

consuming secCors.

All reperts agree that it is too difficult in practice to split

government services Ilnto intermediate consumption and final censumptlon;

therefore all government services are to be recorded as final consump-
tion of the government {e.g, UN, 1947, p, 33; UN, 19533, para 40). The
implication is that by convention ne export or import of government
services 1s possible. This could pertain te e.g. the import by EC-
countries of EC-government services or the export of military services
by the United States to e.g. Saocudi-Arabia and Japan by amount of the
latter’s financial support to the USA in the Gulf-war.

In contrast to thelr recommendation with respect to government
services, the reports seem to agree that the services of non-profic
institutions are to be split into intermediate and final coasumpcion.
This can be deduced from the sector classifications Iin the reports: all
split non-prefit institutiens in these serving households and those

serving enterprises,

The 1947 and 1953 reports take the position that the domestic produc-
tion of indirectly charged banking services should be allocated to cthe

sectors and thus be recorded as either intermediate consumption, final
consumption or as exports (UN, 1847, p. &41; UN, 1933, para 199). In

contrast, the 1968 and 1993 reperts recommend to record this domestic
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production as intermediate consumption of a nominal sector (UN, 1968,
paras 6.34, 6.35; ISWGNA, 199212)) The implication is that -ceteris
paribus- Domestic Product and National Income in the 1947 and 1933
reports is higher than that recommended in the 1968 and 1993 reports by

amount of the final consumption and exports of imputed banking services,

The 1947 and 1953 reports allocate the indirectly charged banking
services to rthe depositors (borrowers). The 1993 report allocatas to
lenders as well as to borrowers of funds. Those who indirectly finance
rhe provision of free banking services are generally not the same as the
actual users of these services, So, in fact, in none of the reports an
allocation is made on the basis of the actual use of the banking

services.

In the 1947 report, the services of casualty insurance companies are

recorded as being consumed by resident producers and households, thac is
partly as intermediate consumption and partly as final consumption. The
1953 report follows with respect to the exports of these services, the
IMF-Balance of Payments Manual, which recommends to record the inflew
and outflow of premiums and pay-outs as imports and exports of services
{UN, 1953, para 190). The 1968 report agrees with the 1947 reperc (LN,
1968, para 6.39, table 6.4). In the 1993 report, the services of
casualey insurance companies are te be recorded as intermediace consump-
tion, final consumption or exports {UN, 1992, Ch. IX, p. l4; UN, 1992,
Ch. XIv, p. 36).

The 1%47, 1968 and 1993 reports agree that the use of services of life

insurance companies, pension funds and social security funds should be

recorded as final consumption or as exports of services (UN, 1947, pp.
42, 53; UN, 1968, para 6,39, table 6.4; UN, 1992, Ch. IX, p. 14, Ch.
X1V, p. 36). The 1953 report seems to suggest that only final consump-
cion should be recorded (UN, 1953, paras 136, 132 and 240),

j2. In the draft report, the new SNA sided with the 1947 and 1953 reports (UN, 1992, Ch. VI,
p. 39). However, In a special meeting of experts, it was cecided to adopt the 1958
cenvention. Aliocating the indirectly charged banking services and its consequences for
Domestic Procuct can be shown in a supplementary table (ISWGHA, 19923,
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A unique feature of the 1993 report is that it employs a twin set of

final consumption and disposable income concepts: flnal consumption

expenditure and disposable income on the one hand and actual final
consumption and actual disposable income on the other (see also section
3.2). In the 1993 report final consumption by the govermment is divided
into two parts: individual goods and services and collective services,
Actual final consumption by households is defined as the sum of final
consumption expanditure by households plus individual goods and services
by the government plus the services of Non-profit institutions serving
households (All services by Non-Profit Instirucions are treated as indi-
vidual even though some are partly collective in nature). Actual final
consumption by the government is equal to the government expenditure on

collective services.

The 1993 concepts of final consumption expenditure and actual final
consumption by households differ from the concepts of final consumption
by households in the other reporrs. In contrast to final consumption by
households in the other reports, f£inal consumption expenditure in the
1993 report does not include social transfers in kind. So, che 1993
concept of final consumption by households is less encompassing.
However, actual final consumption by heuseholds is more encompassing as
it includes the services of non-profit institutions serving households
and the individual services of the government as scocial transfers in
kind.

7.2 Discussion

The choice of the production boundary has a large effect on the
occurrance of many practical problems in distinguishing between inter-
mediate and final consumption, e.g. at unincorporated enterprises where
some goods and services are used for production as well as for final
consumption (e.g. shelter and modes of transport). By extending the
production boundary with primary own-aceount production, the 1953, 1968
and 1993 reporecs have substantlially Increased the statistical problem of

distinguishing between final and intermediate expenditura.
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The convention in the reports to record all government services as

final, may affect International and intertemporal comparability of

Pomestic Product and National Income, as the Intermediate or final
character of government services can differ substantially. This pertains
to the services provided by the government which might have been
produced and sold by public or private enterprises. As the reports
regard such government services (e.g. research, education, transport,
security services) fully as final congsumption, while their marketed
counterparts are partly recorded as intermediate consumption, compara-

bility of domestlec product and natlonal income figures can be affected.

According to the reports, only the expenditure actually made are ro

be recorded as costs; all kinds of possible external costs are not to be

recorded as costs. Environmental costs are a case in point, some of them
are internal and other external. Following the reports, only the expen-
diture by enterprises, government and households should be recorded as
costs; expenditure that ’should have been made’ are ignored. Regulations
on maximum allowable pellution levels or expenditure by the government
on cleaning the enviroonment can internalize costs that were previously

external to the national accounts.

In the reports, government production is valued at costs and all
government output is recorded as final consumption. As a consequence,
the distinetion between payments for geoods and services and factor
services (primary income) on the one hand and income transfers on the
other becomes more important. As part of the goverument’s economic and
soclal policy, groups of unemployed are sometimes given (temporary)
"jobs’. These jobs are not always intended to stimulate government
output, but fregquently serve social purposes (e.g. to get minorities out
of their f{seolated soclal position) or they are just intended to keep
peopla from the streets {e.g. in developing countries, but also in
Sweden where the government is obliged Eo provide work for unemployed).
From the purpose of measuring government ocutput, the wage payments

related to purposeful overemployment should actually be regarded as

transfers.??! Another solution is to treat these wage payments as wage

payments, but te make a correction on real government output for a
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decrease in the efficiency of the government. The mirror-image of 'wages
that are in fact transfers’' are ’transfers that ave in fact wages' or

‘unpaid wark’. This relates to volunteer work in all forms.

The 1947 and 1953 reports (for the 1993 report, see note 12)
recommend to allocate the use of indirectly charged banking services to

(non-nominal) sectors. In order to calculate national aggregates, a
rough split between Intermediate consumption, final consumption and
exports is sufficient. A more detailed allocation to sectors has serious
drawbacks. The micro-macro link 1s disturbed, because depositors de not
know of this charge at all and thete will be no connection to their
economic behaviour. By imputing charges for banking services, the
description of the production process as well as that of financial flows
{actual interest flows are modified) is affected. In addition, it is
unclear why the borrowers and lenders should be charged and not those
who actually use the banking services (ea.g. households making use of
giro accounts). Furthermore, if the lenders/borrowers are unincorporated
enterprises, a statistically very bothersome split should be made
between intermediate and final use of the imputed banking services. For
a more extensive discussion, see Keuning (1990). It seems that no
analysis is served by imputing the use of indirectly charged banking
services at the indusctry level. This convention certainly smells afrer

bookkeeping for bookkeeplng purpoeses.

13, An interesting barderline case can be found in the Natherlands {see Bos and Gorter, 1593). In
1988, grass value added of the workshops for disabled amounted to 520 mitlion DFL as only the
payments to staff personell ond manzgement ars recorded ag compensation of employees. The
payments to the disabled employed are regarded as social transfers and not as compensation of
employees. In 1983, these payments amounted to 2.8 hillion DfE,
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8. Primary and secundary income distribution and saving
8.1. Description

In this section, we will describe the primary and sscundary distribution
of income and saving in the reports. First, for each report some general
statements are made, Then, attention will be focused on describing and
comparing some elementary concepts of income and saving, namely:

- compensation of employees;

- operating surplus;

- property incomeg

- disposable income;

- saving,

In the 1947 report, the description of the distribution of income is
scattered over varilous accounts. For example, in the Operating Account,
the payment of compensation of employees and interest are recorded,
while the payments of dividends, undistributed income and the payment of
direct taxes are registered in the Appropriation Account (see section
5). The discribution of national income by type of income is shown in a
separate tahle (UN, 1947, table 4, p. 14).

The 1953 report reglsters the distribution of income at the Appro-
priation Account. The balaneing item of this account is saving. In
this account, no distinctlion is made between the distribucion of primary
income and secundary discribution of income (redistribution of income),
The distpibution of national income by type of income is shown in a
separate table (UN, 1953, table IV, pp. 21, 22).

The distgibution and‘redistribution of income 1s deseribed in the
1968 report in the Income and Outlay Account. In a separate table, the
distribution of National Income by type of income and Disposable Income
are shown (UN, 1968, table 18, p., 192).

In a supplementary table (UN, 1968, rable 23, p. 198), actention is
also paid to income and outlay by type of Household. The types are
distinguished on the basis of the ’'head of the household’:
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- Proprietors of unincorporated enterprises excaept owners of owner-
occupied dwellings only:
* Agricultural
% Non-agricultural

- Employees

- Persons in other status {e.g. receiving pensions ox social grants).

In the 1993 report, the description of the distcribution of income is
already contained in the accounting structure. Four accounts are
employed to describe the distribution of income:

- Generation of income acecount:

%

Allocation of primary income account;

Secundary distribution of income account;

- Redistribution of income in kind account.

The standard sub-sectofing of the sector Households accomplishes that
these accounts also show the (re)distribution of income by type of

household (see section 5).

In the 1953, 1968 and 1993 reports, the concepts of compensacion of
employees (or 'wages and salaries’} are rather similar, They all
encompass e.g.:

* Employers’ contributions te social security schemes;

* Employers’' contributions to private pension schemes.

In the 1947 report, employers’ cantributions to soclal security schemes
are not included, but regarded as a tax {(UN, 1947, p. 59). Furthermore,
our discussion in section 7, revealed that the 1947 reporc has a less

rigid interpretation of compensation of employees In kind than the other

reports.

The 1953 report does net employ a concept of operating surplus
{'entrepreneurial income'). The concepth in the other reporcs are of
course partly different due to differences in the production boundary,
asset boundary and the concepts of Iintermediate and final consumption.
However, there is also a fundamental difference in concept. The opera-
ting surplus in the 1968 and 1993 reports can be regarded as the compen-

satfon for the share-holders/owners and the lenders. However, in the
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1947 report, Interest payments are to be deducted like in calculating

profits in the business accounts.

The types of property income distinguished are rather similar in the
reports; they all include icvems like dividends and withdrawals, undis-
tributed income, interest and rent. With respect to rent, there are some
differences. This fully reflects differences in the production and asset
boundary. For exawmple, in the 1993 report paymenhs for licenses are
payments for services and thus not property income, In contrast, in the
1933 and 1968 repbrcs. these payments are property income, i.e. renc.
Furthermore, only In the 1947 report are realized holding gains included
in property income (undistributed lncome). Flnally, only in the 1953
report are allowances for bad debt regarded as property income (see

section 7).

In all the reports, income of households alse includes investment
income of life insurance companies and pension funds attribured to
households. Furchermore, employers’' pension contributions are viewed as
if they were paid directly to employees and included in houseghold
income. In order to avoid double-counting, the actual receipts of
pension and 1life insurance payments are'not recorded as household

incoma.

In addition to indirect taxes and subsidies, economic subjects
receive and pay all kinds of other transfers, llke direct taxes, gifts

and unemployment benefits, Secundary or disposable income can be defined

as the szum of primary income received plus the net balance of current
transfers received. Such a concept of dispesable Income is explicitiy
used in the 1953, 1968 énd 1993 reports (UN, 1953, para 121; UN, 1968,
para 7.5; table 18, p. 192). In the 1953 report, disposable income
refers only to households. In the 1968 and 1993 reports, disposable

income is used for each sector and the national economy.

A third type of income distribution is tertiairy income discribution,

This distribution of income may differ from a distribution of secundary

income in two respects, Firstly, imdividualizable final consumprien
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expenditures by the government are distributed te final (or interme-
diate) consumption of specific groups of households (or enterprises)
that benefit from this government production. Secondly, subsidies that
lower the market price of some goods and services are classified as
income of the households (enterprises) that buy these goods and
services. A basic feature of rertiairy Iincome distribution is that ic

amounts to a redistribution of imputed wvalues,

Only in the 1993 report, a terciairy income concept is employed,
i.e. actual dispesable income (see alsoc sections 5 and 7). It only
encompasses the individualizable final consumption expenditures by the

government, They are all atcributed -by definition- to households.

Saving is a balancing item in the accounts of all the reperts. It is
defined as disposable income minus f£inal consumption expendicure., The
latter concepts have already been discussed above. This therefore also

applies in principle to the concept of saving.

8.2 Discussion

In our discussion, we will focus on the relationship with concepts of

income in economic theory and administrative concepts of income.

It is a long tradition in economic thought to distingulsh differentc
factvors of preduction amnd corresponding factor incomes. Such a distine-
tion by type of primary income would be e.g.: Profiec, Wages, Interest
and Land rent (Pen, 197%. p. 163). This distinction is in several
respects different from the ones recommended in the reports:

- *Pure’ profit and labour income do not exist in the reports as income
of unincorporated enterprises is not split into compensation of
employees and entrepreneurial income;

- Interest payments also include payments for some banking services;

- In addirvion to Land rent, various other categories of rent (e.g.
royalties) are acknowledged;

- The net rent on imputed services for owner-cccupled dwellings can
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only arbitrarily be dubbed as 'profit’ or interest.
Growth accounting tries to explain economic growth in terms of changes
in the factors of production Labour and Capital and varlous other
causes, So, the first step of growth accounting is always to modify
national accounts figures in such a way that they show factors of
production, e.g. the income of unincorparated enterprises is split (see
Maddison, 1987},

A famous definition of income is by Hicks: "income is what you
can spend in one period and be as well off at the end as at the begin:

ning" (Hicks, 1946, p. 172). Hicksian income amounts to discounting

{expected) future income and consumption and can bs interpreted as the
‘maximum level of permanently maintainable consumptlon'’. It is only
concrete in a metaphysical world without uncertainty and changes in
prices, interest rates and wants. In applying Hickslan income ta the
nation as a whole, alseo (expected) changes in the size and composicien
of the population should be taken into account. In the national
accounts, nene of the income concepts like compensation of employees,
gperating surplus and National Income are therefore Hicksian {see also
F. Bos, 1989%, in particular pp. 18, 19).

In a lor of administrations, various specific concepts of income ate
emplayed. Examples of such administrations are business accounts,
administrations of the tax authorities and administrations of social
security institutions. They use concepts like 'profits before tax',
'profits after tax’, ’‘rtaxable income’ and 'wages’ (e.g. excluding

compensation of employees in kind).

Establishing a link betwesen administrative concepts and the national
accounts is important for two reasons. First, administrative data
sources serve as a source to the Natlonal Accounts. Deviating from their
concepts compllcates this usage., Secondly, the behaviour of sconomic
subjects is influenced by the administrative concepts. For example,
managers, investors and banks may {partly) base their decisions con
information in the business accouncs. Se, in order to explain cheir

behaviour the National Accounts should not deviate {too) much from the
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concepts in the business accounts. This pertains to e.g. explaining
investments and tax payments by enterprises and to fluctuations in the
stock exchange rates. Despite these reasons, the link between admini-
strative concepts and those recommended in the reports is often rather

blurred.

Business accounts are compiled on the basis of natiopal guidelines

that differ substantially among countries (see e:g. Nobes and Parker,
1985}, Furthermore, these national guldelines often allow the use of
several accounting conventions, e.g. the valuation of capital stock at

historical costs and at replacement value. So, national guidelines as

well as naticonal practice determine the exact content of the concepts

employed in the business accounts. As a consequence, general inferences

about concepts in the business accounts and the national accounts are

difficult to make.

We will therefore limit ourselves to listing some possible diffe-

rences between their concepts of income:

- Different concepts of capital formation may be employed (e.g. with
respect to intangible assets);

- Different concepts of capital consumption may be employed (e.g.
different life times, historical costs vs replacement costs);

- Different valuation principles may be used for changes in stocks; as
a consequence, intermediate consumption will be valued differently;

- Capital gains and losses may be treated differently, i.e., included in
business incoms;

- The sale of property (buildings, financial assets) may be recorded as
current revenue in business accounts;

- Specific national accounts conventions are not reflected in the
business accounts, e.g. those with respect to banking services,
casualty insurance services or unfunded employee welfare funds,

- In the business accounts, exceptionally large, incidental costs, like
the costs of reorganization, may be deducted as a current cost.

For analytical reasons presented above, it may be useful to show -next

to national accounting income of enterpfises- also the differences with

income in the business accounts.
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Taxable income of households may differ also in many respects from
the concepts recommended in the reports. This concerns pensions, the
investment income of life insurance companles and the valuation of own-
account production, the services of owner-occupied dwellings and fringe
benefics. If the National Accounts concept of household income is to be
"useful in connexion with the analysis of the demand for consumer's
goods and services™ (UN, 1947, p. 9), these deviations should be aban-
doned or shown in a separate table (see also Ruggles, 1986 and Bos and
Verma, 1992).

The concepts of income in the international guidelines do not coin-
cide with those in the national administrations, like taxable profirs
{see above) and income subject te personal income tax {e.g. differences
with respect to fringe benefits or the imputed services of owner-occu-
pied dwellings). As a consequence, the concepts of income in the reports
are not suited for planning and describing for specific administracive
purposes. For example, in calculating the consequences of a change in
cax rates on tax revenues or on after-tax income of individual house-

helds the national accounting concepts and figures should be modified,

Although interest for persenal income distribution issues was one of
the major stimuli in the history of nacional accounting (see Bos,
1992a), the 1947, 1933 and 1968 reports have ignored the issue. Even the
1993 report retalns its macro-economic inmterpretation of e.g.
pensions.1*? Several explanations can be given. First, directly after
the war, for many countries, in particular these involved in drafruing
the guidelines, natlonal recovery was much more important than issues of
income distribution. However, this argument does not seem fully
convineing for the draféing of the 1968 SNA, in particular if the daca
neads of the developing countries are taken into account., Secondly, for
conceptual reasons, a clear cholce had to be made between describing
issues of income distribution or taking a more macro-ecopomic point of

view with respect te, e.g. the treatment of pensions. Only in a Flexible

14, An exception is the SAM chapter in the 1993 report. It explicitly suggests also to employ
micro-gconcmic concepts of household ingcome, Explicitly showing the imputations and
rerouteings in the standard accounts (as recommended by the 1993 report) helps to
construct » micro-economic concept of heusehotd income.
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system (see van Bochove and van Tuinen, 1987), both conflicting vieus
can be incorporated in one accounting system, Thirdly, the ideas about
the classifications to be used were not yet worked out and it was

therefore thought premature to present guidelines on the issue.

As income in the reports does not bear a direct relation te micro-
economic concepts of income, a similar remark applies to the concepts of

saving in the reports.
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9, The boundaxry of the Natioual Economy: domestic territory,

regidency, lmports and exporta

The concept of a national economy is not a priori clear. It can be
defined in two fundamentally different ways. Firstly, the national
economy consists of all economic activities and possessions on the
domestic territory. Secondly, the national economy consists of all
aconomic activities and possessions of a group of economic subjects
{persons, enterprises, government}. That these definitions are indeed
different, may be grasped by refarring to a nomadic economy: in
describing such an economy, only the second type of deflnitlion makes

sense,

In the four reports, the territorial notien is very important in
describing production and income. In general, production which takes
place on the domestic territory should be recorded as domestic produc-

tion, Exceptions pertain to remporary prejects abroad,

There are also several instances in which the employment of a pure
territorial delineation is rejected and the recommended delineation is
bagsed on the features of the eccnomic subjects involved:

- Temporary [(shorter than one year) production abroad and production by
embassies, consulates and milicary establishments abroad are regarded
as domestic production In che 1953, 1968 and 1993 reports; ctheir
counterparts on the domestic territory and the production of
international bodies located on the domestic territory are not
regarded as domestic production. The 1947 report is silent on these
cases. .

- Some production taking place in international territory is regarded as
domestic production by the 1968 and 1993 reports: e.g. "Eishing
fleets, vessels and fleoating platforms which residents of zhe country
operate wholly, or mainly, in international waters and ... fishing
vessels, oil and natural gas rigs, and platforms engaged in extraction
in areas in which the country has the exclusive rights of exploitation
by virtue of internaticnal agreements or pronouncements’ (UN, 1968,

para 5.100); the 1947 and 1953 report do not mention these cases,
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- In general, the 1853, 1968 and 1993 reports recommend to record the
production of transport services as production of the owners of the
mades of transport (ships, airerafr, trucks). Again the 1947 reporr is
silent in this respect.

- Income of a normal resident who is temporarily abroad is part of
Nacional Income according to all reports.

So, the recommendations in the reports are a mixture of a verrivorial

delineation and a delineation based upon features of econepic subjects.

The 1947 report also suggests another delineation of rhe national
economy: "in the gconomy of the home country all those enterprises and
only cthose enterprises which are controlled by normal residents of the
home country [are to be included}™ (UN,6 1947, p. 77, 78). According cto
this concept, the production of multinationals need not to be split on
the basis of territorial criterions: the production of a multinational
belongs to its home country. In modern times, it becomes increasingly
tricky to glve an operational definition of a mulcinational’s home
country: should it be determined on the basis of its major stock
holders, the composition of the beoard of directors or the residence of
the "head quarters’? In the 1993 repors, 'foreign controlled corpora-

tions' are defined on the basis of the majority of shares,

A peculiarity of the 1953 report is that che concept of damestic

capita)l formation is not fully linked to the concept of domestic

production: "The construction of buildings for use by embassies, consu-
lates and international governmental agencies should be considered parc
of the domestic fixed capltal formation of the country of location
irrespective of ownership” (UN, 1953, para 48)., Thus, the value of
production by &.g. an embassy abroad is part of domestic production,
while the related capital formation abroad is not recorded as domestic
capltal formation. In the 1968 and 1993 veports, this inconsistency is
not recommended anymore: the related capital formation (and capital

consumption) is to be recorded as domestic capital formation.

In the 1947 and 1953 reports, both the country of residence and the

country of employment are mentioned as criterions for determining the
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residency of persons. In the 1968 and 1991 reports the country of resi-

dence is chosgen. Such a cheoice is crucial in cases of massive Iinterna-
tional Eorensism, for example Mexicans working im the United States. A
temporary stay abroad, for example being on holiday abroad, deoes not

influence the resldency of persons,

The concept of domestic territory ia of course also subject to

choice. It could, for exampla, be defined to include as well as to
exclude extra-territorial possessions and colonies., In the 1953, 1968
and 1993 reports, exclusion is recommended; in the 1947 report no

position is taken.

Linked to the two ways of delineating a national economy, there are
two ways of defining imports and exports:

- Accerding to the strict territorial ovetion, imports and exports amount
to the transport of goods, services and other property from inside che
territory to abroad and vice versa.

- According to the alternative view, imports and exports are to be
defined as transactions between resident economic subjects and nen-

resident economic subjects.

In general, impoxrts and exports of goods, services and other propercy
are defined in the reports as a transaction between resident economic
subjects and non-resident economic subjects. However, there are some

exceptions to this rule. We will mention two,

In the 1947, 1953 and 1968 reports!?®’, imports of merchandise are
valued including the costs of insurance and freight (c.i.£.) up to the
national border. If meréhandisa is bought abroad and the merchandise iLs
cransporced by domestic producers, valuation at cif overestimates
imports, In order to present a proper trade balance, a counter balancing
item 'export of services’' is introduced (see Bos, 1989b). This 'expor:’
does not invelve a transaction between a resident and a non-resident.

The convention to value imports of merchandise at cif and exports at fob

15. In the 1993 report, imports of merchandise are vatued at fob values in the aggregate
tables, because this is the convention of the IMF on nompliing balance of payments figures,
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is recommended in the reports, because these valuation principles are
used in the customs data and -therefore- in the international trade
statisties. So, this convention 1s also an excellent example of a

cancept recommended mainly for data reasons.

The second example pertains only to the 1968 report. If gold for
industrial use is employed for financial purposes, the 1968 report
recommends to record an export in order to reflect the change in finan-
cial claims. A similar procedure is recommended when financial gold is
te be used feor industrial purpeses: In that case, an import should be
registered (UN, 1968, table 6.4). Alse in this type of 'imperts' and

‘exports’, no transaction berween residents and non-resident occurs.!®!

In sectiont 7, some specific national accounting conventions on
government preduction, banking services and the services of pension
funds, insurance companies and social security instizucions have been
discussed. These conventions have also some clear implications for the
concept of imports and exports of goods. and services. By convention
there can exist no imports and exports of:

- government services;

- indirectly charged banking services (only in the 1968 and 1993
report);

- services of casualrty insurance companies {not in the 1953 and 1993

reports).

14, The 1993 repart proposes to recerd such reclassifications of gold as an other change in the
volunme of assets.
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10. Main aggregates of product and income
10.1 Pescription

Table 6 presents a general overview of the main aggregates of product

and inccome in the standard accounts of the reports. It shows thac:

- The 1947 report does not contain a co;cept of Domestic Product; Its
Gross Natlonal Income at market prices serves rather the same role as
Gross Domestic Product at market prices in the 1953 reporrt.

- The 1968 report does net include a concept of National Income;

- The 1%47 and 1953 reports do not empley a concept of National
Disposable Income;

- The concept of factor costs Ls only used in the 1947 and 1953 reports;

- Aggregates at constant prices are only used in the 1968 and 19%3
reports and the 1968 report does not deflate Wational Disposable
Incoma,

- The 13383 report does not provide a clear choice between net versus
gross concepts, both are regarded as useful.

Below we will discuss some specific features of the main aggregates in

the reports and pay also attentlon to aggregates recommended in suppor-

ting tables.

Table 6. Main agsregates of product and income in thae 1347, 1953, 1958 and 1993 reports,

Main aggregates of product and inceme | 1867 report 1953 xeport | 1968 report | 1993 repor:

Domeatlc Product

~ Gross x x }x
= Hat x
~ Harkal pricas x x® x
= Fackor caskts

}' Current prices x * %
~ Conshant prices = %

Hational Incocs/Produst

]" Grass . x ]z
~ Hat x x x
]'- Market prices [ x

Factor costs
]~ Current prices
« Constant prices x

MM
b
»

National Disposahle Incoms

]* Gross }x
= Heatb X x
}" Hacket prices x ) x
- Factor costs ] :
}- Current pricas x E x !

Constant prices : x ;
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In che 1947 report, two aggregates play the central role: National
Income (‘Net National Product at faetor costs®) and ‘Gross National
Product at market prices'(or 'Gross national expenditure at market
prices'). The concept of Gross National Product at market prices is
designed in such a way that it can be derived by adding various
categories of expenditure (final consumption, capital formatiom, the
balance of imports and exports). National income can chtained by
deducting from Gross National Product at market prices:

1. ’'Depreciation and obsoclescence allowances’

2. 'Allowances byAenterprisas for bad debts’

3. ‘Insurance claims paid to enterprises and transfers to insurance
reserves in respect of the increase in aceruing liabilicy to business
policy holders’

4. 'Indirect taxes, less subsidies’

‘Social securicy contributicns of employers’ (UN, 1947, table 5, p.

14) .

In the other reports, the difference between a gross and net concept

amounts only to capital consumption (item 1.). In the 1947 reportg, there

are two more differences. Both are rTegarded by the 1947 reports as
imperfections in its concept of Gross National Product as a measure of

(factor) lncome, Allowances by enterprises for bad debts are regarded as

an operating expense and should thus be deducted in order to obtain

factor income. Furthermore, charges in respect of business insurance met
out of the investment income of insurance companies should be deducted,

i.e. imputed as a cost to enterprises (UN, 1947, p. 13},

The difference between market prices and facter costs includes not
only indirect taxes and subsidies like in the other reports, but also
social security premiumé paid by employers, The latter reflects that the
1947 report regards these premiums not as compensation of employees (ses

section 8), but as transfers.

The aggregates of the 1947 report includé realized holding gains.
This contrasts with the aggregates in all the other reports.

In the 1953 report, the central aggregates are 'Gross Domestic
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Product at market prices’ and ‘NHational Income’ (= Net National Income
at factor costs). The difference between Domestic and National amounts
to the balance of the primary income flows with the Rest of the World.
For the sector Households and Private Neon-profit Institutions and the
sector Government, the aggregate of their current account is respec-
tivily called 'Incoma’ and ‘Current Revenue’. Both are equal to primary
income plus net current transfers received from other sectors. They
could therefore be regarded as some sort of Dispésable Income. For the

nation as a whole, no such concept is presented,

In the Standard Accounts of the 1968 report, the main aggregates of
product and income are Gross Domestic Product at market prices and (Necr)
National Disposable Income at marker prices. In some of the supporting
tables, Gross Domestic Product is presented at producers’' values and
basic values!?} (UN, 1968, supporting table 9), while Net Domestic
Product at factor costs ("Domestic factor incomes®, UN, 1968, supporting
tables 1, 17 and 18) and (Net) Natlonal Income at market prices (UN,

1968, supporting table 18) are also shown.

In the 1993 report, it {s shown how value added at basic prices,
producers’ prices and factor costs can be derived from Domestic Product
at market prices. The report also states that valus added at factor
costs is absent In its accounting system, but that it nevertheless can

easily be devrived from it.

10.2 Discussion

With respect to the diséinccion between Domestic, National and National

Disposable, it can be argued that these'aggregaCes pertain to

alternative processes in the National Accounts;

- Domestiec Product relates to the description of domestic production and
its generation of value added. It can be regarded as the balancing

Ltem of a Consolidated Production Account of the nation.

17. The table provides for true as well as far approximate Dasic values (UM, 1943, p, 190},
Hewever, approximate basic values seem to have been preferred by the experts (UM, 1988, p.
48).
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- National Product/Income relates to the deseription of the net accrual
of primary inmcome. It can be regarded as the balancing item of a
Consolidated Income Appropriation Account of the nation. Therefore,
the term National Income is a more suitable term to indicatin this
aggregate than Natlenal Product is.

- National Disposable Income relates to the description of the net
accrual of primary as well as secondary income. It can be regarded as
the balancing item of a Consolidated Income and Qutlay Account of the
nation.

From this point of view, each aggrepate stresses a different part of che

economic circuit; they serve distinet purposes,

Tha 1947 report disagrees with this point of view as it takes an
*either ... or' position with respece te the choice between Domestic
Product and National Income. It suggests that for "cercain primitive
economies in which fereigners have large economic interests" Domeatic
Product may be "more useful for most purposes” than National

Income/Product (UN, 1947, p. 39).

The practical importance of the discinccion between Domestic Product
and National Income (Product) could be rather small in many countries.
This discinctlon only has practical importance in case of large net
primary income flows Erom abroad due te direct investments, financial
f{nvestments or massive forensism. A similar remark pertains te the

disrinction between National Income and National Disposable Income.

In Bos {1992b), it is argued thar for mest purposes Net Domestic
Product, Net National Income and Net Disposable Income are to be
preferred, because employing e.g. Gross Domestic Product implies chat
capital consumption is fully ignored as a category of costs. In inter-
national comparisons of product and income, countries with a capital

intensive mode of production are judged too favourable.

Hicks made a famous distinction between a measure of productivity and
a measure of welfare., For a measure of productivicy, the price relevant

to the producers are to be used. For a measure of welfare, the prices
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relevant to consumers are Lo be preferred (Hicks, 1940). If the primary
purpose of Domestic Product is regarded to serve as a measure of produc-
tivity, it follows from Hicks' reasoning that Domestlc Product should be
valued at basiec prices, producers’ prices or factor coests. Similarly, if
the primary purpose of Natlional Income and National Disposable Income is
regarded in relation to ‘welfare’, it follows chat both should be valued

at market prices.

The 1947 report states that Naticnal Income {~ ’‘National Product’) is
generally to be valued at factor costs and not at market prices:
“1f, for example, a comparison is being made between the proportlion of
current product devoted to war expenditure in two countries, an analysis
based on the constitutents of gross natlonal product [at marker prices)
may prove highly misleading. The principal reason is that the two coun-
tries may have a very different discribution of indirect taxation. One
country may levy all its indirect taxarien on the items of consumers’
expenditure, while the other may adopt an Indirect tax system in which
the taxes are spread more or less evenly over the whole of final output.
In the first case, it may in practice make an appreciable difference to
the answer whether or not the taxes are taken off consumption before the
proportion of war to total expenditure is calculated, while, in the
second case, it will make no difference at all. In such cases, it is
clearly best to work at factor costs rather than at market values,
since, working at market values, the proportionate war expenditure of
the country whose indirect taxes are all levied on consumers' goods in
unduly depressed, while ics proportionate expenditure on consumers’
goods and services is correspondingly inflated., This inflation has
nothing to do with the greater use of resources for che satisfacton of
the needs of consumers in the one country, but is due simply to the
character of its vax system" (UN, 1947, p. 37},
So, differences in the degree of {un)evenness of the distriburion of
indirect taxas are regarded as a reason to favour the use of National

Income at factor costs and not at market prices.

The 1947 report suggests that its concept of Gross National Product

at market prices can be obtained by adding and substracting categories
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of expendlture. However, rhe link with ‘actual’ expenditure is not that
direct. For example, capltal formation includes changes in stock (i.e.
not expendlture) and own-account production of capital goods and final

consumption includes the imputed services of owner-occupied dwellings.
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11l. Constancy and change in the United Nations Manuals on national

accounting

For decadas, all over the world, national accounts figures are being
compiled on the basis of the concepts in the guidelines of the United
Nations. The first international guideline was published in 1947 and
the drafting of the fourth guideline has just been completed.

The 1947 report was a plonesring effort as it showed for the firsc
cime a detailed and fully worked cut national accounting system., Its
suceessor, the 1%53 report, contained a much simpler national accounting
system with a very limited number of accounts and sectors. The 1968
repert employs a number of sectors and accounts similar to the 1947
report. In the 1993 report, the amount of detail offered is drastically
increased. For example, six accounts are employed to describe the
distribution and use of income, while in the 1968 report cnly one

account 1s used,

A fundamental change in the 1993 sector classification is its
institutional character, In contrast to the other reports, production
and final consumption by households (e.g. of imputed services of owner-
occupied dwellings) are not recorded in different sectors, but in the

same seclor,

In addition to the drastic changes in the accounting structure and
the sector classifications, majer changes also occurred in the scope of
the reports. In the 1968 report, for the first time recommendations
concerning constant prices are presented; Lnput-output and make and use-
tables were also added to the standard national accounting framework.
The 1993 report introduced balance sheets, purchasing power parities,
Social Accounting Matrices, satellite accounts and the concepts of

employment and the labour Fforce.

A change in concept, in particular ihporcanc for developing coun-
tries, was the inclusion in the 1953, 1968 and 1993 reports of primary

production for own-account. Other important changes were:
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- Only in the 1947 report, government production is valued at coscts
including part of the interest pald on govermment debr;

- Only in the 1947 report, operating surplus excludes interest paid,
realized holding gains are included in national income and compen-
sation of employees does not include social security premiums paid by
employers,

- Only in the 1933 report, gross rent is imputed for buildings owned and
occupied by the government;

- Only in the 1947 report, some 1ntangi§1e durables are included in
capital formation; in the 1947 rveport this may also include the costs
of a massive advertisement campaign;

- In contrast to the 1968 repore, the imputed service charge for banking
services 1is to be attribured to the various sectors in the 1947 and
1933 reports,

- All reports recommend a different set of central aggregates of income
and product.

It is interesting to note that in the preliminary drafts of cthe 1993

report, some of the concepts in the 1968 report were lefr and replaced

by concepts from the earlier reports, Cases in polnt are the attribution
of indirectly charged banking services and the imputation of rent on
government buildings. However, in the final drafc, the concepts of the

1368 report are retained.

The 1947 report argues that it will frequently be necessary to adapt
and extend its concepts for specific national eircumstances. The 1953
report does not pay much attention to specific needs and circumstances,
An eXception pertains to the choice of the production boundary: own-
account production of primary products is included because of its impor-
tance in developing countries. In the 1968 report, a separate chapter is
dedicated vo the data needs and possibilities of developing countries.
The 1993 report advecates a flexible system which takes account of all
kinds of specific purposes and national circumstances. This is achieved
by incorporating chapters on "Applications of the integrated framework
to various circumstances and needs”, “"Social Accounting Macrices" and

“Satellice analysis and accounts".
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In the 1947 report, the concept of ipeome in kind is already defined
in terms of national norms and habics. In this respect, it is more
radical than all the other reports, because they treat income in kind as

a concept lnvariant to differences in time and place.

Balance sheets, the concepts of employment and labour force and the
distribution of income and expenditure by type of household are not
discussed in the 1947, 1953 and 1968 reports. The 1993 report breaks
with this tradition and drastically extends the scope of the standard

national accounts by incorporatving all cthese subjects.

Substantial constancy in concepts is evidenced by e.g, the preduction
boundaries. All the production boundaries exclude unpaid household
services and do-it-yourself-activities and they all encompass impured
services of owner-occupied dwellings. Even specific national accounting
conventiens like the imputed charge for banking services, the valuation
of government production at costs and recording all government produc-
tion as final consumption are all advocated since 1947. Considering that
the guidelines have just been revised, they will mostc probably consci-

tute an established core-set of conventions for more than 50 years.
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12. Standard national accounting concepts, economlc theory and data

compilatvion isaues

The Keyneslan revolution stimulated and shaped the development and use
of natienal accounting concepts and fipures. 1t was a revolution in
economic theory, economic pelicy as well as in national accounting.

These developments reinforced each other.

The international pguidelines on national accounting can be regarded
as children of the Keynesian revolution. The intreoductlon ¢f a sector
government, the distinction between publiec and private enterprises, the
all pervading macro-economic focus and the stress on expendirure and
flows are the most distinct Keynesian features. They moulded the
national accounts into a practical tool for macro-economic goverament

policy.

In drafting the guidelines, the welfare-oriented approach to national
accounting has four times lost the battle with the Keyneslan herlitage,
e.g. with respect to including unpaid household services in the produc-
tion boundary. The proponents of the micro-macre link alse continuously
lost their battle, e.g. with respect to the treatment of pensions. From
both points of view, the Keynesian spirit has always been vivid and
streng in the guldelines, The absence of constant prices in the 1947
and 1953 reports can alsc be explained by the relative unimportance of

prices in Keynesian types of analyses.

However, it is alse true that twe major Keynesian pelicy targets,
namely employment and unemployment, are absent in the 1947, 1953 and
1968 reports, The absen;e of the concept of employment is even the more
puzzling considering the world-wide and longstanding use of employment
figures in compiling nacional accounts figures, e.g. in grossing up.
Furthermore, all reports reject administrative concepts and classifi-
cation (e.g. of income and of the sector government), while these are

most useful in planning government policy.

The 1953 report clearly states that it regarded the national accounts
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mainly as a tool for (macro-economic} government pelicy (UN, 1953, p.
1). In the other reports, cther uses of the narional accounts are also

taken seriously.

In the 1947 repert, the important vole of financial intermediacion is
acknowledged by the separate sector financlal incermediation and by
including a financial account. The 1947 report stresses that in order to
understand the national economy one should analyée by sector and
economic activity. Meso-economic analysis of the naticnal economy is

also regarded as a major use in the 1968 and 1993 reports.

The 1968 and 1993 reports incorporate input-output and make and use
tables in their natiovnal accounting system. In this way, the commodity-
flow approach and input-outpur analysis were honoured. It implied a
drastic extension of the standard national accounts as an analytical
tool of information, in particular with respect to the analysis of
production processes. This extension also served and stimulated the use
of commodity flow-methods as a tool for compiling national accounting

figures.

The 1993 report is in fact the first report to incorporate balance
sheer accounting, other changes in the volume of assets and capitral
gains and losses, This extension greatl} improves the usefulness of the
national accounts for many purposes, ranging from producrivity analyses

to financial analyses.

Another Important extension of the 1993 report involved the subsec-
toring of the sector households and the introduction of the twin
conceptg actual consumpkion and actual disposable income. In this way,
the analysis of household income and expenditure is greatly sevved

(though a micro-macro link is still absent).

In all the reports, international compariscons are regarded as an
important use, Nevertheless, purchasing power parities are only

discussed in the 1993 report.
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By incorporating satellite accounts and social accounting matrices,
the 1993 report shows in principle an open mind to all kinds of alter-
native approaches. The report explicitly discusses functionally orienced
satellice accounts {(e.g. on Research and Development, Healthcare or
Human capital) and a satellite describing che interaction between the
environment and the national econemy. Welfare orienced extensfons of the
production boundary are also suggested as a satellice. Mevertheless,
some Limportant alternative approaches are not mentioned at all, like:
- Linking the national accounts and time use studies,

- Incorporating législativa and administrative concepts. For example,
depending on the national law “illegal activities’ may caver various
kinds eof activities, like drugs trade, prestitution, robbery,
kidnapping and smuggling. Figures on Ehe money and employment Involved
in such illegal activities are important to economic and sececial
poelicy. An example of an adminlstrative concept is taxable income,
Figures on the basis of this concept are indispensable in estimating
tax revenues and calculating the consequences of alternative tax
regimes,

- The classification of establishments by size. This could provide
answers to questions like: how important are the small firms?, what is
the role of large companies in transferring technology and what is the
relative efficiency of the small and medium-size firms? Furchermore,
if establishments of smaller size are not surveyed, they are usually
grossed up on the basis of information on the larger establishments
{see e.g. Bos and Qorter, 1993). By systematlc comparisons of the
featﬁ:as of the various size-classes (the economies of scale), such

grossing up procedures can be improved.

In designing national accounting concepts, analytical needs should be
weighed agalnst conslderations of data compilation, as both may lead to
different concepts.!®) The four reports provide a wealth of convencions

and motivations which illustrate the issue at stake.

Analytical needs are preferred in case of all kinds of imputations

t8. The specific institutional structure of a country partly determines analytical needs as
weil as the possibilities of data coapilation. For s concrete example, see Bos (1992¢) on the
consequences of Europe 1992 for Dutch national accounts ard economic statistics.
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and rerouteings. Examples are the imputed services of owner-occupied
dwellings or the concept of compensation of ewployees in kind, which

will usually not coincide with administrative concepts.

Considerations of data compilation are given priovivy in cases like:

- Notr recording unpald household services (in this case, there are also
analytical reasonsj);

- The distinction between goods and services in the external account
reflects the use of customs dacta;

-~ The introduction of a nominal sector for the use of banking services
in the 1968 and 1993 report;

- Not recording expendliture on various intangible assets as capital
formation (in this case, there are also analytical reasons);

~ Recording all government production as final consumpclon;

- The absence of capital coansumption on infrastructure in the 1933 and

1968 reports.

Analytical needs and data compilation also conflict in choosing the

scope and amount of detail in the accounting system. The 1%47 reporc was

decades ahead of the data compilation possibilities of nearly all
statistical offices. Therefore, its successor, the 1953 report,
contained a very simple national accounting system, much more in line
with the data practice of its time. The 1968 and 1993 report present
national accounting systems more complicated and detaliled than that in
the 1947 report. Full implication of these systems seems to be too
ambitious for most countries, even for mest developed countries, Cases
in point are the input-output tables and the Capital Finance Accounts
which are compliled by only few statistical offices on an annual basis.
The ineclusion of Balance Sheets in the 1993 report further increases the
imbalance between the scope and detail in the international pguidelines

and national sccounting practica,

This imbalance should be reduced in two ways. First, in many coun-
tries the amount of resources spent by the government seems to under-
score the importance of reliable, up-to-date economic statistics with a

wide coverage. This can only be solved by an increase in resources for
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compiling economic statistics. However, this will not be easy to achieve
as this purpose of government expenditure has to compete with many other
purposes within cthe limits of the government's budget. To a limited

extent, the international organizations are also providing financial and
human resources. Thelr resocurces can also be of great help. For example,
the EC now taxes its member states partly on the basis of their GNP and
therefore wants to improve the reliability of the GNP estimates. To this

end, EG-funds have been made availabla to national statistical offices.

The other way to reduce the lmbalance is to tackle the cost-ineffi-
ciency and complexity of the guidelines. Denison signalled these defects
already in the 1968 report: "for every series of any real interest thac
is daveloped, at least a dozen series of crivial or no value mustc he
estimated to f£ill out the "accounts”. Because most of the series called
for are of no appreciable interest, existing systems of dara collection
do not provide the information required by the new SNA; either collec-
tion of trivial data would be required or the numbexr would have to be
imaginary. The new SNA has another weakness; it is so complicated that
not even serious and expert users of national Income and product data
{and few producers, for that matter) can be expected to understand it or
the meaning of the numbers it is to contain. A very simple set of
agccounts ..., supplemented by supporting tables to provide analyrically
interesting detail and alternative breakdowns, is a far better approach,

in my opinion" (Denisen, 1971, p. 38).

In discussing the programme for revising the 1968 report, Stone took
a somewhat similar position: "The main need at present is to simplify
the work of national statistical offices rather than to force them inte
Innovations that would be difficult to implement. Tidying up existing
concepts and definitions ... will help in the process of simplificacion”
{Stone, 1986, p. 464),

A major reason for the complexity and cost-inefficlency of the
recommendations in the 1968 and 1993 reports Is that they are Intended
to be of use for all countries in the world. However, analytical needs

and data compilation possibilicies differ widely all over the world. For
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mest countries the reports contain a lot of conceprs, classifications
and datail which are quantitatively unimportant or thatr do net fir to
its data compllation possibilities. So, strictly fellowing the interna-
tional guidelines amounts to clear cost-inefficliencies: small icems have
teo be estimated at relatlvely larga costs and no money remalns for
extending the scope and detail or for improving overall reliabilicy of
the national accounting system. International comparability is not
served by this state of the art: the actual amount of figures available
for comparison remains limited and the rellability of these figures is
still not guarantéed. For example, insuffielent attention may be paid to
to the covarage of the natlonal accounting system with respect ro
services and various illegal activities. Another case in point is the
use of too simple constant price caleulations, e.g. by In fact ignoring

changes in the qualicy of products.

The forthcoming revision of the guidelines of the EC offers the
opportunity to provide another type of guidelines., The EC guidelines

should contalin clear standards that are attainable for most EC-countries

in the near future. The guldeline should do away with vague and inopera-

tional concepts. It should make clear to what extent adjustments are
obliged to be made for differences in concepts between administrative
data sources and those in the 1993 United Nations report (e.g. wich
respect te income in kind or capital formatlon}'®'. A minimum qualicy
standard is also necessary for the constant price calculations (e.g. for
all kinds of services or for changes in the quality in products). a
first step towards such a guideline is to ifnvestigate the concepts and
compilation procedures actually used by‘the various EC countries. Only
then can be decided on the standards that shauld be inceorporated in che

EC-guldelines.

The EC guldeline should alse contain a core set of tables reflecting

the desired (minimum) scope of the national accounting systems of EC

countries. The merits of tables and classifications wirh a lot of impor-

19. The adjustments actually made in compiling the Dutch national actounts are described in
Bos and Gorter (1993). When detailed information is available, adjustments of administrative
figures are made, e.g. for parts of the goverrment sector. However, in the absance of such
information, mdjustments can not be made,



- 90 -

tant uses or that are relatively easy to compile should be stressed?®’

A case in point is a table on the relationship between figures in the
natlonal accounts and those in the business accounts. Compiling this
table is often relatively cheap as business accounts data are generally
used as inputs Iin compiling national accounts figures, Furthermere, this
table serves a lot of uses, like planning tax revenues. Such a table may
also stimulate national governments in providing more resources for
complling national accounts figures. The implication of stressing the
importance of some tables and classifications ls that other tables and
classiflications afa given a lower priority?!), This should definitely
pertain to the Othar changes In assets accounts. Instead of compiling
this 'luxury’ account, EC countries could better devote thelr resources
to compiling e.g. environmental accounts, a Research and Development

module or welfare-oriented accounts.

Such much more practical guidelines of the EC would be a great help
in increasing the cost-effectiveness and international comparability of

national accounts figures in EC-countries.

20, A third distinctive feature of the EC guidelines should be that It employs for interpational
flaus Like those of commodities, financial capital, intersst and labour the distinction between
those batween EC-countries and and those with non-EL countries, This would f.a. Isprove the
additivity of the national accounts figures of EC countries (see also subsection 5,%.2 on the
subsectoring of the Rest of the World),

21, Firxling the balance between data needs and data possibilities is a general problem of economic
statistics, The imbalances in the type of figures actually compiled by statistical offices are
often the fruit of history, Outdated priorities can sometimes aiso be discerned in the
internationat guidelines and the data to be provided to international arganizations. A ctear
case Tn paint are figures on intarnational trade. In many countries retiable and very detailed
data on imports and sxports of merchandise are available monthly, while the figures on irports
ard exports of services are published only anmuatly and in general not at ati detailed and
reliable. Information to be provided to intarnational organizaticns, like the UN, the DECO and
the EC reflects this practice, Also in devising new statistical reguiation for intra-EC trade
after Surope 1992, old practice dominates thinking about future statistics {see Bos, 1992c).
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