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Foreword

The System of National Accounts, 2008 (2008 SNA) is a statistical framework that provides a
comprehensive, consistent and flexible set of macroeconomic accounts for policymaking, analy-
sis and research purposes. It has been produced and is released under the auspices of the United
Nations, the European Commission, the Organisation for Economic Co-operation and Devel-
opment, the International Monetary Fund and the World Bank Group. It represents an update,
mandated by the United Nations Statistical Commission in 2003, of the System of National
Accounts, 1993, which was produced under the joint responsibility of the same five organiza-
tions. Like earlier editions, the 2008 SNA reflects the evolving needs of its users, new develop-
ments in the economic environment and advances in methodological research.

A working group, comprising representatives of each of our organizations, managed and
coordinated the work. National statistical offices and central banks from countries through-
out the world made valuable contributions. Expert groups carried out research on the issues
being reviewed. An advisory expert group was established to provide expert opinions from a
broad range of countries. During the update work, the recommendations and the updated text
were posted on the website of the United Nations Statistics Division for worldwide comment,
thereby achieving full transparency in the process.

The 2008 SNA is intended for use by all countries, having been designed to accommodate the
needs of countries at different stages of economic development. It also provides an overarching
framework for standards in other domains of economic statistics, facilitating the integration of
these statistical systems to achieve consistency with national accounts.

At its fortieth session, the Statistical Commission unanimously adopted the 2008 SNA as the
international statistical standard for national accounts. We encourage all countries to compile
and report their national accounts on the basis of the 2008 SNA as soon as possible.
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Secretary-General President Secretary-General
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/Q bet 8 ol ol
Dominique Strauss-Kahn Robert B. Zoellick
Managing Director President

International Monetary Fund The World Bank Group






Summary table of contents

FOTEWOIT. ...ttt b e bbbt e e e bt ekt oo R bt e h et h b e e et e e o b s e e s b e b et eh st e AR e e e he e e bt e ekt e Rt e bt e ear e e nbe st e et e nare e iii
Table of contents
(IS a0 7= 1] [PPSR
(IS oY (T 0T RS URP

[ (== Tot PP PP PP TOPPPPROt

List Of @bhreVviationNS @GN0 BCIONYIMS ........uuiiie ittt ettt e e e et e e e e e bbbt et e e st bttt e e e ettt e e e e e e abbeeeeeaanbbbeeeeeaanbbeeeeesanbbeeeeesaenees Iv

(@1 FoT o] (=T g A [ o o [ B ox 11 IR TP U PP PP PP UPRPPPPRON
(O FoT o1 (=T g @ 1Y = T T O TP PP PPPPP VPP PPRP
Chapter 3: Stocks, flows and accounting rules ..................

Chapter 4: Institutional units and Sectors ..........cc.cccceeeeenee

Chapter 5: Enterprises, establishments and industries
(@(aF=To) (=T g ST I U= o] oo [WTox 1 o] g 1= oo 11 | | AN PRSP PPROOTPPPT
Annex to chapter 6: Separating output due to storage from holding gains and [0SSES............cccccevviiiiiie e,
Chapter 7: The distribution of iINCOME @CCOUNLS ........ceviiiiiiiiiieiiiee e

Chapter 8: The redistribution of income accounts .........

Chapter 9: The use of income accounts ...........c.c.cco...

Chapter 10: The CAPital ACCOUNL .........coii et e ettt e e e e ettt e e e e e sabbeee e e e aa b bt r b be e e e e e e nbeee e e e e e nnbseeeeeanntbaeeaaan
Chapter 11: The fINANCIAl @CCOUNT ..........uviiii ittt e e e et e e e e et bt e e e e e e e atb e e e e e s satbaeeeeesababeeaeeaasssreeeeeanntraeaeesan
Chapter 12: The other changes in assets accounts
Chapter 13: The DAIANCE SNEEL ...ttt ettt et e e et e e s et e et e e e antr e e nanes
Chapter 14: The supply and use tables and goods and SEIVICES ACCOUNT ........ccceeiiriieiiiierieee e sree e e
Chapter 15: Price and VOIUME MEASUIES ........cciiiiieiiiieeiiee it et et ee st e e sttt s e s ste e e ssne e e s ne e e ste e e s ne e s s e e e sn et e sane e e et reeeanneeennneas
Chapter 16: Summarizing and integrating the ACCOUNLS ...........ciiiiiiiiiiia ettt e et e e et e e e e e abe e e e e e s e sebeeeaeeaans
Chapter 17: Cross-cutting and other special issues
Chapter 18: Elaborating and presenting the @CCOUNTS ...........cooiiiiiiiii i e e e et e e e e e e e e s earaeeee e
Chapter 19: Population and 1aD0UI INPULS ..ottt ettt sb et e e st et e san e e e et e e e anneeenanees
Chapter 20: Capital services and the national accounts ....................

Chapter 21: Measuring corporate actiVity ............cccccoeeceeeeeiiiiinneenn.

Chapter 22: The general government and public sectors
Chapter 23: NON-Profit INSHEULIONS .....uuiiiiiiiiiiii e ie e s e e e e e e e e s a e e e e e s satbeeaeeastbasssbaseaeesassbbeeaeeassssseaaeeastaaeaeesan
Chapter 24: The NOUSENOIAS SECLOK ......iciiiiiiiie ittt e e e e e st e e e e e s bt b e e e e eaatb e e e e ebateeeesasssseeeeeassssbeeaeeantaaeeeesan
Chapter 25: Informal aspects of the €CONOMY .........ccviiiiiiiiiiie e

Chapter 26: The rest of the world accounts and links to the balance of payments
Chapter 27: Links to monetary statistics and the flow of funds ............ccccoeiiiiiiie.

Chapter 28: Input-output and other matrix-based ANAIYSES .......ccooiiiiiiii i ea e
Chapter 29: Satellite accounts and Other EXIENSIONS ........cciiiiiiieiiiiiiee et e s e e e e st e e e e e e st e e e e e e assbareeeeesataeeaeeaas

Annex 1:The classification hierarchies of the SNA and associated COUES .........covviiiiiiiiiiiie e 545
ANNEX 2: The SEQUENCE Of ACCOUNTS .....iiiiiiiii ettt e e ettt e e e e et e e e e e s e et e e e e e tbeeeeeeeanseeeaae e nnaeeeeeeaasnseeeaeeansbeeeeaannsaeeeas 561
Annex 3: Changes from the 1993 System Of National ACCOUNES  .......ooiuiiiiiiiiiiiiie et e e e e e e e neees 581
ANNEX 41 RESEAICH AQEINAA ......eiiiiiiiiii ettt e e oot bttt e e e e e s bttt e e e e o bbb et e e oo b bee e e e e e sbbs e e e e e e abbbbeeeeaantbeeeeeeaanbneeas 603



vi



Table of contents

[T A o) = 1o =TSP OO PP PP PUR PP xli
(I ES] o 0 1o U1 =TSO SRR xlv
0= - (ol PO PP PP PR PPRRTI xIvii
List Of abbreviations @nd GCTONYMIS ...t e e e ettt e e oo sa b bttt e e s o bbb et e e eabbe e e e e e ek be e e e e e aannbbeeeeeanntbeeeas Iv
(O] = To (= Bl [ 1 { oY [N o3 £ o] o BT T PP TP PP PP UPRPPPPRON 1

A. What is the System of NatiONal ACCOUNTS? .........iiii ittt e e e e e e e s asbb e e e ebe et e e e eananeeeeeas 1

B. The conceptual elements of the SNA
1. Activities and transactions ............c.cccceeernnen.
2. The institutional sectors of the economy
3. Accounts and their corresponding economic activities

The gOOAS aNd SEMVICES BCCOUNT .......vviiiiiiteteit etttk b et e bbbttt e b bt nn b
THE SEAUENCE OF ACCOUNTS ......cuitii ettt ettt ettt ettt b et b etk e e b e b e bt e et e b e e ebe e s e e be st et e et eseabe e ebe s enennenes
CUTTENT BCCOUNES ...ttt bbb h et s e e b bbbt b b e bbb e b e e s et e b e e e bbb e e bt b e e b e s 3
ACCUMUIBLION BCCOUNTS ...ttt bttt b et bbbt b etk e bbb e b e ent b e b 3
Balance sheets
Other aCCOUNTS OF the SINA ...t b ettt 4
SUPPIY 8N USE TADIES ... et 4
ACCOUNTS TN VOIUME TBIIMNIS. ...ttt ettt ettt be et e e b e et e st et e e e st et e e ebeseentebeneenennenas 4
C. USES OF tNE SINA ..ottt b ettt e bt e b e e e bt e bttt e b e er e e b e s b et et e nae e b e e
1. Monitoring the behaviour of the economy
2. Macroeconomic analysis.........cc.cccereereeninnen.
3. International comparisons................
D. The boundaries of the SNA............ccce...
1. Non-monetary transactions...........
2. The production boundary .................
Household production............cccceeeeeninnene
Other production boundary problems
3. The CONSUMPLION DOUNGAIY ......c.oiviiiiiiiiiie ettt et et nas
4, THE ASSEE DOUNGANY ..ottt b ettt b et sr et sb e b anas 7
5. N Eo Lo T LN o Yo U g0 o TS 7
6. Final consumption, intermediate consumption and gross fixed capital formation ............c..ccccoevvnnenn. 8
L[0T LT o= o] L | PSSRSO 8
Repairs, maintenance and gross fixed capital fOrmation ...........coooeirieiiii e 8
E. The SNA as a coordinating framework for StAtISHICS ...........cooiiiiiiii e
1. Harmonization between different statistical systems.........
2. The use of microdata for macroeconomic accounting
F. Links With DUSINESS ACCOUNTING ... ccciiiiiiiiie ettt e e e e e e e ettt e e e e e st te et e e e s sstaeeeaesasbseeaeeeassbeeaeeannsres 10
1. International aCCOUNTING SLANAAITS. .....c.iviiiiiietiee e et ene 11
G. Expanding the SCOPE OF the SINA ... et e e e e e e e ettt e e e e s nbe e e e e e seeeeeeeanebeeaeeannnens 11
H. The SNA and measures Of WEIfAre ...............ccooiiiiiiii e 12
1. Qualifications to treating expenditure as a welfare MeasUre ..........cccevereriniencenese e 12
2. Unpaid SErvices and WEITAIE ..........coiii ittt sbe e 12
3. The impact of external eVents 0N WEITAre ..o e 12
4. The impact of externalities 0N WEITAre. ..o 12

Vi



System of National Accounts

5. NON-ecoNOMIC IMPACES ON WEITAIE.........ecvcicice e 13
6. Welfare indicators and macroeConOMIC aggregatesS.......eiveruereirrieseresieseeseesiereeeeseeresessessessessessessesenses 13
(1 g T o) (= e @ VT VT USRS 15
A. T o (8 {od 1o ] o I RSP USSS 15
1. ANAlYSING FIOWS NG STOCKS.......cviiviiieeicieeicic sttt seereeee e e e eneenens 15
2. Recording fIowWs and STOCKS.........ccviviiiiiiie ettt reene e 16
B. The conceptual elements Of the SINA ... ... e e e e e e st e e e e e ste e e ebb et e e e snsaees
1. INSEItULIONAL UNILS AN SECTOIS ...ttt bttt st sbe b
INSEITULIONAL SECLOIS ...ttt sttt sttt e et s et et b e e e s e e b et e ke b e b e et e st et e st et et ene st eseabeeerenbereas
Delimitation of the total economy and the rest of the world ....
2. Transactions and other fIoOwWs...........cccoeveiiininnncieee,
Main types of transactions and other flows
Characteristics of transactions in the SNA
3. ASSELS AN TTADIIITIES ...ttt es
4. Products and pProdUCING UNIES ........eeeereeeeeeeese s seesesee et re st sae st e e seese st tesae s essesae e aseasaessensesenseans
PROTUCTS. ...ttt bbbt btk bbbt b b€ e H R £ b e h e e b e b et eb et e bt b b e e b e ne e b e bbb et b et eben
Producing units
5. Purposes .......cc.coceuee
C. Rules of accounting.................
1. INtrOdUCEION ..o
Terminology for the two sides of the accounts
Change of ownership and the recording of transactions in goods and SErVICES...........ccueeierrercienenseneeeseeens 20
Double entry or quadruple entry aCCOUNTING ........oviiiiririeiiei ittt ss st ebesa e b e e enas 21
2. TIME OF FECOTAING ...ttt bt st b e bt s b b be b se et e e e e eneeneas 21
3. A= LU oo SOOI 21
GNEIAl PIINCIPIES ...t b bbbt b e bt ee bbbt et n s 21
Methods of valuation .. 22
Volume measures and MEASUIES IN FEAI TEIMNS ........c.iiuiiii ettt ettt s b eenas 22
4, Consolidation aNd NEHING........evvcrieieeieee e ettt st e e e eseese e e esee e eneeneas 22
(070131 To] [0 =LA To ]  H O OO T TSP PP 22
[N =L T OO TSSOSO PSUTOVRTPRTR
The use of “net”
D. QLI A LSI= Lol oo 1H | F PSSP

viii

1. Introduction
2. The full sequence of accounts
The three sections of the sequence of accounts
THe PrOQUCTION ACCOUNL.........cuiitiiitei ettt bbb e bbb bbb st b s ekt e e bt st e st b et eb e s e et e b ene st e ebe
The distribution of income accounts...........c.coceceevrvrnnen
The primary distribution of income account.........
The secondary distribution of income account
The redistribution of income iN KiNd @CCOUNT ...........coiiiiiiiie e 25
The USE OF INCOME ACCOUNTS .......e.eiuiiiieiteiet etttk b et bbbttt b et eb et ettt 26
The accumulation accounts............c.ccceeeee . 27
The capital account............cccveunee v 27
The financial account
The other changes in the volume 0f aSSEtS ACCOUNT ...........cviriiiiiiiniriee e 28
THe reValUation GCCOUNT ........c.eiuiiii ettt b et et e st et e e b et e st s b et et e s ebe b e et e e
Balance Sheets........cccoovieiiiiiiii e
3. An integrated presentation of the accounts
The rest of the world accounts............ccoceeeverrenen
The go0ds and SEMVICES ACCOUNL. .....c.veiiveriitesieiitereste et st ere et e e b e e stesesbe b ese s e seabe e ebesbesesbessebe b ebessenessesesbeseesesbeseas
I LT To o (=TT LSOO PRRRRST
Gross domestic product (GDP) ...
Net and gross measures................
Gross NAtioNal INCOME (GIN) ......iieiiiieee ettt ettt et et eae e




E.

Chapter 3: Stocks, flows and accounting rules
A.

National diSPOSADIE INCOME .......cuiiiiiieee bbbttt b e enan

Accounts in volume terms......

4. The other parts of the accounting structure

The central supply and use table and other input-OuUtPUL tabIES...........ccociviiiiiiiic e 35

The tables of financial transactions and financial assets and liabilities...........cccocvveiiriiieiinncc e 36

Complete balance sheets and assets and liabilities accounts

Functional analysis .........c.ccccoceoenennee

Population and labour inputs tables
The integrated central framework and fIEXIDIlITY ...........ooiiiiiii e 37
1. Applying the central framework in a fleXible WAy ... 37
2. Introducing social aCCOUNTING MALIICES. ......oouiiuiieieeeieere ettt s 37
3. INtroduCing SAEIILE ACCOUNTS. ......ciuiieiitiie ettt ettt st se e b e b e e 37

[T (oo [0Tx 170} o IR
1. Y (010 I 1 (o I 1 [ 1TSS
2. BalANCING TEEIMS ...ttt ettt ettt ettt eb e b e be e et es e et e besbesbenbeneeneeneas

3. Grouping stocks and flows into accounts
4. Accounting rules

(0Tl PP PP PUPPRPPOE
1 BENETIES ...ttt b et bbbttt
2. L@ 11T 6] o RS
3. The definition OF @GN ASSEL......cc.ciiii bbbt
4 Financial assets and labilitIeS...........cvriiiiiiece s
5 The asset boundary and the first-level classification 0f @SSets..........ccovvverieiiiiisiinie v 42
Contingent 1abilitieS and PrOVISIONS .........o.ciiiiiiirieiie ettt b e e bttt b e sne s b 42
6. Entry and exit of assets from the balance Sheet ..o 43
7. Exclusions from the asset DOUNArY ... s 43
L[0T RSP RRPR 43
1 TEANSACTIONS ...ttt ettt ettt h bt ekt b e bt bbb e e s e s e s £ e b e e b ekt e b e e b et neenbe s b e ne et eneaseabeene s 43
MONELANY TrANSACTIONS. ... ettt ettt ettt et b e e eh et e b be e e b e e e b e b eme e b e e eaeseebe e e ebeeeebeebe e e be e ebe e eneneens 44
Transactions with and WithOUt @ FECOMPENSE .........ueiiiririiriiieree ettt 44
Rearrangements of transactions
RETOULING trANSACTIONS . ......vvteiii ettt b et b ettt b et e h et ne bbb b s
PartitioNiNg trANSACTIONS. ... ...cveviieireiicie et b e et ne bt

Units facilitating a transaction on behalf of other parties
Non-monetary transactions
Barter transactions.......
REMUNETATION TN KING ...ttt bbbt b ettt eb bbb
Payments in kind other than remuneration in Kind ............cccoeiiiiiiiiniieie s
Transfers iN KiNd ..o
Internal transactions......
Externalities and illegal actions...
EXEEINAIITIES ...ttt bbbtk e b bbb e bbbt bt b a bt b et b et enn
THEQAI ACTIONS ...ttt b bbbt b e bbbt b e e b ettt bbb s e et e b
2. Other fIOWS......cccveiiiecce e
Other changes in the volume of assets....
HOIAING GAINS AN TOSSES ...ttt sttt s b ettt b se st se et e b e be st e e es e s s sses e ebe e ebe st eresbens et e

L2 F =T g T o 1 (=T 0L PP RTUPPRRRTN 49
Balancing items in the FIOW GCCOUNTES ..........oiiiiiiiii bbb 49
Balancing items in the Balance SNEELS .........ccciiiiiiicc bbbt 49

Accounting rules ...,
1. Quadruple-entry accounting
2. Valuation..........cccveeneiniinennnns

General rules



System of National Accounts

Valuation OF TFANSACTIONS ......c.eiviieieiteieie ettt bbb bt b et bbbt eb e bbb b nees
Agricultural products sold from the farm
Barter......ccooeeeieeeceecees s
QUOTALION PIICES ...ttt bbbt bbbt bbbt b bt b bt b bbbt e b bt r et
Valuation of transfers INKING............ceoiiiii e
Transfer pricing
CONCESSIONAI PIICING ...ttt bbb b ettt b etttk b st ee bbbt et en e
VAIUBLION BE COSE....c.vuiteiiie stttk b ek bbb bbbt bbbt e bt eb et b et
ValUALION OF BSSELS ...ttt e
BUSINESS aCCOUNTING VAIUALION ...ttt

Valuation of partitioned flows

Special valuations CONCErNING PrOUUCTS.........ci.ioiitiieeiiec ettt sttt se et b e e ae st e beeresbe e sbe e eneenene s

Valuation OF OThEr TIOWS .......c.e it et b et b et b e nb e
Other changes in the volumes of assets..
Holding gains and 10SSES .........cccccoveevreieiciiiinienns

Valuation of positions of financial assets and liabilities...........

TIME OF FECOTAING ...ttt b et b et b e be e be b se e e et e e eneeneas

Choice Of tIME OF FECOMTING ... vveveieireete bbbttt en s

Choice for recording 0n an @CCIUAL DASIS..........cueiuruiiiieiiicieee et b et ee e

Time of recording of acquisitions Of OOAS ANT SEIVICES ...........couiirirerieiiieiserereee et 56

Time of recording of redistributive transactions

Time of recording of transactions in financial assets and HabilitieS..........ccccoveiiiinicinieiice e 56

Time of recording of output and intermediate CONSUMPLION ........oveiiriireirriei e 56

Time of recording of changes in inventories and consumption of fixed capital

Time of recording of composite transactions and balancing items.......................

Time of recording of other FIOWS ...........cociiiiiii e

Time of recording of holding gaiNS AN 10SSES ........coueuiiiiiiiriiei e e

Timing adjustments for international transactions

Balance sheet items.........ccoovevvieinincccs

Aggregation, netting, consolidation

AQGAregation.........oevrviirreeeiieeee e

[N T OO

CONSOIITALION ...ttt btk bbbt bbbt b ek b bt b e Rt S b e bt bt ek e b e bt b et st e b e et

Chapter 4: INStitutioNal UNItS BN SECIOTIS ...uuiiiiiiiiiiii ettt e ettt et e e e bb e e e nin e e ar e e e ebn e e snnns 61

A.

[[a1 (oo [0 11170 ] o HNR PP TURUORRRRRURTTNt 61

B

7.

Corporations in the SNA .........
1.

INSEIEULIONAT UNIES ... .eieeiceicece s ettt e se et e ne e s e e seeneereneeneene e s enaenes 61
TS [0 T 4o OSSPSR 62
Sectoring and CONOMIC DENAVIOU .........cvoviiiiiiiescee st sr e e e e enens 63
THE tOTAl BCONOIMY ...ttt et e e s e e e e seetestestesbesaesee e e e e seeneanans 63
An overview Of INStITUtIONAI SECLOIS.........cviiiiiieicec e e e e enens 65
ST 1T o1 (o] TSRS
PUDIIC aNd FOrEIgN CONTIOL.........cuieiiei e bbbttt bbb e bbb e eben
NON-PROFIE INSHEULIONS. ... ettt ettt b et b et se et et e be s s e be b e s e st essabe s ebe s enesbeseenn
Other subsectoring ..........ccoeevrvreerenean

The rest of the world ....

Types of corporations...............c......
Legally constituted corporations
Cooperatives, limited liability partnerships, BIC. .......ccviiiriiiiriii e 67
L@ T T e oTo] o To] - 1[0 1 TSR TSSO
BIANCRES ...ttt bR bR et e bRt Rt bRt et entebe s re et erenrereas
Notional resident units
Special cases.................
Groups of corporations
Head offices and holding companies
SPECIAI PUIPOSE BNEITIES. . .e.veveiveiiitiieti ettt ettt b e et s b e s et ess et e b e b e s e ese et e e b et e be st e b e sbe s ebe e ese s eraee
Captive financial institutions




Artificial subsidiaries 0f COMPOFAtIONS. ..........ooiiiiiiiriiie ettt
Special purpose units of general government ...
3. Ownership and control of corporations..........c.ccccoevrerneincinenennene
Subsidiary and assOCIate COMPOTALIONS .........ccvierieiireiitirieesterestet et e e e st e e sb et e e st e e sbeseteesessessasessesessesessens
SUDSIAIANY COMPOTALIONS. ......cviuiitiecisi ettt b ettt b et
Associate corporations...........
Government control of corporations
CoNtrol DY 8 NON-TESIABNT UNTT ...ttt ettt b et b e e b e s bbbttt e b et neebeeben

C. NON-PrOfit INSTLULIONS .....eeeeit et e e st e e st e e s bt er e e e s be e e nane e e s nbreeenreeennneas
1. The charaCteriStiCs OF NPIS ..o e bbb e e ene

2. NPIs engaged in market ProdUCTION...........ooiiiiiiiie et
Market NPIS SEIVING NTEIPIISES.......c.eiireiieeiristeiet sttt eb ettt b et b bbb st eb bt e b bt n b eb e

3. NPIs engaged in non-market production
Government control of non-profit institutions

NPIs serving households (NPISHS) .........cccooeiienieniiineiieeeen
D. The non-financial corporations sector and itS SUDSECIONS .........ccoviiiiiiiiiiie e 74
E. The financial corporations Sector and itS SUDSECLOIS ..........ciiiiiiiiiiiiiiiiii e 75
1. CNETAL DANK ...t bbb bbbt bbbttt 76
2. Deposit-taking corporations except the central Bank ...........ccccooveveieiiniiiinice e 76
3. Money Market FUNGAS (MIMIFS) .....cueieieieieese ettt sttt sa et s e seeseetesbesae st e beaenneneeneas 76
4, NON-MMF INVESEMENT FUNGS.......eitiiitiieiie ettt 76
5. Other financial intermediaries, except insurance corporations and pension funds (ICPFs) .................. 77
6. FINANCIAL AUXTTIATIES ...ttt bbbttt bbb es 77
7. Captive financial institutions and MoNeY IENAErS .........ccceceiieieieierie s 77
8. LV g Tot oo oTo LA o g L ([ S 78
9. e YT I {1 a0 S () SRS SSR 78
F. The general government Sector and itS SUDSECIONS ........c.uiiiiiiiiiiiie e 78
1. Government units as INStITUtIONAI UNTES.........coiiiiiiii e e 78
GOVENMENT UNITS @S PrOUUCETS ....vvveriieeeteiiest ettt ettt bbbkttt bbb 79
Social security schemes and social SECUFILY TUNDS .........coiiiiiiiiiiiee e 79
2. The general gOVEIMMENT SECION ......uviviiiiierieereseee ettt st e e eseere e eneseestesresaesae e eneens 80
3. Subsectors of the general gOVEIMMENT SECLO........ccviiiie et 80
CNTIAL GOVEITIMIENT ...ttt b et b etk b bt e h ket b e b e b st bt b e bt e b e btk b e et ea e st b e e b et ne e 80
State government
[0 Tor: LI To1V=T 4 44T o) TSSOSO 81
SOCIAL SECUITLY TUNUS ...ttt bbbttt 82
4. The alternative method Of SUDSECIOMNG ......ccviiviiiiiiieie e e 82
G. The households Sector and itS SUDSECIOIS........couuiiiiiiiii e e e s
1. Households as INSLITULIONAT UNTTES........oiiiiiiieiieiiesee e
2. Unincorporated enterprises Within hoUSENOIAS ...........ccccovvieiiircicccece e
3. The household SeCtor and itS SUDSECLOIS .........ciiieiiieireesiee ettt
Subsectoring according t0 INCOME..........cccoeviiririiniiieree e
Subsectoring according to characteristics of a reference person
Subsectoring according to household Size and [0CALION ...........ccviiiiieiriiici e
H. The non-profit institutions serving hoUSENOIAS SECLON............ccoiiiiiiiii e 84
I THE FeSt OF the WOTT ...ttt e e bb e e sab b e e sne e e e neneeean 85
1. INtErNatioNal OFgaNIZALIONS. ........oiuiiiiieeie ettt bttt ettt sb e eb et se e b b e e 85
2. Central banks Of CUMTENCY UNIONS. .........iiiiiiiiieieeeetc ettt ettt b e e e s 85
Chapter 5: Enterprises, establishments and iINAUSTIIES ......oooiiiiiiiii e e e e e e e e 87
A. )i ol [0 ox1o] o IR PP OT PSP PPTUPPUPRIN 87
B. PrOAUCTIVE BCLIVILIES ... eeeieie ettt ettt e ettt e e e ekttt e e e e e e et b e e e e e e neb et e e e e anbeeeaeeasnneeaeeaannsaneaeeaannens 87
1. The classification of activities iN the SNA ... s 88
2. Principal and SECONAArY ACHIVIIES.........cuviiiierierisiere ettt sre e eeneas 88

xi



System of National Accounts

PRINCIPAI ACTIVITIES. ...ttt b bbbt bbb s bt ekt e b b ettt e bbbt e b bt eben
Secondary activities......
3. Ancillary activities

Partitioning enterprises intdo More NOMOGENEOUS UNITS .......coueiiiiieeiiiieeriiee e siree et et e s e e sieeesnnree e
1. TYPES OF PrOUCTION UNIES.....eciiiiieiiir ettt te e e e s re e e te e s e stees b e nteeneesreenes
KING-0F-ACTIVITY UNIES ...ttt e b et et e bt et e b e bt st e e eb e et et ene b e e anan
LLOCAI UNMIES ...ttt bbb bbb £ e bRt h e b bt h e bt e bt bR e et e bbbttt b et enan
EStADIISRIMENTS ...t b bbb e bt bt et b bRttt b et b et b et enan
2. Data and accounts for establishments ............cccoccoveinnne.
3. Application of the principles in specific situations
Establishments within integrated enterprises...........cc.cveeevvenas
Establishments owned by general QOVEIMMENT..........ccoiiiiiiieiicee e
ANCIIANY ACHIVITIES ... ettt e et e oottt e e s ettt e e e ok b ettt e e e anbbe e e e e e e snbeeeeeesanbeeeeeeanbaneeeeannns 91
Recording (or not) the output of anCillary aCtIVItIES.........ccoeieiiiiece e 91
The role of ancillary activitieS iN the SINA ... bbb et s et 92
o [Ty (= RSP SRR 92
1. Market, own account and NON-MAarket ProQUCETS ........ccvrverierierieiereee e se s ere e ere e 92
2. INAUSEIIES AN PrOAUCES. ......evieiiieieiiie sttt sttt se et e e e e e reetesbestesbesaesee s esee e eneeneas 92
Units of hOMOGENEOUS PrOGUCLION .....ciiiiiiiiiii ettt ettt e e e et e e e e e e e e e tb e e e e e e easataeeaeeasnsbaeaeesssranaaeean 93
Chapter 6: The ProdUCTION @GCCOUNT ....ei i ettt ettt e e e e ettt e e e e s tteeee e e aaabe et eaeaansaeeeaeeaeeeeeeannseeeeeeansseeeaesansaneaaaaan 95
gL (oo [UTox (1o o RO TP OO TP U PR PPPOPRORN 95
I (=X oo ] g od=T o) o] il o] fe o [8ex 1 o] o AN PRSP 96
1. Production as an €CONOMIC ACHIVITY .......c.ceiueieieieiisise ettt e neerenresrennens 96
(€101l KOOSO TP TSR T TSRO PUOTPRRP
SEIVICES ..ottt
Knowledge-capturing products
2. The production boundary ............
The general produCtion DOUNGAIY .........ccviiuiiiiic bbb 97
The production boundary iNthe SNA ...t 98
The production boundary Within NOUSENOIAS............coiiiiiiii e 98
The exclusion of most services produced for own use by households..............ccocooiiiiiniinncincee 98
Own-account production of goods v 99
Services of owner-0cCUPIed AWEITINGS.........cviviiiiiciie e e 99
Production of domestic and personal services by employing paid domestic staff.............cccocovvviniinnnn. 99

Xii

“Do-it-yourself” decoration, maintenance and small repairs
The use of consumption goods
The “NON-0DSEIVEU” BCONOMY .......cuiiieiiitiieteieie sttt ettt sttt e et b ettt bbbttt eb e bt bt eb et et bt et ee

Basic, producers’ and PUICHASEIS' PIICES .....vviiiuiiiiiiiie ittt e e st e e nne e e s neee s

1. BaSiC AN0 PrOQUCETS” PIICES. .. veveeeuieiieierie et sttt sttt ettt st see st e et b e besbe st et e e e e e st et e besbeebenbe st s
VAT and Similar dedUCTIDIE TAXES ........oiveiriiie et et
Gross and net recording of VAT

2. PUIrChasers’ PriCeS......ciuiiiiieriiiese e

3. Basic, producers’ and purchasers’ prices —a summary

Y= U CI: To o [=To I T ol ©] B PP P PR OPPPPPPPTPR

1. Gross and net value added

2. Alternative measures of value added .............

Gross value added at basic prices ...........ccoeevrvennen

Gross value added at producers’ prices ....

Gross Value added At TACTON COSE .......uiuiiuiieierieic ittt sttt sttt be st e et e sbe e be s eneenens
3. Gross domestiC PrOAUCT (GDP) ......ccviiiiieie e e re e te e beereesneenee e
4, [T 1= ol o] oo [¥Tox 1 To o ISR
The MEeaSUreMENt OF QUEIPUL .......ciiiiiie et e s st e e e e st e e e e s estba e e e e s e ssnteearntbaeaeesssbaeaaesanses
1. ProdUCEION VEISUS OULPUL.......cviiteiiiteiiiete sttt bbb bbbt
2. THME OF FECOTTING ...ttt b e bbbt bbbt ne et et nn et e



3. ValUation OF QUEPUL ..o ettt e e se e ne et e neesrenr e e e e enes 106
4. Market output, output for own final use and non-market QUIPUL..........ccoccvvvrieievene e 106
MAKEE QUEPUL. ...ttt
Recording of sales .....
Recording of barter
Recording of compensation in kind or other payments in Kind...........c.cccocoorniennncinncicis 107
Recording of intra-enterprise deliVEIIES ..........oveiriieirc e
Changes in inventories of finished goods
Changes in inventories of work-in-progress.............
Output for own final USe ........cccceiveiiiiieeee
Goods produced by NOUSENOIAS ..........ciiieiiiiiicc e
Services Of dOMESHIC STAFT ........c.ciiie e
Services of owner-occupied dwellings
Own gross fixed capital FOrMAtION...........cocoi i e e
Changes IN INVENTOTIES .....c.eiueiiitiieiiee ettt bbbt b et b e bbb bbbt b et e b e ens
Own intermediate consumption...............
Valuation of output for own final use
Non-market QUIPUL...........coevviririiciieceee
Market and NON-MArKEt PrOJUCETS........c.eiiiiiieieiiriseciee ettt bbbttt ettt
The output Of PArtICUIAN INAUSTIIES.........eeiiie ettt e ettt e e e s e bbb e e e e se e e e e s anbebeeeeeanebeeeas
1. 10T [0 Tod 1] o OSSR
2. Agriculture, forestry and fiShING ..o
3. Machinery, equipment and CONSLIUCTION ...........couiiiiiiie e
4 TransSPOrtation ANG SEOTAGE .......cuiveuiriririetirt ettt b et b ettt et e et
I 4] 010 = Ui o] H ST SO PR SRTPPTPRPPPTIN:
SEOragE ..o
5. Wholesale and retail distribution
6. Output of the central bank..............cc.coceeenne.
Borderline cases such as supervisory services
Provision of non-market output.............cccceceeenee.
Provision Of MArKEt OULPUL ..........c.iiiiie et b e bbbt b et be e
7. Financial services other than those associated with insurance and pension funds ..........c.cccccecervirnenne 114
Financial services provided in return for explicit Charges.........cccooveneiiienniencineee e
Financial services provided in association with interest charges on loans and deposits
Financial services associated with the acquisition and disposal of financial assets and liabilities in financial
IMATKELS ..ttt ettt ettt ettt et b stk e e e ke e e bt AR e ek etk e e e R e ke R e R et e R et R et eb et eR e be e ebe e ereebeneeten 116
8. Financial services associated with insurance and pension SChEMES. ..........cccceveviveveveeiene e se e 117
o R 3 L= T S U] g Lot 117
LLITE INSUFAINCE ...ttt bbbtk b bbb b et b bt et ek e b e bt et e bt b et b e et e b b e ean 118
Reinsurance
SOCIAl INSUFANCE SCHEIMIES ......viviiiiiiiieteiie ettt bbbt 119
Standardized QUArANTEE SCREIMES ...t bbb en e 119
9. Research and deVEIOPMENL. ..o ettt sbe b b e 119
10.  The production of originals and COPIES......ccueiiiiiiiiee it 119
INtermediate CONSUMPLION .......oiiiiiiiiiie ettt e ettt e e ettt e e e et e et e e e s abbbe e e e e e aabbe e snbbeeeaesasnneeeeaanns 120
1. Coverage of intermediate CONSUMPLION .....oivevieieicieece e e ens 120
2. The timing and valuation of intermediate CONSUMPLION ...........coviiviiiiieiiiiire e 120
3. The boundary between intermediate consumption and compensation of employees............ccccceveee. 121
4 The boundary between intermediate consumption and gross fixed capital formation..............c.......... 121
SIMAITTOOIS ... bbbt bbbt b et bbbttt b bbbt er e
Maintenance and repairs.......
Research and development
Mineral exploration and EVAIUALION ..........ccovriiveiiiiiieiiir ettt 122
Y T T ec U V=T (UL o] 1] o] OSSOSO 122
5. Services provided by government t0 ProdUCETS........ccvviiiieieeiese e 122
6. SOCIAl tranSTErs N KING........cooiii e bbb 122
7. Services Of DUSINESS ASSOCIALIONS .........uiiveriiriiieiieieeic ettt bbbttt sb e 122
8. L@ 1o 0T o] 1o o OSSP 123

xiii



System of National Accounts

9. T [T I F Do s T=] RSSO
H. ConsumMption Of fIXEA CAPIAL ... ...eeiiiiiiie e e e e et e e e e e s st e e e e e s satreeeeessntbeaeeeessaeees

1. The coverage of consumption of fixed capital
2. Consumption of fixed capital and rentals on fixed aSSetS .........coeirieiiirinir e
3. The calculation of consumption of fixed capital..........ccccoiiiiiiiiii
4 The perpetual inventory method ..o

Calculation of the gross capital stock ...

Relative efficiencies..........ccccvvieennnn.

Rates of consumption of fiXed CAPILAl ..ot

Values of consumption Of fiXed CAPITAL ..........coiiiiiiiiie e

Annex to chapter 6: Separating output due to storage from holding gains and losses

A. a0 [1ex 1T ] o PSPPSRI
1. Storage costs and holding gains and [0SSES ........cvciviviiiiieiiriee e
B. Goods whose real value Changes OVET TIME ......cocuiiiiiiei ittt e e a e e e st e e e e e st et e e e s atbe e e e e sanraees
1. Goods with a 1ong Production PEIIOG..........ccoiiiriiiiieere et e
2. Goods whose physical charaCteristics ChaNGEe..........cviviiriiiiieee e e
3. Goods with seasonal patterns of supply and demand...........coooeieiiieiiiiie i
4. Who benefits from the increase in value of goods iN StOrage?.........cccooeieieiiie i 129
5. When is output due t0 StOrage reCOTARA? .........oiuiiiiiieieiee ettt 129
1. SOME BXAMPIES ...ttt bttt ettt e st ekt e bt bt eb e et e st e ebeebeneese e b en e e e eneaneebenaeaneas 129
EXAMPIE L.ttt 129
EXAMPIE 2 ...kttt 129
LT 14410 L= SO SOUORRTUSTRSTRTSN 129
Chapter 7: The distribution Of INCOME ACCOUNTS .....iiiiiiiiiiii e e e e e e e s ettt e e e e e seatbereeeeansaeees
A. T o (8 Tod 1o o I PR UPRRT PRSP
1. The generation 0f INCOME ACCOUNT ........cviiiiiie ettt ere e neerenns
Operating surplus and mixed inCOme ..........cc.cccceueeee.
2. The allocation of primary income account
The balancing items and national income...............
Net national income and gross national income
3. The entrepreneurial INCOME ACCOUNT ..........ooviiiiiiiiiieire bbb s
4, The allocation of other primary iNCOME ACCOUNT .........cuiiiiiiiiiiiii e 135
B. CompenSation Of EMPIOYEES. ........coi et e et e e e ettt e e e e e sab et e e e e e antae e e e e e ntbeeeeesanbbeeaaeaannneeas
1. IAENITYING EMPIOYEES ......veiieee ettt e e e e s e et e s te e st e s te e st e steeneesneeneenrean
The employment relationship .........c.cccoeeniinnns
Employers and own-account workers....
OULWOTKETS ..ottt s
2. The components of compensation Of EMPIOYEES ..o 139
WAGES QNG SAIAITES ...tttk h bbbkttt 140
Wages and SAIArES 1N CASN ..ottt 140
Wages and Salaries IN KING ...ttt 140
Stock options
Employers’ SOCial CONTIDULIONS ........cc.oiiiiiiiiicietie bbbt
Employers’ actual contributions to social inSUrance SCEMES ..........cc.covvveiiirieiniciree e
Employers’ imputed contribution to social insurance schemes
Employers’ imputed pension contributions............
Employers’ imputed non-pension contributions
C. Taxes on Production and ON IMPOITS .......uiie i ee et e e e s e e s r e e e s et ereaeesaatreaeesasssbeeaesassbaeaeesasbeseaesanses
1. Recording of taxes on production and on IMPOILS .........ccoeereiririineene e
The recording of taxes on production and on imports in the ACCOUNTS .........ccvcerieriiieiieice e
TAXES VEISUS TEES ...ttt
Links with the IMF and OECD tax classifications
The accrual Dasis OF FECOMTING ........oe i ettt e sb e b

Xiv




D.

E.

Chapter 8: The redistribution of income accounts
A.

Interest, fiNES OF OtNEI PENAITIES..........ciiiie et b ettt ene
Taxes and subsidies within the primary distribution of income accounts

2. TaXES ON PrOUUCES ...t
A LI 1o [0 LcTo I Y oL RSSO
Taxes and duties on iMPOrts, EXCIUAING VAT ..o
IMPOIt AULIES ... e
Taxes on imports, excluding VAT and duties
EXPOIT TAXES ..t
Taxes on products, excluding VAT, import and eXPOrt tAXES ........covverueereirenieiriee et
3. (@] ([T g - VTS N o] (T [1Tox 1 o] SRS TRR
YU o 1= (o 1= RPN
1. SUDSIAIES ON PrOUUCES.......evieeieiie ettt sttt e et e et e e ss et e saeentesre e testeesteeneestenneenes
Import subsidies
Export subsidies
EXClusions from eXPOrt SUDSITIES ..........coiirieiriiiie ittt
Other SUDSIAIES ON PIOGUCES........c.cvviiiiiiiiiiieiee bbbt
2. Other subSIdIes 0N PrOTUCTION. ........eiiiiiieieeree ettt bbb sbe e
[ o] o L=T ¢ YT T 1 4 [= 2 PSSP RPOOUPPRRN
1. Defining ProPerty INCOME ......ciuiivirieieieee et e sese st e ettt e re et e et e es e re s e s aesbesteseenae e eensenseneens
2. FEEIEST . ..ttt bbbtk h bR bR R R R Rt R Rt bR b e nr e st
The accrual Dasis OF FECOMTING .........eviuiiii i bbb ettt eie s
Interest payable and receivable on loans and deposits
Interest payable 0N DT SECUTITIES .........iiiiiiiciiteic ettt s st s b e et b e bt re e enens
FUMNEE BIADOTATION. ... ittt bttt e e s et e s b e st et e s et et ebe st etesaenenen
NOMINAL AN FEAL INTEIEST. ... eviitiecteie ettt ettt st e st e et e st e seeb et e s e e be st e be st eresaeneaeen
The special case of interest rates set by the central DANK ............cccoci i
Below market rates on reserve deposits
Above market rates fOr CUITENCY SUPPOIT.........ciriiirieiiieieetiri ettt ene e
Below market rates to Priority iNAUSTIIES ........ccoiveiiiiieiei it
3. Distributed inCOMe Of COMPOIatiONS. ........ccuiiiiiiie e
[} T LT3 o OSSO
Time of recording
SUPET-AIVIABNAS ...ttt ettt ettt et b et et e b e st b et et e e ebe s e eb et entnbe e enennens
Withdrawals of income from quasi-COMPOTATIONS .........ccueiiuiirieiiiirieii et
Reinvested earnings on foreign direCt iNVESIMENT...........ccooiiiiiiie e
Retained earnings 0f dOMESLIC BNTEIPIISES........civiiiieiriceste ettt sb et saebennn
4, Investment income disbursements ..........ccocvveveeeenieveseneneseeeee
Investment income attributed to insurance policyholders
Investment income payable on pension entitlements ............cocoeeinvicienenn
Investment income attributed to investment fund Shareholders ............covoiriiiiiiieiie e
5. L TP U PRSPPSO
Rent distinguisShed frOmM FENTAIS ..ottt
RENE ON NATUTAL TESOUICES. ...ttt b bbb bbb bbb bbb h bbb bbb bbb bbb enena
Rent on land
RENE ON SUDSOTT BSSELS ...tttk bbb s e bbbt

[t oTo [V Tt o] o IR PO T TP PP TP U R OPPRURPROTON
1. The secondary distribution of INCOME aCCOUNL .........coiiiiiiiiriee e 157
Current taxes 0N INCOME, WEAIN, BLC. .......ccviiiiiiicie ettt et s et e et e et e s sreesbeesteesbeesee e 158

Social contributions and benefits 158
Other current transfers 159
Disposable INCOME .....cveveiecire e 159
Links with economic theoretical concepts of income 160
National diSPOSADIE INCOME.......c.ciiiiiei ittt s et es e be b et e s e e be e ebeseetesbeseetn 160
The redistribution of income iN Kind aCCOUNE .........ccooiiiiiiice e 160
Adjusted diSPoSADIE INCOME.......oiuiiiiiii bbbt 161

XV



System of National Accounts

XVi

(0101 o | B = 1 K] (=T £ PO PP TP PR
1. The distinction between current and capital transfers.......
2. The recording of transfers .........ccocvvvevevecccncncecece e,

Transfers in Cash ..o

Provisions of goods and services by enterprises.....

SOCIAl trANSTErS TN KING. . ... ettt ettt ettt s be st e s et e be st e resbeneetenens

Current taxes 0N INCOME, WEAITN, BIC. .......uuuiiiiiii i e e e e e et e e e e e et e e e s aaba e e s seaa e e s eeannss
1. LI G 1 1= 1T RSP SPSSPS
TaXES VEISUS TEES ....vveiveiiiicieccie et
Links with the IMF and OECD tax classifications
The accrual basis of recording ..........cocoeevvrveiiinnnnns
Interest, fiNeS OF OthEr PENAITIES ......cc.ci ittt bbbt e st e eee e
2. TAXES O INCOMIE....teeitieiteeetee et e st esee e be e st e e e be e bt e s beeebeesabeeabeesbaeebeeabeeaate et bessbeebeesabeenbeesnbeesbeesnneesbeeens
3. OLNEE CUITENT TAXES ...vveivvieitie ittt ettt e et st be e s be e eabe e beesaeeeabeesbeesabeesbeessbeenbeestbeesbaesaeeesbeeateesnreantens
CUITENE tAXES ON CAPILAL ...t ettt et b e sb e b et et e e e b e et et s be e eneenenis
MIISCEIIANEOUS CUITENE TAXES ..c.veiveiieete ettt ettt sttt e et este e e beesbeesbeeabeesbesbeeebsebeesbesesbeebeesteenbesteesrsenbes

SOCIAl INSUFANCE SCREMES ...ttt ettt e ekt e e s b et e s b et e e s bt e e bbe e s et e et e e e anne e e nnnee s

1. The extent of SOCIAI DENEFILS ..o

2. The organization of social INSUrANCE SCNEMES .........cociiiiiiiiere e e
SOCIAI SECUNILY SCNEIMES ...ttt bbbttt ettt
Other employment-related social INSUrANCE SCNEMES ..........cii it

Net SOCIAl CONIIIDULIONS .......ootiiitiiiii ettt e b e s bbb esbe e et esaneenrees
Components of SOCIAl CONTITDULIONS ..........cviiiiii i
Employers’ actual social CONLIIDULIONS ..........ooiiiiiieieiic e s
Employers’ imputed social CONtrBULIONS. .........coo i
Households’ actual social CONtIIDULIONS...........ooiiiiiiiiii e
Households’ social contribution SUPPIEMENTS.........c.eiiiiiiiiie e

ocial benefits other than social transfers iN KNG ...
INSEItULIONAL AITANGEIMENTS ... ..cviiecie et et e e st e e e e e e e eresresresreeaestesrenrenees

Social insurance schemes or social assistance
Social security and SOCIAI ASSISTANCE ...........eiiuiiiiiee ettt ens

2. TYPES OF SOCIAL DENETILS ... .ottt
PENSIONS ...ttt bbb bbb
Non-pension benefits payable iN CASN..........coiiiiiiie e

Receivables by households that are not social benefits...

Non-pension benefits payable in Kind............ccccoooorinnininien

Benefits provided in Kind by gOVEIMMENT...........cooiiiiiiiiiiee e

3. Social benefits recorded in the secondary distribution of income account

(0 =T oW 14 =] A (=T 1) (=] T RO

1. Insurance-related tranNSACTIONS ..........ciiiiiiiiieie ettt ettt s b bbb e
Net NON-1ife INSUFANCE PIEMIUMIS ........civiiiiiirieteeie bbbttt
NON-TTTE INSUFANCE CIAIMS ...ttt ettt e b et ettt e et e b e st b eneeb et be e eresbenea
Net reinsurance premiums and claims
Fees and calls under standardized QUAIANTEES............covieririerieirieirieeet ettt

2. Current transfers within general gOVEIMMENT.........ccviiiieiiei e

Current international COOPEIALION..........couiiiiiiieie ittt

4. Miscellaneous CUITENT trANSTEIS........viiiiiie ettt st st eeneenens
Current transfers between the central bank and general gOVErNMENt.........ccccvviiieiciieie s 176
CUrrent tranSTErS t0 NPISHS ...ttt bbbttt
Current transfers between households
Fines and penalties...........ccoooovrioieiiiiicicnene
Lotteries and gambling
PayMENtS OF COMPENSALION ......e.viuiiiiiiteiiite ettt b et b et et bt b ettt nb et et b bt b e e sbe e

PO akrowde

w

SOCIAI TrANSTEIS TN KING ...vveiiiee et e et e e e e e e e e e e e e e eeeeeeeeeeseas s bbb e s eeeeeeseeesreanaananeas
1. The redistribution of iINCOME IN KINA QCCOUNT .........ooiviieiiiie et 178
2. Social transfers in kind paid t0 NON-TESIAENTS ..........ceeiiiiieie e 178



Chapter 9: The USE Of INCOME @CCOUNTS ..ottt ettt ettt e e e bttt e e e s bbbt e e e e e sb e et e e e e abb e er st ae e e e e anbbeeeeesanbbneeaeaann

A.

Ty doTo [0 ox1To] o RN PO T T TP ST P P TP PP PPPRPI
1. The use of disposable income account

2. The use of adjusted disposable income account

3. The relationship between the two versions of the use of income account

4. Adjustment for the change in pension entitlements

5.

6.

Expenditures, acquisitions and consumption of goods and SEIVICES.........c.uueiiiiiiiiiiee it

1. EXPENAITUIES. ..c.vevieieeceeese e re s
The timing of expenditures on goods and Services............c.cceueuee
2. ACGUISTTIONS ..ttt bbb bbbk bbbt b et b ettt
3. Consumption Of GOOAS ANT SEIVICES. .......c.uviviiiiiieiiieiie et
Durable versus NON-AUIrable gOOMS ..........ccouiiiiiiiiiieisiei ettt b bt s ettt re b seenis
Consumption as the using Up 0f OOUS ANG SEIVICES .........vvveveiririeieirisieiee st
Measuring the value of non-monetary transactions INAIFECHY ............cooiiiiiiiiiiiii e
1. Barter tranSaCtIONS. ........cuiviiriiirireee e
2. Expenditures on goods and services received as income in kind
3. Expenditure on goods and services produced 0N OWN aCCOUNL.........ccccveerereesiesereeseesieeeeaseeseseseesnens

Household final consumption expenditure
1. INEFOAUCTION ...
2. Expenditures by households owning unincorporated enterprises
3. Expenditures on particular types of goods and services ...........c.cccce......
Expenditures on financial SErVICES ..........cvorreiiiirrici e
Financial services, except insurance and pension fund services
Insurance and PENSION FUND SEIVICES.........ciiiiiiiieiie et b e et se e
Services of dwellings, repairs and improvements
Services of owner-occupied dwellings..........c..ccovvvrenriennnn.
Decoration, minor repairs and maintenance....
MEJOT IMPIOVEMENTS ...ttt ekttt bbb bbb bbbt
The repair and maintenance Of AUIADIES ..........c.oo it
LiCenCeS and FEES .......ciueiiiirieirce e
4, Classification of household final consumption expenditure..................
Timing and valuation of household final consumption expenditure

Valuation Of PUrChASES ON CIEAIT.........coviieiriiiice et e
6. Expenditures by resident and non-resident households ...........ccoeiiiiiiiiiii e

Household actual final CONSUMPLION .......ceiiiiiiiiiee ettt e e e et e e e e et e e e e e s b et e e e s abbeeeeeaanes

Consumption expenditures incurred by general government
1. Expenditures on the outputs of market and non-market producers ......

Expenditures on the outputs of non-market producers............ccccceevreriinnns
Expenditures on consumption goods and services produced by market producers............ccoceevreenenrcrenennnene.
Government output and final consuMPLion EXPENAITUIE ............coiriiiiiie e e 190
2. Expenditures on individual and collective goods and SErVICES.........ccovvvrerereeieieeeee e 190
Individual goods and SEIVICES...........coviiriririiirieriee et
Individual consumption by type of producer
COIIECLIVE SEIVICES ......eviviiiiiiiriieteie e
The borderline between individual and collective services
The classification of individual and collective government eXpenditures............ccoeoereieereienieiesenseseeeeeeeens 191
NON-MAIKEt SEIVICES 10 BNEEIPIISES. .. . teeetiieeteite et ete ettt sttt se ettt be et et e b et et et e e e aestesesbe e b s ebeebe e ebeseebesaeneanan 191
Actual final consumption of general GOVEIMMENT ..........cciiiiiiie e e e e e s e e e s s brae e e e s eneees 191
Consumption expenditures incurred DY NPISHS ..o 192
Individual consumption by type Of ProdUCET ..........oociiiiiie e 192
Actual final consUMPLION OF NPISHS .....ccoiiiiiiiii ettt 192

Xvii



System of National Accounts

J. Final consumption expenditure and actual final consumption: summary
1. Final consumption expenditure
2. Actual final CONSUMPLION .......cuviiiiieitiiecee et b et sa e e e ne e e e e ere e
3. Total final consuMPtion iN the BCONOMY .......cvciiieiiiicire et ens
(g P o) (T o KO S N U=l o T o] 2= V=T o ] U o | SRR 195
A. Lol 1ge]o [ ex 1T ] o HU PO PSPPSRI 195
1. The definitions of OWNEership and aSSELS .........cccviererieriiir e 195
2. NON-FINANCIAT BSSELS ....vevetieeeieie bbb bbbt b ettt b nnne
Produced aSSetS .........coverererieerierinieniee e

Non-produced assets
3. The structure of the capital account
SAVING ettt h bR E R E R R R R E R R e R R R R Rt R bRt Rt
CAPIEAI TTANSTEES ...ttt bbbt e bt e bttt b et n b
Changes in net worth due to saving and capital transfers....... ..o
Acquisitions less disposals of NON-fINANCIAI ASSELS............ciriiiiii e
INET TENTING ...t b bbb bbb st bt e b e b e bt e b e Rt et e s e e bt e b e nb e bt e b et et nrene s

B. GrOSS CAPILAl FOMMALION .....eeiiiiiie ettt b e ekt e e st e e st e st st eb e e e sane e e et e e e nnneeennnee s
1. Gross fixed capital FOrMALION ..........cco i sae e nreens
THE @SSEL DOUNGANY ...ttt et bbb st e e bt eeme et e e be st e ne s b e e e be st e b e ebaneebeneane
Existing fixed assets.........c.ccoveenne.
Improvements to existing assets..........ccoeevreierererenenn.
Costs incurred on acquisition and disposal of assets....
THME OF FECOTTING ...ttt bbbt b bttt bbbt bbbt
OWNEISNID OF BSSELS ...ttt b et b et e bbb bbb bt e
Valuation ..o
Transactions in fixed assets
Dwellings ..o
Other buildings and structures
Buildings other than dWEITINGS ........c.coviiiiice s
Other structures
(VLo B T o] (0)Y/=T g T T 0 OSSR PR
MaChINEry and EQUIPIMENT.......ciuiiiiiiieiee ettt b ettt b et b bbbt e e b ebe s
TranSPOIt EQUIPIMENT ..ottt eb et s
L@ I o T o 44 =T o OO PRES PP
Other machinery and equipment....
VVEAPONS SYSTEIMIS ...tttk b ekt b bt b e h bRtk e bbb et nn e n e e
Cultivated DIOIOGICAI FESOUITES ......c.viuiieieriei ettt ettt ettt e ae et be b e eresbeneaean
Animal resources yielding repeat products.............ccccoeveierernieneenes
Tree, crop and plant resources yielding repeat products
Costs of ownership transfer on non-produced assets ...........ccccoceverereriserienens
Intellectual Property PrOUUCTES...........oi ittt
Research and deVEIOPMENT ..ot s
Mineral exploration and evaluation...
Computer software and databases .....
Computer software...........c.ccceeee. .
DIALADASES ...
Entertainment, literary and artistic Originals ............ccccveviiiniciiieie e
Other intellectual property products
2. Changes in inventories...........c.........
Storage and stocks of inventories
VLU= o] o DSOS USRS
Valuation O WOIK-TN-PIrOQgIESS .......couiuiieiiuerietirt ettt sttt bbbt b et b et b ettt sb et b s e
Transactions in inventories .............c.........
Materials and supplies
WWOTK-TN=PFOGIESS ....vvviveiiiieeietet sttt
Work-in-progress on cultivated biologiCal reSOUICES ..........ccoiuiirerciierre e
Other WOTK=TN-PrOgIESS. ... et eteteieitet ettt sttt sttt et et st e e e st sbesesbe e ebeseeseabe st ebeseereenennan

XViii



FINISNEO GOOUS ...ttt et h bbb bt bbbt b e bbb etk e e bt e bbb e e b e et e b st ean
Military inventories
G00dS O rESAlE......c.cvvveeeviiicieceees e
3. Acquisitions less disposals of valuables
The asset boundary

Valuation.........cccocevvvienennenne.
Transactions in valuables....................
Precious metals and stones.........
ANtIQUES and OtNEr art ODJECES.........cuiiieiiieiite e bbbt et en e
OLhEr VAIUBDIES ...t bbbt ettt et
C. Consumption Of fIXE CAPILAL...........eii ettt e ettt e e e e s et et e e e e et bee e e e eannseeeaesannnneeaaaanns
1. C0Sts OF OWNEISNIP trANSTE ... cuiiieie e ettt s r et sae e eneas
2. TEIMINAI COSES ..ttt et bbbttt b et b ettt b ettt ettt sttt nnee
D. Acquisitions less disposals of non-produced non-financial assets
1. NALUFAL FESOUICES. ...ttt e
THE BSSEE DOUNTAIY ... bbbt b bbbttt
OWVNETSIID ..ttt bbb bbb R R bbbt r e
LU= o] PO OOV
Mineral and energy resources
Non-cultivated biologiCal FESOUITES ..........oviuiiriieiirsee e
Water reSOUICES .......ovvvereeeerreenreenes
Other natural resources
2. Contracts, leases and licences
The asset boundary ........c.ccccoeeeneneee
Types of assets included in contracts, leases and licences
Marketable OPErating IEASES.........civiiiiiirieeetiie ettt b e r et e e be s e ebessenesbereas
PErmits 10 USE NATUTAI FESOUICES. ... ..cuiuieiueteiristeiee sttt sttt en s
Permits to undertake specific activities
Entitlement to future goods and services on an eXClUSIVE DASIS .........cccoeirireieneisese e 215
3. GoodWill and MArketing @SSELS .......viirirerieriee et e sa e re e sre e anennenes 216
E. (O T o] 1= U1 =10 1S (=1 £SO P O SPR 216
1. Capital VErsUS CUITENT traNSTEIS .......c.iiieiieceerete e e 216
2. Transfers in €ash and iN KNG ... et 217
RV 11Ut o o OO PSOTTPURRTRRRTI: 217
3. (O80T r L - V(ST SOUS VRSP 217
4. INVESTMENT GIANTS ... .ottt ettt st e b e bt e b e e bt e ae e eb e e ae e ebeebe e sbesseenbesbeenbenbeeneeanas 217
5. Other CapItal TrANSTEIS ...ttt ettt b et sbeebe e b b neeneas 218
Chapter 11: The fINANCIAl BCCOUNT ... ettt e e e e eh bttt e e s et bt e e e e e e bb e e e e e e abb et e e e eabbbr e e e e e annbneeaeeaas 219
A. [T (0 To (8 o3 1T o IS PSP PRPOUPPRRTN 219
1. Financial assets and labilities. ... ..o s 219
2. QUAAIUPIE-ENEIY ACCOUNTING ......iiteiteieeiteite ettt ettt e ettt b e b besee e et esees e aeebesaesaesbeneeneas 219
3. Counterparts of non-financial traNSACHIONS ...........cooiiiiiieie s 220
4. Exchanges of financial assets and l1abilities ...........cooe i 220
5. [N T=1 o [T oo [T o SOOI 220
6. (070 01 {100 T=T 0 Tod TSROSO 221
B. Transactions in financial assets and HabilitIes ............ooo i e 222
1. The classification of financial assets and laDIITIES ..........ccovviiiiiii i 222
2. AN T=To To A= o1 1L 2RSS 223
3. Valuation Of trANSACLIONS .......oviviiiiiie et sttt et ne et 223
4. B L0 =0T (o 113 223
5. Netting and CONSOIIAALION ......cveveieiee et sr et e e e s e nrenrens 224
INETEINQ vttt b ettt b et b £ b bR b e bR R b £ R £ h R R bR bt h e b e b e b b netn 224
CONSOIALION ...ttt bbbt bbb bbb bbbt bbbt 224

XiX



System of National Accounts

C. Recording of individual financial instruments
1. Monetary gold and SDRs
Monetary gold.........ccccoeevvviiiiinienns

2. CUITENCY QNG TEPOSIES ...ttt sttt sttt b et b b b e e e e e e b e e b e s bt ebesbesbesb et et e se e e e e e e ene e
CUITEINCY ..ttt r et bk e b e b bt e b e E R bR e e b e b e b e R e b e e R b e e R et et e et e n e r e n e enn
TraNSTErahIE AEPOSITS ..ottt bbbkt b et b ekt b bt nn e

Inter-bank positions...............

Other transferable deposits....

Other deposits ........ccceveererirenineninn,

3. DB SECUITIES ...ttt bbbkt b et bbb

Supplementary classifications Of I08NS............iiiiiiiiee e
Equity and investment fund shares

Money market fund SNAreS OF UNIES ..........ceiiiriiiiiiee et
Other investment fuNd SNAreS OF UNIES.........coiiiiiiiiieeie e
Supplementary classifications of investment fund shares
6. Insurance, pension and standardized guarantee schemes
Non-life insurance technical reserves
Life insurance and annuities eNtitIEMENTS ..o
PENSTON ENEILIEIMENTS ..ottt ettt ettt et b e e b et e b et e st eee ebe b e st et entebesebeseenesaenea
Claims of pension funds 0N PENSION MANAGET ...........ceiuiririireirterieesi ettt b et se e e
Provisions for calls under standardized QUAraNTEES ............eoeiriiiieriie et e
7. Financial derivatives and employee stock options............
Financial derivatives
Options.............
L] T T (o TSRS USPURRRPRTIN
CrEOIt UBIVALIVES ...ttt ettt ettt b e et e et e b e st s e e st e b e e et e e b e b e eben et e s e ebe e ebe b eneanan
Margins
Employee StOCK OPLIONS (ESOS) ......cuiieiiitiirieieeiiieeiiste ettt sttt e eb sttt b et b e bbb st eb e bt e e s sbe e
8. Other accounts receivable Or PAYADIE. ...t
Trade Credit aNd A0VANCES ..........ovivviiiiit bbb

FOreign direCt INVESIMENT.......c.oiiiiiireiiie bbb et
NON-PEIFOIMING TONS ..ottt b et et b e e bt ee et e e et neane

Chapter 12: The other changes iN @SSELS ACCOUNTS ......iiiiiiii ittt e et e e e e et r e e e estr e e e e e seatbeeeeesasraees 237
A. (oo 11 o3 10} o USRS 237

B. The other changes in the volume Of aSSEtS ACCOUNT...........c.uviiiii i e e e e s ebae e e e s e 237
1. Functions of the other changes in the volume of assets aCCOUNL...........cccveiiiriieiiicicicec e 237
2. Appearance and disappearance of assets other than by transactions ..., 238

Economic recognition Of ProdUCEA ASSELS.........ciriiieiriririiei et
PUDTIC MONUMENTS ...ttt b et b e ettt e b e st st enseteee st ssenenaen
Valuables........ccooieiiieic

Entry of natural resources into the asset boundary .............cccccovveieennne
Discoveries and upwards reappraisals of subsoil resources
Natural growth of uncultivated biological FESOUICES ...........ccviiiiiiiiiieic e
Transfers of other natural resources to eCONOMIC ACHIVILY ........cvveriiiiiciiieiie e
Quality changes in natural resources due to changes in economic uses

Exit of natural resources from the asset boundary ...........cc.coeveieininniiincierce
Extractions and downwards reappraisals of subsoil resources.................
Harvesting of uncultivated biologiCal FESOUICES ..........ccuiiiiiiriiiie e
Transfers of other natural resources out of €CONOMIC ACLIVILY .......ccovieiciriciieicee e
Quality changes in natural resources due to changes in economic uses

XX



5.

Initiation and cancellation of contracts, 1€aSeS and lICENCES..........ccuviiiuiiiiiiiiiie e
Changes in the value of goodwill and marketing assets
Appearance and disappearance of financial assets and liabilities ...........

DEDE OPEIALIONS ..ottt bbbt b et eh et b bbb

Creation and exhaustion of financial derivatives
The effect of external events on the value of assets
Catastrophic 10SSes..........ccccceneee.

Uncompensated seizures
Other ChanGgeS IN VOIUME NLE.C. ..ottt bbb bbb ettt e bt e e 245

FIXEOA BSSBLS ..ttt ettt bbb e h bbb bbb bbbt 245

Exceptional losses in inventories................

Life insurance and annuities entitlements

Pension entitlements ...

Provisions for calls under standardized guarantee SChEMES ............ccooeiieiiincieneneee e 246
Changes iN ClasSITICALIONS .........c..cviiiiiiiie et e e e e ere e e anenrenes
Changes in sector classification and structure..........
Changes in classification of assets and liabilities

Sale and reclassification of land and buildings

Changes of classification iINVOIVING INVENTOTIES .......ccoviviiiiriieciiece e 248
Summarizing other VOIUME CRANGES .......cviiieiiiiee ettt sre e sresnes 248

The reValUAtiON GCCOUNL..........iii it e et e e e e e e e e eeeee et e eeeeeaeeeesssss s aan s etaannsaeeeessessesssssnnnnns 248

1.

Different holding gains and [0SSES CONCEPLS .......cveuiiuruiiiiirieirieir et 248
NOMINAL NOIAING GAINS.....c.etiiciesictiici et ettt e s b et te st e s et es s e te st esessensebe s ebesnesaarereas 249
Neutral holding gains
REAINOIAING GAINS ...ttt b bbb s bbb e bbbttt n b
Holding gains and 10SSeS 0N SPECITIC ASSELS .....u.iviiiirieiiie e 251
LD CETe B TS (SO VT SOPRORUURI
INVENTOTIES ...ttt ettt bbbk e b e Ao h e b oAbt A e e b e b e b £ b eh b e b et eb e b e bt e b et et et e b e b e st nbereaben
Valuables ..o
Financial assets and liabilities ........
Monetary gold and SDRs....
CUITENCY ..ttt ettt bt h et b et E et E et b et e et R et E Rt e Rt bt e bt et e r s e b s
DEPOSILS AN TOANS ...ttt b et b e et e b e s et et et et e bt eme st e e ebeseeneeaeea
Debt securities.........cocoveriennicnennne
Equity and investment fund shares ......
Insurance, pension and standardized guarantee schemes
Financial derivatives and employee StOCK OPtIONS.........ccoviveiiiriiiiiiiccec s
Other accounts receivable OF PAYADIE ...
Assets denominated iN FOreign CUMTENCY .......coviiiiiiieiie et

Chapter 13: The DAlAnCe SNEEL........eei i e r e e e e e st e e e e e st b e e e ebe et e e e sabbeeeaeeasbtbeeaeeanntbaeeeesan

A.

[aT (oo [0 T3 1T0] o TP

1.
2.
3.
4.

Balance sheets
Asset accounts
Structure of the balance sheet
Structure of asset accounts

General PrinCiples Of VAIUALION...........coiiiiiie et e e e et e e e e s et e e e e s e stb e e eeeeasbaeeaesensaaeeaeeans

1.
2.
3.
4,

The entries in the balance sheet
1.

Value observed in markets
Values obtained by accumulating and revaluing transactions
Present value of future returns ..........c.cccoevee..

Assets denominated in foreign currencies

Produced assets
Fixed assets........cc..........

INVENEOTIES .ottt ettt ettt et e bt e et e et e ebt e beesbeeabeeabeeaeesbeebeebeeabe et eesbeesbeesbeentesabeesbeenseesbesbeesbeesbeesbesnbesreess
V2 LU Lo] L= OO OO PRPRPSRUOOt
NON-PrOTUCE BSSELS .....veveeetereetirietest ettt sttt sttt b bbbt b bbbt b bbbt sb et e eb et et et e b e b e ebeseanes

XXi



System of National Accounts

Mineral and energy resources

Non-cultivated biological resources, water resources and other natural resources

CONLracts, 18ASES AN HICENCES .....cviiiveeie ettt sttt ettt s e ettt e s e e st e sbeesbeesbeesaeebaesbeesaeeabeesbesnreeseesres
Goodwill and marketing assets..............

3. Financial assets and liabilities

Monetary gold and SDRs...................
CUITENCY NG TBPOSIES ...ttt ettt ettt skt b ettt b e e b bbb st bt e bt e e b e bbbt e e bt b e e e bt st e bt e b e et e e et e ebeneenin
DIEDE SECUIIEIES... vt bbb bbbk h ettt b bbb nrena

Non-performing loans
Equity and investment funds.....................

Insurance, annuities, pension and standardized guarantee schemes
Non-life iNSUranCe tEChNICAL FESEIVES ........ccuiiiiiiieiieeeee sttt ettt sae e eae s
Life insurance and annuities eNtItIEMENTS ...........cooiiiiiiiiie e
PeNSION ENEILIEMENTS. ... ittt b bbb et ae et e s e ne et e e nesnereeaen
Provisions for calls under standardized QUAraNtees...........cocureirerririeiseee st
Financial derivatives
(@] 01110 1 RSOSSN
FOMWAITS ...ttt st b ettt et b et e bt e ek e e e b e seeb e b e st e be e et e sbese et entabe e neneerenben

Employee stock options ...............
Other accounts receivable or payable
4, NEtWOIN ..o
5. Memorandum items......
Consumer durables...........ccccocervennnne.
Foreign direct investment

Chapter 14: The supply and use tables and goods and services account

A. g1 To 0T 1] o TP TP PPRTP
1 PrOTUCE DATANCES. ...t ettt sttt ettt en s
2. The go0ds and SEIVICES ACCOUNT...........cirveiirieiiriete sttt sttt se ettt st st se bbbt se et e e sbene e
3. SUPPIY AN USE TADIES ...t
4 The INAUSIFY QIMENSION .....c.eitiiitiie bbb et eb e ettt se et se et et nnebe e
5 A NUMENICAL EXAMPIE ...ttt b e et ettt et et nne e

B. THE SUPPIY TADIE ...ttt ettt er e e et e et e
Products and ProdUCING UNITS ........ccveiiiieiece sttt e e resne b e sna e e enenneenes
2. g Ao oo U a1 T I ] =TSSP
3. PIOTUCTION ...ttt bbb bbb et b ekt b e e bt bbb b e b b et et ettt e bt bt
4 L0000 £ PP TR ORI
(O =T | T LA o] o OSSOSO PSR
GOOMS TOF PIOCESSING ...vviteneteeeteste ettt ettt sttt ettt b et b e ekt b e bbb e b e e b £ e b st e b et e bt e b e bt b et ek e b e b et e st nbe e eb e e ens
5. VAIUBLION ...ttt bbb bbbt b et b s bbbt b ettt n bt
TTAAE MAITINS ...ttt bbb bbb st eb e e b b e Rt e b e bR e b oAt eh e e e b e b e s et b e nb e bt e b e s e b ne et e b ene et ne e
Transport margins
DOMESLIC traNSPOIT CRAIGES .. ..vivveieiieicieiete ettt b st s e be b bessen e aenesaesaabens
International tranSPOIT CRAIGES .......cvii ittt e
Products not included in customs doCUMENLAtION ..........c.ociririiirieireeeee e 278
Products covered by customs dOCUMENTAtION...........c.cerveuiieririeirie et 278
Transport on merchanted goods
Transport on goods sent abroad fOr ProCeSSING ........cccvevieriiirieiiierieese s 279
Recording transport margins in the supply and USe tableS..........cccovviriiirieieneiececee s 279
Taxes and SUDSTAIES ON PrOUUCES. .......c.cviiereiiiriir ettt b ettt

C. TRE USE TADIE ... .ottt e e sttt e e e ek b e e e e e e bbb e e e e e e nbb et e e e e nbbeeeeeeene
1. The use of products by producing units

=

XXii



2. The use of products for final CONSUMPLION ....c.coveiicccc e 281
3. The use of products for capital FOrmation ... 282
Gross fixed capital TOrMELION .........coviiiiie bbb ettt sb e e 282
ReSale OF EXISTING GOOUS .......cuiiviiiitiiiiirieeet ettt b et b et sb e eb et sbe e 282
ChaNGES TN INVENTOTIES. ... .viviviitesietiiete sttt sttt s et ete st e s e s b e s e be e e bess e s e eb e s ebe s b et b ess et e b esesaen s ebe s asesneneeee 283
WAIUADIES ... bbbt h bbb R bt h ettt 283
4. b o [0 £ KT PR U RO UTURRPURUON 283
5. INtroduCing VAU AAAEA ..ottt a e 283
6. EXPanding VAIUE AOTEM ..........coiiiiie ettt ettt b bbb e 284
7. AdAINg Other VArTADIES ..ot e 284
D. Further elaboration of the USE tabIe ..............oooiii i 284
1. Cross-classification by industry and institutional SECLOrS .........c.civiiviiririererie e 284
2. YN - Lo] [T L o T (o o [T SRS 285
TTAAE MAITINS ...e.tceieteeet ettt bbb bbbt b st eb e e e bt b eh e b e e e b e e e e b £ e b e e bt e e e b £ e e bt b e bt e b et eb et et e b e st et eneaben
TTANSPOIT MAIGINS 1.ttt bbb bbb bttt
TAXES ON PIOUUCES ...tttk b bbbtk b bt e b bt eb bttt b bt r bt nn e
Subsidies on products
Separating imports from domestic PrOJUCTION ...........ouiiiiiiiiiee ettt eee 286
3. Expressing the use table in VOIUME tEIMS .......ccv e 286
Deflating WHIiCh TADIES? ...ttt eb ettt et sb et ees 286
HOMOGENEITY . ...ttt bbb bbb s e bt e bt b e h et e b e e bt et e bt b et be e et e b enenean 287
The apPLICADIITY OF CPIS....ciiiici ettt bbb e et e e b e se s b e e e be b esesbe e abe s eseas 287
IMPOIES ANA EXPOIES ...t b et bbbt b et b e bbbt b b bt et 287
Trade and traNSPOIT MAIGINS ......oveueiriie ittt bbbttt bbbttt b ettt 287
Taxes 16SS SUDSIAIES 0N PrOUUCES ........cveuiieiiitiiete ettt ettt e et e e b e e se s be e ebe b e s e sbe st ebenennea 287
VAlUE QAGR ..o 288
E. NUMETICAI EXAMPIE ..ttt e bt ekttt e e b et e ek bt e e b e e e e s e e e st e e e st e e e s beeenabeeeennes 288
1. The full SUPPlY AN USE TADIE ..o b e 288
2 IMAFQINS QNG TAXES ...ttt ettt ettt ettt e s besaeeb e e beseeeeem e es e eseemeebeebesaeebenbenaeseeneans 288
3. A USE 1aDIE At DASIC PIICES ...ttt ettt se e se et ae s e e ene e e e e 289
4 THE IMPOIES MAIIIX ...ttt ettt ettt b e b e b b e b et se e e emeeseeseebeebeebeeeeseesbeneenes 289
Chapter 15: Price and VOIUME MEBASUIES .......uuiiiiiiiiiiieeaeiiiee e e e ettt e e e ettt e e e et bbe e e e e e aabt b e et e e e aabbeeeeeeaasbbeeeaeaabbeeeaeseannbneeaeaaan 295
A. g1 To (Ui (T o PO TP P TR PPPPPPUPPPTRRPN 295
1. INAEX NUMDEE TNEOTY ...ttt et b e bbbt e e e nn e e 295
2. Inter-temporal Price and VOIUME SEIIES.........coui ittt see e 295
3. International PriCe COMPAIISONS ........o.iiuiitiriirie ettt sttt ettt sae e e sbe e e eseeneebesbeenesee e e 295
4. FUNEr INFOIMAITON ....cve ettt ettt b e bt sb e b b eenens 296
B. An overview Of INAeX NUMBDET tNEOIY .......coii i e e e e e s be e e e e e e enneees 296
1. Quantities, PriceS AN VAIUEBS........cccvvireie ettt sa e nneneenenns 296
Additivity of quantities, Prices and VAIUES ...........cccciiiiiiiiiieiieeer et 296
Volume, quantity, price and Unit VaIUE INGICES ..........ccvvieiiirieiiieicii e 296
2. Inter-temporal index numbers of Prices and VOIUMES ..o 297
Laspeyres and PaaSChE INTICES ........ccviiireiiiiiirei ekttt 297
Deflation and volume series using Laspeyres and Paasche formulae............ccccovveiiicinnccinccnn, 297
The relationship between Laspeyres and Paasche INAICES ..........ccoreieireneieieinee e 298
Other indeX NUMDET FOMMUIBE ..o 298
Desirable index nUMDEr CharaCteriStiCS ........oiviiviiiiiri e 299
INAEX NUMDBEIS TN PrACLICE ... euiitiiciiictise ettt ettt ettt et b b e b e e e b et ebe e se et e e ebe st esesbe e ebenenen 299
3. (08T U1 T30 =T PSPPSR 299
The rebasing and liNKiNG OF INICES.........ciiiiiiiiiec et b e re b 299
ChaiNiNgG BACK PEIIOT .....v.vcviaiicteiii ettt ettt b et en s 299
Chain Laspeyres and PaasChe INQICES ........c.ciuiiieriiiieiie e 300
Annually chained quarterly Laspeyres-type iNAICES ..........covirerireieieieneniee e 300
Chain Laspeyres or chain SUPerlative INAICES? .........oociiieiiiirieiiee s 301
Annually chained quarterly Fisher-type iNQICES ........cccvivieiiiiiiieie e 301

XXiil



System of National Accounts

XXiV

Chaining aNd At COVEIAQE ......ceitiiiuirieerie ettt ekttt bbb et b et be et e nreneas 302
Additivity and chaining
Variables that change sign ..........ccccveaee.
CONLIIDULIONS T0 GrOWEN ...ttt eb e
4. CauSES OF PriCE VANALION ....cuiieiiiie ettt b e st se e e b
Price variation due to quality differences ...............
Price variation without quality differences
Price discrimination ............cccovveeininneenn,
The existence Of Parallel MAIKELS ..o bbb
5. The measurement of changes in quality OVEr tIMe..........cooiviiiiiiiiee e 304
DIFECE MELNOGS ... bbb bbb bbbt b bbbt nes 304
HEOONICS ...ttt bbbt b ettt b e b 305
Indirect methods
Rapidly changing differentiated product Markets..........c.ooi i 305
FUTHEr E1aD0TALION ........ciiiiii e 306
6. Practical advantages of compiling chain iNdICES........c.covveieiiiiii s 306

Derivation of volume measures in the National ACCOUNTS ............ccueiiiiiiiiiiie s 306
1. Lol [0 Tod 1] SO USRS VRPN
Terminology for volume estimates..........cc.ccccouee..
Price deflation vs. quantity revaluation
F ANV VL= o] Lo o] o= TN Lo ot SRS
The supply and use tables as the basis for volume measures of GDP ...........ccccccevveiiiiicic i 308
Volume measures of the output estimate of GDP
Market QUEPUL.........coveverci e
Non-market output of government and NPISHs
OULPUL FOr OWN FINAT USE ...t e b bbbt b bbbttt b ettt sr b nnan
INtErMEdiate CONSUMPLION. ... c.iitiiiit ettt ettt bbb ae e be s b e st st essebesbesees b ebe s enesseseebesseresreseas
Gross domestic product and gross value added ..............cccccueneeee.
5. Volume measures of the expenditure estimate of GDP
Household final consumption expenditure ...........cccccoveeeirnnennn
Final consumption expenditure by government and NPISHs
Gross fixed Capital FOrMELION. ........ccoiiiiirce ettt ettt neneens
Changes in inventories...........ccccvenenee.
Acquisition less disposal of valuables
EXPOIS QNG IMPOITS ...ttt s
6. Volumes and prices for stocks of fixed assets and consumption of fixed capital...........c.cccoocerennnee. 313
7. Components Of ValUE @0ABA ...........oiiiie ettt
CoMPENSALION OF EMPIOYEES .......cveiiiieieeie ettt e b bbbt
Taxes and SUDSIAIES ON PIOTUCES .......c.ciueieiereiieterieie ettt ettt a ettt e b e e ese et se e e bese e b e seeneerenees
Net operating surplus and net mixed income
8. Quarterly and annNUAl ESTIMALES .........cvereieeierise e ettt e e e eneens
9. SUMMArY reCOMMENUALIONS ... .c.vevieieeieieetesese st e ettt et e st e e eseeressestestesaesteeesee e e eeeaneens

Measures of real income for the total economy
1. The concept of real INCOME .........coo i
2. Trading gains and losses from changes in the terms of trade
3. The interrelationship between volume measures of GDP and real income aggregates

Eal A o

International price and volume comparisons

1. INtrOdUCEION ..o

2. Index number issues
Representativity versus comparability.................

WA o[0T Ui o] o RSSO

BiNAY COMPAIISONS ....cuviviiiitiiietiitesietet ettt e et et et et e e st ese st es s ebe s eebesbeteebeseetes s e be s ebe s s et e ebe et e b ese s ensabe s ebesaeneareseas

Multilateral comparisons

Transitivity

The block approach

THe DINAIY @PPFOACK ........eitiieieice ettt bbb bttt eb bbb et

RING COMPATISONS .....vivitiitctiitesie ettt sttt st e e b b be s b e e eb e s e be b e e be s et e bessebe st ebess et ensabesenesnereabens
3. Practical considerations for national aCCOUNTANTS ..........ccccviiriieiirieieeee s



Chapter 16: Summarizing and integrating the accounts

PPPs and the NAtioNal GCCOUNTS...........ciiiiieiri ettt et et sae e te e ebeebeesbesbeesbeesbessbeebeenreensesbeesreenres

Why ICP growth rates differ from national growth rates
NON-MArKEL SEIVICES ....vviviiviiriireere et eee et sr e sre b ane s

(@101 g o] [T TS Lo o SRRt

A. 1) (0o 18 o3 1T o IS PSP PROOUPPRRTNS
B. INtEQrating the GCCOUNTS......coi ittt e e e e bttt e e e e st bt e e e e e bbbt e e s e aabe e e e e e e annbbeeeeeaannnne
1. SUMMArizing the CUITENT ACCOUNTS .......ueiviviiicriee et et ens
The production account .............cccceeeeuene
The generation of income account................
The allocation of primary income account
The secondary distribution 0f INCOME ACCOUNL..........cuiiriiieiriiee e 328
THe USE OF INCOME BCCOUNTS.........oeiieeiei ittt ettt ettt b et b e s b et et e e bt seeneeb e e e b e s e e be e ebe b eresbeneebenennea 328
2. Summarizing the acCUMUIAtION ACCOUNTS.......ceciiiiiicceee e e 328
THE CAPITAL BCCOUNT ...ttt bbbt b et e e bbbt e b e s bt b e bt e b et eb et e st et et nnebe
The financial account..............ccceeeeee
3. The goods and services account
4, The accounts for the rest 0f the WO ........coooeereeee e
5. Integration of stock and flow data...................
Linking the opening and closing balance sheets
N2 T o 1 TSP SOPROTRRRTI
AASSEE ACCOUNTS ...ttt b et b e bt r et R et R e e e bt et e r et e nr e n et r e n s
6. Consolidating the ACCOUNLS .......civiiie e e e e re e e sraeneeenas
Consolidating the CUMTENT ACCOUNTS .......c..oi ittt ettt ettt e e eneenens
Consolidating the accumulation accounts
Consolidating the rest of the WOrld 8CCOUNT............cociiiiiie s 332
C. The macroeconomic aggregates iN the SINA ... es 332
1 THE GDP HUENTITIES ...ttt bbb ettt b e eb b e nn e e ne e 332
2. A note on the valuation Of QUEPUL...........cocviii i e 333
3. Gross and Net dOMESLIC PrOTUCT...........oce it r et e e e e e sresneas 333
4 Gross and Net NAtIONAI INCOME ........oiuiiiiiec bbbt sb e 333
5 National dispoSable INCOME ........oiiiiiiiee e st e e besre e e e sreeneesre s 334
D. An example set of integrated @CONOMIC ACCOUNLES .........uuiiiiiiiiiiieie ettt e e e e e aneees 334
1. INSEItUtIONAI SECLOE ACCOUNTS ... viviiteieiteie sttt sttt sttt s et resresbe st et e e e ere e 334
CUITENT BCCOUNTS ...ttt ekttt bbb bbbt b e bt bbbt b et b ettt nb et nn e
The use of income account
The aCCUMUIALION BCCOUNTS.......veviiiieieiriet ettt bbbk b ettt 335
THE DAIANCE SNEELS ...ttt h ettt st b et e bRt et e e et e bt et et e beneenesbe e ebe e ebennenea 335
2. The rest of the WOrld 8CCOUNL...........ooiiiic e e 335
3. The goods and SEIVICES ACCOUNL........cuiireieieeiiesee st st e siese e e e e et e saeesteeseeste s e e stesreeste e e esteessesreensesreanes 335
4, The total ECONOMY COIUMN ...ttt e e e e e sbe et e sraenreenas 340
Chapter 17: Cross-cutting and Other SPECIAI ISSUEBS ......cccciiiiiiiii it e e e et e e e e e stbaaeaeeans 341
Part 1: The treatmMent Of INSUFANCE ..ottt e e e e ettt e e e e as e beeeaeeaabeee e e s nbaeeeeeaantaeeeeesansnneeneaanns 341
A. 1o o [8{od 1 To] o PO U PPPPTOPPPUPTOE 341
1. [T 1o T gL TN U Lo SRS 341
2. R 1S U=V o ST 342
3. THE UNILS INVOIVEA. .....eiieiieceeee ettt eeaeste st e etenteseeneeneeneenes 342
B. OULPUL OF AIFECT INSUFANCE ...ttt ettt e ekt ea et e s st e ekt e e bt e e e sh b e e b bt e e asneeennneeeabreenas 342
1. PIEMIUMS BAIME ...ttt b bbbt e e bt e b e bt bt b e bt sbe bbb e e e e b e e 343
2. Premium SUPPIEMENES ... .ottt ettt sbe et s te e b e s te e saesteesbesbeeneesteeneenee s 343
3. Claims aNd DENETITS ... et 343

XXV



System of National Accounts

NON-TTE INSUFANCE CIAIMS ...ttt bbbt b et b et bbbt b e b e b
Life insurance benefits...........c.ccco..e.
4, RESEIVES .....viiiieiiieee
5. Defining insurance output
Non-life insurance............ccoevveriine.
LIT@ INSUFANCE. ...ttt ettt ettt s ettt e st e bt E et ke e ekt st e b e e b e be st ebe b e s et eneebe st be st ereerereas
REINSUIANCE ...ttt ettt ettt sttt et et e be e et e b e s e ke e e b e e e bt e b e ne ke e ebens e b et ebenteb et eseseneabeseabeneeresbereas
C. All the transactions associated With NON-IIfe INSUFANCE ...........c.uiiiiiiiiiii e
1. Net premiums and consumption of insurance services
2. Recording non-life insurance claims...........ccocoviiiiiiininnicn,
3. Insurance services provided to and from the rest of the world
4, THe ACCOUNTING BNTIIES ....viiitiietirece ettt b bbbt se et e et b et sb et sb et e et e et e
D. All the transactions associated with life insurance
1. AANINUITIES ..ttt bbb bbb et h et h e e b £ e b e e bt e b e e bt s b se et e st e s e e st eb e ek e b e ebesb et et s
All transactions associated With FEINSUFANCE ..........cciiiiiiiiiiie ittt e e e are e e e s sabneeeeeas
F. ANNUITIES ettt e ettt e e s ettt e e e e e ekttt e e e e e asatbe e e e e e ntbeeee e e ansbeeee e e e saeeeaaeeeansbeeeeeeansnaeeaeeennnnneaeens
1. HOW @N GNNUILY WOTKS. ....ectietieiie ettt ste e e s e e e e s te e s e steeseesbeensenneenaesreaneesee e
2. The output associated With @n @NNUILY ..........cccviieiiiiiicce e se e
3. All the transactions associated With @NNUITIES ...........ccciiiiiiiii e
Part 2: SOCIal INSUFANCE SCREIMES ....ooiiiii ettt e oottt e e s e bbbt e e ebe e e e e e e sab b e e ee e e sbbae e e e e eaneneeeaens
G. a0 (1 o3 1T o RSOSSN
H. S F Y (oo (=11 a1 170 L OO PSPPI
1. SOCHTAL DENETILS ..ottt et sttt e et ettt et ns
2. Social benefits provided by general gOVEIMMENT.........ccccvviiiiiricee e
3. Social benefits provided by other institutional units
4 Social insurance SChemes ...,
MUIIEMPIOYET SCREIMES ...ttt bbbt b et eb bttt eb b bene e sre e
5. Individual insurance policies qualifying as social INSUraNCE ..........ccccovireiniineie e
6. Benefits payable under social inSUranCe SChEMES...........ccviiiiiiii e
I Accounting for non-pension contributions and DENEFItS ..........cooeiiiiiiiiii e
1. Non-pension benefits payable under SOCIal SECUMILY ........ccvvvveiiiiieii i
2. Unfunded non-pension benefits other than from social SECUrity.........c.cccveveviiiieiiiiicce e,
3. Funded social insurance other than PENSIONS ..........c.ciiiieiiiicse e
J. Accounting for pension contributions and PENSIONS .........cciiiiiiiiiie e ee s
1. SOCTAl SECUITLY PENSTONS ...e.viviitiiiitei ittt ettt bbbt b ettt eb e eb et et nes
2. Employment-related pension schemes other than social SECUTItY ..........cocoorviiiiiieiiii i
Defined contribution pension SCEMES .........ccccueiiiiiiiiiice et
Transactions recorded for a defined contribution pension scheme
Defined benefit PenSion SCEMES..........oiiiiiiece s
Differences between a defined benefit and a defined contribution pension scheme ...........cc.ccocooieeee 361
Transactions recorded for a defined benefit pension SCheme ...
Defined benefit pension schemes operated by other than employers
The relationship between the employer and the pension fund.................
A NUMETICAl BXAMPIE ...eviiciiiiceceee e een
Transactions for a defined benefit SChEMES ...
Defined contribution PENSION SCREIMES ..........oiiiiiiiiieiere et sae e
Other flows for a defined benefit pension scheme...
The issue of promotions ..........cccccvveevrereienniencnenees
3. Transferring pension entitlements
4. A NOLE ON e TADIES .....ee it be s te st see st et e et en e neeneeneas
K. The special case of government providing pensions via SoCial SECUMLY ...........ccviiiieeeiiiieiiie e
Part 3: The treatment of standardized guarantees in the SNA ... e 372
L. TYPES OFf QUATANTEES ...oieiiiitiiiee ettt e ettt e e e e ettt e e e e e sttt e et e e s st ta et e e e saatbaeeeeeansbeaeeeeeaseaeeantbaeeeesassanaaesnane 372

XXVi



1. Standardized gUAraNtEe SCHEIMES. .......cviiiiieriierie ettt et sre e e e e eneens 372

2. Guarantees provided DY gOVEIMMENT .......coiiviieieece et ene e sre e 373

3. Balance Sheet IMPICALIONS.........c.iii ettt r e e nens 373

Part 4: The recording of flows associated with financial assets and liabilities .........cccoociiiiii 375
M. a0 o [ ox 1T o IS PP PROOUPPRRTN 375
1. The characteristics of financial INSHIULIONS ..........cccoiiiiiiiiie e 375

2. Charging for fINANCIAI SEIVICES ........ccueiiiiciiee et re et neeens 376

3. Investment income associated with financial INStrUMENTS...........cooi i 377

4. Holding gains and losses on financial INStrUMENES .........ccccvviiieiiieie e 377

N. Recording flows in fINANCIal INSITUMENTS ......oouiiiiii et e e e s e e e e eanes 377
1. IMIONELAINY GO ...ttt bttt bbb bbb 377

2. RS I O SSPR 378

3. CUITEICY ..ttt bk e h b et h bt e bt e b bR e R Rt e et s e b e b bt e bt e r e b nnenn e 378

4, DEPOSILS AN TOBNS ...ttt et bbbkt e et se et se et e b e b e b eneanes 378

5. [ TCT o AT ] =TSSR 379
Service charges assoCiated With SECUFITIES .........ccvciiiiiiiiiieieie et es b aesn e 379

INterest 0N diSCOUNTEA SECUITIES .......veuiuieireriiie ettt bbbt 379

Determining interest flows on bills and DONGS ..o 379

Interest on bills and SiMilar INSEFUMENTS ..ot e 379

Interest 0N DONAS aNA AEDENTUIES ........couiiiiiiiee e bbb 380

ZEr0-COUPON DONMS ...ttt bbbt be bbb 380

Other bonds, including deep-discounted BONAS ..........ccccoviiriiiiiiiec s 380

INAEX-TINKEA SECUITEIES ... vttt ettt b ettt st et e b e et et e s e s b et e steseebe e ebe st eresbe st eteneenen 380

6. Equity and investment fUNG SNAIES ..o 381

7. FINANCIAI HEIIVALIVES ... ettt ettt et et s e bt ebe bbb e b e e e 382

8. EMPIOYEE STOCK OPLIONS ...ttt ettt ettt b bbbt e e 382

9. Other accounts receivable OF PAYADIE .........coiiiiii e 382

Part 5: CONtracts, [€ASES ANU [ICENCES ......oiieeeiiieiie ettt e e e et e e e e et e e e ettt e e e sabaa s ssseaaa e e ssasassesssannsearsrans 383
0. [[g1 oo (0o 1T o I PSP S PR UPPPTPRNE 383
P. [T TS PR PP TP T PP TRTUPPPPPPPINE 383
1. (O] oo = Vg0 I [=T: TSRS 383

2. FINANCIAI TBASES ... ettt b e bbb bt e b e bt b e be st e 384

3. RESOUICE TBASES ...tttk bttt bbbt b e b e et s e b e eb e eb e e bt b e ebe et et e e e 385

Q. Licences and permits t0 USE @ NALUIAI FTESOUICE ...........eeiiiiiuurieeeeiiiiieieeeseiteeeeeeasbareeeeesstaereaessnsbareeesassbaeeeeaaaes 385
1. The “mobile phone” treatment of licences or permits to use a natural reSOUrCe..........ccoeevrvevrerenene 385

2 RATIO SPECIIA . ...ttt ettt bbbtk e bt bt eb e ekt e h et be e b bt anes 386

3 7 T o TSRS 387

4 I 10T USRS 387

5 TS TSRS 387

6 LA L] ST OO P PP PRPPRPP 388

7 T TeT e =T o U oSSR 388

R. S T o = T PR 388
S. Permits to undertake a SPECIfIC ACTIVITY ....uuiiiiiiiiie e e e e e et a e e e s e traeeaeeaans 389
1. Permits iSSUed DY QOVEIMMENT ..ot 389

AN BXAMPIE .ot bbbttt et b et R e b e e R et Re bRt A Reebe e a e be e e b et et e et e e bt te b nern 389

Case 1: Government does not offer a refund and A keeps the permit for 3 years ..........coccceovrciirnenen 389

Case 2: Government does not offer a refund and A sells the permit to B after one year...........cccccocue.e. 389

Case 3: Government does offer a refund and A keeps the permit for 3 years .........c.ccoooerrieiiiicincnenne, 389

Case 4: Government does offer a refund and A sells the permit to B after one year...........ccccccveeieenne. 390

GOVEIMMENT PEIMILS AS ASSELS...veuveverereiririetisierestesestesesteseesestesearesteressesessessatesaesesseseabesesesbeseabesessesessessssessaseseeneaee 390

2. Permits issued DY OtNEr UNIES ..o 390
NON-gOVEINMENT PEIMILS @S ASSELS 1..vvirviviiirriteiitisieresteste et ete st et e e s te e e se st ere st et e tesbesesbessebesbesesbeseabe e ebesserasbesensen 390

3. Permits to USe Natural reSOUICES @S SINKS ......cc.iiuiiiiiiiiieieieie ettt 390

XXVii



System of National Accounts

T. CoNtracts fOr FULUIE PrOGUCTION. ... ... ittt e e et e e e e st bt e e e e e snb e e e e e e s nbbe e e e e eaneneeas 391
u. LBASES 8BS @SSELS ..oiiiiiiiiiieiiiiit ittt ettt ettt e e e e e e e et e e e bbb et ettt ee e e e e e e e e e e ea e e ha bbb tb e e ettt e et taeaeeeeeeeeaeaaaannarnrnes 391
Marketable OPErating 1EaSES S ASSELS ........e iuirueuireruirieierte et ete ettt e et e ettt ese e seeseseese s seneebe e ebeseeneseenea 392

V. (@1 L= g oTo] g 1] o [T =11 o] o - OO P TP PSRRI 392
1. TIME-Share arraANGEMENTS .......ooviiiieeireeie bbbttt bbb e 392

2. LLOSE AEPOSIES. ...ttt b bbb bbb bR bbb bbbt 392

Part 6: EMPIOYEE STOCK OPLIONS ...uiiiiiiiiitiie ittt et e st e et e e e b et e e eh bt e e b e e e et et e san e e e b e e e anbeeennnes 393
W. o110 o (8 ex 1T ] o HPU PP PP PO PSPPI 393
1. LI 001170 oo | SO 393

2. LU= L o] o OSSPSR 393

3. ESOS @S @ FINANCIAL BSSEL.......c.eitiiiiieirieie ettt 393

4, Recording ESOs in the account 0f the SNA ... e 393

5. Variations iN the USE OF ESOS ..ottt st sn e b e 393
Chapter 18: Elaborating and presenting the @CCOUNTS .......c.oiiiiiiiiiii e e 395
A. 1o o [8{od o] o PP PSP PPPPRTUPPPPPTTN 395
B. Time series, revisions and AISCIEPANCIES ..........oiiiiiiiiiiie it e e e e e e s s st e e e e ssatbeeeeeasntbeeeeesasbeeeaesanes 395
1. THMIE SEIIES ...ttt ettt sttt h ettt b b bt e e e e s et et e Rt e b £ e b e b e e b e e b e ee e s b e b e ee e eeemtaheese e Rt ebenbenbesaenbaneas 395

2. REVISIONS ...ttt sttt ettt h e bt bt eh et e b ee et e R e e b e e b e eb e eb e beeee b en b e e et eneereereeneeneeeas 396

3. (D1 Iod 1] o= T o [OOSR 396
Discrepancy in net 1ending Or NEt DOMTOWING.......cviuiiiiiiiiieeee et see e 397

C. ACCOUNES IN VOIUME TEIMIS ...ttt e e e bt et e e e ottt e e e e e bbb e e e e e e bt e e e e abba e e e e e anbnneeeeas 397
1. The expenditure COMPONENES OF GDP .......c.oiiiiriiiiiiiee e 397

2. The production COMPONENTS OF GDP.......ccueiiiiiiiiecce e 398

3. Supply and use tables in VOIUME tEIMS ..ot 398

4, CAPITAL SEOCK ...ttt bbbt bbbt b et bt 398

D. Quarterly and other high freQUENCY ACCOUNES ........ooiiiiiiiiiiie ittt 398
1. CONCEPLUAI ISSUES ...ttt et st cee st ee ettt e ettt eeae e te s teesaeste e s e s beeseesteentesaeeneeaneeneeaneeneesreaneesee e 398

I L3 ) =00 ] (o T o TSSO 398

Definitions INVOIVING @ YEAI OF IMOTE .......cuiiiiiiiiiieeiirieeste ettt sb et sb et b et b ettt b e bt eb e b e e sbe e 398

SBASONAIILY ...ttt bbb bbbt bR R b bR RS h e e b bR b b £k e bbb e bt et 399

2. DALA QUAITLY ...ttt bbb bbb bbb bbb bbb 399
INVENEOTIES. ...ttt bbb kbbb bbbt e b s H bt bbbt b et e bt 399

3. Quarterly accounts iN VOIUME tEIMS........coiiiiiiree ettt 399

4, Coverage Of QUAEITY CCOUNTS .......cvitiieteieie ettt et 399

R y=ToToT g oL Tot oo 10 o] (= SRR 399

F. LPTESENIALIONAL ISSUES ... .eiiiitie ettt ettt e bt e et bt e e sh bt e et et e et e as bt e e anbe e e snneeenanee s 402
1. Production MeasUreS OF GDP .........c.coiiiiiiiiieie ettt ere e 402

KEY INAUSTIIES ...ttt b bbb bbbttt bbbt n b 402

2. Expenditure Measures OF GDP ...ttt bbb bbbt 403

3. INCOME BOGIEGALES ... ettt ettt sttt ettt b e b e bt ekt e bt e he e ebe s ae e sbeeb e ekt es b e bt ebe e bt e abeebeennesbeanesbeesnens 403

4. ACCOUNES TN VOIUME TEIIMS ... ettt ettt sttt se et et e et ebeebesbesbesbesbe e enb e e e e eneanea 403

5. QUANEITY BCCOUNES. ...ttt ettt e b e et e be bt b e sbe b e sbe e se e e e e eneabe e 403

6. LT (0] g Tolol o 11 T TP PSPPI 403

7. Integrated aCCUMUIAtION ACCOUNTS .......ciuiiiiiiieiie ettt ettt be e see b e 403
Chapter 19: Population and [aDOUF INPULS ...c.oo ettt e ettt e e s et e e e e e e e ae b e e e e e annteeeeeesansbeeeaeeansnneas 405
A. [T goTo [0 ex1To] o I PP U PP UPPRPPPPTPP 405
1. International standards on labour fOrce StatisStiCs ........ccuiiiiiciniiiii e 405

2. The structure 0f the CRAPTEI. ..o e 405

B. o] 01U = 11T o I PSPPSRI 406

Xxviii



1. Per capita estimates of VOIUME groWLth ..........ccooviiiiierc e 406

2. WA o 1o [ (e ToY = ) T L o= o o] | v S 406

C. MeEasUuriNg the [ADOUN TOICE ........uuiiiiei e e e s et e e e e e bbb e e e e e aaba et e e e sstaaeeeesasbaeeaeaaans 406
1. 00T 0] 0] =TSPTSRO 407

2 SEIf-EMPIOYEU PEISONS ...ttt ettt ettt sb et e bt e st eb e et e besbenbesbeeeesbesaesaeneeneas 407

3 L0 TCT o T o] (o) 1 1< o | RSOOSR 408

4 BOUNGAIY PIrODIBMS ...ttt ettt b e bt b e et e s e e e seeae et e e besbesbenbe e eneans 408

B o] oS3 TaTo T 0] o] (07T TP PRURPRR: 408

RESTABICE ...t ettt ettt b ettt s b e e e be e es e be s bese e R e b e R e ket e b et e Re At e b et eb et e b e be e be e erebenenean 408

5. The NON-0DSEIVEA BCONOMIY ....c.viiiieieieeite et et se e st e s e e ste s e e ste e et e te e s e st e essesteaeesteaseesreeseesteessenseensenreanes 409

6. LADOUF 1N NPISHS ... bbb ettt b e bbb bbb bbb e 409

7. VOIUNTEEE TADOUL ...t bbb ettt b e eb b e sn b 409

D. Standardized measures Of 1abOUN INPULS .........coiiiiii e e s e e e e e 410
1. Employment measured on a full-time equivalent Dasis ...........cocoviiiininnii e 410

2. L (T £ Y0 =T S 410
Defining hours actually WOIKEM...........coviiiiiiiiiieese ettt re b ees 410

3. Quality-adjusted 1aDOUF TNPUL.........ooiiie et b bbb e 411

4. Employee labour input at constant COMPENSALION..........coiiiiriiiiiiee et 411

E. Estimating 1abour PrOQUCTIVILY .........oooi ittt e e e ettt e e e e e nbb e e e e e sanbeeeeaeaannnneeaeaanns 412
1. Labour producCtiVity N MEFP ..ottt e eneenens 412

2. Employment estimates for productivity eStimation ...........cccccevverieieieiie s 412

3. D L ot TS 1) (1 YU 412

4. INErNAtiONAl COMPATISONS .....cvveveeereiiieiesteteee et e e s e te et s et e e e e e seeseetesbesteseestesee e eraenaeseeneenanrennenes 413

F. YN g Lo] (=l o] g {010 (ol =T I - W PRSP PU PRSPPI 413
Chapter 20: Capital services and the National ACCOUNTS ........ciii i et e et e e e e s e seaeeeaeeanns 415
A. )i doTo [0 o3 1To] o [P PRSPV PPP 415
1. The basic ideas Of CAPITAl SENVICES ......c.oiiiiiiiiieeeeee b b e e 415

B. Y= [N T g To o= To 1 v= LK) (oo | PP 416
1. Knowing the contribution t0 ProdUCLION ...........c.cii i 416

2. Knowing the Value at @ny tIME ........c.ooiiiieiiiie ettt st e te e re s 417

3. Age-efficiency and age-price ProfileS........cvoeiioiiiiei e 417

4. The special case of geometrically declining profileS.........ccooviiiieiiciiice e 418

5. PractiCal CONSIABIALIONS. ......couiiuiitiieiiee ettt bbb ettt b e eb bbb n e 418

C. INEEIPrEting the TIOWS ... .o e et e e e et et e e e e ettt e e e s stee e e s atbeeeaeesasabaeeeeeannees 418
1. Capital services and gross Operating SUMPIUS ..........coouieiieireie ittt 418

2. PrICES QN0 VOIUMES.......c.eeiiiiiceieise ettt sttt st e e et e e st eseeteeteabessesresnenseneeneeneans 419

D. Applying the capital SErVICE MOAEL..........coo i e et e e e e e e e bree e e e e enneees 420
1. - [0 EOO OSSPSR TP U PTTTOTOPUPPRO 420

2. ValUiNG NALUFAL FESOUICES.......eiieiiieieceeste ettt ettt et e b et e st e st et e sae e stesteesaesteesaestaenbesnaeneennas 421

3. IMEEXEA INCOIMIE ...ttt b bt b e e et b e b e s bt bbb e et et e s e e bt ehe et e et e ebeabe st e 421

4. ASSEtS WIth @ reSIAUAT VAU ........ceoiii bbb e 421

5. Costs of ownership transfer 0N aCqUISITION ...........ccviiiiii i 422

6. TEIMINGAL COSES ...ttt b bbbt b e bt e et e et eb e eb e be bbb 422

7. Major repairs and FENMOVALIONS. ........ccviiiirieiiesieseeite e et e et e ste e sre e e te st ae s teessesbeaseesbesseesestaesresneeseenes 423

8. Work-in-progress for 1ong termM PrOJECES ......cviiiciiiecee et saesraens 423

9. OWNEr-0CCUPIE AWEITINGS ..vovvieeicie ettt re e sreereenresnes 423

10, A TINANCIAI TBASE .....eieiieeiee ettt bbbt bbb e e s bbbt bbb b e e 424

E. A supplementary table 0N CAPItal SEIVICES.......c.ciiiiiiiii ettt e e e e e e st e e e e s e braeeeeeaneees 424
Chapter 21: Measuring COIPOTate ACTIVITY ... ettt e e e ettt e e e e e s et e e e s asbeeeeaeaanbaeeeaeaaannseeaaeeannnnnaaaaaan 427
A. )i doTo [0 ox1To] o [P O POTPPTPRPPP O 427

XXiX



System of National Accounts

1. YN o c= R oI (=] 0 T0] (o0 RSSO 427

B. The demography Of COMPOTALIONS ........iiiiiiiriiiee ettt e e e s s e e e e e st b e e e e e e sssaeaeeae s s ntraeeessaeeeesssbaeeaesanses 427
1. The creation Of COMPOTATIONS .......cciiuiiiieiee bbb ettt ebe b e 427

2. The disSOIUtION OF COTPOTALIONS. ... ....iiui ittt bbbt s 428

3. Nationalization and PrivatiZatION ............cooeiiiii e e 428

4. MErgers and ACOUISTTIONS. .......ciuiiuirieieieetiee ettt sttt st et e et eb e besbeseesbeseeneebeneeneeneanea 428

C. YU FT =Tt (o] (= PP UURRPRRRN 430
D. Relations between corporations in different @CONOMIES...........ccuviiiie i 430
1. FOreign dir€Ct INVESTMENT.....c.iiieiiiiieee ettt ettt b et e ettt nbe e s 430

2. FDI and globaliZatiON.........c.oouiiiee ettt ettt bbb e ne e 431

3. The role of “pass through fUNAS™ ... e 431

4. UItIMate INVESTING COUNTIY .....uitiiiiitiie ettt ettt bbb b ettt ebe e e e enas 431

5. MUIINAEIONAL ENEEIPIISES ... ettt ettt ettt ettt se et e e b e b e e b e ebeebesbesee b eneeneeneaneas 431

6. (@1 o1V (o] 1o o OSSO UR TSR 432

The contribution Of aSSEtS t0 PrOAUCTION ......coi.eeiiee et e et e e e e e st e e e e e e etbee e e e e aneaeeeaaaannes 432

F. The consequences Of fINANCIAl AISIIESS ........uiiiiiiiiiie et e s e e e e s it e e e s erbaaaaesenes 432
1. ST 1o [0 <] o) OSSOSO SO SOURPRPRPR 433

2. Concessional lending and debt reSChedUliNg .........c.coveieiiiiiiin e 433

G. Links t0 COMMEICIAl BCCOUNTING .......etiiiee ettt ettt e e e e ettt e e e e e bt et e e e e e annbeeeeeeanbeeeeesannaeeaesannneeaeaas 433
Chapter 22: The general government and PUBIIC SECLOIS.......uiiiiii i et e e e e enaae s 435
A. T 0o [8Tod 1o o [PPSR PRSP 435
1. DALA SOUICES ... veuveeeete ettt b bbbt bttt e b e bt R e bt R e b et e s e e es e et e b e b e enen e s 436

2. CONSOIIALION ...ttt bbb bbbt b e bbbt b e e b s b b e b b e e 436

B. Defining the general government and PUBIC SECIOTIS ..........ciiiiiiiiiiiie it 436
1. GOVEINMENT UNIES ...ttt sttt ettt b bbb bbb b e s e et e bt e bt e b e e bt beebesbene e e e e e neabe e 436

2. NPIS controlled DY QOVEIMIMENT...........oiiiieiiee ettt sb bbbt enas 437

3. Corporations controlled DY gOVEIMMENT.........oiiiiiiiie e e e 437

4, Economically SignifiCant PriCES ........ci it 438
Suppliers of goods and SErvices t0 GOVEIMMENT........c.ocvviveiriieiriirieet et 438

Definition OF SAIES ANT COSES ....cuiiuiiiiiieiiese ettt sttt et e et seste st ebe e beseesesaeneas 438

5. A deciSion tree FOr PUDTIC UNIES .....oiveiieiccce et eene e 438

6. Subsectors of the general gOVErNMENE SECLON...........cveiiiiieie e 439

7. SUbSECtors Of the PUDIIC SECION ... e 439

8. BOFAEITING CASES ...ttt b b e ettt b bbbt bbb bbb e e bt 439

(@ TU T R oo o To] - o] 1 SO STUPSSRR 440

The Case Of reStrUCTUNING AJENCIES .......cutiuiuiieiiitt ettt b ettt bbbt b et s bt e b e et b st et 440

SPECIAI PUIPOSE BNEITIES. ...ttt bbbt bbb bttt b et et e bt b et et e bt e ens 440

JOINE VENTUIES ..ottt ettt ettt ettt ettt et et et e s b e b e s b e s besbesbeebeebeebsebeessessesae e e s e b s abesbeabesbeabeebeabeerseree e ereesee 441

SUPranatioNal AULNOTTEIES ......c.c.viiriireiiiicet bbbt bbbttt 441

C. The government finance presentation Of StAtISHICS.........cooiiiiiiiiii e 441
1. Ty o o [T o] OO PTEPRTOPRR 441

2. REVEINUE ...ttt b bbbt bt b et s bbb e b e bbbt bt bRt bbbt nenns 442

3. 0 T=] TS SRS 442

4, L@ 114 SRR 443

5. NEt OPEratiNg DAIANCE ........eveicicce ettt et e e neans 443

6. Net 1ending OF NEL DOITOWING .....c.veiiieiie sttt sr bttt et e e eneeneans 443

7. CONSOIIALION ...ttt bbb bbb bbbt e e se b s b e b e bt n e 443

8. Classification of the functions 0f QOVEINMMENT ..........cccoii i 444

D. Accounting issues particular to the general government and public SECLOrS ........ccceveeiviiiiiieeiiciiiee e 444
1. Clarification of the recording Of TAXES.......cci i e e 444
GOVEINMENT ISSUBH PEITNITS. ...ttt b et b et b et b ekttt b bbb bt e 444

ACCIUAI TECOTTING OF TAXES ...ttt ettt ettt e et b e e b et et ebese e e e be e e nesaeseebennenesaeneas 445

XXX



QI Do =0 [ TSROSO 445

2. Transactions with other national, international and supranational organizations.............cc.cceceevevenean 446
International MEMBEISNIP QUES...........ciiiiiiiceee ettt bbb ettt e seebe b e s e be st ere e enen 446
INEErNALIONAI BSSISTANCE ... vttt sttt 446

3 Debt and related OPEIrAtiONS..........coiiiiiiieie et bbbttt b e e 446
1o | SO RSSO 446
DEDE FEOIGANIZALION ...ttt bbbt bbbt b et £t b kbt ne bt n b 447

Debt forgiveness (or debt canCellation) ..o e 447
Debt rescheduling and refiNANCING ..o 447

Debt conversion
Debt assumption

Other issues related to debt re-0rganiZation ...........ccovieiriiiii s 448
Government guarantees
SECUNLIZALION ..
Government assumption of pension liabilities
4, Relations of general government with COrporations ............cccovvevveieieiie s s 449
Earnings from eqUItY INVESTMENT. ..ottt ettt bbb ettt be et nb e eas 449
Dividends versus Withdrawal 0f BQUILY .........ceiiiiiiciic et e e 449
DISPOSAI OF BSSELS....eiuiiteiiite ettt ettt b ettt bRt b et bt b et R et ettt tenbenenean 450
Acquisition of equity, capital transfers and SUDSIAIES ............oeeiiriiiiiic e 450
PRIVATIZATION ...ttt e bt b e e b et b e st e b et e Rt eE e e e b e bt et e b e e eb e nben e e b e enene et eneeaennas
Nationalization
BAIIOULS ...ttt bbbkt b b bbb ek E bt bR R oAbt e bR bbb et nenenr e eben
Restructuring, mergers and reclassifiCations ............cccivviiiiieieicisee e e 451
Transactions With the CENtral DANK ...........coooiiiie et eee 451
PUBIIC-PriVAte PAINEISNIDS .....cviiiece ekt 452
E. The public sector presentation Of STALISTICS .........oiiiiieiiiii e ineeee s 453
Chapter 23: NON-Profit INSTIULIONS ..ooiiieiiee ettt e e e ettt e e e e ettt e e e e e e st b et e e e eeeeeeeaanbsseeeeeaanseseaaeeantaaeaeenan 455
A. [aT (oo (813 1T0] o [P S RUSTSSRRRRSN 455
1. NoN-profit iNSItULIONS N The SINA ..o 455
2. The accounting rules for NPIS in the SNA ..o e 456
3. A satellite aCCOUNT FOF NPIS .....oc.iie ettt sttt e ne e e nens 456
B. The units included in the NP1 Satellite @CCOUNT ..........oi i e e beee e e e nneeee s 456
1. Determining characteristics of units for the satellite account............ccocceevveveiieic i, 456
2. Examples of UNItS INCIUAEM ..........ccviiiiee e 457
3. BOFAEITING CASES ...ttt et b b bbb bbb bt b e bt bbbt e 457
4. ClaSSITICAION OF NPIS ...ttt ettt b bbb bbb e 458
C. Accounts for non-profit institutions in the satellite aCCOUNT .............ueiiiiiiiiii e 459
D. Other SNA considerations CONCEINING NPIS ........oiiiiiiiii et 459
1. Lo IS E Lo o I To A< 4 T 4T o OSSPSR 459
2. Informal and tempPorary NPISHS .......cvo i 460
3. The OULPUL OF NPISHS ...t te e te e e te e e nta e e e nnas 460
Chapter 24: The NOUSENOIAS SECTON.......iiii et e e e ettt e e e e et et e e e e bbbt e e e e abbbe e e e e e annbneeeeeaan 461
A. gL (oo 11 o3 (o] o EN PP UOPPPPPNE 461
1. (0 e TaToto] g ol =1 (<o I=T 0] (T o] [T OSSR 461
2. The problems associated with subsectoring households...........c.ccovvveiiiici i 462
3. SErUCLUIE OF the CRAPTET ...c.ei et e e e te e s e sreeneennas 462
B. Household compPOSItioN @Nd SECIOMNG ... ...eiieiiiiieee ettt e e e e e e st e e e e e st e e e e e e e ebeeeeesabbeeeaeaanns 462
1. Definition 0f @ NOUSENOIU. ......c..oviiee e e 462
2. TS [0 T o TSRS 463
3. DEtermMiniNg SUDSECLOIS ......cviiitiiiteiitee ettt eb et b et b et eb et b et b et b et b e b enes 463
4, HOUSENOIA SUFVEYS .....veecteite ettt sttt ettt b bbbkt ee et b bbb bt esrebe e 463

XXXi



System of National Accounts

C. SUDSECLONNG NOUSENOIAS ...ttt e e et e e e e s et b e e e e e ananeeas 464
1 The ProduCtion PEIrSPECIIVE .....cveeicieecee et st r et et e e e eneeraereeneerenen 464

2 The CONSUMPLION PEISPECTIVE......iitiitiieitiietieese sttt sttt e et et st ste e e e e e e ee e eneens 464

3 THE INCOME PEISPECLIVE......e vt etiiecte sttt ettt et be st e be st et et e e eneeneetestesaene e e eseareans 465

4 USING @ FETEIENCE PEISON ....vvivvieieieeteee ettt et e sttt e st se e st e s e s e seese et e tesae st e besae e entesae e eneenenns 465

5 The consequences of demographiC ChaNQE ........coveveicieii e 465

6. OtNEr CONSTABTALIONS........cuiteiiite ettt b et bttt sttt bbbt nne 465

D. HOUSENOIAS @S PrOUUCETS ..ottt et et b e et e e bt e e sh e e e et et e s b ean e e e bt e e nne e e nnnee s 466
1. Households and the iNfOrmal SECLON ..........oi i 466

2. AGEICUITUIE <.ttt ettt b e bbbt b e beee e e e R e e Rt e Rt ebeebesbeebeabe e eseeneaneabearenaea 466

3. [ (TS TSSO URRRR 466

4. DOMESLIC STATT ...ttt et bt b et b e bt et e b et e b e e neeneenas 467

E. HOUSENOIAS BS CONSUIMEIS ... .eiiiie ettt e e ettt e e e bbbt e e e e abb b et e e e sanbb et e e e s ae e s abbbeeeeeenbnneeaens 467
1. Consumption goods and services provided in KiNd..........ccccoeviieiiisininse e 467

2. EXPENAITUIE DY TOUFISES. ....viiiiiieieicc ettt st st e s et sttt ae st e aesae e eneeneans 468

3. Consumption expenditure by type of ProduCt...........ccocv i 468

F. [ T 1 EY=T aTo] (o T oo 1 = PSPPSRI 468
Household wealth and associated iINCOME fIOWS............uiiiiiiiiii e 468

1. HOUSENOIA DAIANCE SNEELS......iiiiiiciee e et 468

2. e TV {01 £ SRS 469

3. The distribution OFf WEAITH .........coiii e 469

4, PENSION CONSTABTALIONS .....cvvviitiiii ettt b ettt ettt bttt 469

5. CONSUMET AUFADIES ...ttt sttt e b e et e s be et e e beeaaesbe e e e sbeerbesbeeree e 469
Chapter 25: Informal aspects Of the ECONOMY .....ooiiiiiiii et s e e et 471
A. 1o o [8{od o] o PP PPPPUTUPPPPPTT 471
1. The policy interest in measuring activity undertaken by informal enterprises ..........cccoevveevvivvernennne, 472

2. SErUCTUIE OF the ChAPTET ..o ettt e s ereeneanens 472

B. Characteristics of units acting INFOrMAUIY ...........oooiiiiii e 472
C. THe NON-0DSEIVEA ECONOIMY ...ciiiiiiiiiiiei ittt ettt e e e et bttt e e e et bttt e e s e anee e e e e e annbseeeebbeeeeeaanbbeeeeeeannns 474
D. The informal sector as defined DY the TLO .........ooiiiii e 474
1. The ILO concept of the INFOrmMal SECLOT ........cci i e 474

2. DEFINING the SECTON ...ttt ettt b ettt e bt e sb e be e e e eneeneanas 475
Exclusion of units producing purely for 0wWn final USE...........ccoviieiiiiie e 475

Exclusion of units with formal CharaCteriStiCs. ...........coiuieriiiii e et 475

Two categories Of INFOrMal ENTEIPIISES. .......c.iiiiiiirie bbbt 475

EXClUSIONS 0N GroUNdS OF ACHIVILY .......cviieiiiiiiitc ettt sne e 476

3. Clarifying the use of familiar terminology........cccoviiiiiiiiii e 476

SBCLOT ..tttk h bbb kbR R R R E AR R R R R R R heh R bRtk b bbbt n e enn 476

B ISR .t R bRt 476

SUDSECLOIING PrOUUCTION ...tttk b bbbttt bbbt 476

Formal sector, informal Sector and NOUSENOIAS ..........c.coioiiiiiii ettt s sae e seae s 477

E. Ty foTg g F=U=Taa] o] (o) V0T T o | FO PSP PP PRSP 477
1. INFOrMal MPIOYMENT ..ottt bttt et srebe e 477

2. Employment in the infOrmal SECLON .........ooiiiiiiiiie e 477

F. WOTK OF the DEINI GrOUP ...ttt e e ettt e e e e ettt e e e e e tb et e e e e e e nsbeeaeeteeeeeeannaneeaeeaannnneaaeas 478
Deriving data on activities of informal enterprises from the SNA aCCOUNtS...........ccoccvvvieiiiiiiiee e, 478

1. Candidate NOUSENOIAS. ........oi et sttt et eere e 478

2. Adjustments for NAtIONAl PraCliCES .........ooiiriiiriie s 479

3. Disaggregation by type Of QCHIVILY ....ccooviiiiiiiic e 479

4. Presenting the data on the informal sector and informal employment............ccooveviniiniineinece 480
PPROGUCTION ...ttt bbb bbbkt e bt E bbbt b ettt et 480

EMPIOYMENT. ... b bbb b bRttt e 480

XXXii



H. Approaches to measuring activities undertaken in the informal economMy .............coooiiiiiiiii e 480
1. L [TVt aTo] [0 BTN ) RS 481
2. EStaDlISNMENT SUNVEYS ...t sttt ettt st et e e e eseeseetennearesteeeseenens 481
3. Mixed houSEhOId-ENTEIPIISE SUNVEYS .....c.vcrieeieicisieste sttt e et sttt sr e se s eneene e eneare e s 481
. Guidelines, studies and handbooks on the informal ECONOMY ............uiiiiiiiiiiiie e 481
Chapter 26: The rest of the world accounts and links to the balance of payments.........ccccoociiiii i 483
A. T (0o 18 o3 1T o IS PSP PRP R OUPPRRTN 483
1. The rest of the world account in the SNA. ... e e 483
CUITENT BCCOUNTS .. eevtieeieete sttt e stee st e st e e te e e s e e sae e teesteeteeseesaeeese e se e seasseeseeaaseateesasenteesseensbeaseesnsenteesaeentenseesnnenneene 483
ACCUMUIALION BCCOUNTS. ...ttt ettt ettt ettt ettt et e e a et et e ae e e be e e b e e b e st eeemeebe e ebees e ebeaeeneebe e ebeseeresbeneanan 483
2. The international aCCOUNES IN BPMB.........couiiiiiiiiiiiee et 483
3. The structure 0f the CRAPLET .......cceiie e bt nes 484
B. ACCOUNTING PIINCIPIES ... ittt e e et e e e e et et e e e e e e st b et e e e s eatbeeee e s e tbaeantbseeeeeasbeeeaesennseaaeens 484
1. Comparison with SNA accounting PrinCIPIES........cooiiiiiiiiii s 484
WAIUBLION. ....ueieceeie ettt sttt et e st et et e s b e s b e s beebeebeeReehee e e e e besbesbe st e e et esbe e et e sbesbententeeteereereens 484
Time of recording and change 0f OWNEISNIP ..o e 485
LN T OO 485
2. UNIES 1ttt ettt ekt bR R R bR bt e Rt h R bRt b bt bt b et be e b e b r et 485
ECONOIMIC TEITIEOTY ...ttt bbbtk e bbbt b e bt e b e s et e bt e b et e b ates 485
Institutional units
Branches
NOTIONAI FESIABNT UNTTS ...ttt sttt st e et e et e e abessenesbe e 486
MUILIEEITITONY ENTEIPIISES ...vveiiiietctee sttt b et b bbb b e r e 486
3. RESIABNCE ...ttt bbb bttt h e b e bt e E e e bt e b e et e s e b e e heeb e e bt bt bbb e 487
ReSIAENCE OF NOUSENOIAS.........eeeieecee ettt ettt ettt enas 487
RESIAENCE OF ENTEIPIISES ...ttt bbb ekt b bbbt b e b b e bt b e bt be et e b st aeas 488
RESIAENCE OF OTNEE ENTILIES ... c.eeetieeeiee bbbttt e b ettt bbb ees 488
C. A comparison between the international accounts and the SNA rest of the world accounts .............cccceeennee. 488
1. GO0dS AN SEIVICES ACCOUNT ......evieiititeie ettt sttt ettt b et b se e e s bbbttt sb bbb et seenis 489
2. The primary iNCOME ACCOUNT..........ciiiiieiieieee ettt se e ste et e st e et e e s e e seeste e e e s teeseesreenbesreaneenreenes 491
Income Of direCt INVESIMENT ENTEIPIISES ....e.veuieiiietiriei ettt ettt ettt et b et e e s e besbesbesesbe e ereneenens 491
3. SECONAary INCOME ACCOUNT........iiiiieteetesteeieste et e se e e se e te s e e teste e beess et e eseesaeaseesaeesesseeeesraentessaeneenns 491
4. Balancing items in the current accounts of the international acCouNts............cccocvevevicvi s, 492
5. LI LCR =T o1 L Tol oo TU o | SR 492
6. The financial aCCOUNT AN TIP .......ouiiuiiiie et bbb 492
7. The other changes iN @SSELS ACCOUNTS ........c.iiiiiieiiieierieie ettt e b e e b e sreenes 493
D. International accounts fUNCHIONAI CALEGOMIES ... .uiiiiiiiiiiiie ettt e e e e e et r e e s st e e e s assbaaeaeaaans 493
1 DIFECE INVESIMENT ...ttt sttt et et e s e s et e s et e s teebesbebeeeneenanrenns 495
2 Lo 0] TN TSy o) TSR 495
3 Financial derivatives (other than reserves) and employee Stock Options..........cccveviviiinrinnnccnnne, 495
4 (@] (0T AT 01V =13 1 1] o RSP SSSRS 495
5 RESEIVE BSSELS ...ttt etttk ettt t e sttt e b e s ab e ekt e s ae e e ab e e e b et e ab e e sb e e e hneen bt e nhr e e beenhb e beenan e e e 496
E. Special international aCCOUNES CONSIABIALIONS .......ccieiiiiiiiiee ettt e et e e e ettt e e e s et e e e e e asae e e e e aneaeeeaeaas 496
1 GlODAL IMDAIANCES ...ttt bbb 496
2 EXCePtional fINANCING ....oiviieiice et e e te e b e s be e st e s beeneesaeeneesre s 496
3 DEDT INSIFUMENTS ...ttt ettt b bbb bbb e bttt bt s bt b sb b et e e
4 Debt reorganization
5 Regional arrangements, inCluding CUITENCY UNIONS ........cc.eiveieeieiireiiesesieesiesie e sve e seesreesae e snesnees 497
6 Currency conversion, including multiple eXchange rates ..........cccoveveiieeiecieie s 497
Chapter 27: Links to monetary statistics and the flow of fuNdS ... 499
A. a1 e o (1o 1T o IS PSP PRO R OUPPRRNE 499

XXXiii



System of National Accounts

1. MONELAIY SEALISTICS. ..e.veveeiiesieriee ettt et re et se et e e e seeseeseeteeseetesbeseeseeneeneenenrennens 499
2. FINANCIAL STALISTICS ... vvevtieetcee bbb bbb bbbttt bne 499
3. FIOW OF FUNGS.....eett bbb bbbt bt ettt st b 499
A. Y [o 1=y =T YA = L1 £ 1o PSPPSRI 500
1. Defining depository COMPOTAtIONS........ccciiiiierieieirie ettt bbbt 500
2. Presentation of MONEtary StatiSTICS ........oii i e 500
B. FINANCIAL STALISTICS ...ttt ettt e oottt e e e ettt e e e e ek nbe e e e e e e ste e e amsbeeee e anbbeeaeeaannneeaaens 501
C. FIOW OF FUNAS ...ttt et e s s bt e bt e sae e bt esbe e e e e sbresneeneeas 502
1. FIOW BCCOUNTS. ...ttt bbbttt b bt bt bt s b sb e sb e s e e et e seeb et e s be st e nbe st s 502
The fOrmat Of the ACCOUNT.......c.ocuiiie ettt s bbb neere b e ne et nees 503
AANAIYEICAT USES ...ttt bbbt e bbbt bbbt b bbbt 504
2. SEOCK BCCOUNTS ...ttt bbb bbbt b e bt bt e bt s b e st e b ebe b e e e e e e e b e 504
Chapter 28: Input-output and other matrix-Dased @NAIYSES .........eiiiiiiiiiii e 507
A. T £ To 113 1o o [P PER PRSP
1. INPUE-OULPUL TIIES. ... et e s te s e e tesre e besteenbesnneneenrean
2. SOCIal ACCOUNTING MALFICES ... eeviiiieiie ettt ettt e a et e ereentesneesresteeeesreesee e
3. The StruCture OF the CRAPTET.........ecee e sae e e sae e araeas
B. Flexibility in the supply and USE taDIES..........ooi et e s
1. The treatment of margins on imports
2. Goods processed by a unit not assuming econOMIC OWNETSNIP ......oviviiiiriieiineee e 508
3. Supply and use tables and SECIOr ACCOUNTS. .......ccviirieiiriee ettt 509
C. Deriving an iNPUE-OULPUL tADIE ..ot s e e e e st e e nne e e nnnee s 511
1. What is an input-OULPUL tADIET .....c.eeece e 511
2. Analytical potential of an iINPUE-OULPUL MALIIX........cciveiiiieiice e 512
3. ST ToTo g0 =T VA o] T 11 o £ PSP 513
4, Reallocating SeCONdary PrOUUCES.........ccceieeieieeie ettt sttt te s e teeraesbeeneesbeeneenas 514
Product DY ProduCE tADIES. ...ttt bbb n e 515
Industry technNOlOgy @SSUMPLION. ..ottt et 515
Product technology aSSUMPLIONS .........cuitiiiiirieiiite sttt ettt ene e 515
INAUSEIY DY INAUSTIY TADIES ......vcviiiiicicee e sttt b esesa e b e saenesbeseas 515
FiXed ProdUCT SAIES SETUCTUIE ........veiiiictce et 515
FiXed INAUSETY SAIES SIIUCTUIES ......veviieeciiist ettt b et 515
The choice of apProach t0 DB USEU..........c.oiiiiii e 515
HYDIIA @PPIOBCIES. ...ttt b ettt sne b 518
The database required for the tranSfOrMatioN ..ot e 518
D. SOCial ACCOUNTING MEALMCES .....vvieiieie ittt ettt e e e ekt e e s b e e e s b et e ea b b e e eb bt e sne e e ebr e e e anneeenanee s 519
1. Expressing the sequence of accounts in MatrixX fOrmM.........cccooevi i 519
2. EXPANAING the MALIX ......eciiiiiie et et be e st e te e ra e beetaesteeneesaeeneenees 519
3. Disaggregating NOUSENOIAS ..........cccuiiiiiiiieie ettt e e saeene e 520
4. A SAM TOF 1aDOUF BCCOUNTS ...ttt ettt b bbb bbbt n e eneas 520
Chapter 29: Satellite accounts and Other eXIENSIONS ........iiii it e e e ebnees 523
A. a0 [1ox 1T o PSPPSRI 523
1. FUNCLIONAI CIASSITICALIONS .......veuieiiciie ettt 523
2. [N Vot 0] g (ool 01U o £ PR OURRP 523
3. SALEITITE BCCOUNTS ...ttt bbb bbb e e e et 523
B. FUNCLIONAl CIASSITICALIONS ......eeiiiiiieiiee ettt ettt e e e e e e e e et e e e e e s ebb b e e e e e ennreeeaeas 524
1. (010 [ 0@ ] TR UUPRPP 524
2 LG L €SS 525
3 L0 ]\ PSSP 525
4 L0 SRR 525

XXXiV



C. Satellite accounts for key sector and other special SECtOr aCCOUNTS.........c.uviiiiiiiiiiiie e 525

D. Satellite accounts; options for conceptual variations

1. Production and products
2. INCOME....oiiiiiiii e
PEIMEIY INCOMES ...ttt ekttt bbb bbb h et e bbbt b st b bbb e bt n e
Transfers and diSPOSADIE INCOME. ..ottt bbbttt ettt et ebe e e
3. L0 LTC T 0] o o ToTo =T o IS Y ol
4, ASSELS AN TTADTHTIES. ...
5. PUIDOSES ..ttt b e h bbbt bRt Rt nE et R R e e Re e R bt Rb e e b b e e nbe e nneennes
6. AAGGEEUALES ...ttt ettt ettt ettt h bR bRt R bt e R e ARt E e e R bt et e R et e bt e nbe e nn b e nbeennreenbe e
E Possible tables for a satellite CCOUNL...........cciiiiiiiiii e e
1. Scoping a functionally orientated ACCOUNT ..........coiiiiiiiiiie e e
2. Determining the products Of INTEIEST...........ci i
3. Y eI T o] £l [N Tox 1 o] o [OOSR
4. Components of uses/national EXPENITUIE ............coii i
CONSUMPTION ...ttt b bbb bbb bbbt bbbt bbbt bkt
CaPILAl FOMMALION ...t bbb e b bttt b et b et
Transfers
Total uses and NAtIoNAl EXPENAITUIE ..........ciiiiiiie ettt et b i
5. USEIS OF DENETICIAIIES . .c.vvevecie et
6. FINANCING .o te ettt ettt e et e e Rt R e Re e R e R Rt et e s et e Rt eRe R e Renrenrete e ennens
7. Production and PrOGUCES.........coueveiieieiestese ettt st sesrestesae b e e s eseeseetensesnesreseeneenens
8. o )Y (o7 Lo | - TSR
F. EXamples Of SALEIlitE BCCOUNES.........uii ittt ra et e s e e se e e s be e s nnneeeasbeeennee
1. ToUriSM SALEIITE BCCOUNTS ..ot ettt b e e
DefiNiNG VISItOrS QNG TOUFISTS ......v.viveteiiisecieisi ettt ekt
Definition and scope of toUriSM EXPENAITUIE. ..........coi it eas
Definition and scope of tourism consumption
ChAraCEriSTIC PIrOUUCES .......cueiteiiiteiete et b bbbt s bt b bbb h bbb st e b e b e
TOUFISIM INMAUSIIIES ...t bbb bbb b bttt
IVIBIN BOGTEOALES ...tttk bbbt b b st h kst ee b E et h b st s e R h e bbb bbb e bRt n e
2. ENVIronmMEeNntal @CCOUNTING .....cviuiiiiiie ittt ettt b e ettt et b e b et bbb e e
The different parts of the SEEA ...
Physical and hybrid supply and use tables ....
Identifying environmental aspects of the central framework
Environmental taxes, property income and property rights
A set of accounts for environmental protection eXpenditure ...........cccoeveireieiineiese e 535
Asset accounts
Integrating environmental adjustments in the FlOW aCCOUNLS ..........cceoiieiiiiccie e 535
(=70 ] (=1 To] OO SOOI 535
DEfENSIVE EXPENUITUIE. ...ttt b e et b ettt et et eb et eb e eb e e s b e 538
Accounting for environmental degradation ..o e 538
3. Health satellite accounts...........cccooevreriieniniennn
Functional classification of health care
Health care provider units...........c.cccceeveee.
EXPENCITUrE ON NEAITN CAIE ..ot bbb
FUNAING OF NEAITN CAIE ...ttt ettt e bttt e et se et sbenenan
Converting the SHA to health satellite accounts
4. Unpaid household activity

Annex 1:The classification hierarchies of the SNA and associated codes

Unpaid household services.................
CONSUMET AUFBDIES ....vecvicvectectietiee ettt b e b bttt e b et et e st e s b e besbesbesbesbeebeebsebsebee s esbessbenbesbesbesbeabesbesrsensersess
VOIUNTEET TADOU ... vttt ettt et e b e b e b e s b e s b e sbe e beebeebsebe e b eseeeeseeseesbesbesbesbeebeereerneneensennens

A. a1 (goTe (U o3 1 o] o IRUURET U U R TRPURUPPPPPNY
B. The classification hierarcChies Of the SNA ... et e e e e e e e e ae e e e e e e e e e e eeeesbeaanans
1. LT 0 £ (R0 Lo <) ISR

XXXV



System of National Accounts

2. Classifications Of traNSACTIONS ..........ceiriiiiee bbbttt be e 549
Transactions iN ProdUCES (P COOEBS) ......cuiruruiitiiriirieie sttt sttt et bbbt sn et 549
Transactions in NON-Produced aSSEtS (NP COUES)......cviuiriiiriiiiiiiiiriee ettt st s be e 550
Distributive tranSactions (D COUES).......uuiuiriiirieirietiste e siee sttt se bt sesbe e e b st eteabessesesseseebesseresbeseas 550
Transactions in financial assets and liabilities (F COUES))......covrririririeiiice s 552
3. L@ 13 T=T i § [0SO 553
Entries in the other changes in assets aCCOUNt (K COUBS)......c.uruimiuiiriiiiieinrieiei e 553
Balancing and net WOrth itemMs (B COUES) .......ceiuiiiirieirieieieieie ettt ettt see e ae e see e 554
4, Entries related to stocks of assets and l1aDIHTIES ..........ccooiiriiiiiii e 555
Balance SHEet ENIIES (L COUBS)......uiuiitiirteriee sttt sttt e bt bbbt b etk neeb e b ene st e b 555
NON-fINANCIAl BSSELS (AN COUES) ...ttt b et b ettt b e et sb e b e e b 555
FINANCIAl BSSES (AF COUBS) .voviviriiiiieiiititiitetete ettt sa e st b e ettt e s b s et e st e b e s es s e be e e aeehe et e s e e be st ete st eseebensans 556
C. YU o] o] L= 4 g =T o) Fo T YA (=] o R PPPRRR 556
1. N ToT g o= 0] g Tl I o TS 556
2. (@8 ToT) v Y- ot RSP S 557
3. PENSTONS TADIE ... bbbt b e et 557
COIUMNS ettt bbbkt e bt e b b £ b £ e bbb b e Rt e b et eb e b e b e b e bt e b mt ek e b e b e b e bt sb e bt e b e e e benbene s 557
ROWVS ettt bbb bbb h e h e E R R R R R R R e R e R bRt bbb e n e n e rene s 558
4. (@00 oS00 Lo o (U] = o] LSRR 558
5. FOreign dir€Ct INVESIMENT ....oviiiiii bbb bbbt 559
6. CONLINGENT POSTEIONS ...ttt bbbt bbbt bbbt bt bt nne 559
7. CUITENCY AN EPOSIES ..veveriite ittt bbbt bbbt b et bttt b 559
8. Classification of debt securities according to outstanding Maturity ..., 559
9. Listed and unlisted debt SECUMITIES ......eiviririeieiceie sttt s enens 559
10.  Long-term loans with outstanding maturity of less than one year and long-term loans secured by a
L0100 T PP PUT PR PRURN 559
11.  Listed and unlisted iNVESIMENT SNAIES .......coiiririeieeee et enas 560
12.  Arrears in interest and rEPAYMENTS .......oiiiiiirieiiee et sb bbb sn et sre e sbere e 560
13.  Personal and total FEMItTANCES .....civerveieieeee ettt et nae e enenres 560
ANNEX 2: The SEQUENCE OF BCCOUNTS ..oiiiiiiiiie ettt et e e e e ettt e e e s sttt e e e e aasbeaeaaesansbeeesnsbeeeeesantbeeeaesansnneeaesaanes 561
Annex 3: Changes from the 1993 System of National ACCOUNTS ..ot e e 581
A. Ty goTo [0 ex1To] o I PP PP PP TP PR PPPPTPP 581
B. Further specifications of statistical units and revisions in institutional sectoring ...........cccocooeiiiiiiee e, 581
1. Producer unit undertaking ancillary activities to be recognized as a separate establishment in
COILAIN CASES ...vevititeiteeteste sttt ettt e bt bt b s e eh e b e s e e e eae e b e e b £ e bt eb e ek ekt eb e b e benb e e e s b e st e st e b e eb e s b see e ens 581
2. Acrtificial subsidiaries not regarded as institutional units unless resident in an economy different
from that Of their PArENTS ......ceiieie e e 581
3. Branch of a non-resident unit recognized as an institutional unit ..............c.ccceev v, 581
4. Residence of multiterritory enterprises Clarified ..o 582
5. Special purpose entities reCOGNIZEU .........ciiveieiiiiiece e et ree s 582
6. Holding company allocated to the financial corporations SECtOr ........c.ccocvveveiieeveiieeie e 582
7. Head office to be allocated to the institutional sector of the majority of its subsidiaries ................... 582
8. Subsector for non-profit institutions INtrOAUCEA ..........cccveiiiieiice e 582
9. Definition of financial SEervices enlarged ..........ccoveiiiieiiiicie e 582
10.  Subsectoring of the financial corporation sector revised to reflect new developments in
financial services, markets and INSIIUMENTS ...........coooiiiiiiiie e e
C. Further specifications of the scope of transactions including the production boundary

XXXVi

1
2
3.
4,
5
6

Research and development is not an ancillary actiVity ...........ccccoriiiiiiinniees

Method for calculating financial intermediation services indirectly measured (FISIM) refined ........ 583
Output of central bank ClArified ..........oooi i 584
Recording of the output of non-life insurance Services IMpProved ... 584
Reinsurance similarly treated as direCt INSUFANCE ........ccoeviiieirieniiece e 585

Valuation of output for own final use by households and corporations to include a return to capital 585



Extension and further specification of the concepts of assets, capital formation and consumption of

L1 Lo I o= o] 1 - | USRS SRP 585

1. Change of economic ownership iNtrodUCEA ..........ccoeiiiiiiiiiiei e 585
2. Asset boundary extended to include research and developmeNt .........ccccoveervineinnenseee e 585
3. Revised classification of assets INtrOJUCEA ..........o.cirveiriiiiiiiic s 586
4. Extension of the assets boundary and government gross capital formation to include expenditure

ON WEAPONS SYSTEMIS ...ttt e bbb e 587
5. The asset category “computer software” modified to include databases ...........c.ccocevvrvieieieeennneenn 587
6. Originals and copies recognized as diStinCt ProdUCES ..........coeoveerieiieinie e s 587
7. The concept of capital SErvices INrOAUCET ...........ccoiiiririieere e 588
8. Treatment of costs of ownership transfer elaborated ..o 588
9. Mineral exploration and eVaUALION ... 588
10, Land IMPIOVEMENTS ....oiviiiieeiitetiieetire ettt bttt bbbtk s ket b st bbbttt e nr et et 588
11, GoodWill and MArKEtiNg GSSELS ......cceiirveirieirieie ettt sttt sttt 588
12.  Water resources treated as an asset iN SOME CASES .....cvieirieiereeririerisie ettt 589
13.  Consumption of fixed capital to be measured at the average prices of the period with respect to

a constant-quality price index of the asset CONCEINEd ..o 589
14.  Definition of cultivated biological resources made symmetric to uncultivated resources................... 589
15.  Intellectual property products INtFOQUCED ........c.cciieiiiiiiiiniee e e 589
16.  Concept of resource lease for natural resources iNtrOdUCEA ..........ccoervieireiiniiiereiee e 589
17.  Changes in the items appearing in the other changes in the volume of assets account introduced ....590
Further refinement of the treatment and definition of financial instruments and assets...........cccccevveeriinenens 590
1. Treatment of securities repurchase agreement clarified ............ccoce e 590
2. Treatment of employee stock options deSCrbEd ..........cccviveiiiiiiec e 590
3. Treatment of non-performing loans elaborated ...........ccccooe e 590
4. Treatment of guarantees elaborated ............cocoii e 591
5. Treatment of index-linked debt securities elaborated ... 591
6. Treatment of debt instruments indexed to a foreign currency revised ..........ccccvevvvieiievecicneceeseene. 591
7. Flexibility on valuation of Unlisted €QUILY ........ceoveiiiiiiiicce e 591
8. Unallocated gold accounts treated as financial assets and liabilities ...........cccooovveviiiiiiiciecccien, 592
9. Definition of monetary gold and gold bullion reViSed ...........cceceiviiiiieeie s 592
10.  Liability in special drawing rights reCOgNIZEd.........cceiieiiiieii i 592
11.  Distinction made between deposits and 10ANS ..........cccciiieieiieiisr e 592
12.  Fees payable on securities lending and gold 108NS ...........ccoooiiiiiiiiiiii e 592
13.  Financial asset ClasSifiCatION .........ccocooiiiiiiiiieie e e 592
14.  Distinction between financial leasing and operating leasing based on economic ownership ............. 593
15.  Changes in recommendations for recording pension entitlements ..o 593
Further specifications of the scope of transactions concerning government and public sector ..................... 594
1. The boundary between private/public/government sectors clarified ... 594
2. Treatment of restructuring agencies elaborated ... 594
3. Treatment of government issued permits Clarified ... 594
4. Exceptional payments from public corporations should be recorded as withdrawals from equity ....594
5. Exceptional payments from government to public quasi-corporations should be treated as

CAPITAL TFANSTEIS .t b bbbt bbbt 594
6. AcCCrual reCOrdiNg OF TAXES .....ouiiuiiriiirier bbb bbb bbbt 594
7. LI Q3 (o S 595
8. Treatment of ownership of fixed assets created through public-private partnerships clarified ......... 595
9. Taxes on holding gains continue to be shown as current taxes on income and wealth ...................... 595
Harmonization between concepts and classifications of the SNA and BPM6 ..o, 595
1. Centre of predominant economic interest as the basic criterion for determining the residence of

TNE UNIT bbbttt b e b bbb b e bt ne et 595
2. Individuals Changing FESIAENCE ........covveiiiicece et esreera e ae e sreenes 595
3. Goods sent abroad for processing are recorded on change of ownership basis ..........cccccccvevvevvinennn. 595
4. Y =T (o T T 1] T RSSO 596

XXXVii



System of National Accounts

H. A check-list of changes in @aCh ChaPIEr.........coo i i 596
1. Ty o o [T o] OO PP 596
Chapter 3: Stocks and flows and aCCOUNTING FUIES .........ccvieieiiieieie e 596

Chapter 4: InStitutional UNItS aNd SECLOIS ........cviveiiiieiiitiieesiei ettt st e sttt snebe s ne e 596

Chapter 5: Enterprises establishments and iNAUSLIIES. ........cevririieiiieieeees s 597

Chapter 6: The ProduCtion GCCOUNT ..........eueeeririereiiisieiet ettt b bbb er s 597

Chapter 7: The distribution Of INCOME ACCOUNTS .......coviuiiiiiieieee ettt eeene s 597

Chapter 8: The redistribution of INCOME ACCOUNIS .........coviiiiiiiiiie e e 598

Chapter 9: The uSe OF INCOME BCCOUNTS .....c.euiiiiiitiieiirieti ettt ettt et b ettt e bt nn s 598

Chapter 10: The Capital CCOUNT .......ocviiieiiieiiiei ettt b et e bttt e b e be e be e ebe s ne e 598

Chapter 11: The financial CCOUNT ........ooviiiiiie bbbt 598

Chapter 12: The other changes in aSSEtS CCOUNES .........ceiiriieiiiiireiir e 598

Chapter 13: The DalanCe SNEEL ........ou ettt et et b bt be e ne e ene s 599

Chapter 14: The supply and use tables and goods and SErviCes aCCOUNL ...........ccvrereriririerierinenieiesiee e 599

Chapter 15: Price and VOIUME ACTIONS .........ooiiuiiiiirieiiitiieiesi ettt ettt sb et bt bbbt nn e 599

Chapter 16: Summarizing and integrating the aCCOUNES .........ccceiveiiiiiiiiice e 599

Chapter 17: Cross-cutting and Other SPECIAl ISSUES ..........ceiriiriiiiiiniieieretee s 599

Chapter 18: Elaborating and presenting the ACCOUNTS ..........ceiiriiieiiiieireee s 599

Chapter 19: Population and [aD0UF INPULS ..ottt 599

Chapter 20: Capital services and the national ACCOUNLS ...........ccciiiiiiiiieneireee e 599

Chapter 21: Measuring COrPOFAtE ACLIVILY .......cociiririiirieirie sttt es ettt nn e 599

Chapter 22: The general government and PUBIIC SECLOIS ........covveiiiriiiiieiiieice e 600

Chapter 23: NON-profit INSHLULIONS .......c.ooiiieiiii e 600

Chapter 24: The NOUSENOIA SECION .......oviveiiiiiieet et 600

Chapter 25: Informal aspects 0f the BCONOMY ..o e 600

Chapter 26: The rest of the world accounts and links to the balance of payments ...........cccccoeiiiincincinenen 600

Chapter 27: Links to monetary statistics and the flow of fUNdS ..o 600

Chapter 28: Input-output and other matrix-based analysis ..........ccccvviiiieriiieiiiicii e 600

Chapter 29: Satellite accounts and Other EXIENSIONS ..........ovcveiiririeiiiei s 600

2. ANNEXES AN OLNET TEBMS ...ttt bbbt b et s be e b e e seeneane s 600
ANNEX 4: RESEAICH AGENTA ..eiiiiiiiiiiie ettt oottt e e oot b et e e e s ot bt e e e e e ek a et e eaeaanaeseeaeeaseeeeesantbeeeaeeaanneeeeaeaaanneneaeeannn 603
A. gL (oo [UToi (1o o RO T TP PR OT PP PPTPPRRPRP 603
B. BASIC ACCOUNTING FUIBS ...ttt ettt ettt e e ea ettt e e e ekttt e e e e e e mbe e e e e e e e amneeeeeeaansbeeee e anbaeeaeeaannnneaaeas 604
1. The relationship 0f SNA aNU TASB........cooi i e sa e e e 604

2. Consolidation Of NtErPriSe GrOUPS ......civeeieieieesiesee st seeste s e e stesta e e e e st e e e steaeesreesaestaeeesteesaesreeseens 604

3. TTTUSES ..ttt b e h etk b e bbb e e R £ R e e R e e R e AR R R R R e AR e R e e R b e Rt e R bR e nn e nbe e nreereen 604

4. Final consumption Of COMPOTAtiONS........cc.ciieiiiiieie sttt ere e sreene e 604

5. Measuring the output 0f QOVEINMENT SEIVICES .......c.ciieieiieiiciese et 604

6. The treatment of social transfers in kind to the rest of the world............ccccoiiiiin 605

7. Output of central banks: taxes and subsidies on interest rates applied by central banks..................... 605

8. The treatment of establishments in the SNA ... ..o 605

9. The inclusion of international organizations in the SNA ... 605

C. THE CONCEPL OF INCOMIE ...ttt e e et e e e s et e e e e e s tb bt e e e e e e stbeeeee e st e s antbaeaeesantbaeaaesannes 605
1. Clarification of income concept inN the SNA ... 605

2. GDP AL DASIC PIICES ..ttt bbbt bbb bbbt bbbttt 605

3. The role Of taXeS INThe SINA ..o e ettt ere e 605

4. I FC I T a0 g ot RS SSRRN 606

5. REINVESTEA BAIMINGS. ... cveitetiiteite ettt bbb bbb bbb et bbb n e 606

6. Accruing iNterest iN the SINA ... bbb 606

7. (O 1 o101 = VLo I 1 ] 51 SRS 606

8. HIGN INFIAEION L. bbbttt nne 606

9. The measurement of neutral and real holding gains and [0SSES .........c.ccvreiriiriii e 606

10.  INCOME AFPSING FTOM ASSEES .....iuiitiiete ittt ettt ettt ettt ettt et b e b b nnas 607

11.  Income from activities undertaken on an informal Dasis ...........cccoeirivriniinieience e 607

D. Issues involving fINANCIAl INSIIUMENTS ..........iiiii ettt e e e e e e e abe e e e e e enneeeaeean 607
1. Issues arising from a finanCial CriSIS ........cvivviii i e 607

XXXviii



2. Recognition of social security entitlements as Habilities ..........c..covvererieicincisse e 607

3. Wider use of fair ValUe fOr [0ANS.........cco i e 607

4, PROVISIONS ...ttt ettt e e bbbttt bbbt b bbb eb et e bt e bt b e st eb et b et be et e b reenes 607

5. [ =T o Aot Lol TSty (o] T L 607

6. Equity valuation and itS IMPIICALIONS..........ccciiiiiirereee e nne 608

7. REVEISE trANSACTIONS .....e.veveieeiisietisie sttt sttt bbbttt st bt s b ettt nb et e ne et e st et e ebe e ebe e ebereanes 608

E. ISSUES INVOIVING NON-fINANCIAI ASSEIS ... ..uviiiei ittt e e e e e e s e e e e st e e e e e sntaeeeeesnnes 608

1. Tradable emMISSION PEIMILS .....oiuiieiiiieeee et e b e ettt sb e b e et e e 608

2. Leases to USe Or eXPlOit NALUIAL FESOUICES.........eiiriee ettt see e 608

3 Broadening the fixed asset boundary to include other intellectual property assets ...........ccceeveeerennene 608

a0 101U o] o TSP SO PRSP 608

IMIBIKETING BSSEES ...tttk h btk e b b s bbb b et n e 608

L[0Tt LT o=t o] L | OSSR 609

4. Costs of ownership transfer of valuables and Nnon-produced asSets.........ccvvvrerererieririenieseniese e 609

5. Distinction between current maintenance and capital repairs........cccccoovvivrievererevereeese e 609

6. Treatment of Private-Public Partnerships ........ccccvieeroiiieicisese e 609

7. Transfer of ownership of an asset during itS e ..o 609

RYE] (=T =] g [of =T PP P PP PPP R PUPPPRTN 611
LT Lo ST oY/ SRRSO 617
[T = PP PUUPRRIN 635

XXXiX



System of National Accounts

xl



List of tables

Table 2.1:The ProdUCTION @CCOUNL .......vuiiiiiiiieieeeee ittt e e e ettt e e e et e e e e s stb e et e e e ssbaeeeesaasbseeaaesasssaeeasssaeeeessasbaeeaessnsbaeaeessanseneeesnann
Table 2.2:The generation of income account
Table 2.3:The allocation of primary income account

Table 2.4:The secondary distribution Of INCOME BCCOUNL ... ..eiiiii e e e e e eee e 25
Table 2.5:The redistribution of iINCOME iN KINA ACCOUNT .......ooiiiiiiii e e e e sabae e e e e 26
Table 2.6:The use of diSPOSabIE INCOME ACCOUNT .....cciiiiiiiiiiie ittt e e s et e e e e bt e e e e e sbeeee e e e saneneeeas 26
Table 2.7:The use of adjusted diSposable INCOME ACCOUNL ..........ciiiiiiiii i e e e e e ear e e e e e snraeeeas 26
Table 2.8:The CAPItAl ACCOUNT .......eiiiiiie ittt ettt b e e a bt e e et e s b et e ekt e e bt e e he e e e aa b e e e et et e sane e e enbb e e e nr e e e nnnes 27
Table 2.9:The fINANCIAI ACCOUNL ..ottt e e e e et e e e e s ta et e e e s e taeeeaesaaeeee e e ntbeeeeesansbeeeaesasbaeeeesaansnneaanns 27
Table 2.10:The other changes in the volume of @SSES ACCOUNL .......ccooiiiiiiiii et e e ea s 28
Table 2.11:The reValUBLION QCCOUNT .......coiiuuiiiiei ittt e ettt e e et et e e s e ab et e e e e aa b be e e e e e e aabbe e e e e e sbb e e e e e e aaebe e e e e s anbbaeeeeeanbaneeaeas 28
Table 2.12:The opening balance sheet, changes in assets and liabilities and closing balance sheet ............ccccoeeiiiiieen. 30
Table 2.13:The integrated presentation of the full sequence of the current accouNnts ...........cccceeviiiieiii e, 31
Table 2.14:The integrated presentation of the full sequence of the accumulation accounts and balance sheets ................... 32
Table 2.15:The go0dS and SEIVICES ACCOUNT ....cc.uuiiiiiiieitiee ettt ettt e ekt e sabe e e ss s et e e abe e e sbe e e st bt e e bbe e e nane e e s breesanneeenneas 34
Table 4.1:Subsectors of the non-financial COrPOratioNS SECLOT .........ciiiiiiiiiie ettt e et e e e e e e e e e snnreeeens 74

Table 4.2:Subsectors of the financial corporations sector

Table 6.1:The ProdUCLION ACCOUNT = USES ....ciiiuiiiieiiiitiiieeeeeitti e e e e s st e e e e s st e e e e e etae e e e e s stbeeeaeeasbaeeeeaatbeeeeessasbeeeeessasbaeeeessanbaaeeaeas 96
Table 6.1 (cont): The ProduCtion ACCOUNT = FESOUITES ......ciueieiuirieriieeeaietesteeesteeeeattte s sttt e e baeeabbeesabee e s bt e abbe e e anbeeeabreesabneeennreas 97
Table 7.1:The generation of income account - CONCISE fOIM = USES ......coiiiiiiiieiiiii ettt
Table 7.1 (cont): The generation of income account - concise form - resources ................c......
Table 7.2:The allocation of primary income account - concise form - USes .........ccccccovcveveeeevcnneen.
Table 7.2 (cont): The allocation of primary income account - concise form - resources ................
Table 7.3:The entrepreneurial income and allocation of other primary income accounts - uses
Table 7.3 (cont): The entrepreneurial income and allocation of other primary income accounts - reSOUrCes ...........cc..coee.... 137
Table 7.4:The generation of income account - compensation of eMpPIOYEES - USES .......coiiuuiiiiiiiiiiiiiiee e 138
Table 7.5:The allocation of primary income account - compensation of employees - reSOUrCeS .........ccccoocvveieeeriiieeeeennnnnne 139
Table 7.6:The generation of income account - taxes and subsidies on production - USES ........cccccovcveveeeiiiiiiiieesiciiieee e 144
Table 7.7:The allocation of primary income account - taxes and subsidies on production - rESOUICES ...........cccceeevcvveeeeennnne 145
Table 7.8:The allocation of primary income account - Property iNCOME = USES .......eciivieiiiieeeiiiieririessirees e s seee e e esneee e 150
Table 7.8 (cont): The allocation of primary income account - property iNCOME - FTESOUICES ......ccceiuuuieeeriiuereeaaaaeeeeaaareeeaans 151
Table 8.1:The secondary distribution of income account - CONCISE fOrM - USES ........uviiiiiiiiiiiiieiee e 158
Table 8.1 (cont): The secondary distribution of income account - cONCiSe fOrm - FESOUICES ........coccuviveeeiiiiieeeeeciiee e 159
Table 8.2:The redistribution of INCOME ACCOUNL - USES .....c.eeviiiiiiiiiiiiciiceee e
Table 8.2 (cont): The redistribution of income account - resources
Table 8.3:The secondary distribution of income account - with details for taxes and social contributions - uses ................. 168
Table 8.3 (cont): The secondary distribution of income account - with details for taxes and social contributions -

TESOUICES ...eeitiitiieeaeeeeeeee s e e e eea e ebbe bt ettt teeeeeeeeeeeaeaa s e aEabh e b e s be e et e e et e e e e e e e e e e ea s s bR bbb e b b e e b b e e e e eeeaeeeeaenessnanannnnnrnnne 169
Table 8.4:The secondary distribution of income account - with details of social benefits - USES ..........ccccvviieiiiiiiiiee e, 170
Table 8.4 (cont): The secondary distribution of income account - with details of social benefits - resources ....................... 171
Table 8.5:The secondary distribution of income account - with details of current transfers - USES ........ccccceeviiiiieee i, 174
Table 8.5 (cont): The secondary distribution of income account - with details of current transfers - resources.................... 175
Table 9.1:The use of diSpoSable INCOME ACCOUNL = LUSES .......iiiiiiiiiiiie et e ettt e e et e e e e st et e e e e e b e e e e e s abb e e e e e e anbeeeeeeeanneees
Table 9.1 (cont): The use of disposable income account - resources ...
Table 9.2:The use of adjusted disposable INCOME ACCOUNT - USES ......ccuviiiieiiiiiiiie ettt e s e e e e e eeanees
Table 9.2 (cont): The use of adjusted disposable INCOME aCCOUNT - FTESOUICES........ccuviiieieiiiiiiee et e e e e e e seeaeees 183
Table 10.1: The capital account - concise form - ChaNGES IN ASSELS .......cccviiiiiiiiiiie e 196

xli



Table 10.1 (cont): The capital account - concise form - changes in liabilities and net worth ...............ccccoii e,

Table 10.2:The capital account - the classification of fixed aSSetS .........cccvcieiiiiiiiie e
Table 10.3:The capital account - changes in inventories and valuables
Table 10.4:The capital account - non-produced NON-fINANCIAI ASSELS ......ccoiviiiiiiiiiie e
Table 10.5:The capital account - capital transfers - changes in liabilities and net Worth ............cccccooviie s
Table 11.1:The financial account - concise form - Changes iN ASSELS .......cccuuiiiiiiiiiiiie et 220
Table 11.1 (cont): The financial account - concise form - changes in liabilities and net worth ............ccccccoiii s 221
Table 11.2:The financial account - full detail - Changes IN ASSELS .......uuiiiiiiiiiiie e e e e e eees 226
Table 11.2 (cont): The financial account - full detail - changes in liabilities and net Worth ............ccccovviieii e 227
Table 12.1:The other changes in the volume of assets account - concise form - transactions in assets ...........cccccoeeeeeees 238
Table 12.1 (cont): The other changes in the volume of assets account - concise form -

transactions in liabilities and NETWOITN ..........ooi ittt e e e e 239
Table 12.2:The other changes in the volume of assets accounts - changes in assets due

to economic appearance and AISAPPEAIANCE .........ciiurieiiiiieiiirieeiiee et et e e st e sbe e e sn e e e sbeeesbeeessnneeareeenns 240
Table 12.2 (cont): The other changes in the volume of assets accounts - changes in liabilities and net worth due to

economic appearance and JISAPPEATANCE ......c.ceuiuuuireeaiuiieeeeaaiteeeaasaateeeaesaaaeeeaesaanseeeeeaaansseeeeaaaansseeeesannnes 241
Table 12.3:The other changes in the volume of assets account - changes in assets due to external events ....................... 242
Table 12.3 (cont): The other changes in the volume of assets account - changes in liabilities due to external events......... 243
Table 12.4:The other changes in the volume of assets account - changes in assets due to changes in classifications ....... 244
Table 12.4 (cont): The other changes in the volume of assets account - changes in liabilities and net worth due

10 ChanNGES IN ClASSIfICALIONS ......vviiiiiie ettt e st e st e s anneeesereeeas 245
Table 12.5:The other changes in the volume of assets account - changes in asset by type of asset ..........ccccceveveriveeiinenn. 246
Table 12.5 (cont): The other changes in the volume of assets account - changes in liabilities and net worth by type of

1E= Lo 11 Y PO OO T PP PP UPTPPRRPPTOPRIN 247
Table 12.6:The revaluation account - CRANGES 1N ASSELS ........uuiiiiiiiiiiii et e e s e e e st e e e e s atbaeeaessesbaaaaasaaaes 254
Table 12.6 (cont): The revaluation account - changes in liabilities and NEt WOrth ..o 255
Table 13.1:Opening and closing balance sheets with Changes iN ASSELS ........ooiuiiiiiiiiiiiiie e 258
Table 13.1 (cont): Opening and closing balance sheets with changes in liabilities and net worth ..............ccccccoiiiiiiennen. 259
Table 13.2:Asset accounts for the tOtal ECONOMY .......coiii it e e e e et e e et e e e s s be e e e e e aenees 260
Table 14.1: Abbreviated version of the production part of the supply table .............oooiiii e
Table 14.2: An example of the entries to adjust supply to include trade and transport Margins .........cccccceevvveieeeeeiieeeeeecenenn
Table 14.3:Example of the impact on prices of tranSPOrt CRAIGES ........oooi it e e
Table 14.4: An example of imports entries in the supply table with the global CIF-to-FOB adjustment ...
Table 14.5: An example of the entries to adjust supply to include taxes less subsidies on products .......
Table 14.6:Abbreviated version of the intermediate consumption part of the use table .............cccceeene
Table 14.7:The final consumption part Of @ USE tADIE ..........cooiiiiiiii e
Table 14.8:The capital formation part 0f & USE taDIE ...........eiiiiiii et

Table 14.9:The value added part of a use table ...........
Table 14.10:The imports content of the use matrix
Table 14.11: Breakdown of use by producing units into the five elements making up purchasers’ price valuation
Table 14.12:Supply and use tables at PUICNASEIS’ PIICES ......ccciiiviiie et eece e e e e e e e e s e e e st e e e e e s etbareeeeensanees
Table 14.12 (cont): Supply and use tables at PUrCNASEIS’ PrICES ......coiuiiiiiiieiiiie ittt s
Table 14.13:Supply and use table: trade and transport margins, taxes and subsidies on intermediate and final use of
0100 18 o) £ PRSP PPR PR 292
Table 14.14:Supply and use table: Final and intermediate uses at basic prices, ISIC breakdown ............ccccoociiiiiiiininnnen. 293
Table 14.15:Imports used for intermediate consumption and final demand ............cccoiiiiii e 294

Table 16.1:Summary of the current accounts in the sequeNCce Of ACCOUNLS .......c..eeiieiiiiiiiiie i
Table 16.2:Summary of the accumulation accounts and balance ShEEtS ...........cceviiiiiiiiii e
Table 16.3:Entries for the rest of the world using the BPM6 structure of accounts
Table 16.4:Summary current account with sector details — USeS .........cooocviieiiiiiiiieeiiiiieeee.
Table 16.4 (cont): Summary current account with sector details — resources
Table 16.5: Summary of the accumulation accounts and balance sheets with sector details — assets and changes in

o] T PP P PP PPPPPRPRPPRRPI 338
Table 16.5 (cont): Summary of the accumulation accounts and balance sheets with sector details — liabilities,
net worth and Changes iN thEM ... ... et e et e e e et e e e e eteee e e e enaeeeas 339

xlii



Table 17.1:Accounts for NON-1IfE INSUFANCE = USES ......uuiiiiiiiiiiiiii et e e e e e e e e e e e e e s s s s b aeeaaaeeaeasaasasasnnsnenearenennes
Table 17.1 (cont): Accounts for non-life insurance - resources
Table 17.2:Accounts for life insurance - USES ........cccceevvveeniieeeiinnenn,

Table 17.2 (cont): Accounts fOr life INSUFANCE - FESOUICTES .......coiuuiiiiiiie ittt ettt e b e e

Table 17.3:Accounts for non-pension benefits paid through social SECUNtY - USES ........cccciiiiiiiiiiie i 356
Table 17.4:Accounts for non-pension social insurance benefits from unfunded other employment-related schemes

LU TE T PP PP U PP O TP TPPPPPPPPIN 356
Table 17.5:Accounts for non-pension social insurance benefits from funded other employment-related schemes

T 1= PP 356
Table 17.3 (cont): Accounts for non-pension benefits paid through social Security - reSOUrCES..........cceevvveiiieeenieennieenne 357
Table 17.4 (cont): Accounts for non-pension social insurance benefits from unfunded other employment-related

ST 01T g L= T (=2 U o S RSP RRT 357

Table 17.5 (cont): Accounts for non-pension social insurance benefits from funded other employment-related

SCRIEIMIES “TESOUITES ......ee ittt ettt ettt et b e a e bt e ekt e bt e eae e ea bt e e he e e e bt e E e e e R bt e bt e ehe e eab e e s bt e eb b e eane et eenneene e e
Table 17.6:Accounts for pension benefits paid through social security - uses
Table 17.6 (cont): Accounts for pension benefits paid through social security - resources
Table 17.7:Accounts for pension benefits payable under a defined contribution scheme - uses
Table 17.7 (cont): Accounts for pension benefits payable under a defined contribution scheme - resources....................... 363
Table 17.8:Accounts for pension benefits payable under a defined benefit scheme - USeS ..........cccceiviiiiiiiiiiiiiinenns
Table 17.8 (cont): Accounts for pension benefits payable under a defined benefit scheme - resources ...
Table 17.9:Detailed transactions concerning SOCIal INSUFANCE ..........cccueveeeiiiiieeeeeiiiieee e s e e e sirre e e
Table 17.10:A supplementary table showing the extent of pension schemes included and excluded .............ccccvvveeininen..

Table 18.1:High-level SNA/ISIC aggregation (A*10) ........cceeoreieirreeirieeeieee et eesie e e e e e st e s e e e s e e st e e snne e e s reeeanneeennnees 400
Table 18.2: Industry level headings for a country with a large subsSiSteNnce CONOMY .........cceeiiiiiiiiiiiiiiii e 401
Table 18.3: GDP DY EXPENAITUIE .....coieiiiiie ettt ettt e e e ot bt e e e e e baee e e e e e asbee e e e e e aane b sanbe et e e e e anbbbeeeeeaanbbeeaeeaansbneeas 402
LI Lol L= T [ N =@ T | (o TU O OO P P PP PP PPRPOP 458
Table 26.1:Selected effects of a household’s residence status on the statistics of the host economy ............c.cccevieiinenne 486
Table 26.2:Selected effects of the residence status of an enterprise on the statistics of the host economy ...................c... 487

Table 26.3:Overview of the balance Of PAYMENTS ...
Table 26.4: Balancing items in the international accounts in relation to the SNA sequence of accounts
Table 26.5:0verview of Integrated International Investment Position Statement .............cc.cccceveeriiiieeenn.
Table 26.6: Link between Financial Assets Classification and Functional Categories ..........cocvverireeiiiieiniiesiieeesre e

Table 27.1:Subsectors of the financial COrPOratioNS SECLOK ..........icuuiiiiiiiiiiii et e e e s eeneeeeeas
Table 27.2:The classification of financial assets and liabilities ................c..co.......

Table 27.3:The financial account - concise form - changes in assets
Table 27.3 (cont): The financial account - concise form - changes in liabilities and net worth
Table 27.4:Format for detailed flow of funds table or stocks of financial assets analysed by debtor and creditor ................ 505

Table 28.1:An example of imports entries in the supply table with the global CIF to FOB adjustment .............cccccceeeinieeen.
Table 28.2:Options for recording goods not changing @conomiC OWNEISHIP .......c.ciiuuiiiiiiiiiiiei e
Table 28.3:The use table from table 14.12 .........ooiiiii et
Table 28.3 (cont): The use table from table 14.12..........ooiiiiiiie et e et e
Table 28.4:Intermediate consumption and value added cross-classified by industry and institutional sector
Table 28.4 (cont): Intermediate consumption and value added cross-classified by industry and institutional sector............ 513
Table 28.5:A numerical example of reallocating products from construction to manufacturing
Table 28.6:Example of a product by product input-OUtpUL MALIIX ........ccooiiiuiiiiiiiiiiiee e
Table 28.7:Example of an industry by industry input-output matrix
Table 28.8:The goods and services account in matrix form .................

Table 28.9:The supply and use table in MALFIX FOM ..o
Table 28.10:The flow accounts in the sequence of accounts in MAtriX fOrM ...
Table 28.11:The sequence of accounts including the balance sheets in matrix form ..........cccccviiiiiii i

Table 29.1:Table 6 from the TouriSmM Satellite ACCOUNES ........iiiiiiiiiiiie ittt sb et e e bbe e e snte e e naneas 533
Table 29.2:Example of a hybrid supply and use table from the SEEA .........ccviiii oot 536
Table 29.3:Example of a combined supply and use table for environmental protection goods and services ........................ 537
Table 29.4:Example of a supply and use table from the System of Health ACCOUNES ........cc.ooiiiiiiiiiiiii e 540

xliii



Table 29.4 (cont): Example of a supply and use table from the System of Health Accounts

xliv



List of figures

Figure 2.1:Diagram of the integrated accounts for the total ECONOMY ..........oiiiiiiiiiiii i 33
Figure 2.2:Summary of the main accounts, balancing items and main aggregates ............ccvveiirieiiiie e 35
Figure 4.1:lllustrative allocation of units t0 INSHIULIONAI SECIOIS .......oiuiiiiiii et e e e e et e e e e 64
Figure 6.1:Basic, producers’ and PUICNASEIS’ PIICES ......cciiiuuuiiieiiiiiiie e ettt e e e ettt e e e sttt e e e s atbbe e e e e s abe e e e e e aasbeeeeeeaasnbbeeeeaaannnes 103
Figure 17.1:EXAMPIE O 81N GNNUILY ...ooiiiiiiiiieiiie ettt e e sh e sa et e st e s s ae e e e ket e e nab e e e anbe e e e bn e e e nnreeennneee s 351
Figure 17.2:Indications of the flows associated with different financial instruments..............cccccoiiiiiiiiii 375
Figure 22.1:The public sector and its relation to INSHLULIONAl SECLOIS ..........iiiiiiiiiiiie e 439
Figure 25.1:The non-observed economy and the informal SECIOr .........ccuiiiii i
Figure 25.2:Identifying units in the ILO INfOrMal SECIOT ........ociiiiiiiiii e et e e e e e e e e e
Figure 25.3:Informal employment and employment in the informal SECtOr .........cccocvvviiiiiie e,

Figure 25.4:Identifying units for the ILO informal sector from within the SNA institutional sectors

xlv



xIvi



Preface

A. Introduction

The System of National Accounts, 2008 (2008 SNA) is an updated
version of the System of National Accounts, 1993 (1993 SNA). It is
the fifth version of the SNA, the first of which was published over
fifty years ago. At its thirty-third session in 2003, the Statistical
Commission requested that the 1993 SNA be updated to bring the
national accounting framework into line with the needs of data
users. The background was that the economic environment in many
countries had evolved significantly since the early 1990s when the
1993 SNA had been developed and, in addition, methodological
research over the past decade or so had resulted in improved
methods of measuring some of the more difficult components of
the accounts. In accordance with the mandate from the
Commission, the 2008 SNA does not recommend fundamental or
comprehensive changes that would impede a smooth transition
from implementation of the earlier versions, including the 1968
SNA, which is the national accounting framework still used in a
number of countries. Further, consistency with related manuals,
such as those on the balance of payments, on government finance
statistics and on monetary and financial statistics was an important
consideration in the update.

The 2008 SNA was prepared under the auspices of the
Inter-Secretariat  Working Group on National Accounts
(ISWGNA), which consists of five organizations: the Statistical
Office of the European Communities (Eurostat), the International
Monetary Fund (IMF), the Organisation for Economic Co-
operation and Development (OECD), the United Nations Statistics
Division and regional commissions of the United Nations,
Secretariat and the World Bank. The 2008 SNA is published jointly
by the five organizations.

For practical purposes, the 2008 SNA was presented to the United
Nations Statistical Commission in the form of two separate
volumes, volume 1, consisting of 17 chapters, and volume 2,
consisting of a further 12 chapters and four annexes. Volume 1 was
adopted in principle by the United Nations Statistical Commission

at its thirty-ninth session held in New York from 26-29 February
2008 (see notes 1 and 2). The volume was reviewed extensively
during its development and, following an extended review period
that ended on 30 April 2008, the United Nations Statistical
Commission recommended to the United Nations Economic and
Social Council that the 2008 SNA be adopted as the new
international standard for compiling national accounts statistics.
Volume 2 was adopted by the United Nations Statistical
Commission at its fortieth session held in New York from 24-27
February 2009 with the recommendation that the terms “volume 1”
and “volume 2" be dropped and that the entire 2008 SNA should be
published in one document (see note 3).

The 2008 SNA starts with an introduction and an overview and
then presents the accounting rules, the accounts and tables, and
their integration. These subjects are the topics of chapters 1-17,
previously known as volume 1. Chapters 18 to 29 elaborate various
aspects of the accounts, provide details about their presentation and
describe some possible extensions to improve the usefulness of the
accounts for a wide range of purposes.

The complete publication is to be made available in electronic
format at the website of the United Nations Statistics Division with
links to that site from the websites of the other international
organizations that are members of the ISWGNA. The complete
volume will also be published in the traditional printed copy.

Efforts have been made to improve the readability of the text and to
make the numeric example running through the text easier to
follow. A spreadsheet of the numerical example will be available
for downloading. The electronic version will include hyper-links to
other areas of the publication and to external links. Over time, live
links will be added to related documents, numerical examples and
updates about important ongoing research related to key topics.

B. New features of the System of National Accounts

In response to the Commission’s guidance, the new features of the
2008 SNA introduce treatments for those aspects of economies that
have become more prominent in recent years, elaborate on points
that have increasingly become the focus of analytical attention and
clarify the national accounting treatment of a wide range of topics.
The new features draw on research, practical experience and, where
appropriate, international standards for business and public

accounting. The changes between the 1993 SNA and the 2008 SNA
are, however, less extensive than the changes introduced in 1993.

The new features fall into five main groups: assets; the financial
sector; globalization and related issues; the general government and
public sectors; and the informal sector. The key changes within
each group are shown below.
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Assets

The accounting treatment of assets previously called “intangible
produced assets” and now called, more descriptively, “intellectual
property products” has been clarified and expanded. Many of these
assets, often seen as a hallmark of the “new economy,” are
associated with the establishment of property rights over
knowledge in one form or another.

The treatments of databases and of originals and copies have been
modified and the principle of treating expenditure on research and
development as capital formation has been introduced.

The definition of assets in general was reviewed to set the
framework for the discussion of such assets. The review led to
several refinements in the treatment of non-produced non-financial
assets, covering both tangible assets (for example natural
resources) and intangible assets (now identified as contracts, leases
and licenses, which can be treated as assets in certain
circumstances).

Expenditures on weapons systems that meet the general definition
of assets have been reclassified as fixed capital formation.

The analytical concept of capital services has been introduced.
Details can be presented in a supplementary table for market
producers, bringing into the SNA the advances in research in recent
decades in the fields of growth and productivity and helping to
satisfy the analytical needs of many users.

The financial sector

Recommendations regarding the financial sector have been updated
to reflect developments in one of the fastest-changing segments of
many economies. In particular, the 2008 SNA provides a more
comprehensive overview of financial services.

The 1993 SNA was modified several years ago to cater for some
developments in financial derivatives during the 1990s. At its
meeting in March 1999, the United Nations Statistical Commission
approved changes to the treatment of financial derivatives. The two
most significant changes were that the financial assets boundary
was expanded to include financial derivative contracts regardless of
whether “trading” occurred on or off exchange, and flows
associated with interest rate swaps and forward rate agreements
were recorded as financial transactions rather than interest flows. In
addition, some new functional classifications were introduced.

The measurement of non-life insurance services has been modified
in order to provide more plausible estimates following extreme
events (for example earthquakes) that result in large insurance
payouts.

Guidance on the treatment of impaired (non-performing) loans has
been elaborated.

The method for calculating financial intermediation services
indirectly measured, widely known as FISIM, has been refined in
the light of experience in implementing the 1993 SNA
recommendations.

The most far-ranging change in the financial area relates to new
guidelines for recording pension entitlements. The SNA now
recognizes the liabilities of employers’ pension schemes, regardless
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of whether funding to meet them exists or not. For pensions
provided by government, countries have some flexibility to deviate
from this rule in the set of core tables. However, the full range of
information required for a comprehensive analysis of pensions is
provided in a new standard table that shows the liabilities and
associated flows of all private and public pension schemes, whether
funded or unfunded and including social security.

Globalization and related issues

The treatments of stocks and flows that are characteristic of
economic globalization have been clarified and elaborated.

The treatment of remittances from the movement of persons abroad
has been expanded, with coverage of the flows being closer to the
economic reality.

The application of the principle of change in ownership of goods
has been made universal, resulting in changes to the recording of
merchanting and of goods sent for processing, both abroad and
within the domestic economy, and then returned to the owner.
These changes have shifted the focus away from the physical
movements of goods to the impact on the economies of the owner
of the products and the processor. As a result, they are consistent
with international financial transactions that are increasingly
important in a globalized economy.

In recognition of the changing structures of production and finance
in many economies, guidance is now provided about when “special
purpose entities”, which are sometimes called shell companies or
brass plate companies and which can be created by corporations or
the government, should be recognized as institutional units, how
they should be classified, and how their operations should be
treated.

The general government and public sectors

Several principles have been clarified and refined in response to
developments in accounting standards for government.

The delineation of the government and the public sectors from the
other sectors of the economy has been clarified.

The treatments of super dividends paid by public corporations and
capital injections into public enterprises have been clarified.

The principles for the treatment of public-private partnerships have
been outlined and the treatment of restructuring agencies
elaborated.

Handling transactions between general government and related
public corporations and with securitization vehicles has been
clarified to improve the recording of items that could significantly
affect government debt.

The treatment of several classes of loan guarantees has been
clarified, and a new treatment has been introduced for standardized
guarantees, such as export credit guarantees and student loan
guarantees.

Some other new features are not easily grouped but are no less
important. Notable among these are the clarification of ancillary
units and holding companies and the introduction of accounting for



employee stock options, which came into wide usage in some
countries during the 1990s.

These new features help maintain the relevance of the SNA in a
time of rapid economic and institutional change, building on its
solid existing framework. Accordingly, the provision of the
guidance on the accounting rules, the accounts and tables, and their
integration in the 2008 SNA can be seen as consistent with
continuing efforts to implement the 1993 SNA in all countries. In
this regard, the four points made in the Preface to the 1993 SNA
concerning the comprehensiveness of the SNA and the breadth of
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its applicability not only still hold; they have been reinforced in the
2008 SNA.

The informal sector

The 2008 SNA contains a chapter dedicated to the question of
measuring activity carried out within households on an informal
basis (the so-called informal sector) and activity that escapes
formal statistical measurement (the so-called not-observed
economy).

C. The SNA in the context of other statistical systems

The SNA provides guidance for national accounts
almost universally

The final stages of work on the 1993 SNA came at a time when the
formerly centrally planned economies making the transition to
market economies in the early to mid 1990s. The years since have
proven the applicability and robustness of the SNA in those
economies. The European System of Accounts, 1995 was made
broadly consistent with the 1993 SNA with respect to the
definitions, accounting rules and classifications. Its update, which
is currently under way, will cover the recommendations and
clarifications agreed at the international level for the 2008 SNA.
The new treatments of goods for processing and remittances from
persons working abroad are especially relevant for developing
economies that are moving into the global economy. In addition,
the new guidelines on handling public-private partnerships and the
use of natural resources by non-residents are likely to be especially
significant for many countries.

The SNA recognizes the need for flexibility

The 1993 SNA incorporated the concept of satellite accounts, a
major step in the direction of flexibility. Moving forward, satellite
accounts are expected to continue to provide a useful way of
working towards solutions that give the appropriate level of
confidence in challenging measures, such as those for
environmental accounting issues. Using satellite accounts as a
means of expanding the relevance of the national accounts, but
without affecting the comparability of the central framework used
for economic policymaking, has become an accepted means of
developing and testing new data sources and methods. Further, the
2008 SNA has introduced the item of “supplementary” items and
tables. The term “supplementary” is used when the SNA recognizes
that items may be of limited relevance in some countries or that
while of analytical interest, a table cannot be prepared to the same
standard of accuracy as the main set of accounts.

The SNA reinforces the central role of national
accounts in statistics

The concepts and classifications of the 2008 SNA are harmonized
with other international statistical standards and manuals even
more than was the case with the 1993 SNA. Of special note is the
close coordination of the processes during the update of the SNA
and the simultaneous revision of the Balance of Payments Manual.
The chapter on price and volume measures has benefited from

work since the 1993 SNA was released on the International
Comparison Program and on the international manuals for
consumer and producer price indices. There is closer consistency
with advice given in the resolutions of the International Conference
of Labour Statisticians. There is a chapter dedicated to the
consideration of the role of non-profit institutions in the economy
drawing on work in this area since the time of the 1993 SNA. For
environmental accounts, the ground has been laid for consistency
with the revised Handbook of National Accounting: Integrated
Environmental-Economic  Accounting, which is expected to
become an international standard. Similarly, the 2008 SNA is
consistent with the major classification systems, notably the
International Standard Industrial Classification of All Economic
Activities, Rev. 4 and the Central Product Classification, Version 2.

Future developments: the research agenda

The first comprehensive set of national accounting standards was
released in 1953, with major updates in 1968, 1993 and, now, 2008.
Clearly, though, developments in national accounting do not
emerge in steps every 15 to 20 years, so identifying updates needed
in the SNA is a continuing process even if a full-scale rewrite
occurs infrequently. Developments depend on a combination of the
evolution of economic processes (such as new financial
instruments), advances in statistical estimation and measurement
techniques, and improvements in data collection.

Some contentious issues were considered during the SNA update
process. The decisions made were based on the best information
and techniques available at the time. In some cases, though,
research was still under way while the SNA was being updated and
the results of ongoing research may lead to the need to revisit some
of these decisions prior to the next update of the SNA.

The ISWGNA has identified a number of areas of ongoing
research. The ISWGNA has recommended these topics should be
included in a national accounts research agenda. A list of items for
consideration, as identified at the conclusion of the update process,
appears in Annex 4.

The ISWGNA will be responsible for advancing the research on
these issues (and any other important ones that transpire), but will
be relying on assistance from the agencies responsible for national
accounts around the world. Depending on the outcomes, it may
prove useful to incorporate the outcomes from this research into the
2008 SNA before the next major update.
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Dublin, René Fiévet, Cornelis Gorter, Robert Heath, John
Joisce, Lucie Laliberté, Alfredo Leone, Ralph Kozlow, Russell
Krueger, Jaroslav Kucera, Randall Merris, Jose-Carlos
Moreno, Neil Patterson, Lisbeth Rivas, Armida San Jose,
Manik Shrestha and Mick Silver

OECD: Nadim Ahmad, William Cave, Jean-Pierre Dupuis,
Anders Nordin, and Paul Schreyer

United Nations Statistics Division: Alessandra Alfieri, Youlia
Antonova, Ralf Becker and Vetle Hvidsten.

The staff of the Economic Statistics Branch of the United Nations
Statistics Division, under Ivo Havinga, served as the secretariat to
the ISWGNA. The United Nations Statistics Division developed
and maintained the Project website, which provides more
information on the contributions summarized in this preface (see
http://unstats.un.org/unsd/nationalaccount/snarevl.asp). A team
from the Development Data Group of the World Bank, under
Misha Belkindas, provided administrative support, including for
the multidonor trust fund established for the SNA Update Project.

The Project staff comprised Carol S. Carson, Project Manager from
2004 to February 2008, Paul McCarthy, Project Manager from
February 2008, and Anne Harrison, Editor. Anne was an expert
voice in all phases of the Project and undertook the enormous task
of revising the text of the 2008 SNA.

The Advisory Expert Group

The Advisory Expert Group (AEG) on National Accounts was
established in 2003. It was positioned to have a key role in the
update process by considering proposals for change and expressing
its views. The following served as members of the AEG: Heidi
Arboleda, Philippines; Ole Berner, Denmark; Mariam Cover
Jimenez, Costa Rica; Meshesha Getahun, Ethiopia; Omar
Mohammad Ali Hakouz, Jordan; Peter Harper, Australia; Jan
Heller, Czech Republic; Andrey Kosarev, Russian Federation;
Akhilesh C. Kulshreshtha, India; Robin Lynch, United Kingdom of
Great Britain and Northern Ireland; Jacques Magniez, France;
Reimund Mink, European Central Bank; Brent R. Moulton, United



States of America; Chellam Palanyandy, Malaysia; Peter Pariag,
Trinidad and Tobago; Johan Prinsloo, South Africa; Roberto Luis
Olinto Ramos, Brazil; Irena Tvarijonaviciute, Lithuania; Peter van
de Ven, Netherlands; Karen Wilson, Canada.

The AEG met six times: in February 2004, in Washington, hosted
by the IMF; in December 2004, in New York City, hosted by the
United Nations Statistics Division; in July 2005, in Bangkok,
hosted by the United Nations Economic and Social Commission for
Asia and the Pacific; in January-February 2006, in Frankfurt,
hosted by the European Central Bank; in March 2007, in New York
City, hosted by the United Nations Statistics Division, and in
November 2008 in Washington, hosted by the World Bank. In all
of these meetings and in electronic consultations, the national
accountants of the ISWGNA also participated and expressed their
views. Paul McCarthy served as rapporteur for the meetings in
July 2005, February 2006 and March 2007.

The papers prepared for consideration of the AEG represent a
substantial body of research. They will continue to be available on
the Project website noted above. The authors included the
following individuals: Nadim Ahmad, Alessandra Alfieri, Charles
Aspden, Adriaan Bloem, Stuart Brown, Carol S. Carson, William
Cave, W. Erwin Diewert, Robert Dippelsman, Brian Donaghue,
René Fiévet, Russel Freeman, Jean Galand, Antonio Galicia-
Escotto, Jeff Golland, Cornelis Gorter, Anne Harrison, Ivo
Havinga, Tony Johnson, John Joisce, Brett Kaufmann, Andrew
Kitili, Ralph Kozlow, Frangois Lequiller, Robin Lynch, Christoph
Maier, Reimund Mink, Brent R. Moulton, Anders Nordin, Patrick
O’Hagan, Neil Patterson, John Pitzer, Jens Reinke, Lisbeth Rivas,
Philippe de Rougemont, John Ruser, Carlos Sanchez Mufioz, Paul
Schreyer, Richard Shepherd, Manik Shrestha, Gulab Singh,
Herman Smith, Pierre Sola, Philippe Stauffer, Hidetoshi Takeda,
Viet Vu, John Walton and Chris Wright.

Other expert groups

Topical expert groups, some standing groups and some created
especially for the purpose of advancing the update, carried out most
of the research on issues and preparation of proposals for change
put forward to the AEG. These groups included the Canberra Il
Group on the Measurement of Non-financial Assets (Peter Harper,
chair, and Charles Aspden, secretary), the IMF-BEA Task Force on
Employers’ Retirement Schemes (Adriaan Bloem and John Ruser,
co-chairs, and Brian Donaghue, secretary), the IMF-OECD Task
Force on the Harmonization of Public Sector Accounts (Lucie
Laliberté, chair, and Jean-Pierre Dupuis, secretary), the OECD
Task Force on Financial Services (Ruth Meier, chair, and Philippe
Stauffer and Anders Nordin, secretaries), the OECD Task Force on
the Measurement of Non-life Insurance (Fenella Maitland-Smith
and then Francois Lequiller, moderator) and the OECD Task Force
on the Valuation and Measurement of Equity (Patrick O’Hagan,
moderator). The annex to this preface lists the authors of issues
papers prepared for and considered by most of these groups. The
IMF Committee on Balance of Payments Statistics (Robert
Edwards, chair, and John Joisce, Manik Shrestha and Andrew
Kitili, secretaries) and its subgroups considered a number of issues
that were of common concern to national accountants and balance
of payments compilers. The authors of the issues papers most
related to the SNA are also listed in the annex.
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A number of other groups considered SNA-related topics as part of
their larger agenda. These include the European Central Bank/
Eurostat Task Force on the Statistical Measurement of the Assets
and Liabilities of Pension Schemes in General Government
(Eduardo Barredo and Reimund Mink, co-chairs, and John
Verrinder, secretary), the OECD Group of National Experts on
Science and Technology (Fred Gault, chair, and Alessandra
Colecchia, secretary), the Paris Group on Labour and
Compensation (Denis Ward, moderator), the Delhi Group on
Informal Sector Statistics (Pronab Sen, chair), the United Nations
Expert Group on Industrial Statistics (Ivo Havinga, chair, and Viet
Vu and Gulab Singh, secretaries), the United Nations Expert Group
on International Classifications (lvo Havinga, chair, and Ralf
Becker, secretary) and the United Nations Technical Subgroup on
the Movement of Persons—Mode 4 (lvo Havinga, chair, and
Alessandra Alfieri, secretary).

Other consultations also informed the process. These included
meetings of OECD and Eurostat national accounts working groups,
national accounts meetings and workshops of several United
Nations regional commissions, and the International Association
for Research in Income and Wealth.

Country contributions

Agencies responsible for compiling official statistics contributed in
several distinct ways. In the first of these, heads of statistical
offices were involved through participation in the Statistical
Commission in agreeing the governance of the process and then
shaping the list of issues to be considered in the update.

Secondly, to an unprecedented extent, countries provided
comments on the provisional recommendations for change. After
each meeting, the AEG’s recommendations were sent to national
statistical offices and interested central banks with an invitation to
comment. From 40 to 60 countries commented after each round of
recommendations. In all, comments were received from almost 100
countries. All these comments, which are posted on the Project
website, provide a rich source of information on why countries
supported the recommendations or, in some cases, why they did
not; their views on implementation of the recommendations, and
ideas about the kind of guidance they would hope to find in the
updated SNA.

Thirdly, countries provided comments on draft chapters. Around 70
countries commented on the final draft of volume 1 during April
and May 2008 and on volume 2 in January and February of 2009.
Fourthly, a number of statistical offices provided in-kind
contributions, such as the time of AEG members for meetings (and
for developing country AEG members, travel expenses as well).

Finally, a group of national statistical offices and central banks
supported the project by financial contributions. These
contributions were from Statistics Sweden, the Australian Bureau
of Statistics, Statistics Canada, the Central Bank of Cyprus, the
Central Bank of Kazakhstan, Statistics Netherlands, the Office of
National Statistics of the United Kingdom and the Bureau of
Economic Analysis of the United States of America.
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Notes

1. See the report of the 39t session of the Statistical Commission (document E/2008/24 and E/CN.3/2008/34) at http://unstats.un.org/
unsd/statcom/doc08/Report-English.pdf

2. Referred to, at the time of the United Nations Statistical Commission session, as 1993 SNA, Rev. 1.

3. See the report of the 40" session of the Statistical Commission (document E/2009/24 and E/CN.3/2009/29) at http://unstats.un.org/
unsd/statcom/doc09/Report-English.pdf
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Chapter 1. Introduction

What is the System of National Accounts?

The System of National Accounts (SNA) is the
internationally agreed standard set of recommendations on
how to compile measures of economic activity in
accordance with strict accounting conventions based on
economic principles. The recommendations are expressed
in terms of a set of concepts, definitions, classifications and
accounting rules that comprise the internationally agreed
standard for measuring such items as gross domestic
product (GDP), the most frequently quoted indicator of
economic performance. The accounting framework of the
SNA allows economic data to be compiled and presented in
a format that is designed for purposes of economic analysis,
decision-taking and policymaking. The accounts
themselves present in a condensed way a great mass of
detailed information, organized according to economic
principles and perceptions, about the working of an
economy. They provide a comprehensive and detailed
record of the complex economic activities taking place
within an economy and of the interaction between the
different economic agents, and groups of agents, that takes
place on markets or elsewhere. The framework of the SNA
provides accounts that are:

a. comprehensive, in that all designated activities and the
consequences for all agents in an economy are covered;

b. consistent, because identical values are used to
establish the consequences of a single action on all
parties concerned using the same accounting rules;

c. integrated, in that all the consequences of a single
action by one agent are necessarily reflected in the
resulting accounts, including the impact on
measurement of wealth captured in balance sheets.

The accounts of the SNA provide more than a snapshot of
the economy at a point in time, since in practice the
accounts are compiled for a succession of time periods,
thus providing a continuing flow of information that is
indispensable for the monitoring, analysis and evaluation of
the performance of an economy over time. The SNA
provides information not only about economic activities
taking place within a period but also about the levels of an
economy’s assets and liabilities, and thus the wealth of its
inhabitants, at particular points of time. In addition, the
SNA includes an external account that displays the links
between an economy and the rest of the world.

Certain key aggregate statistics, such as GDP, that are
widely used as indicators of economic activity at the level
of the total economy, are defined within the SNA, but the
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calculation of such aggregates has long ceased to be the
primary purpose for compiling the accounts. In order to
understand the workings of the economy, it is essential to
be able to observe and analyse the economic interactions
taking place between different sectors of the economy. The
SNA is designed to be implemented at different levels of
aggregation: at the level of individual economic agents, or
institutional units as they are called in the SNA; for groups
of such units, or institutional sectors; or at the level of the
total economy.

The SNA is designed for economic analysis, decision-
taking and peacemaking, whatever the industrial structure
or stage of economic development reached by a country.
The basic concepts and definitions of the SNA depend
upon economic reasoning and principles which should be
universally valid and invariant to the particular economic
circumstances in which they are applied. Similarly, the
classifications and accounting rules are meant to be
universally applicable. There is no justification, for
example, for seeking to define parts of the SNA differently
in less developed than in more developed economies, or in
large relatively closed economies than in small open
economies, or in high-inflation economies than in low-
inflation economies. Certain definitions, or accounting
rules, specified in the SNA might become superfluous in
certain circumstances (for example, if there were no
inflation), but it is nevertheless necessary for a general
system to include definitions and rules covering as wide a
range of circumstances as possible.

Some countries may be able, at least initially, to calculate
only a small number of accounts and tables for the total
economy with little or no disaggregation into sectors, but a
reduced set of accounts or tables does not constitute an
alternative system. It is not appropriate to try to lay down
general priorities for data collection when economic
circumstances may vary considerably from one country to
another. In practice, priorities can only be established
country by country by economic analysts or policymakers
familiar with the particular economic situation, needs and
problems of the individual countries in question. It is not
useful, for example, to try to specify general priorities for
developing countries when they constitute a very
heterogeneous group of countries at a world level. Data
priorities may vary as much between one developing
country and another as between a developing and a
developed country or indeed between two developed
countries.
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The conceptual elements of the SNA

The SNA measures what takes place in the economy,
between which agents, and for what purpose. At the heart
of the SNA is the production of goods and services. These
may be used for consumption in the period to which the
accounts relate or may be accumulated for use in a later
period. In simple terms, the amount of value added
generated by production represents GDP. The income
corresponding to GDP is distributed to the various agents
or groups of agents as income and it is the process of
distributing and redistributing income that allows one agent
to consume the goods and services produced by another
agent or to acquire goods and services for later
consumption. The way in which the SNA captures this
pattern of economic flows is to identify the activities
concerned by recognizing the institutional units in the
economy and by specifying the structure of accounts
capturing the transactions relevant to one stage or another
of the process by which goods and services are produced
and ultimately consumed. These concepts are sketched
below and developed further in chapter 2 and later chapters.

Activities and transactions

The SNA is designed to provide information about the
behaviour of institutional units and the activities in which
they engage, namely production, consumption and the
accumulation of assets, in an analytically useful form. This
is achieved by recording the exchange of goods, services
and assets between institutional units in the form of
transactions. At the same time, other transactions are
recorded that represent the form of payment for the
exchange which may be a good, service or asset of similar
value but is often some form of financial claim including
notes and coins.

Data on transactions provide the basic source material from
which the values of the various elements in the accounts are
built up or derived. The use of transactions data has
important advantages. The first of these is that the prices at
which goods and services are exchanged in transactions
between buyers and sellers on markets provide the
information needed for valuing, directly or indirectly, all
the items in the accounts. Secondly, a transaction that takes
place between two different institutional units has to be
recorded for both parties to the transaction and therefore
generally appears twice in a system of macroeconomic
accounts. This enables important linkages to be established
in the SNA. For example, output is obtained by summing
the amounts sold, bartered or transferred to other units plus
the amounts entered into, less the amounts withdrawn from,
inventories. In effect, the value of output is obtained by
recording the various uses of that output by means of data
on transactions. In this way, flows of goods and services
can be traced through the economic system from their
producers to their eventual users. Some transactions are
only internal bookkeeping transactions that are needed
when a single unit engages in two activities, such as the
production and consumption of the same good or service,
but the great majority of transactions takes place between
different units on markets.
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The institutional sectors of the economy

Two main kinds of institutional units, or transactors, are
distinguished in the SNA; households and legal entities.
Legal entities are either entities created for purposes of
production, mainly corporations and non-profit institutions
(NPIs), or entities created by political processes,
specifically government units. The defining characteristic
of an institutional unit is that it is capable of owning goods
and assets, incurring liabilities and engaging in economic
activities and transactions with other units in its own right.

For the purposes of the SNA, institutional units that are
resident in the economy are grouped together into five
mutually exclusive sectors composed of the following types
of units:

a. Non-financial corporations;

b. Financial corporations;

c. Government units, including social security funds;
d. NPIs serving households (NPISHs);

e. Households.

The five sectors together make up the total economy. Each
sector may be further divided into subsectors; for example,
the non-financial and financial corporations sectors are
divided to distinguish corporations subject to control by
governments or foreign units from other corporations. The
SNA makes provision for a complete set of flow accounts
and balance sheets to be compiled for each sector, and
subsector if desired, as well as for the total economy. The
total number of accounts that may be compiled is therefore
potentially quite large, depending upon the level of
disaggregation that is required and feasible. Only by
disaggregation into sectors and subsectors is it possible to
observe the interactions between the different parts of the
economy that need to be measured and analysed for
purposes of policymaking.

Institutional units that are resident abroad form the rest of
the world. The SNA does not require accounts to be
compiled in respect of economic activities taking place in
the rest of the world, but all transactions between resident
and non-resident units have to be recorded in order to
obtain a complete accounting for the economic behaviour
of resident units. Transactions between residents and non-
residents are grouped together in a single account, the rest
of the world account

Accounts and their corresponding economic
activities

This section gives a very brief summary of the accounts of
the SNA. It is impossible to do justice to the wealth of
information contained in the SNA in a short section of this
kind, and reference should be made to chapter 2 for a
comprehensive overview.



1.13

1.14

1.15

1.16

The goods and services account

Fundamental to the SNA is the identity that goods and
services produced in the economy must be consumed, used
for capital formation or exported while all goods and
services used within the economy must be produced in the
economy or imported. From this, once suitable allowance is
made for the effect on prices of taxes and subsidies on
products, the goods and services account is derived and
thence GDP.

The sequence of accounts

This basic identity is elaborated within the SNA into a
sequence of interconnected flow accounts linked to
different types of economic activity taking place within a
given period of time, together with balance sheets that
record the values of the stocks of assets and liabilities held
by institutional units or sectors at the beginning and end of
the period. Each flow relates to a particular kind of activity
such as production, or the generation, distribution,
redistribution or use of income. Each account shows the
resources available to the institutional units and the uses
made of these resources. An account is balanced by
introducing a balancing item defined residually as the
difference between the total resources recorded on one side
of the account and the total uses recorded on the other side.
The balancing item from one account is carried forward as
the first item in the following account, on the opposite side,
thereby making the set of accounts an articulated whole.
The balancing items typically encapsulate the net result of
the activities covered by the account in question and are
therefore economic constructs of considerable interest and
analytical significance. Examples of balancing items
include value added, disposable income and saving. There
is also a strong link between the flow accounts and the
balance sheets, as all the changes occurring over time that
affect the assets or liabilities held by institutional units or
sectors are systematically recorded in one or another of the
flow accounts.

The set of accounts just described is referred to as the
“sequence of accounts” but it should be noted that,
although it is necessary to present the accounts in a
particular order, the activities they describe should not be
interpreted as taking place sequentially in time. For
example, incomes are generated continuously by processes
of production, while expenditures on the outputs produced
may also be taking place more or less simultaneously. An
economy is a general equilibrium system in which
interdependent economic activities involving countless
transactions between different institutional units are carried
out simultaneously. Feedbacks are continually taking place
from one type of economic activity to another.

Current accounts

The current accounts record the production of goods and
services, the generation of incomes by production, the
subsequent distribution and redistribution of incomes
among institutional units, and the use of incomes for
purposes of consumption or saving.
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Introduction

The production account records the activity of producing
goods and services as defined within the SNA. Its
balancing item, gross value added, is defined as the value
of output less the value of intermediate consumption and is
a measure of the contribution to GDP made by an
individual producer, industry or sector. Gross value added
is the source from which the primary incomes of the SNA
are generated and is therefore carried forward into the
primary distribution of income account. Value added and
GDP may also be measured net by deducting consumption
of fixed capital, a figure representing the decline in value
during the period of the fixed capital used in a production
process.

A set of articulated accounts shows how incomes are:
a. Generated by production;

b. Distributed to institutional units with claims on the
value added created by production;

c. Redistributed among institutional units, mainly by
government units through social security contributions
and benefits and taxes;

d. Used by households, government units or non-profit
institutions serving households (NPISHs) for purposes
of final consumption or saving;

e. Available as saving for accumulating wealth.

The income accounts have considerable intrinsic economic
interest in themselves. In particular, they are needed to
explain the behaviour of institutional units as final
consumers, that is, as users of the goods and services for
the satisfaction of the individual and collective needs and
wants of households and the community. The balancing
item emerging from the complete set of income accounts is
saving.

As the balancing item, saving is carried forward into the
capital account, the first in the sequence of accumulation
accounts.

Accumulation accounts

The accumulation accounts are those that record flows that
affect the entries in the balance sheets at the start and end of
the accounting period. There are four accumulation
accounts; the capital account, the financial account, the
other change in the volume of assets account and the
revaluation account.

a. The capital account records acquisitions and disposals
of non-financial assets as a result of transactions with
other units, internal bookkeeping transactions linked to
production (such as changes in inventories and
consumption of fixed capital) and the redistribution of
wealth by means of capital transfers.

b. The financial account records acquisitions and
disposals of financial assets and liabilities, also through
transactions.
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c. The other changes in the volume of assets account
records changes in the amounts of the assets and
liabilities held by institutional units or sectors as a
result of factors other than transactions; for example,
destruction of fixed assets by natural disasters.

d. The revaluation account records those changes in the
values of assets and liabilities that result from changes
in their prices.

The link between the accumulation accounts and the
current accounts is provided by the fact that saving must be
used to acquire financial or non-financial assets of one kind
or another, including cash. When saving is negative, the
excess of consumption over disposable income must be
financed by disposing of assets or incurring liabilities. The
financial account shows the way in which funds are
channelled from one group of units to another, especially
through financial intermediaries. Access to finance is a
prerequisite for engaging in many types of economic
activities.

Balance sheets

The balance sheets show the values of the stocks of assets
and liabilities held by institutional units or sectors at the
beginning and end of an accounting period. As already
noted, the values of the assets and liabilities held at any
moment in time vary whenever any transactions, price
changes or other changes affecting the volume of assets or
liabilities held take place. These are all recorded in one or
another of the accumulation accounts so that the difference
between the values in the opening and closing balance
sheets is entirely accounted for within the SNA, provided
that the assets and liabilities recorded in the balance sheets
are valued consistently with the transactions and other
changes.

Other accounts of the SNA

The SNA is a rich and detailed economic accounting
system that extends well beyond the sequence of accounts
to encompass other accounts or tables that either contain
information that cannot be included in the main accounts or
present information in alternative ways, such as matrices,
that may be more appropriate for certain types of analysis.
It is not proposed to list all these various elements at this

Uses of the SNA

The main objective of the SNA is to provide a
comprehensive conceptual and accounting framework that
can be used to create a macroeconomic database suitable
for analysing and evaluating the performance of an
economy. The existence of such a database is a prerequisite
for informed, rational policymaking and decision-taking.
Some of the more specific uses of the SNA are described in
the following sections.
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point, as they are described in chapter 2, but it is useful to
draw attention to two specific elements which play a major
role in the SNA.

Supply and use tables

In addition to the flow accounts and balance sheets
described earlier, the central framework of the SNA also
contains detailed supply and use tables in the form of
matrices that record how supplies of different kinds of
goods and services originate from domestic industries and
imports and how those supplies are allocated between
various intermediate or final uses, including exports. These
tables involve the compilation of a set of integrated
production and generation of income accounts for
industries by drawing upon detailed data from industrial
censuses or surveys. The supply and use tables provide an
accounting framework within which the product flow
method of compiling national accounts, whereby the total
supplies and uses of individual types of goods and services
have to be balanced with each other, can be systematically
exploited. The supply and use tables also provide the basic
information for the derivation of detailed input-output
tables that may be used for purposes of economic analysis
and projections.

Accounts in volume terms

The SNA also provides specific guidance about the
methodology to be used to compile an integrated set of
price and volume indices for flows of goods and services,
gross and net value added and GDP that are consistent with
the concepts and accounting principles of the SNA. It is
recommended that annual chain indices should be used
where possible.

Rates of inflation and economic growth appropriately
measured by price and volume indices for the main
aggregates of the SNA are key variables both for the
evaluation of past economic performance and as targets for
the formulation of economic policymaking. They are an
essential part of the SNA when any amount of inflation
appears and become increasingly important as inflation
increases. The SNA also recognizes that the growth in the
volume of GDP and the growth of an economy’s real
income are not the same because of trading gains or losses
resulting from changes in international terms of trade.

Monitoring the behaviour of the economy

Certain key aggregates of the SNA, such as GDP and GDP
per head of population, have acquired an identity of their
own and are widely used by analysts, politicians, the press,
the business community and the public at large as
summary, global indicators of economic activity and
welfare. Movements of such aggregates, and their
associated price and volume measures, are used to evaluate
the overall performance of the economy and hence to judge
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the relative success or failure of economic policies pursued
by governments.

National accounts data provide information covering both
different types of economic activities and the different
sectors of the economy. It is possible to monitor the
movements of major economic flows such as production,
household consumption, government consumption, capital
formation, exports, imports, etc., in both value and volume
terms. Moreover, information is provided about certain key
balancing items and ratios which can only be defined and
measured within an accounting framework, for example,
the budget surplus or deficit, the share of income that is
saved or invested by individual sectors of the economy or
the economy as a whole, the trade balance, etc. The SNA
also provides the background against which movements of
short-term indicators, such as monthly indices of industrial
production, consumer or producer prices can be interpreted
and evaluated. The monitoring of the behaviour of the
economy may be significantly improved if at least some of
the main aggregates of the SNA are compiled quarterly as
well as annually, although many of the accounts, tables or
balance sheets of the SNA are not usually compiled more
frequently than once a year.

Macroeconomic analysis

National accounts are also used to investigate the causal
mechanisms at work within an economy. Such analysis
usually takes the form of the estimation of the parameters
of functional relationships between different economic
variables by applying econometric methods to time series
of data in both value and volume terms compiled within a
national accounting framework. The types of
macroeconomic models used for such investigations may
vary according to the school of economic thought of the
investigator as well as the objectives of the analysis, but the
SNA is sufficiently flexible to accommodate the
requirements of different economic theories or models,
provided only that they accept the basic concepts of
production, consumption, income, etc. on which the SNA is
based.

Economic policy in the short term is formulated on the
basis of an assessment of the recent behaviour and current
state of the economy and a view, or precise forecast, about
likely future developments. Short-term forecasts are
typically made using econometric models of the type just
described. Over the medium- or long-term, economic
policy has to be formulated in the context of a broad
economic strategy.

Economic policymaking and decision-taking take place at
all levels of government and also within public and private
corporations. Large corporations such as multinationals
have the ability to build their own macroeconomic models
tailored to their own requirements, for which they need
national accounts data. The investment programmes of
major corporations must be based on long-term
expectations about future economic developments that
require national accounts data. There are also specialist
agencies that provide forecasts for individual clients in
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return for fees. Such agencies typically require very
detailed national accounts data.

International comparisons

The SNA is used for international reporting of national
accounts data that conform to standard, internationally
accepted concepts, definitions and classifications. The
resulting data are widely used for international comparisons
of the volumes of major aggregates, such as GDP or GDP
per head, and also for comparisons of structural statistics,
such as ratios of investment, taxes or government
expenditures to GDP. Such comparisons are used by
economists, journalists or other analysts to evaluate the
performance of one economy against that of other similar
economies. They can influence popular and political
judgements about the relative success of economic
programmes in the same way as developments over time
within a single country. Databases consisting of sets of
national accounts for groups of countries can also be used
for econometric analyses in which time-series and cross-
section data are pooled to provide a broader range of
observations for the estimation of functional relationships.

Levels of GDP or, alternatively, gross national income
(GNI) per head in different countries are also used by
international organizations to determine eligibility for
loans, aid or other funds or to determine the terms or
conditions on which such loans, aid or funds are made
available. When the objective is to compare the volumes of
goods or services produced or consumed per head, data in
national currencies must be converted into a common
currency by means of purchasing power parities and not
exchange rates. It is well known that, in general, neither
market nor fixed exchange rates reflect the relative internal
purchasing powers of different currencies. When exchange
rates are used to convert GDP, or other statistics, into a
common currency the prices at which goods and services in
high-income countries are valued tend to be higher than in
low-income countries, thus exaggerating the differences in
real incomes between them. Exchange rate converted data
must not, therefore, be interpreted as measures of the
relative volumes of goods and services concerned. Levels
of GDP, or GDP per head, in different countries are also
used to determine, in whole or in part, the size of the
contributions which the member countries of an
international organization make to finance the operations of
the organization.

Although international organizations use the SNA in order
to be able to collect internationally comparable national
accounts data, the SNA has not been created for this
purpose. It has become the standard, or universal, system
used with little or no modification by most countries in the
world for their own national purposes. National statistical
offices and government agencies have a strong vested
interest in ensuring that the SNA meets their own analytic
and policy requirements and have taken an active part in
the development of the SNA for this reason.
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The boundaries of the SNA
Non-monetary transactions

When goods and services produced within the economy are
sold in monetary transactions, their values are
automatically included in the accounts of the SNA. Many
goods or services are not actually sold but are nevertheless
supplied to other units: for example, they may be bartered
for other goods or services or provided free as transfers in
kind. Such goods and services must be included in the
accounts even though their values have to be estimated.
The goods or services involved are produced by activities
that are no different from those used to produce goods or
services for sale. Moreover, the transactions in which the
goods and services are supplied to other units are also
proper transactions even though the producers do not
receive money in exchange. It is misleading to describe
such output as “imputed”. For example, the services of
financial intermediaries which are measured indirectly in
the SNA do actually take place; but their values have to be
measured indirectly. It is the value, not the transaction that
is “imputed”.

When goods or services are retained for own use, no
transactions with other units take place. In such cases, in
order to be able to record the goods or services in the
accounts, internal transactions have to be recorded whereby
producers allocate the goods or services for their own
consumption or capital formation and values also have to
be estimated for them.

Thus, estimates and imputations are needed in order to be
able to record in the accounts productive activities whose
outputs are not disposed of in monetary transactions with
other units. Such estimates and imputations should not be
interpreted as introducing hypothetical activities or flows of
goods and services into the SNA. Their purpose is the
opposite, namely, to capture in the accounts major flows of
goods and services actually taking place in the economy
that would otherwise be omitted. In order to obtain
comprehensive measures, values have to be estimated for
all outputs of goods and services that are not sold but
disposed of in other ways.

In practice the SNA does not record all outputs, however,
because domestic and personal services produced and
consumed by members of the same household are omitted.
Subject to this one major exception, GDP is intended to be
a comprehensive measure of the total gross value added
produced by all resident institutional units. GDP is
confined to outputs produced by economic activities that
are capable of being provided by one unit to another. Not
all activities that require the expenditure of time and effort
by persons are productive in an economic sense, for
example, activities such as eating, drinking or sleeping
cannot be produced by one person for the benefit of
another.

The production boundary

The activity of production is fundamental. In the SNA,
production is understood to be a physical process, carried
out under the responsibility, control and management of an
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institutional unit, in which labour and assets are used to
transform inputs of goods and services into outputs of other
goods and services. All goods and services produced as
outputs must be such that they can be sold on markets or at
least be capable of being provided by one unit to another,
with or without charge. The SNA includes within the
production boundary all production actually destined for
the market, whether for sale or barter. It also includes all
goods or services provided free to individual households or
collectively to the community by government units or
NPISHs.

Household production

The main problem for defining the range of activities
recorded in the production accounts of the SNA is to decide
upon the treatment of activities that produce goods or
services that could have been supplied to others on the
market but are actually retained by their producers for their
own use. These cover a very wide range of productive
activities, in particular:

a. The production of agricultural goods by household
enterprises for own final consumption;

b. The production of other goods for own final use by
households: the construction of dwellings, the
production of foodstuffs and clothing, etc.;

c. The production of housing services for own final
consumption by owner occupiers;

d. The production of domestic and personal services for
consumption  within the same household: the
preparation of meals, care and training of children,
cleaning, repairs, etc.

All of these activities are productive in an economic sense.
However, inclusion in the SNA is not simply a matter of
estimating monetary values for the outputs of these
activities. If values are assigned to the outputs, values have
also to be assigned to the incomes generated by their
production and to the consumption of the output. It is clear
that the economic significance of these flows is very
different from that of monetary flows. For example, the
incomes generated are automatically tied to the
consumption of the goods and services produced; they have
little relevance for the analysis of inflation or deflation or
other disequilibria within the economy. The inclusion of
large non-monetary flows of this kind in the accounts
together with monetary flows can obscure what is
happening on markets and reduce the analytic usefulness of
the data.

The SNA is designed to meet a wide range of analytical and
policy needs. A balance has to be struck between the desire
for the accounts to be as comprehensive as possible and the
need to prevent flows used for the analysis of market
behaviour and disequilibria from being swamped by non-
monetary values. The SNA therefore includes all
production of goods for own use within its production
boundary, as the decision whether goods are to be sold or
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retained for own use can be made even after they have been
produced, but it excludes all production of services for own
final consumption within households (except for the
services produced by employing paid domestic staff and the
own-account production of housing services by owner-
occupiers). The services are excluded because the decision
to consume them within the household is made even before
the service is provided. The location of the production
boundary in the SNA is a compromise, but a deliberate one
that takes account of the needs of most users. In this context
it may be noted that in labour force statistics economically
active persons are defined as those engaged in productive
activities as defined in the SNA. If the production boundary
were extended to include the production of personal and
domestic services by members of households for their own
final consumption, all persons engaged in such activities
would become self-employed, making unemployment
virtually impossible by definition. This illustrates the need
to confine the production boundary in the SNA and other
related statistical systems to market activities or fairly close
substitutes for market activities.

Other production boundary problems

Certain natural processes may or may not be counted as
production depending upon the circumstances in which
they occur. A necessary condition for an activity to be
treated as productive is that it must be carried out under the
instigation, control and responsibility of some institutional
unit that exercises ownership rights over whatever is
produced. For example, the natural growth of stocks of fish
in the high seas not subject to international quotas is not
counted as production: the process is not managed by any
institutional unit and the fish do not belong to any
institutional unit. On the other hand, the growth of fish in
fish farms is treated as a process of production in much the
same way that rearing livestock is a process of production.
Similarly, the natural growth of wild, uncultivated forests
or wild fruits or berries is not counted as production,
whereas the cultivation of crop-bearing trees, or trees
grown for timber or other uses, is counted in the same way
as the growing of annual crops. However, the deliberate
felling of trees in wild forests, and the gathering of wild
fruit or berries, and also firewood, counts as production.
Similarly, rainfall and the flow of water down natural
watercourses are not processes of production, whereas
storing water in reservoirs or dams and the piping, or
carrying, of water from one location to another all
constitute production.

These examples show that many activities or processes that
may be of benefit to institutional units, both as producers
and consumers, are not processes of production in an
economic sense. Rainfall may be vital to the agricultural
production of a country but it is not a process of production
whose output can be included in GDP.

The consumption boundary

The coverage of production in the SNA has ramifications
that extend considerably beyond the production account
itself. The boundary of production determines the amount
of value added recorded and hence the total amount of
income generated by production. The range of goods and
services that are included in household final consumption
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expenditures, and actual consumption, is similarly
governed by the production boundary. For example, these
expenditures include the estimated values of the
agricultural products consumed by households that they
have produced themselves and also the values of the
housing services consumed by owner occupiers, but not the
values of “do-it-yourself” repairs and maintenance to
vehicles or household durables, the cleaning of dwellings,
the care and training of children, or similar domestic or
personal services produced for own final consumption.
Only the expenditures on goods utilized for these purposes,
such as cleaning materials, are included in household final
consumption expenditures.

The asset boundary

Balance sheets are compiled for institutional units, or
sectors, and record the values of the assets they own or the
liabilities they have incurred. Assets as defined in the SNA
are entities that must be owned by some unit, or units, and
from which economic benefits are derived by their
owner(s) by holding or using them over a period of time.
Financial assets and fixed assets, such as machinery,
equipment and structures which have themselves been
produced as outputs in the past, are clearly covered by this
definition. However, the ownership criterion is important
for determining which natural resources are treated as
assets in the SNA. Natural resources such as land, mineral
deposits, fuel reserves, uncultivated forests or other
vegetation and wild animals are included in the balance
sheets provided that institutional units are exercising
effective ownership rights over them, that is, are actually in
a position to be able to benefit from them. Assets need not
be privately owned and could be owned by government
units exercising ownership rights on behalf of entire
communities. Thus, many environmental assets are
included within the SNA. Resources such as the
atmosphere or high seas, over which no ownership rights
can be exercised, or mineral or fuel deposits that have not
been discovered or that are unworkable, are not included as
they are not capable of bringing any benefits to their
owners, given the technology and relative prices existing at
the time.

Changes in the values of natural resources owned by
institutional units between one balance sheet and the next
are recorded in the accumulation accounts of the SNA. For
example, the depletion of a natural resource as a result of its
use in production is recorded in the other changes in
volume of assets account, together with losses of fixed
assets due to their destruction by natural disasters (floods,
earthquakes, etc.). Conversely, when deposits or reserves of
minerals or fuels are discovered or previously unworkable
deposits become workable, their appearance is recorded in
this account and they enter the balance sheets in this way.

National boundaries

The accounts of the SNA are compiled for resident
institutional units grouped into institutional sectors and
subsectors. The concept of residence is the same as that
used in the Balance of Payments and International
Investment Position Manual, Sixth Edition (International
Monetary Fund (IMF), 2008), known as BPM6. An
institutional unit is said to be resident within the economic
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territory of a country when it maintains a centre of
predominant economic interest in that territory, that is,
when it engages, or intends to engage, in economic
activities or transactions on a significant scale either
indefinitely or over a long period of time, usually
interpreted as one year.

The GDP of a country, viewed as an aggregate measure of
production, is equal to the sum of the gross value added of
all resident institutional units engaged in production (plus
any taxes, and minus any subsidies, on products not
included in the value of their outputs). This is not exactly
the same as the sum of the gross value added of all
productive activities taking place within the geographical
boundaries of the national economy. Some of the
production of a resident institutional unit may take place
abroad, for example, the installation of some exported
machinery or equipment or a consultancy project
undertaken by a team of expert advisers working
temporarily abroad. Conversely, some of the production
taking place within a country may be attributable to non-
resident institutional units.

When GDP is derived from the expenditure side, allowance
has also to be made for goods and services produced by
non-residents but consumed by residents as well as for
goods and services produced by residents but consumed
abroad. For the SNA to be comprehensive in coverage, all
transactions with the rest of the world have to be identified
so their impact on measures relating to the resident
economy is properly accounted for. The complete set of
transactions with the rest of the world in the SNA matches
exactly the set of transactions captured in the balance of
payments.

Final consumption, intermediate
consumption and gross fixed capital
formation

The contents of the accounts are determined not only by the
conceptual framework, definitions and classifications of the
SNA but also by the ways in which they are interpreted and
implemented in practice. No matter how simple and precise
concepts and classifications may appear in principle, there
are inevitably difficult borderline cases which cannot easily
be fitted into predetermined categories. These points may
be illustrated by considering a fundamental distinction in
economics and in the SNA, namely, the distinction between
consumption and gross fixed capital formation (or gross
fixed investment, as it is often described in other contexts).

Before considering the difference between consumption
and investment, though, it is necessary to look more closely
at the nature of consumption. Consumption is an activity in
which institutional units use up goods or services, but there
are two quite different kinds of consumption. Intermediate
consumption consists of goods and services used up in the
course of production within the accounting period. Final
consumption consists of goods and services used by
individual households or the community to satisfy their
individual or collective needs or wants. The activity of
gross fixed capital formation, like intermediate
consumption, is restricted to institutional units in their
capacity as producers, being defined as the value of their
acquisitions less disposals of fixed assets. Fixed assets are
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produced assets (such as machinery, equipment, buildings
or other structures) that are used repeatedly or continuously
in production over several accounting periods (more than
one year). The distinction between intermediate
consumption and gross capital formation depends on
whether the goods and services involved are completely
used up in the accounting period or not. If they are, the use
of them is a current transaction recorded as intermediate
consumption; if not it is an accumulation transaction
recorded in the capital account.

The general nature and purpose of the distinction between
gross fixed capital formation and consumption, whether
intermediate or final, is clear. The distinction is
fundamental for economic analysis and policymaking.
Nevertheless, the borderline between consumption and
gross fixed capital formation is not always easy to
determine in practice. Certain activities contain some
elements that appear to be consumption and at the same
time others that appear to be capital formation. In order to
try to ensure that the SNA is implemented in a uniform
way, decisions have to be taken about the ways in which
certain difficult, even controversial, items are to be
classified. Two examples are given below.

Human capital

It is often proposed that expenditures on staff training and
education should be classified as gross fixed capital
formation as a form of investment in human capital. The
acquisition of knowledge, skills and qualifications
increases the productive potential of the individuals
concerned and is a source of future economic benefit to
them. However, while knowledge, skills and qualifications
are clearly assets in a broad sense of the term, they cannot
be equated with fixed assets as understood in the SNA.
They are acquired through learning, studying and
practising, activities that cannot be undertaken by anyone
else on behalf of the student and thus the acquisition of
knowledge is not a process of production even though the
instruction conveyed by education services is. The
education services produced by schools, colleges,
universities, etc. are thus treated as being consumed by
students in the process of their acquiring knowledge and
skills. This type of education is treated as final
consumption. When training is given by an employer to
enhance the effectiveness of staff, the costs are treated as
intermediate consumption.

This treatment of education costs is consistent with the
production and asset boundaries of the SNA but not all
users of the SNA find it satisfactory in all instances.
However, as explained below, the SNA is such that users
are encouraged to explore alternative conventions in the
form of satellite accounts, described in chapter 29. An
alternative treatment for the recording of human capital is
one such application.

Repairs, maintenance and gross fixed capital
formation

Another, less familiar, example of the intrinsic difficulty of
trying to draw a dichotomy between consumption and gross
fixed capital formation is provided by repairs and
maintenance. Ordinary maintenance and repairs undertaken
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by enterprises to keep fixed assets in good working order
are treated as intermediate consumption. However, major
improvements, additions or extensions to fixed assets, both
machinery and structures, which improve their
performance, increase their capacity or prolong their
expected working lives count as gross fixed capital
formation. In practice it is not easy to draw the line between
ordinary repairs and major improvements, although the
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SNA provides certain recommendations for this purpose.
Some analysts, however, consider that the distinction
between ordinary repairs and maintenance and major
improvements and additions is neither operational nor
defensible and would favour a more “gross” method of
recording in which all such activities are treated as gross
fixed capital formation.

The SNA as a coordinating framework for statistics

Harmonization between different statistical
systems

The SNA has a very important statistical function by
serving as a coordinating framework for economic statistics
in two different senses. In the first place, the SNA is seen as
the conceptual framework for ensuring the consistency of
the definitions and classifications used in different, but
related, fields of statistics. Secondly, the SNA acts as an
accounting framework to ensure the numerical consistency
of data drawn from different sources, such as industrial
inquiries, household surveys, merchandise trade statistics,
VAT returns and other administrative sources.

Consistency between different statistical systems enhances
the analytical usefulness of all the statistics involved. The
SNA has always occupied a central position in economic
statistics because the data from more specialized systems,
such as balance of payments or labour force statistics,
typically have to be used in conjunction with national
accounts data. The need for harmonization of the SNA and
related statistical systems, such as financial statistics or
balance of payments statistics, leads to the practice of
revising other statistical systems in parallel with, and in
close collaboration with, that of the SNA. This
coordination eliminates conceptual differences between
them other than a few exceptions that can be specifically
justified in terms of the special characteristics of different
kinds of data, or the special requirements of different kinds
of users. Harmonization between the SNA and other major
systems has proved to be largely successful and has been
achieved by making changes to the SNA as well as to the
other systems.

The use of microdata for macroeconomic
accounting

The sequence of accounts and balance sheets of the SNA
could, in principle, be compiled at any level of aggregation,
even that of an individual institutional unit. It might
therefore appear desirable if the macroeconomic accounts
for sectors or the total economy could be obtained directly
by aggregating corresponding data for individual units.
There would be considerable analytical advantages in
having microdatabases that are fully compatible with the
corresponding macroeconomic accounts for sectors or the
total economy. Data in the form of aggregates, or averages,
often conceal a great deal of useful information about
changes occurring within the populations to which they
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relate. For example, economic theory indicates that changes
in the pattern of the distribution of income may be expected
to have an impact on aggregate consumption over and
above that due to changes in the aggregate level of income.
Information relating to individual units may be needed not
only to obtain a better understanding of the working of the
economy but also to monitor the impact of government
policies, or other events, on selected types of units about
which there may be special concern, such as households
with very low incomes. Microdata sets also make it
possible to follow the behaviour of individual units over
time. Given the continuing improvements in computers and
communications, the management and analysis of very
large microdatabases is becoming progressively easier.
Data can be derived from a variety of different sources,
such as administrative and business records, as well as
specially conducted censuses and surveys.

In practice, however, macroeconomic accounts can seldom
be built up by simply aggregating the relevant microdata.
Even when individual institutional units keep accounts or
records, the concepts that are needed or appropriate at a
micro level may not be suitable at a macro level. Individual
units may be obliged to use concepts designed for other
purposes, such as taxation. The accounting conventions and
valuation methods used at a micro level typically differ
from those required by the SNA. For example, the
widespread use of historic cost accounting means that the
accounts of individual enterprises may differ significantly
from those used in the SNA. Depreciation as calculated for
tax purposes may be quite arbitrary and unacceptable from
an economic viewpoint as a measure of consumption of
fixed capital. In such situations, it is impractical to try to
adjust the individual accounts of thousands of enterprises
before aggregating them. Instead the data are adjusted after
they have been aggregated to some extent. Of course, the
data do not have to be aggregated to the level of the total
economy, or even complete sectors or industries, before
being adjusted and it is likely to be more efficient to make
the adjustments for smaller and more homogenous groups
of units. This may involve compiling so-called intermediate
systems of accounts. At whatever level of aggregation the
adjustments are made, the inevitable consequence is to
make the resulting macrodata no longer equivalent to
simple aggregations of the microdata from which they are
derived. When the microdata are not derived from business
accounts or administrative records but from censuses or
surveys designed for statistical purposes, the concepts used
should be closer to those required, but the results may still
require adjustment at a macro level because of incomplete
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coverage (the surveys being confined to enterprises above a
certain size, for example) and bias from response errors.

Most households are unlikely to keep accounts of the kind
needed by the SNA. Microdata for households are typically
derived from sample surveys that may be subject to
significant response and reporting errors. It may be
particularly difficult to obtain reliable and meaningful data
about the activities of small unincorporated enterprises
owned by households. Aggregates based on household
surveys have to be adjusted for certain typical biases, such
as the underreporting of certain types of expenditure (on
tobacco, alcoholic drink, gambling, etc.) and also to make

Links with business accounting

The accounting rules and procedures used in the SNA are
based on those long used in business accounting. The
traditional double-entry bookkeeping principle, whereby a
transaction gives rise to a pair of matching debit and credit
entries within the accounts of each of the two parties to the
transaction, is a basic axiom of economic or national
accounting. For example, recording the sale of output
requires not only an entry in the production account of the
seller but also an entry of equal value, often described as
the counterpart, in the seller’s financial account to record
the cash, or short-term financial credit, received in
exchange for the output sold. As two matching entries are
also needed for the buyer, the transaction must give rise to
four simultaneous entries of equal value in a system of
macroeconomic accounts covering both the seller and the
buyer. In general, a transaction between two different
institutional units always requires four equal, simultaneous
entries in the accounts of the SNA (that is, quadruple entry
accounting) even if the transaction is a transfer and not an
exchange and even if no money changes hands. These
multiple entries enable the economic interactions between
different institutional units and sectors to be recorded and
analysed. However, transactions within a single unit (such
as the consumption of output by the same unit that
produced it) require only two entries whose values have to
be estimated.

The design and structure of the SNA draws heavily on
economic theory and principles as well as business
accounting practices. Basic concepts such as production,
consumption and capital formation are meant to be rooted
in economic theory. When business accounting practices
conflict with economic principles, priority is given to the
latter, as the SNA is designed primarily for purposes of
economic analysis and policymaking. The difference
between business accounting and economic theory can be
illustrated by the concept of cost of production used in the
SNA.

Business accounts commonly (but not invariably) record
costs on an historic basis, partly to ensure that they are
completely objective. Historic cost accounting requires
goods or assets used in production to be valued by the
expenditures actually incurred to acquire those goods or
assets, however far back in the past those expenditures took
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them consistent with macrodata from other sources, such as
imports. The systematic exploitation of microdata may also
be restricted by the increasing concerns about
confidentiality and possible misuse of such databases.

It may be concluded therefore that, for various reasons, it
may be difficult, if not impossible, to achieve
microdatabases and macroeconomic accounts that are fully
compatible with each other in practice. Nevertheless, as a
general objective, the concepts, definitions and
classifications used in economic accounting should, so far
as possible, be the same at both a micro and macro level to
facilitate the interface between the two kinds of data.

place. In the SNA, however, the concept of opportunity
cost as defined in economics is employed. In other words,
the cost of using, or using up, some existing asset or good
in one particular process of production is measured by the
amount of the benefits that could have been secured by
using the asset or good in alternative ways. Opportunity
cost is calculated with reference to the opportunities
foregone at the time the asset or resource is used, as distinct
from the costs incurred at some time in the past to acquire
the asset. The best practical approximation to opportunity
cost accounting is current cost accounting, whereby assets
and goods used in production are valued at their actual or
estimated current market prices at the time the production
takes place. Current cost accounting is sometimes
described as replacement cost accounting, although there
may be no intention of actually replacing the asset in
question after it has been used.

When there is persistent inflation, even at moderate levels,
the use of historic costs tends to underestimate the
opportunity costs of production in an economic sense so
that historic cost profit may be much greater than the
operating surplus as defined in the SNA. Profits at historic
costs are liable to give very misleading signals as to the
profitability of the production processes to which they
relate by systematically undervaluing inputs compared with
outputs. They can lead to mistaken decisions at both a
microeconomic and macroeconomic level.

Current cost accounting has ramifications that permeate the
entire SNA. It affects all the accounts and balance sheets
and their balancing items. A fundamental principle
underlying the measurement of gross value added, and
hence GDP, is that output and intermediate consumption
must be valued at the prices current at the time the
production takes place. This implies that goods withdrawn
from inventories must be valued at the prices prevailing at
the times the goods are withdrawn and not at the prices at
which they entered inventories. This method of recording
changes in inventories is not commonly used in business
accounting, however, and may sometimes give very
different results, especially when inventory levels fluctuate
while prices are rising. Similarly, consumption of fixed
capital in the SNA is calculated on the basis of the
estimated opportunity costs of using the assets at the time
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they are used, as distinct from the prices at which the assets
were acquired. Even when the fixed assets used up are not
actually replaced, the amount of consumption of fixed
capital charged as a cost of production should be sufficient
to enable the assets to be replaced, if desired. When there is
persistent inflation, the value of consumption of fixed
capital is liable to be much greater than depreciation at
historic costs, even if the same assumptions are made in the
SNA and in business accounts about the service lives of the
assets and their rates of wear and tear and obsolescence. To
avoid confusion, the term “consumption of fixed capital” is
used in the SNA to distinguish it from “depreciation” as
typically measured in business accounts.

A difference between the SNA and commercial accounting
is that the term “profits” is not used to describe a balancing
item in the SNA. The item entrepreneurial income is a close
approximation to before tax profits and disposable income
to after tax profits. The use of the term disposable income
comes from the fact that the corresponding item for the
household sector represents the maximum amount available
to a household for purposes of consumption after
maintaining its net worth intact, that is the current value of
its assets minus the current value of its liabilities. For

Expanding the scope of the SNA

The SNA is designed to be sufficiently comprehensive that
individual countries, whatever their economic structures,
institutional arrangements or level of development, can
select from within it those parts of the SNA that are
considered to be most relevant and useful to implement in
the light of their own needs and capabilities. The SNA is
meant to be implemented in a flexible manner and the
accounts and tables, classifications and sectoring presented
in this volume should not be regarded as fixed. For
example, classifications of institutional units, transactions
and assets may be implemented flexibly by introducing
further aggregation or disaggregation in order to adapt them
to the data availability and special circumstances of
different countries. The flexible use of classifications does
not change the basic concepts and definitions of the SNA.

In some cases, the SNA explicitly insists on flexibility. For
example, two alternative methods of subsectoring the
general government sector are proposed in chapter 4
without either being assigned priority. Similarly, although
the SNA suggests subsectoring the households sector on
the basis of the household’s principal source of income, it
stresses that this is only one possible criterion for
subsectoring. In some cases, it may be more appropriate to
subsector on the basis of socio-economic criteria or the
type of area in which the household is located or, indeed, to
carry the disaggregation of the households sector further by
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corporations, since they do not have final consumption, this
is the amount available for investment.

Unlike commercial accounting, the SNA excludes from the
calculation of income any assets received or disposed of as
a result of capital transfers that merely redistribute wealth
between different units, and also any assets received or
disposed of as a result of events not connected with
production, such as earthquakes or other natural disasters,
or acts of war. Real holding gains or losses on assets or
liabilities due to changes in their relative prices are also
excluded from income generated by production.

International accounting standards

A feature of the 2008 update of the SNA is recognition of
the increasing use of international accounting standards by
corporations and in the public sector. Subsequent chapters
make reference to International Accounting Standards
Board (IASB) and the International Public Sector
Accounting Standards Board (IPSASB) norms. In several
cases, notably on pension liabilities and intangible assets,
the feasibility of including certain items in the SNA is
dependent on the application of the international
accounting standards.

using two or more criteria together in a hierarchical
manner.

Ways in which the SNA may be adapted to meet differing
circumstances and needs are addressed in chapters 18 to 29.
Chapter 29 shows how flexibility may be taken a stage
further by developing satellite accounts that are closely
linked to the main SNA but are not bound to employ
exactly the same concepts or restricted to data expressed in
monetary terms. Satellite accounts are intended for special
purposes such as monitoring the community’s health or the
state of environment. They may also be used to explore
new methodologies and to work out new accounting
procedures that, when fully developed and accepted, may
become absorbed into the main SNA in the course of time,
in the way that input-output analysis, for example, has been
integrated into the SNA.

Another way in which the SNA may be implemented
flexibly is by rearranging the data in the accounts in the
form of a social accounting matrix in order better to serve
particular analytical and policy needs. Such matrices
should not be construed as constituting different systems
but as alternative ways of presenting the mass of
information contained in the SNA which some users and
analysts find more informative and powerful for both
monitoring and modelling social and economic
development.

11
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The SNA and measures of welfare

GDP is often taken as a measure of welfare, but the SNA
makes no claim that this is so and indeed there are several
conventions in the SNA that argue against the welfare
interpretation of the accounts. The implications of some of
these conventions are outlined briefly in this section.

Qualifications to treating expenditure as a
welfare measure

In a market economy, the prices used to value different
goods and services should reflect not only their relative
costs of production but also the relative benefits or utilities
to be derived from using them for production or
consumption. This establishes the link between changes in
aggregate production and consumption and changes in
welfare. However, changes in the volume of consumption,
for example, are not the same as changes in welfare. It is
widely accepted that, other things being equal, increased
expenditure on goods and services leads to increased
welfare. The increase in welfare may not, however, be
proportionate to the increase in expenditure. Nor is the unit
incurring the expenditure necessarily the one that benefits
from an increase in welfare. The SNA makes a distinction
between actual consumption, showing the amount of goods
and services actually consumed, and consumption
expenditure. Household actual consumption is greater than
consumption expenditure because it includes expenditures
incurred by general government and NPISHs on behalf of
individual households.

An increase in consumption of food by someone living in
extreme poverty is likely to lead to a greater increase in
welfare than a similar increase in consumption by someone
already well-fed. The SNA however, cannot distinguish
this because although the rules allow distinguishing which
unit incurs the expenditure as opposed to which unit
consumes the food, the valuation basis in the SNA is the
price paid for the food with no adjustment for the
qualitative benefits derived from its consumption. The most
that can be claimed for treating expenditure as a measure of
welfare is that it may be a reasonable lower bound on the
level of welfare engendered by the expenditure.

Unpaid services and welfare

The production boundary of the SNA is such that the
services produced and consumed by households are not
included except for the imputed rental of owner-occupied
dwellings and the payments made to domestic staff.
Similarly, no estimate is included in the SNA for the labour
services of individuals provided without cost to non-profit
institutions. In both these cases, the contribution of time
increases the welfare of other individuals in the
community. The exclusion of these services from the
production boundary is not a denial of the welfare
properties of the services but a recognition that their
inclusion would detract from rather than add to the
usefulness of the SNA for the primary purposes for which it
is designed, that is economic analysis, decision-taking and
policymaking.
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The impact of external events on welfare

The level of an individual’s and a nation’s welfare may be
affected by a wide range of factors that are not economic in
origin. Consider the effects of an exceptionally severe
winter combined with an influenza epidemic. Other things
being equal, the production and consumption of a number
of goods and services may be expected to rise in response
to extra demands created by the cold and the epidemic; the
production and consumption of fuels, clothing and medical
services will tend to increase. As compared with the
previous year, people may consider themselves to be worse
off overall because of the exceptionally bad weather and
the epidemic, notwithstanding the fact that production and
consumption may have increased in response to the
additional demand for heating and health services. Total
welfare could fall even though GDP could increase in
volume terms.

This kind of situation does not mean that welfare cannot be
expected to increase as GDP increases, other things being
equal. Given the occurrence of the cold and the epidemic,
the community presumably finds itself much better off with
the extra production and consumption of heating and health
services than without them. There may even be a general
tendency for production to rise to remedy the harmful
effects of events that reduce people’s welfare in a broad
sense. For example, production may be expected to
increase in order to repair the damage caused by such
natural disasters as earthquakes, hurricanes and floods.
Given that the disaster has occurred, the extra production
presumably increases welfare. However the question
remains how changes in welfare should be measured over
time; a community that has suffered a natural disaster will
have a higher level of welfare if damage is repaired than if
it is not, but how does this new level of welfare compare to
the situation in the absence of the disaster?

The impact of externalities on welfare

Some production activities cause a loss in welfare that is
not captured in the SNA. A factory, for example, may
generate noise and emit pollutants into the air or nearby
water systems to the extent of causing a loss of amenity and
thus a loss of welfare to individuals living nearby. As long
as there is no financial penalty to the factory, the
consequences go unmeasured in the SNA. If, in response to
government legislation or otherwise, the factory incurs
expenditures that reduce the noise or quantity of pollutants
emitted, costs will rise and so will welfare but again the
match is not necessarily one to one and the level of welfare
after the ameliorations may still be lower than it might be if
the factory simply closed down.

Environmental externalities are a major cause of concern
both as regards measuring welfare and indeed economic
growth itself. In response to these concerns, a satellite
account of the SNA has been developed and is being
refined to try to answer such questions.
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Non-economic impacts on welfare

An individual’s state of well-being, or welfare, is not
determined by economic factors alone. Personal and family
circumstances, quality of health, the satisfaction of lack of
it derived from employment are just some other factors that
affect welfare. It is difficult to imagine an objective way in
which factors such as these could be quantified and more
difficult to imagine the usefulness of including them in a
system designed primarily to facilitate economic analysis
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Welfare indicators and macroeconomic
aggregates

Welfare is a wide-ranging concept with many different
facets. Some of these may be captured reasonably well by
one or more of the key aggregates of the SNA. Others may
be captured by using the basic structure of the SNA and
expanding it in certain directions, perhaps by including
unpaid services and the effects of environmental damage,
for example. Yet other aspects are likely to remain forever
outside the reach of a system not designed with the
measurement of welfare as a prime consideration. It would
be foolish to deny this just as it is unrealistic to expect a
system of economic accounts to necessarily and
automatically yield a wholly satisfactory measure of
welfare.
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Chapter 2. Overview

Introduction

This chapter provides an overview of the accounting
framework of the SNA and in doing so gives an overview
of most of the following chapters also.

a. It introduces the conceptual elements that form the
building blocks of the accounting system and the rules
of accounting to be followed. They are further
elaborated in section B and C and in their full detail in
chapters 3, 4 and 5.

b. It describes the standard view of the central framework
of main accounting structure. Each account is
introduced with a description of the nature of the
account and an insight into the sort of analysis the
account can yield. The accounts are described in
section D and then in chapters 6 to 17.

c. Thereafter, the chapter shows some of the ways in
which the central framework may be applied flexibly,
depending on specific country requirements. In
particular satellite accounts are introduced. These
extensions and applications of the SNA are described
briefly in section E and in chapters 18 to 29.

As explained in chapter 1, the central framework describes
the essential phenomena which constitute economic
behaviour: production, consumption, accumulation and the
associated concepts of income and wealth. The SNA aims
to provide a representation of this set of phenomena and
their interrelations that is simplified to aid comprehension
but still covers all important considerations. To achieve
this, the central framework must satisfy two conditions; it
must be integrated and consistent.

To be integrated, the same concepts, definitions and
classifications must be applied to all accounts and sub-
accounts. For example, once it is decided dwellings are
treated as assets, all dwellings must give rise to housing
services that are included within the production boundary,
regardless of whether the dwellings are occupied by the
owners or are rented on the market. Equally, all give rise to
income that must be treated in the same way in the SNA,
regardless of the relationship between the owner and the
occupier.

To be consistent, each economic flow or stock level
appearing in the SNA must be measured identically for the
parties involved. This consistency is achieved by applying
throughout the SNA the same concepts and definitions and
also by using a single set of accounting rules for all entries
in the SNA. In practice, the actual data coming from the

2.5

2.6

2.7

accounts or statistics provided by elementary units will not
be fully consistent for various reasons and so achieving the
consistency required by the SNA requires a large amount of
additional work.

Analysing flows and stocks

Basically, the purpose of a system of national accounts is to
record economic flows and stocks. Economic flows can be
thought of in various ways. Consider the question “Who
does what?” “Who” refers to the economic agent engaged
in doing something, the operator. “What” is connected with
the kind of action this agent is undertaking. In a few cases,
the answer to this simple question provides a good
preliminary characterization of an economic flow.
However, in general the question is too simple to provide
even a rough economic description of a specific flow. Take
the example of somebody buying a loaf of bread. In order
to characterize the flow, it is necessary to consider from
whom this loaf of bread is bought (a baker or a
supermarket) and what is given in exchange (a coin or a
note). So the starting question is transformed into “Who
does what with whom in exchange for what?” This rather
simple flow involves two operators (a buyer, a seller), two
main actions (a purchase, a sale), two secondary actions (a
payment, a receipt) and two objects (bread, a coin or a
note). Again, a complete description would require more
information, at least the weight, kind and price of the bread.

The picture in the real world is still more complicated.
Before this flow occurred, the seller had a certain quantity
of bread in his shop; afterwards he has less bread but more
money. The buyer had a certain amount of money, now he
has less money but some bread (before eating it). So the
flow between them has changed their initial situations. This
means that flows cannot be looked at in isolation; the
situations before and after a flow occurs need to be
considered. At those two points in time, one must ask the
question “Who has what?” The baker not only has bread
and currency, he also has a house with the shop, baking
equipment, some flour, a deposit in a bank, a car, etc. In
other words, he has (he owns) a certain stock of objects.
The same is true for the buyer. In addition to what they are
in themselves, flows modify stocks. Flows and changes in
stocks are intrinsically connected. The previous question is
again transformed into “Who does what with whom in
exchange for what with what changes in stocks?”

However, the various ways of looking at this example have
not yet been exhausted. Before the baker can sell bread, he
has to bake it. He uses flour, water, electricity, baking
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equipment, etc. So, an additional question is “Who does
what by what means?” What he does can also be
characterized in two ways: his activity (to bake) and the
result of it (a product: bread). With respect to the buyer one
can ask “Why does he buy bread?”” The obvious purpose is
to eat, as food; however, it could be to give to a beggar, as
charity. This raises the question “Who does what for what
purpose?”

Adding all the questions together results in a rather
complex combination of simple links: “Who does what,
with whom, in exchange for what, by what means, for what
purpose, with what changes in stocks?” Answering these
questions for all economic flows and stocks and operators
in a given economy would provide an enormous amount of
information describing the complete network of economic
interrelations. However, it would require an enormous
amount of basic information, which is not always available
nor complete in that it may cover only certain aspects of the
complex chain of questions. Further, it is necessary to
organize the recording of economic flows and stocks in a
comprehensible way, as discussed in the next section.

Recording flows and stocks

Users’ needs set certain requirements for the accounting
framework. The first requirement is that it should provide a
picture of the economy, but the picture must be simplified
in order to be both comprehensible and manageable. The
second requirement is that it should faithfully represent
economic behaviour by covering all important aspects in a
balanced way without neglecting or giving too little
emphasis to some aspects or giving others too much
prominence. Finally, it should portray all significant
economic interrelations and the results of economic
activity. Although meeting these requirements is necessary,
they are somewhat contradictory. Achieving the right
balance between them is not easy. Too great a
simplification can lose sight of or neglect important aspects
of economic behaviour; too detailed a portrayal of reality
can overburden the picture and reduce insight; too much
sophistication can lower comprehension and mislead some
users; and so on.

To meet these requirements, the SNA uses a limited
number of basic categories to analyse and aggregate certain
aspects (Who? What? What purpose? What stocks?) of the
very numerous elementary flows. However, the SNA
simplifies the picture it gives of the economic interrelations
by not recording the “from-whom-to-whom?” question in a
fully systematic way; that is, it does not always depict the
network of flows between the various types of operators.
Consider three units, A, B and C, each of which makes
payments of the same type to the other two; they might be
three shopkeepers, for example, who sell different types of
goods. Suppose A buys 2 from B and 3 from C; B buys 6
from A and 1 from C; C buys 4 from each of A and B. A
full articulation of the flows could be captured in a three-
by-three table as follows:
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A B c Total pur-
chases
A 2 3 5
B 6 1 7
C 4 4 8
ol 5y 20
sales

Although only the purchases were specified, it follows that
the receipts of each unit are also available in the table. The
totals in the right-most column show the total purchases of
each of the three units and the bottommost row shows the
total receipts by each of the three units. The sum of each
must, obviously, be the same since each is the sum of all
entries within the table. Within the central framework, the
full detail of the flows from each of A, B and C to each of
the others is not generally shown; it is sufficient to show
only the totals in the right-most column and the
bottommaost row and know that these must balance.

In some presentations, particularly those using a matrix
format of presentation, some of these extra details may be
shown. Discussion of this appears in chapters 14, 28 and
29. Even in the central framework, the full detail may be
available. For example if in some case A, B and C do not
interact with one another but only with another unit G, as is
the case in the payment of taxes, then there are only four
entries to be shown; the payments by each of A, B and C
and the receipts by G.

Another case where the SNA introduces a simplification is
in terms of the “what in exchange for what?” question; that
is, it does not indicate, for example, the specific nature of
the financial counterpart (currency or deposit or short-term
loan, etc.) for the purchases of goods and services or the
payment of taxes.

The fact that the SNA is integrated, although articulated in
only two and not three dimensions, does not reduce its
consistency requirements. In effect, the purpose of the SNA
is to derive national accounts that are as consistent as they
would be if they were fully articulated; each economic flow
or stock should be measured identically for both parties
involved. The consistency in the SNA is achieved by
applying the same concepts and definitions throughout and
also by using a single strict set of accounting rules.
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The conceptual elements of the SNA

The SNA contains a number of conceptual elements that
determine the accounting framework of the SNA and
permit various aspects of the questions raised above to be
answered. These concepts are:

a. Institutional units and sectors (who?);
b. Transactions and other flows (what?);
c. Assets and liabilities (what stocks?);

d. Products and producing units (other aspects of who and
what?);

e. Purposes (why?).
They are presented in turn.

Institutional units and sectors

The fundamental units identified in the SNA are the
economic units that can engage in the full range of
transactions and are capable of owning assets and incurring
liabilities on their own behalf. These units are called
institutional units. Further, because they have legal
responsibility for their actions, institutional units are
centres of decision-making for all aspects of economic
behaviour. In practice, some institutional units are
controlled by others and thus in such cases autonomy of
decision is not total and may vary over time. Legally
independent holding of assets and liabilities and
autonomous behaviour do not always coincide. In the SNA,
preference is generally given to the first aspect because it
provides a better way to organize the collection and
presentation of statistics even if its usefulness is limited in
some cases.

Institutional sectors

The institutional units are grouped together to form
institutional sectors, on the basis of their principal
functions, behaviour and objectives:

a. Non-financial corporations are institutional units that
are principally engaged in the production of market
goods and non-financial services.

b. Financial corporations are institutional units that are
principally engaged in financial services including
financial intermediation.

c. General government consists of institutional units that,
in addition to fulfilling their political responsibilities
and their role of economic regulation, produce services
(and possibly goods) for individual or collective
consumption mainly on a non-market basis and
redistribute income and wealth.

d. Households are institutional units consisting of one
individual or a group of individuals. All physical
persons in the economy must belong to one and only
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one household. The principal functions of households
are to supply labour, to undertake final consumption
and, as entrepreneurs, to produce market goods and
non-financial (and possibly financial) services. The
entrepreneurial activities of a household consist of
unincorporated enterprises that remain within the
household except under certain specific conditions.

e. Non-profit institutions serving households (NPISHSs)
are legal entities that are principally engaged in the
production of non-market services for households or
the community at large and whose main resources are
voluntary contributions.

Each sector contains a number of subsectors distinguished
according to a hierarchical classification (described in
chapter 4). A subsector comprises entire institutional units,
and each institutional unit belongs to only one subsector
though alternative groupings are possible. The distinction
between public, national private and foreign controlled
corporations and between various socio-economic groups
of households is included in the SNA in order to respond to
policy concerns.

Delimitation of the total economy and the rest of
the world

The total economy is defined in terms of institutional units.
It consists of all the institutional units which are resident in
the economic territory of a country. The economic territory
of a country, although consisting essentially of the
geographical territory, does not coincide exactly; some
additions and subtractions are made (see chapter 26). The
concept of residence in the SNA is not based on nationality
or legal criteria. An institutional unit is said to be a resident
unit of a country when it has a centre of predominant
economic interest in the economic territory of that country;
that is, when it engages for an extended period (one year or
more being taken as a practical guideline) in economic
activities on this territory. The institutional sectors referred
to above include only resident units.

Resident units engage in transactions with non-resident
units (that is, units that are residents of other economies).
These transactions are the external transactions of the
economy and are grouped in the account of the rest of the
world. Strictly speaking, the rest of the world is the account
of transactions occurring between resident and non-resident
units, but it may also be seen as the whole group of non-
resident units that enter into transactions with resident
units. In the accounting structure of the SNA, the rest of the
world plays a role similar to that of an institutional sector,
although non-resident units are included only in so far as
they are engaged in transactions with resident institutional
units.

Transactions and other flows

Institutional units fulfil various economic functions; that is,
they produce, consume, save, invest, etc. They may engage
in various types of production (agriculture, manufacturing,
etc.) as entrepreneurs, providers of labour or suppliers of
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capital. In all aspects of their economic functions and
activities, they undertake a great number of elementary
economic actions. These actions result in economic flows,
which, however they are characterized (wages, taxes, fixed
capital formation, etc.), create, transform, exchange,
transfer or extinguish economic value; they involve
changes in the volume, composition or value of an
institutional unit’s assets or liabilities. The economic value
may take the form of ownership rights on physical objects
(a loaf of bread, a dwelling) or intangible assets (a film
original) or of financial claims (liabilities being understood
as negative economic value). In all cases, economic value is
potentially usable to acquire goods or services, pay wages
or taxes, etc.

Most economic actions are undertaken by mutual
agreement between institutional units. They are either an
exchange of economic value or a voluntary transfer by one
unit to another of a certain amount of economic value
without a counterpart. These actions undertaken by mutual
agreement between two institutional units are called
transactions in the SNA. The SNA also treats certain
economic actions involving only a single institutional unit
as transactions. They are described as internal, or intra-unit,
transactions. For example, own-account fixed capital
formation is treated as a transaction between a unit in its
capacity as a producer with itself in its capacity as an
acquirer of fixed capital. Such transactions are similar in
nature to actions undertaken by mutual agreement by two
different institutional units.

However, not all economic flows are transactions. For
example, certain actions undertaken unilaterally by one
institutional unit have consequences on other institutional
units without the latter’s consent. The SNA records such
actions only to a limited extent, essentially when
governments or other institutional units take possession of
the assets of other institutional units, including non-resident
units, without full compensation. In fact, unilateral
economic actions bearing consequences, either positive or
negative, on other economic units (externalities) are much
broader but such externalities are not recorded in the SNA.
Human action may result in the transfer of natural assets to
economic activities and the subsequent transformation of
these assets. These phenomena are recorded in the SNA as
economic flows, bringing in economic value. Non-
economic phenomena, such as wars and natural disasters,
may destroy economic assets, and this extinction of
economic value must be accounted for. The value of
economic assets and liabilities may change during the time
they are held as stocks, as a consequence of changes in
prices. These and similar flows that are not transactions,
which are called other economic flows in the SNA, are
described in chapter 12.

Economic flows can be actual, observable flows or they can
be built up or estimated for analytical purposes. Certain
flows may be directly observed in value terms. This is the
case for monetary transactions between two institutional
units, such as a purchase or sale of a good or the payment of
a tax. Other two-unit flows are observable but cannot be
immediately valued. These flows include barter of goods
and services or education services consumed by students
and provided free of charge by government; a value in
money terms has to be attributed to them. Barter is an
example of a two-unit flow involving a “quid pro quo” that
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is, a flow in one direction is linked to a counterpart flow in
the opposite direction; a social assistance benefit in cash is
a two-unit flow that does not involve a quid pro quo.
Another kind of flow involves only one institutional unit.
Such flows may be physically observable, as in the case of
output for own-account consumption or capital formation,
or destruction by natural catastrophes. A value has to be
attributed to them (this may be fairly easy in certain cases,
such as when output is mostly sold). Other intra-unit, or
internal, flows may not be observable as such; accounting
entries are then constructed in order to measure economic
performance correctly. This is the case for the consumption
of fixed capital or the revaluation of assets and liabilities.
Certain inter-units flows, such as reinvested earnings on
foreign direct investment, are also accounting entries
created for analytical purposes. Finally, some observable
monetary transactions are not recorded as they are observed
in practice because they are of a composite nature (nominal
interest, total insurance premiums) or their legal nature
does not correspond to their economic one (financial
leasing). Consequently, for the SNA, they are split up into
various components and their classification and routing are
modified.

Although monetary transactions have a basic role in the
valuation of flows in the SNA, non-monetary transactions
are also significant. They include flows of goods and
services that take place between institutional units for
which values have to be estimated and also some flows that
are assumed to take place within units. The relative
importance of non-monetary transactions varies according
to the type of economy and the objectives pursued by the
accounting system. Although the volume of non-monetary
flows is generally greater for less developed economies
than for developed ones, even for the latter it is not
negligible.

Main types of transactions and other flows

Elementary transactions and other flows are very
numerous. They are grouped into a relatively small number
of types according to their nature. The main classification
of transactions and other flows in the SNA includes four
first-level types, with each subdivided according to a
hierarchical classification. It is designed to be used
systematically in the accounts and tables of the central
framework and cross-classified with institutional sectors,
industry and product, and purpose classifications. A full set
of transactions and their codes appear in annex 1.

Transactions in goods and services (products) describe the
origin (domestic output or imports) and use (intermediate
consumption, final consumption, capital formation or
exports) of goods and services. By definition, goods and
services in the SNA are always a result of production,
either domestically or abroad, in the current period or in a
previous one. The term products is thus a synonym for
goods and services.

Distributive transactions consist of transactions by which
the value added generated by production is distributed to
labour, capital and government and transactions involving
the redistribution of income and wealth (taxes on income
and wealth and other transfers). The SNA draws a
distinction between current and capital transfers, with the
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latter deemed to redistribute saving or wealth rather than
income. (This distinction is discussed in detail in chapter
8.)

Transactions in financial instruments (or financial
transactions) refer to the net acquisition of financial assets
or the net incurrence of liabilities for each type of financial
instrument. Such changes often occur as counterparts of
non-financial transactions. They also occur as transactions
involving only financial instruments. Transactions in
contingent assets and liabilities are not considered
transactions in the SNA (see chapter 11).

Other accumulation entries cover transactions and other
economic flows not previously taken into account that
change the quantity or value of assets and liabilities. They
include acquisitions less disposals of non-produced non-
financial assets, other economic flows of non-produced
assets, such as discovery or depletion of subsoil resources
or transfers of other natural resources to economic
activities, the effects of non-economic phenomena such as
natural disasters and political events (wars for example)
and finally, they include holding gains or losses, due to
changes in prices, and some minor items (see chapter 12).

Characteristics of transactions in the SNA

In order to provide more useful answers to the questions
raised in the analysis of flows, some transactions are not
recorded in the SNA as they might be directly observed.
The SNA often uses categories which are more closely
identified with an economic concept. For example, gross
fixed capital formation, a subcategory of transactions in
goods and services, is broader than the limited coverage
thought of as “purchases of fixed assets”. In order to be
closer to an economic concept, it covers the acquisition of
new and existing fixed assets, through purchases, barter
transactions or own-account capital formation, less the
disposal of existing assets, through sales or barter
transactions.

As the previous example shows, the SNA also often uses
categories which are compacted, that is, are the result of
combining a number of elementary transactions. The term
changes in inventories, for example, refers to the difference
between entries into and withdrawals from inventories and
recurrent losses. The same netting happens for transactions
in financial instruments. All transactions in an instrument
held as an asset (or as a liability) are grouped under the
heading of this instrument. The item “loans,” for example,
covers issuance of new loans, conversions, and
redemptions or cancellations of existing loans. Finally,
some categories of transactions in the SNA, such as
distributive transactions concerning interest and net non-
life insurance premiums, require an actual transaction to be
split into parts.

Assets and liabilities

Assets and liabilities are the components of the balance
sheets of the total economy and institutional sectors. In
contrast to the accounts that show economic flows, a
balance sheet shows the stocks of assets and liabilities held
at one point in time by each unit or sector or the economy
as a whole. Balance sheets are normally constructed at the
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start and end of an accounting period but they can in
principle be constructed at any point in time. However,
stocks result from the accumulation of prior transactions
and other flows, and they are modified by future
transactions and other flows. Thus stocks and flows are
closely related.

The coverage of assets is limited to those assets which are
subject to ownership rights and from which economic
benefits may be derived by their owners by holding them or
using them in an economic activity as defined in the SNA.
Consumer durables, human capital and those natural
resources that are not capable of bringing economic
benefits to their owners are outside the scope of assets in
the SNA.

The classification of assets distinguishes, at the first level,
financial and non-financial (produced and non-produced)
assets (see chapter 10). Most non-financial assets generally
serve two purposes. They are primarily objects usable in
economic activity and, at the same time, serve as stores of
value. Financial assets are necessarily and primarily stores
of value, although they may also fulfil other functions.

Products and producing units

Products

Goods and services, also called products, are the result of
production. They are exchanged and used for various
purposes; as inputs in the production of other goods and
services, as final consumption or for investment. The SNA
makes a conceptual distinction between market, own final
use and non-market goods and services, allowing in
principle any kind of good or service to be any of these
three types.

Producing units

Institutional units such as corporations may produce
various types of goods and services. These goods and
services result from processes of production which may
differ as regards materials and supplies consumed, kind of
equipment and labour employed and techniques used. In
other words, they may come from different production
activities. In order to study transactions in goods and
services in detail, the SNA uses the Central Product
Classification Version 2 (CPC) 2 (United Nations 2008b).

To study production and production functions in detail, it is
necessary to refer to more homogeneous units. The ideal
solution would be to be able to identify and observe units
that engaged in only one production activity. As it is also
necessary to give a picture of the distribution of production
in space, this unit should also be in a single location or
nearby sites. In practice, it is not always feasible to
distinguish units of production engaged in a single activity,
and for which the necessary data are available, inside
multiactivity units. Inevitably, therefore, some secondary
activities that cannot be separated are covered. For that
reason, for the detailed study of production, the SNA uses a
unit which, in addition to its principal activity, may cover
secondary activities. This unit is the establishment.
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Establishments that have the same principal activity are
grouped into industries according to the International
Standard Industrial Classification of All Economic
Activities Revision 4 (ISIC, Rev.4) (United Nations, 2008a).

Given the fundamental role played by the market in modern
economies, the SNA distinguishes, as an essential feature
of its structure, between establishments that are market
producers, producers for own final use and non-market
producers. Market establishments produce goods and
services mostly for sale at prices that are economically
significant. Producers for own final use produce goods and
services mostly for final consumption or fixed capital
formation by the owners of the enterprises in which they
are produced. Non-market establishments supply most of
the goods and services they produce without charge or at
prices that are not economically significant.

Rules of accounting

Introduction

Terminology for the two sides of the accounts

The SNA utilizes the term resources for transactions which
add to the amount of economic value of a unit or a sector.
For example, wages and salaries are a resource for the unit
or sector receiving them. Resources are by convention
shown on the right-hand side of the current accounts. The
left-hand side of the accounts, which includes transactions
that reduce the amount of economic value of a unit or
sector, is termed uses. To continue the example, wages and
salaries are a use for the unit or sector that must pay them.

Balance sheets are presented with liabilities and net worth
(the difference between assets and liabilities) on the right-
hand side and assets on the left-hand side. Comparing two
successive balance sheets gives changes in liabilities and
net worth and changes in assets.

The accumulation accounts and balance sheets being fully
integrated, the right-hand side of the accumulation accounts
is called changes in liabilities and net worth and their left-
hand side is called changes in assets. In the case of
transactions in financial instruments, the changes in
liabilities are often referred to as (net) incurrence of
liabilities and the changes in assets as (net) acquisition of
financial assets.

Change of ownership and the recording of
transactions in goods and services

A good may be held and be processed by a unit that does
not have title to the ownership of the good. One example is
a good given to a unit for repair. The activity of the repairer
is only the cost incurred to effect the repair and the cost of
the good being repaired does not feature in the accounts of
the repairer. This is obvious and uncontroversial for every
day types of repairs such as repairing shoes or a vehicle.
However, the same principle also applies when one unit
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There is a hierarchical relationship between institutional
units and establishments. An institutional unit contains one
or more entire establishment(s); an establishment belongs
to one and only one institutional unit.

Purposes

The concept of purpose, or function, relates to the type of
need a transaction or group of transactions aims to satisfy
or the kind of objective it pursues. Transactions are first
analysed in the SNA according to their nature. Then, for
certain sectors or kind of transactions, they are analysed
from the expenditure side, by purpose, answering the
earlier question “for what purpose?” Classification by
purpose is described in the context of the supply and use
tables in chapter 14.

processes goods on behalf of another unit. For example,
one unit may receive a set of components from another unit
and return the assembled product.

Within the SNA, a distinction is made between legal
ownership and economic ownership. The criterion for
recording the transfer of products from one unit to another
in the SNA is that the economic ownership of the product
changes from the first unit to the second. The legal owner is
the unit entitled in law to the benefits embodied in the value
of the product. A legal owner may, though, contract with
another unit for the latter to accept the risks and rewards of
using the product in production in return for an agreed
amount that has a smaller element of risk in it. Such an
example is when a bank legally owns a plane but allows an
airline to use it in return for an agreed sum. It is the airline
that then must take all the decisions about how often to fly
the plane, to where and at what cost to the passengers. The
airline is then said to be the economic owner of the plane
even though the bank remains the legal owner. In the
accounts, it is the airline and not the bank that is shown as
purchasing the plane. At the same time, a loan, equal in
value to payments due to the bank for the duration of the
agreement between them is imputed as being made by the
bank to the airline.

The same principle applies to goods sent abroad for
processing. If the processor is not concerned about how and
where and for how much the item he is assembling is sold,
the economic ownership remains with the legal owner.
Even though the goods may physically pass from one
country to another, they are not treated as imports and
exports because the economic ownership has not changed.

Within a large enterprise with several specialized
establishments, it is not immediately obvious whether a
delivery of goods from one establishment to another is to
be recorded or not. Since all the establishments have the
same ownership, the distinction between economic and
legal ownership needs refining. The criterion used is to
record a delivery when the receiving unit assumes the
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responsibility, in terms of economic risks and rewards, of
the items delivered. If the receiving unit does not accept
this responsibility, for example by returning the processed
items to the original sending unit, then it is only performing
a service on the items and they are not recorded as being
delivered from the first unit to the second.

Double entry or quadruple entry accounting

For a unit or sector, national accounting is based on the
principle of double entry, as in business accounting. Each
transaction must be recorded twice, once as a resource (or a
change in liabilities) and once as a use (or a change in
assets). The total of transactions recorded as resources or
changes in liabilities and the total of transactions recorded
as uses or changes in assets must be equal, thus permitting a
check of the consistency of the accounts. Economic flows
that are not transactions have their counterpart directly as
changes in net worth. This is shown in section D below
(and also in chapter 12, which describes the other changes
in the volume of assets account and the revaluation
account).

The implications of the double entry principle are easy to
grasp in a number of cases. A household’s purchase on
credit of a consumer good will appear as a use under final
consumption expenditure and as an incurrence of a liability
under loans. If this good is paid for in cash, however, the
picture is less simple. The counterpart of a use under final
consumption is now a negative acquisition of assets, under
currency and deposits. Other transactions are more
complicated. Output of goods is recorded as a resource in
the account of a producer, its counterpart among uses is
recorded as a positive change in inventories. When the
output is sold, there is a negative change in inventories, that
is, a negative acquisition of non-financial assets, balanced
by a positive acquisition of financial assets, for instance
under currency and deposits. In many instances, as
explained earlier, the difficulty of seeing how the double
entry principle applies is due to the fact that the categories
of transactions in the SNA are compacted.

In principle, the recording of the consequences of an action
as it affects all units and all sectors is based on a principle
of quadruple entry accounting, because most transactions
involve two institutional units. Each transaction of this type
must be recorded twice by each of the two transactors
involved. For example, a social benefit in cash paid by a
government unit to a household is recorded in the accounts
of government as a use under the relevant type of transfers
and a negative acquisition of assets under currency and
deposits; in the accounts of the household sector, it is
recorded as a resource under transfers and an acquisition of
assets under currency and deposits. The principle of
quadruple entry accounting applies even when the detailed
from-whom-to-whom relations between sectors are not
shown in the accounts. Correctly recording the four
transactions involved ensures full consistency in the
accounts.

As noted in the introduction, the data available to the
national accounts compiler may not in practice initially
satisfy the consistency requirements of the SNA. The
accounts of the nation are not kept in the same way as a
business unit or government, that is, by actually recording
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all flows occurring in a given period. They rely on accounts
of various units that are not always consistent, complete or
even available. For household accounts in particular, other
statistics such as those from household surveys have to be
used. Reconciling disparate data sources within the
consistency constraints imposed by the quadruple entry
accounting principle is fundamental to compiling a
complete set of accounts.

Time of recording

One implication of the quadruple entry accounting
principle is that transactions, or other flows, have to be
recorded at the same point of time in the various accounts
in question for both units involved. The same applies to
stocks of financial assets and liabilities.

The general principle in national accounting is that
transactions between institutional units have to be recorded
when claims and obligations arise, are transformed or are
cancelled. This time of recording is called an accrual basis.
Transactions internal to one institutional unit are
equivalently recorded when economic value is created,
transformed or extinguished. Generally speaking, all
transactions, however they are described, can always be
viewed as dealing with economic value.

One has thus to distinguish carefully between the point in
time at which a transaction and the corresponding cash
movement take place. Even when a transaction (a purchase
or sale of a good, for example) and the payment or receipt
are simultaneous, the two aspects exist. The purchaser
incurs a liability, the seller acquires a claim as a counterpart
of the delivery of the good. Then the liability and the claim
are cancelled by the payment. In most cases there is a delay
between the actual transaction and the corresponding
payment or receipt. In principle, national accounts record
actual transactions on an accrual basis, not on a cash basis.
Conceptually national accounts follow the same principle
as business accounting.

Although the principle is clear, its implementation is far
from simple. Institutional units do not always apply the
same rules. Even when they do, differences in actual
recording may occur for practical reasons such as delays in
communication. Consequently, transactions may be
recorded at different times by the transactors involved,
sometimes even in a different accounting period.
Discrepancies exist which national accounts must eliminate
by after-the-fact adjustments. In addition, because the time
at which a claim or liability arises is not always
unambiguous, further implementation problems arise. The
rules and conventions adopted in the SNA for particular
transactions are specified in subsequent chapters, in
particular in chapter 3.

Valuation

General principles

It also follows from the quadruple entry accounting
principle that a transaction must be recorded at the same
value through all the accounts of both sectors involved. The
same principle applies to assets and liabilities. It means that
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a financial asset and its liability counterpart have to be
recorded for the same amount in the creditor and the debtor
accounts.

Transactions are valued at the actual price agreed upon by
the transactors. Market prices are thus the basic reference
for valuation in the SNA. In the absence of market
transactions, valuation is made according to costs incurred
(for example, non-market services produced by
government) or by reference to market prices for analogous
goods or services (for example, services of owner-occupied
dwellings).

Assets and liabilities are recorded at current values at the
time to which the balance sheet relates, not at their original
valuation. Theoretically, national accounts are based on the
assumption that the values of assets and liabilities are
continuously uprated to current values, even if in fact up-
rating occurs only periodically. The appropriate valuation
basis for assets and liabilities is the value at which they
might be bought in markets at the time the valuation is
required. Ideally, values observed in markets or estimated
from observed market values should be used. When this is
not possible, current values may be approximated for
balance sheet valuation in two other ways, by accumulating
and revaluing transactions over time or by estimating the
discounted present value of future returns expected from a
given asset (see also chapter 13).

Internal transactions are valued at current values at the time
these transactions occur, not at the original valuation. These
internal transactions include entries into inventories,
withdrawals from inventories, intermediate consumption
and consumption of fixed capital.

Methods of valuation

Various methods exist of treating the effect of taxes on
products, subsidies and trade and transport margins on the
valuation of transactions on products (goods and services).

The preferred method of valuation of output is at basic
prices, although producers’ prices may be used when
valuation at basic prices is not feasible. The distinction is
related to the treatment of taxes and subsidies on products.
Basic prices are prices before taxes on products are added
and subsidies on products are subtracted. Producers’ prices
include, in addition to basic prices, taxes less subsidies on
products other than value added type taxes. Thus three
valuations of output may be encountered; at basic prices, at
producers’ prices in the absence of value added type taxes,
and at producers’ prices in the presence of value added type
taxes.

In the same set of accounts and tables, all transactions on
the uses of goods and services (such as final consumption,
intermediate consumption, capital formation) are valued at
purchasers’ prices. Purchasers’ prices are the amounts paid
by the purchasers, excluding the deductible part of value
added type taxes. Purchasers’ prices are the actual costs to
the users.

The various methods of valuing output, with intermediate
consumption always at purchasers’ prices, imply
consequences for the content and uses of value added (the
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difference between output and intermediate consumption)
by a producer, a sector or an industry. When output is
valued at basic prices, value added includes besides
primary incomes due to labour and capital, only taxes less
subsidies on production other than taxes less subsidies on
products; when output is valued at producers’ prices, value
added includes taxes, less subsidies, on products other than
value added type taxes (which means all taxes, less
subsidies, on products when value added type taxes do not
exist). A complementary definition of value added is at
factor cost, which excludes taxes on production of any
kind, though this concept is not used explicitly in the SNA.

Volume measures and measures in real terms

Up until this point, only current values have been
described. In addition, the SNA includes calculation of
some transactions in volume terms, that is, the use of the
systems of prices which prevailed in a past period. The
changes over time in the current values of flows of goods
and services and of many kinds of assets can be
decomposed into changes in the prices of these goods and
services or assets and changes in their volumes. Flows or
stocks in volume terms take into account the changes in the
price of each item covered. However, many flows or stocks
do not have price and quantity dimensions of their own.
Their current values may be deflated by taking into account
the change in the prices of some relevant basket of goods
and services or assets, or the change in the general price
level. In the latter case, flows or stocks are said to be in real
terms (that is, they represent values at constant purchasing
power). For example, the SNA provides for the calculation
of income in real terms. Interspatial comparisons raise
similar but even more complex problems than inter-
temporal comparisons because countries at different stages
of development are involved.

Both inter-temporal and interspatial measures are discussed
in chapter 15.

Consolidation and netting

Consolidation

Consolidation may cover various accounting procedures. In
general, it refers to the elimination from both uses and
resources of transactions which occur between units that
are grouped together and to the elimination of financial
assets and the counterpart liabilities.

As a matter of principle, flows between constituent units
within subsectors or sectors are not consolidated. However,
consolidated accounts may be compiled for complementary
presentations and analyses. Even then, transactions
appearing in different accounts are never consolidated so
that the balancing items are not affected by consolidation.
Consolidation may be useful, for example, for the
government sector as a whole, thus showing the net
relations between government and the rest of the economy.
This possibility is elaborated in chapter 22.

Accounts for the total economy, when fully consolidated,
give rise to the rest of the world account (external
transactions account).
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Netting

Consolidation must be distinguished from netting. For
current transactions, netting refers to offsetting uses against
resources. The SNA does this only in a few specific
instances; for example, taxes on products may be shown net
of subsidies on products. For changes in assets or changes
in liabilities, netting may be envisaged in two ways. The
first case is where various types of changes in assets (for
example, entries in inventories and withdrawals from
inventories) or various types of liabilities (for example,
incurrence of a new debt and redemption of an existing
debt) are netted. The second case is where changes in
financial assets and changes in liabilities (or, in the balance
sheet, financial assets and liabilities themselves) related to
a given financial instrument are netted. As a matter of

The accounts

Introduction

With the tools introduced in sections B and C above, all
flows and stocks can be recorded. This is done in the
accounts of the SNA. Each account relates to a particular
aspect of economic behaviour. It contains flows or stocks
and shows the entries for an institutional unit, a group of
units such as a sector or the rest of the world. Typically the
entries in the account do not conceptually balance so a
balancing item must be introduced. Balancing items are
meaningful measures of economic performance in
themselves. When calculated for the whole economy, they
constitute significant aggregates.

The accounts can be divided into two main classes:
a. The integrated economic accounts; and
b. The other parts of the accounting structure.

The integrated economic accounts use the first three of the
conceptual elements of the SNA described in section B,
(institutional units and sectors, transactions and assets and
liabilities) together with the concept of the rest of the world
to form a wide range of accounts. These include the full
sequence of accounts for institutional sectors, separately or
collectively, the rest of the world and the total economy.
The full sequence of accounts is described briefly below. A
full description of each of the accounts concerned is the
subject matter of chapters 6 to 13. The rest of the world
account is described in chapter 26.
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principle, the SNA discourages netting beyond the degree
shown in the classifications of the SNA. Netting financial
assets (changes in financial assets) against liabilities
(changes in liabilities) is especially to be avoided. Netting
is discussed in chapters 3 and 11.

The use of “net”

With very few exceptions, in the SNA the term “net” is
used only in connection with the balancing items of the
accounts in juxtaposition to the term “gross”. The
exceptions are the use of the expressions net worth, net
borrowing and net lending in relation to the accumulation
accounts and net premiums in the context of insurance.

The other parts of the accounting system bring in the three
other conceptual elements from section B, that is,
establishments, products and purposes as well as
population and employment. The accounts covered here
include the supply and use framework, which is the subject
of chapter 14, population and employment tables which are
described in chapter 19, the three dimensional analysis of
financial transactions and stocks of financial assets and
liabilities, showing the relations between sectors (from-
whom-to-whom) described in chapter 27 and functional
analyses, whereby certain transactions of institutional
sectors are presented according to the purpose they serve.
These appear in a number of chapters including chapter 14.

The sections following are devoted to:
a. The full sequence of accounts;

b. An integrated presentation of the accounts including
the goods and services account, the accounts for the rest
of the world and an examination of the aggregates of
the SNA; and

c. The other parts of the accounting structure.
The full sequence of accounts

Before presenting the full sequence of accounts for
institutional units and sectors, some preliminary remarks
are useful. The purpose of this subsection is to explain the
accounting structure of the SNA in general, not to show the
precise content of the accounts for each specific unit or

Table 2.1:The production account

Uses

Resources

Intermediate consumption

Output

Value added
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sector. The accounting structure is uniform throughout the
SNA. It applies to all institutional units, subsectors, sectors
and the total economy. However, some accounts may not
be relevant for certain sectors. Similarly, not all
transactions are relevant for each sector and, when they are,
they may constitute resources for some sectors and uses for
others.

Another remark relates to the way the classification of
transactions is used when presenting the general structure
of the accounts. Section B above shows only the main
categories of transactions, not the detailed ones which are
displayed in the relevant chapters of the publication.
However, in order to make the accounts clear, it is
necessary to include a number of specific transactions. This
is done by using the actual classification of transactions in
the SNA at a level of detail sufficient for a good
understanding of the accounts. Definitions of these
transactions are not given at this stage unless absolutely
necessary but appear in subsequent chapters.

It is also worth noting that balancing items can be
expressed gross or net, the difference being the
consumption of fixed capital. Conceptually, net balancing
items are much more meaningful. However, gross
concepts, specifically gross aggregates, are widely used and
gross accounts are often estimated more easily, accurately
and promptly than the net ones. In order to accommodate
both solutions and to ease the integrated presentation of the
accounts and aggregates, a double presentation of
balancing items is allowed.

Finally, it has to be said that the sequence of accounts
shows the accounting structure of the SNA; it is not
necessarily a format for publishing the results.

The three sections of the sequence of accounts

The accounts are grouped into three categories: current
accounts, accumulation accounts and balance sheets.

Current accounts deal with production, the generation,
distribution and use of income. Each account after the first
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starts with the balancing item of the previous one recorded
as resources. The last balancing item is saving which, in the
context of the SNA, is that part of income originating in
production, domestically or abroad that is not used for final
consumption.

Accumulation accounts cover changes in assets and
liabilities and changes in net worth (the difference for any
institutional unit or group of units between its assets and
liabilities). The accounts concerned are the capital account,
financial account, the other changes in the volume of assets
account and the revaluation account. The accumulation
accounts show all changes that occur between two balance
sheets.

Balance sheets present stocks of assets and liabilities and
net worth. Opening and closing balance sheets are included
with the full sequence of accounts. Even when balance
sheets are not compiled, a clear understanding of the
conceptual relationship between accumulation accounts
and balance sheets is necessary if the accumulation
accounts themselves are to be correctly elaborated.

The production account

The production account (shown in table 2.1) is designed to
show value added as one of the main balancing items in the
SNA. Consequently, it does not cover all transactions
linked with the production process, but only the result of
production (output) and the using up of goods and services
when producing this output (intermediate consumption).
Intermediate consumption does not cover the progressive
wear and tear of fixed capital. The latter is recorded as a
separate transaction (consumption of fixed capital) which is
the difference between the gross and net balancing items.

As already explained in section C, different types of
valuation of output may be used according to the choice
made between basic prices and producers’ prices and, in the
latter case, the existence or absence of value added type
taxes. Consequently, the extent to which taxes (less
subsidies) on products are included in value added differs.

Table 2.2:The generation of income account

Uses

Resources

Compensation of employees
Taxes on production and imports
Subsidies (-)

Value added

Operating surplus, net
Mixed income, net

Table 2.3:The allocation of primary income account

Uses

Resources

Property income

Operating surplus, net

Mixed income, net
Compensation of employees
Taxes on production and imports
Subsidies (-)

Property income

Balance of primary incomes
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All institutional sectors have a production account.
However, in the production account of institutional sectors,
output and intermediate consumption are shown in total
only, not broken down by products.

The balancing item of the production account is value
added. Like all balancing items in the current accounts,
value added may be measured gross or net.

The distribution of income accounts

The process of distribution and redistribution of income is
so important that it is worth distinguishing various steps
and depicting them separately in different accounts. The
distribution of income is decomposed into three main steps:
primary  distribution, secondary  distribution and
redistribution in kind. As long as all kinds of distributive
current transactions included in the SNA are actually
measured, increasing the number of accounts adds very
little to the work already done, but it allows the
introduction of balancing items that are meaningful
concepts of income.

The primary distribution of income account

The primary distribution of income account shows how
gross value added is distributed to labour, capital,
government and, where necessary, flows to and from the
rest of the world. In fact the primary distribution of income
account is never presented as a single account but always as
two sub-accounts. The first of these is the generation of
income account (shown in table 2.2) in which value added
is distributed to labour (compensation of employees),
capital and government (taxes on production and imports
less subsidies as far as they are included in the valuation of
output). The distribution to capital appears in the balancing
item in this account, operating surplus or mixed income.

The allocation of primary income account (table 2.3) shows
the remaining part of the primary distribution of income. It
contains operating surplus or mixed income as a resource.
It records, for each sector, property income receivable and
payable, and compensation of employees and taxes, less
subsidies, on production and imports receivable by
households and  government, respectively.  Since
transactions of this kind may appear in the rest of the world
account, these must be included also.

The balancing item of the allocation of primary income
account (and of the complete primary distribution of
income account) is the balance of primary income.
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For non-financial and financial corporations, the allocation
of primary income account is further subdivided in order to
show an additional balancing item, entrepreneurial income,
which is closer to the concept of current profit before tax
familiar in business accounting. This balancing item and
the related sub-accounts are shown in chapter 7.

The secondary distribution of income account

The secondary distribution of income account (table 2.4)
covers redistribution of income through current transfers
other than social transfers in kind made by government and
NPISHs to households. Social transfers in kind are
recorded in the redistribution of income in kind account.
The secondary distribution of income account records as
resources, in addition to balance of primary incomes,
current taxes on income, wealth, etc. and other current
transfers except social transfers in kind. On the uses side,
the same types of transfers are also recorded. Since these
transfers are resources for some sectors and uses for others
also, their precise content varies from one sector to another.

It is worth explaining in some detail here the way social
contributions are recorded in the SNA. Although employers
normally pay social contributions on behalf of their
employees directly to the social insurance schemes, in the
SNA these payments are treated as if they were made to
employees who then make payments to social insurance
schemes. In terms of the accounts, this means that they first
appear as a component of compensation of employees in
the use side of the generation of income account of
employers and the resource side of the allocation of
primary income account of households (adjusted for
external flows in compensation of employees). They are
then recorded as uses in the secondary distribution of
income account of households (and possibly of the rest of
the world), and as resources of the sectors managing social
insurance schemes. All employers’ social contributions
follow this route. This way of recording transactions as if
they followed another course is often called “rerouting”.

The balancing item of the secondary distribution of income
account is disposable income. For households, this is the
income that can be used for final consumption expenditure
and saving. For non-financial and financial corporations,
disposable income is income not distributed to owners of
equity remaining after taxes on income are paid.

The redistribution of income in kind account

Because of the nature of the transactions concerned, this
account is significant only for government, households and
NPISHSs. Social transfers in kind cover two more elements
in the portrayal of the redistribution process. The first of

Table 2.4:The secondary distribution of income account

Uses

Resources

Current transfers

Current taxes on income, wealth, etc.

Net social contributions

Social benefits other than social transfers in kind
Other current transfers

Balance of primary incomes

Current transfers

Current taxes on income, wealth, etc.

Net social contributions

Social benefits other than social transfers in kind
Other current transfers

Disposable income
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these is non-market production by government and NPISHs
of individual services and the second is the purchase by
government and NPISHSs of goods and services for transfer
to households free or at prices that are not economically
significant. The redistribution of income in kind account
(table 2.5) records social transfers in kind as resources for
households and uses of government and NPISHs.

The purpose of this account is fourfold. In the first place it
aims at giving a clearer picture of the role of government as
the provider of goods and services to individual
households. Secondly, it delivers a more complete measure
of household income. Thirdly, it facilitates international
comparisons and comparisons over time when economic
and social arrangements differ or change. Fourthly, it gives
a more complete view of the redistribution process between
subsectors or other groupings of households. Redistribution
of income in kind is a tertiary distribution of income.

The balancing item of the redistribution of income in kind
account is adjusted disposable income.

The use of income accounts

The use of income account exists in two variants, the use of
disposable income account (table 2.6) and the use of
adjusted disposable income account (table 2.7). The use of
disposable income account has the balancing item from the
secondary distribution of income account, disposable
income, as a resource. The use of adjusted disposable
income account has the balancing item from the
redistribution of income in kind account, adjusted
disposable income, as a resource. Both accounts show how,
for those sectors that undertake final consumption (that is,
government, NPISHs and households), disposable income

2.102

2.103

2.104

consumption and saving. In addition, both variants of the
use of income account include, for households and for
pension funds, an adjustment item for the change in
pension entitlements which relates to the way transactions
between households and pension funds are recorded in the
SNA. This adjustment item, which is explained in chapter
9, is not discussed here.

The difference between the resources of the two variants of
the use of income account depends on which balancing
item is carried down from an earlier account. In terms of
uses, the difference is between whether final consumption
expenditure or actual final consumption is recorded. The
former is recorded in the use of disposable income account;
the latter in the use of adjusted disposable income account.

Final consumption expenditure covers transactions in final
consumption of goods and services for which a sector is the
ultimate bearer of the expense. Government and NPISHs
produce non-market goods and services in their production
account,  where intermediate  consumption  and
compensation of employees are recorded as uses. Final
consumption expenditure of these producers relates to the
value of their output of non-market goods and services, less
their receipts from the sale of non-market goods and
services at prices which are not economically significant.
However, it also covers goods and services that are
purchased by government or NPISHs for ultimate transfer,
without transformation, to households.

Actual final consumption of households covers goods and
services which are effectively available for individual
consumption by households, regardless of whether the
ultimate bearer of the expense is government, NPISHs or
households themselves. Actual final consumption of

or adjusted disposable income is allocated between final government and NPISHs is equal to consumption
Table 2.5:The redistribution of income in kind account

Uses Resources
Disposable income

Social transfers in kind Social transfers in kind

Adjusted disposable income

Table 2.6:The use of disposable income account

Uses Resources
Disposable income

Final consumption expenditure

Adjustment for the change in pension entitiements Adjustment for the change in pension entitlements

Saving

Table 2.7:The use of adjusted disposable income account
Uses Resources

Actual final consumption
Adjustment for the change in pension entitiements

Adjusted disposable income

Adjustment for the change in pension entitiements

Saving
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expenditure less social transfers in kind, or, in other words,
collective consumption.

At the level of total economy, disposable income and
adjusted disposable income are equal, as are final
consumption expenditure and actual final consumption.
They differ only when considering the relevant sectors. For
each sector, the difference between final consumption
expenditure and actual final consumption is equal to social
transfers in kind, provided or received. It is also equal to
the difference between disposable income and adjusted
disposable income. Thus the figures for saving are the same
in both variants of the use of income account as income on
the resources side and consumption on the uses side differ
by the same amount.

The balancing item of the use of income account, in its two
variants, is saving. Saving ends the subsequence of current
accounts.

The accumulation accounts

Saving, being the balancing item of the last current account
is the starting element of accumulation accounts.

A first group of accounts covers transactions which would
correspond to all changes in assets or liabilities and net
worth if saving and capital transfers were the only sources
of changes in net worth. The accounts concerned are the
capital account and the financial account. These two
accounts are distinguished in order to show a balancing
item which is useful for economic analysis, that is, net
lending or net borrowing.
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A second group of accounts relates to changes in assets,
liabilities and net worth due to other factors. Examples are
discoveries or depletion of subsoil resources, destruction by
political events, such as war, or by natural disasters, such as
earthquakes. Such factors actually change the volume of
assets, either physically or quantitatively. Other changes in
assets may also be linked with changes in the level and
structure of prices. In the latter case, only the value of
assets and liabilities is modified, not their volume. Thus the
second group of accumulation accounts is subdivided
between an account for other changes in volume of assets
and an account for revaluation.

The capital account

The capital account (table 2.8) records transactions linked
to acquisitions of non-financial assets and capital transfers
involving the redistribution of wealth. The right-hand side
includes saving, net, and capital transfers receivable and
capital transfers payable (with a minus sign) in order to
arrive at that part of changes in net worth due to saving and
capital transfers. The capital account includes among uses
the various types of investment in non-financial assets.
Because consumption of fixed capital is a negative change
in fixed assets, it is recorded, with a negative sign, on the
left-hand side of the account. Recording gross fixed capital
formation less consumption of fixed capital on the same
side is equivalent to recording net fixed capital formation.

The balancing item of the capital account is called net
lending when positive and measuring the net amount a unit
or a sector finally has available to finance, directly or
indirectly, other units or sectors, or net borrowing when

Table 2.8:The capital account

Changes in assets

Changes in liabilities and net worth

Gross fixed capital formation
Consumption of fixed capital (-)

Changes in inventories

Acquisitions less disposals of valuables
Acquisitions less disposals of non-produced assets

Saving

Capital transfers, receivable (+)
Capital transfers payable (-)

Net lending (+) / net borrowing (-)

Changes in net worth due to saving and capital transfers

Table 2.9:The financial account

Changes in assets

Changes in liabilities and net worth

Net acquisition of financial assets
Monetary gold and SDRs
Currency and deposits
Debt securities
Loans
Equity and investment fund shares
Insurance, pension and standardized guarantee schemes
Financial derivatives and employee stock options
Other accounts receivable/payable

Net lending (+) / net borrowing (-)
Net acquisition of financial liabilities
Monetary gold and SDRs
Currency and deposits
Debt securities

Loans

Equity and investment fund shares

Insurance, pension and standardized guarantee schemes
Financial derivatives and employee stock options

Other accounts receivable/payable
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negative, corresponding to the amount a unit or a sector is
obliged to borrow from others.

The financial account

The financial account (table 2.9) records transactions in
financial instruments for each financial instrument. These
transactions in the SNA show net acquisition of financial
assets on the left-hand side or net incurrence of liabilities
on the right-hand side.

The balancing item of the financial account is again net
lending or net borrowing, which appears this time on the
right-hand side of the account. In principle, net lending or
net borrowing is measured identically in both the capital
and financial accounts. In practice, achieving this identity is
one of the most difficult tasks in compiling national
accounts.

The other changes in the volume of assets account

The other changes in the volume of assets account (table
2.10) records the effect of exceptional events that cause not
only the value but also the volume of assets and liabilities
to vary. In addition to the kind of events referred to above,
such as the consequences of war or earthquakes, this
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account also includes some adjustment elements such as
changes in classification and structure which may or may
not have an influence on net worth (see chapter 12). The
balancing item, changes in net worth due to other changes
in the volume of assets, is recorded on the right-hand side.

The revaluation account

The revaluation account (table 2.11) records holding gains
or losses. It starts with nominal holding gains and losses.
This item records the full change in value of the various
assets or liabilities due to the change in the prices of those
assets and liabilities since the beginning of the accounting
period or the time of entry into stock and the time of exit
from stock or the end of the accounting period.

Just as transactions and other flows in assets appear on the
left of the account and transactions in liabilities on the
right, so nominal gains or losses on assets appear on the
left-hand side of the revaluation account, while nominal
gains and losses on financial liabilities are recorded on the
right-hand side. A positive revaluation of financial
liabilities is equivalent to a nominal holding loss; a
negative revaluation of liabilities is equivalent to a nominal
holding gain.

Table 2.10:The other changes in the volume of assets account

Changes in assets

Changes in liabilities and net worth

Economic appearance of assets

Economic disappearance of non-produced assets
Catastrophic losses

Uncompensated seizures

Other changes in volume n.e.c.

Changes in classification

Total other changes in volume
Produced assets
Non-produced assets
Financial assets

Economic appearance of assets

Economic disappearance of non-produced assets
Catastrophic losses

Uncompensated seizures

Other changes in volume n.e.c.

Changes in classification

Total other changes in volume
Produced assets
Non-produced assets
Financial assets

Changes in net worth due to other changes in volume of assets

Table 2.11:The revaluation account

Changes in assets

Changes in liabilities and net worth

Nominal holding gains and losses
Non-financial assets

Produced assets

Non-produced assets
Financial assets/liabilities

Nominal holding gains and losses
Non-financial assets

Produced assets

Non-produced assets
Financial assets/liabilities

Changes In net worth due to nominal holding gain and losses

Neutral holding gains and losses
Non-financial assets

Produced assets

Non-produced assets
Financial assets/liabilities

Neutral holding gains and losses
Non-financial assets

Produced assets

Non-produced assets
Financial assets/liabilities

Changes In net worth due to neutral holding gains and losses

Real holding gains and losses
Non-financial assets
Produced assets
Non-produced assets
Financial assets/liabilities

Real holding gains and losses
Non-financial assets
Produced assets
Non-produced assets
Financial assets/liabilities
Thanges I Net worth due to real nolding gams and losses_______
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The balancing item of the revaluation account is changes in
net worth due to nominal holding gains and losses.

Nominal holding gains and losses are subdivided between
two components. The first shows the revaluation in
proportion to the general price level which is obtained by
applying, during the same periods of time, an index of the
change in general price level to the initial value of all assets
or liabilities, even to those that are fixed in monetary terms.
The results of this operation are called neutral holding
gains and losses because all assets and liabilities are
revalued so as to preserve exactly their purchasing power.

The second component of holding gains and losses shows
the difference between nominal holding gains and losses
and neutral holding gains and losses. This difference is
called real holding gains and losses. If the nominal holding
gains and losses are higher than the neutral holding gains
and losses, there is a real holding gain, due to the fact that
on average the actual prices of the assets in question have
increased more (or decreased less) than the general price
level. In other words, the relative prices of its assets have
increased. Similarly, a decrease in relative prices of assets
leads to a real holding loss.

Each of the three types of holding gains or losses are
subdivided according to the main groups of assets and
liabilities, a decomposition which is necessary even in a
simplified accounting presentation. Changes in net worth
due to nominal holding gains and losses can be subdivided
into changes due to neutral holding gains and losses and
changes due to real holding gains and losses.

Balance sheets

The opening and closing balance sheets (table 2.12),
display assets on the left-hand side, liabilities and net worth
on the right-hand side. Assets and liabilities, as previously
explained, are valued at the prices of the date a balance
sheet is established.

The balancing item of a balance sheet is net worth, the
difference between assets and liabilities. Net worth is
equivalent to the present value of the stock of economic
value a unit or a sector holds.

The changes in the balance sheet recapitulate the content of
the accumulation accounts, that is, the entry for each asset
or liability is the sum of the entries in the four accumulation
accounts corresponding to that asset or liability. The
changes in net worth can be calculated from these entries
but must by definition be equal to the changes in net worth
due to saving and capital transfers from the capital account
plus changes in net worth due to other changes in the
volume of assets from the other changes in the volume of
assets account plus nominal holding gains and losses from
the revaluation account.

Conceptually, the entries for the closing balance sheet are
equal, asset by asset and liability by liability to the entries
in the opening balance sheet plus the changes recorded in
the four accumulation accounts.
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An integrated presentation of the accounts

It is now possible to put together the various elements
which have been introduced in the previous subsections and
to present in detail the integrated economic accounts. Table
2.13 gives a simplified version of the integrated current
accounts. It is formed by taking each of tables 2.1, 2.2, 2.3,
2.4 and 2.6 and placing them immediately one under the
other. In this presentation the transactions and other flows
are shown in the middle of the table with columns to the
left for the uses and columns to the right for resources. In a
full presentation of this type there would be one column for
each sector or subsector of interest. In the interest of
introducing the table in a simple manner, only four columns
are shown in table 2.13. The first of these represents the
sum of all the five sectors of the total economy (non-
financial corporations, financial corporations, general
government, NPISHs and households). There follows a
column for the rest of the world, then one headed goods and
services and the last is a column representing the sum of the
previous three. This column has little economic meaning
but is a critical way of ensuring that the tables are complete
and consistent since the totals on the left-hand side and
right-hand side of the accounts must be equal line by line.
(When balancing items are shown as the last item in one
account and the first in the next account, this equality is
misaligned but still obvious.)

Table 2.14 shows the continuation of the integrated
accounts, including the accumulation accounts and balance
sheets as previously presented in tables 2.8, 2.9, 2.10, 2.11
and 2.12. Here the columns to the left represent assets or
changes in assets and columns to the right liabilities or
changes in liabilities and net worth. Together tables 2.13
and 2.14 make up the integrated economic accounts. The
data in the two tables are drawn from the numerical
example that runs through the entire publication. The tables
for each account in chapters 6 to 13 are expanded versions
of the tables shown here with columns for all institutional
sectors and a full set of transactions and other flows for
each of these accounts. A composite version of the tables,
with all the details just mentioned, appears in Annex 2.

The integrated economic accounts give a complete picture
of the accounts of the total economy including balance
sheets, in a way that permits the principal economic
relations and the main aggregates to be shown. This table
shows, simultaneously, the general accounting structure of
the SNA and presents a set of data for the institutional
sectors, the economy as a whole and the rest of the world.

The presentation of the integrated accounts in this form is
one of several ways in which a bird’s eye view of the
accounts can be obtained. Another way is by means of a
diagram such as figure 2.1, which gives the same
information in schematic form.

The integrated economic accounts provide an overview of
the economy as a whole. As already indicated, the
integrated presentation contains much more detail than has
actually been included in the tables and may be used to give
a more detailed view if so desired. Columns might be
introduced for subsectors. The rest of the world column can
be subdivided according to various geographical zones.
The column for goods and services may show market
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goods and services separately. The classification of
transactions in the rows might be used at more detailed
levels, and so on. However, including more detail directly
in this scheme at the same time would result in a very
complicated and unmanageable table. For this reason, more
detailed analysis of production and transactions in goods
and services, transactions in financial instruments, detailed
balance sheets, as well as analysis by purpose are done in
other frameworks. These are presented in the next section
and their links with the integrated economic accounts are
also explained.

The rest of the world accounts

The rest of the world account covers transactions between
resident and non-resident institutional units and the related
stocks of assets and liabilities where relevant.

As the rest of the world plays a role in the accounting
structure similar to that of an institutional sector, the rest of
the world account is established from the point of view of
the rest of the world. A resource for the rest of the world is
a use for the total economy and vice versa. If a balancing
item is positive, it means a surplus of the rest of the world
and a deficit of the total economy, and vice versa if the
balancing item is negative.

The external account of goods and services is shown at the
same level as the production account for institutional
sectors. Imports of goods and services (499) are a resource
for the rest of the world, exports (540) are a use. The
external balance of goods and services is (-41). With a
positive sign, it is a surplus of the rest of the world (a deficit
of the nation) and vice versa. To this are added or deducted
the various kinds of taxes, compensation of employees and
other current transfers payable to, and receivable from, the
rest of the world. The current external balance is -32,
indicating a deficit for the rest of the world but a surplus for
the total economy. Again, if it had a positive sign, it would
be a surplus of the rest of the world (a deficit of the total
economy).
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The goods and services account

As noted above, the integrated presentation of the account
includes a column on each side labelled goods and services.
Entries in these columns reflect the various transactions in
goods and services that appear in the accounts of the
institutional sectors. Uses of goods and services in the
institutional sectors accounts are reflected on the right-hand
column for goods and services; resources of goods and
services in the institutional sectors accounts are reflected on
the left-hand column for goods and services. On the
resources side of the table, the figures appearing in the
column for goods and services are the counterparts of the
uses made by the various sectors and the rest of the world:
exports (540), intermediate consumption (1 883), final
consumption (1 399), gross fixed capital formation (376),
changes in inventories (28) and acquisitions less disposals
of valuables (10). On the use side of the table, the figures in
the column for goods and services are the counterparts of
the resources of the various sectors and the rest of the
world: imports (499) and output (3 604). Taxes on products
(less subsidies) are also included on the resource side of the
accounts. The coverage of this item varies according to the
way output is valued (see the discussion on valuation in
section C). The part (possibly the total) of taxes on products
(less subsidies on products), that is not included in the
value of output does not originate in any specific sector or
industry; it is a resource of the total economy. In the
numerical example taxes, less subsidies, on products (133)
are shown directly in the column for goods and services.
They are a component of the value of the supply of goods
and services which has no counterpart in the value of the
output of any institutional sector.

The goods and services account is a particularly important
account as it forms the basis of the most familiar definition
of GDP. Table 2.15 shows the account in the same format
as earlier tables in the chapter (though with numeric values
included).

Table 2.12:The opening balance sheet, changes in assets and liabilities and closing balance sheet

Stocks and changes in assets

Stocks and changes in liabilities

Opening balance sheet

Non-financial assets
Produced assets
Non-produced assets

Financial assets/liabilities

Opening balance sheet

Non-financial assets
Produced assets
Non-produced assets

Financial assets/liabilities

Net worth

Total transactions and other flows
Non-financial assets
Produced assets
Non-produced assets

Financial assets/liabilities

Total transactions and other flows
Non-financial assets
Produced assets
Non-produced assets

Financial assets/liabilities

Changes in net worth, total
Saving and capital transfers
Other changes in volume of assets
Nominal holding gains and losses

Closing balance sheet

Non-financial assets
Produced assets
Non-produced assets

Financial assets/liabilities

Closing balance sheet

Non-financial assets
Produced assets
Non-produced assets

Financial assets/liabilities

Net worth




Table 2.13:The integrated presentation of the full sequence of the current accounts

Uses Resources
g g
e 2 2 s 2 2
§ 5 P § § z s §
5 B2 8% 5 ! - 5 32 8% =
k] £S 88 K Transactions and balancing items K £S 88 K
499 499 Imports of goods and services 499 499
392 392 Imports of goods 392 392
107 107 Imports of services 107 107
540 540 Exports of goods and services 540 540
462 462 Exports of goods 462 462
78 78 Exports of services 78 78
Production account
3604 3604 Output 3604 3604
3077 3077 Market output 3077 3077
147 147 Output for own final use 147 147
380 380 Non-market output 380 380
1883 1883 Intermediate consumption 1883 1883
141 141 Taxes on products 141 141
-8 -8 Subsidies on products (-) -8 -8
1854 1854 Value added, gross / Gross domestic product
222 222 Consumption of fixed capital
1632 1632 Value added, net / Net domestic product
- 41 -4 External balance of goods and services
Generation of income account
Value added, gross / Gross domestic product 1854 1854
Value added, net / Net domestic product 1632 1632
1150 1150 Compensation of employees
235 235 Taxes on production and imports
141 141 Taxes on products
94 94 Other taxes on production
-44 -44 Subsidies
-8 -8 Subsidies on products
-36 -36 Other subsidies on production
452 452 Operating surplus, gross
61 61 Mixed income, gross
214 Consumption of fixed capital on gross operating surplus
8 Consumption of fixed capital on gross mixed income
238 238 Operating surplus, net
53 53 Mixed income, net
Allocation of primary income account
Operating surplus, gross 452 452
Mixed income, gross 61 61
Operating surplus, net 238 238
Mixed income, net 53 53
6 6 Compensation of employees 1154 2 1156
0 Taxes on production and imports 235 235
0 Subsidies -44 -44
391 44 435 Property income 397 38 435
1864 1864 Balance of primary incomes, gross / National income, gross
1642 1642 Balance of primary income, net / National income, nef
Secondary distribution of income account
Balance of primary incomes, gross / National income, gross 1864 1864
Balance of primary income, net / National income, net 1642 1642
1212 17 1229 Current transfers 1174 55 1229
212 1 213 Current taxes on income, wealth, etc. 213 0 213
333 0 333 Net social contributions 333 0 333
384 0 384 Social benefits other than social transfers in kind 384 0 384
283 16 299 Other current transfers 244 55 299
1826 1826 Disposable income, gross
1604 1604 Disposable income, net
Use of disposable income account
Disposable income, gross 1826 1826
Disposable income, net 1604 1604
1399 1399 Final consumption expenditure 1399 1399
11 0 11 Adjustment for the change in pension entitiements 11 0 11
427 427 Saving, gross
205 205 Saving, net
-13 -13 Current external balance
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Table 2.14:The integrated presentation of the full sequence of the accumulation accounts and balance sheets

Changes in assets Changes in liabilities and net worth
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k] 2e 8@ o Transactions and balancing items o 2eS 8@ o
Capital account
Saving, net 205 205
Current external balance -13 -13
414 414 Gross capital formation 414 414
192 192 Net capital formation 192 192
376 376 Gross fixed capital formation 376 376
-222 -222 Consumption of fixed capital -222 -222
Gross fixed capital formation by type of asset
28 28 Changes in inventories 28 28
10 10 Acquisitions less disposals of valuables 10 10
0 0 Acquisitions less disposals of non-produced assets 0 0
Capital transfers, receivable 62 4 66
Capital transfers, payable -65 -1 -66
Changes in net worth due to saving and capital transfers 202 -10 192
10 -10 0 Net lending (+) / net borrowing (-)
Financial account
Net lending (+) / net borrowing (-) 10 -10 0
436 47 483 Net acquisition of liabilities 426 57 483
-1 1 0 Monetary gold and SDRs
89 1 100 Currency and deposits 102 -2 100
86 9 95 Debt securities 74 21 95
78 4 82 Loans 47 35 82
107 12 119 Equity and investment fund shares 105 14 119
48 0 48 Insurance, pension and standardized guarantee schemes 48 0 48
14 0 14 Financial derivatives and employee stock options 11 3 14
15 10 25 Other accounts receivable/payable 39 -14 25
Other changes in the volume of assets account
13 13 Total other changes in volume 3 3
-7 -7 Produced non-financial assets
17 17 Non-produced non-financial assets
3 3 Financial assets 3 3
Changes in net worth due to other changes in volume of assets 10
Revaluation account
Nominal holding gains and losses
280 280 Non-financial assets
84 7 91 Financial assets/liabilities 76 15 91
Changes In net worth due fo nominal holding gains/ToSSes 288 -8 280
Neutral holding gains and losses
198 198 Non-financial assets
136 12 148 Financial assets/liabilities 126 22 148
Changes In net worth due fo neutral holding gans/osses 208 - 10 277
Real holding gains and losses
82 82 Non-financial assets
-52 -5 -57 Financial assets/liabilities -50 -7 -57
TNanges 1 Net Worth aue 10 real noramg gams/0SSes Y Z 66
Stocks and changes in assets
Opening balance sheet
4621 4621 Non-financial assets
8231 805 9036 Financial assets/liabilities 7762 1274 9036
Nef worth 5090 - 469 46727
Total changes in assets and liabilities
482 482 Non-financial assets
523 54 577 Financial assets/liabilities 505 72 577
Changes 1n net worth, fotal 500 - 18 487
Saving and capital transfers 202 -10 192
Other changes in volume of assets 10 10
Nominal holding gains/losses 288 -8 280
Neutral holding gains/losses 208 -10 198
Real holding gains/losses 80 2 82
Closing balance sheet
5103 5103 Non-financial assets
8754 859 9613 Financial assets/liabilities 8267 1346 9613
Net worth 5590 - 487 5103
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Diagram of the integrated accounts for the total economy

Figure 2.1
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The aggregates

The aggregates of the SNA, such as value added, income,
consumption and saving, are composite values which
measure one aspect of the activity of the entire economy.
They are summary indicators and key magnitudes for
purposes of macroeconomic analysis and comparisons over
time and space. The SNA aims to provide a simplified but
complete and detailed picture of complex economies, so the
calculation of the aggregates is neither the sole nor the
main purpose of national accounting; nevertheless
summary figures are very important.

Some aggregates may be obtained directly as totals of
particular transactions in the SNA; examples are final
consumption, gross fixed capital formation and social
contributions. Others may result from aggregating
balancing items for the institutional sectors; examples are
value added, balance of primary incomes, disposable
income and saving. They may need some further
elaboration. However, some of them are so commonly used
that they deserve additional explanation at this early stage.

An overview of the aggregates in the SNA and the accounts
in which they appear is given in figure 2.2.

Gross domestic product (GDP)

Basically, GDP derives from the concept of value added.
Gross value added is the difference between output and
intermediate consumption. GDP is the sum of gross value
added of all resident producer units plus that part (possibly
the total) of taxes on products, less subsidies on products,
that is not included in the valuation of output.

Next, GDP is also equal to the sum of the final uses of
goods and services (all uses except intermediate
consumption) measured at purchasers’ prices, less the value
of imports of goods and services.

Finally, GDP is also equal to the sum of primary incomes
distributed by resident producer units.

Net and gross measures

In principle, the concept of value added should exclude the
allowance for consumption of fixed capital. The latter, in
effect, is not newly created value, but a reduction in the
value of previously created fixed assets when they are used
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up in the production process. Thus, theoretically, value
added is a net concept. This conclusion applies to domestic
product as well; theoretically, domestic product should be a
net concept. Net domestic product (NDP) is obtained by
deducting the consumption of fixed capital from GDP.

However, gross measures of product and income are
commonly used for various reasons. The depreciation of
fixed assets as calculated in business accounting does not
generally meet the requirements of the SNA. The
calculation of consumption of fixed capital requires that
statisticians estimate the present value of the stock of fixed
assets, the lifetime of various types of assets, patterns of
depreciation, etc. Not all countries make such calculations,
and when they do there may be differences in methodology
(with some of them using business data even when
inadequate). Consequently, gross figures are more often
available, or available earlier, and they are generally
considered more comparable between countries. So GDP is
broadly used even if it is, on a conceptual basis,
economically inferior to NDP. However, NDP should also
be calculated, with improved estimates of consumption of
fixed capital when necessary, in order to provide a
significant tool for various types of analysis.

Gross national income (GNI)

Primary incomes generated in the production activity of
resident producer units are distributed mostly to other
resident institutional units; however, part of them may go to
non-resident units. Symmetrically, some primary incomes
generated in the rest of the world may come from resident
units. This leads to the definition and measurement of gross
national income (GNI). GNI is equal to GDP less primary
incomes payable to non-resident units plus primary
incomes receivable from non-resident units. In other words,
GNI is equal to GDP less taxes (less subsidies) on
production and imports, compensation of employees and
property income payable to the rest of the world plus the
corresponding items receivable from the rest of the world.
Thus GNI is the sum of gross primary incomes receivable
by resident institutional units or sectors. In contrast to
GDP, GNI is not a concept of value added, but a concept of
income.

By deducting the consumption of fixed capital from GNI,
net national income (NNI) is obtained. The remarks above
about the conceptual relevance of the net concept in case of
product apply even more strongly to national income.

Table 2.15:The goods and services account

Uses Resources
Intermediate consumption 1883 Output 3604
Final consumption expenditure 1399 Imports of goods and services 499
Gross capital formation 414 Taxes on products 141
Gross fixed capital formation 376 Subsidies on products (-) -8
Changes in inventories 28
Acquisitions less disposals of valuables 10
Exports of goods and services 540
Total uses 4236 Total resources 4236
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National disposable income

Primary incomes receivable by resident institutional units
may be used in part to make transfers to non-resident units
and resident units may receive transfers originating out of
primary incomes in the rest of the world. Gross national
disposable income is equal to GNI less current transfers
(other than taxes, less subsidies, on production and
imports) payable to non-resident units, plus the
corresponding transfers receivable by resident units from
the rest of the world. Gross national disposable income
measures the income available to the total economy for
final consumption and gross saving. By deducting the
consumption of fixed capital from gross national disposal
income, net national disposable income is obtained.
National disposable income is the sum of disposable
income of all resident institutional units or sectors.

Accounts in volume terms

All the aggregates referred to above are calculated in
current values. The influence of changes in prices may also
be eliminated. Domestic product is calculated in volume
terms in order to measure the real change that occurs from
one period to another. This is possible because output,
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intermediate consumption and taxes on products, less
subsidies on products can all be calculated in volume terms.
On the other hand, aggregates of income may not be
expressed in volume terms because income flows may not,
strictly speaking, be broken down into a quantity and a
price component. They may, however, be calculated at
constant purchasing power, which is described as being in
real terms. When moving from domestic product in volume
terms to national income in real terms, the effect of changes
in the terms of trade between the total economy and the rest
of the world must be taken into account. The necessary
adjustment is described in chapter 15.

The other parts of the accounting structure

The central supply and use table and other
input-output tables

The detailed analysis of production by industries and flows
of goods and services by kind of products is an integral part
of the integrated central framework. It would be feasible to
include further details in the integrated economic accounts
table; for example, the rows for output, intermediate
consumption and value added might be subdivided by kind

Figure 2.2: Summary of the main accounts, balancing items and main aggregates

Account

Balancing item

Main aggregates

Current accounts
Production account
Production account
Distribution and use of income accounts
Primary distribution of income accounts
Generation of income account
Allocation of primary income account
Entrepreneurial income account
Allocation of other primary income account
Secondary distribution of income account
Redistribution of income in kind account
Use of income accounts
Use of disposable income account
Use of adjusted disposable income account
Accumulation accounts
Capital account
Financial account
Other changes in assets accounts
Other changes in the volume of assets account
Revaluation account

Balance sheets

Contributions to change in net worth
Capital account
Other changes in the volume of assets account
Revaluation account

Value added

Operating surplus/ mixed income
Balance of primary income
Entrepreneurial income

Balance of primary income
Disposable income

Adjusted disposable income

Saving
Saving

Net borrowing(+)/ net lending (-)
Net borrowing(+)/ net lending (-)

Opening balance sheet Net worth National wealth
Changes in assets and liabilities Changes in net worth
Closing balance sheet Net worth National wealth

Change in net worth due to saving and capital transfers
Change in net worth due to other changes in the volume of assets
Changes in the value of net worth due to nominal holding gains and

Domestic product

National income (GNI,NNI)

National disposable income

National saving
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of economic activity; the columns for goods and services
might be subdivided by type of products. However, the
SNA does not adopt this solution, because the table would
become cumbersome. Instead, tables that provide a
systematic cross-classification by institutional sectors and
industries of output, intermediate consumption, and value
added and its components are proposed. They are described
in detail in chapters 14 and 28 but the main features are
outlined here.

The production and generation of income accounts in the
integrated economic accounts are given only by
institutional sectors and with a global balance of
transactions on goods and services. The detailed analysis of
production activities and product balances is made in the
supply and use tables presenting:

a. The resources and uses of goods and services for each
type of product;

b. The production and generation of income accounts for
each industry according to kind of economic activity;

c. Data on factors of production (labour and fixed capital)
used by industries.

The tables of financial transactions and financial
assets and liabilities

The integrated economic accounts show which sectors
acquire which financial assets and incur which liabilities. In
order to examine the working of the financial sector, the
first expansion of the financial account is to distinguish
nine subsectors within financial corporations and eight
categories of financial assets and liabilities. The subsectors
of financial institutions are discussed in chapter 4 and the
details of the financial instruments are described in chapter
11.

However, as explained in the introduction to this chapter,
the presentation of the financial account as described in this
chapter even with the elaboration of subsectors and
financial instruments described in chapters 4 and 11, is still
not fully articulated. It shows which sectors and subsectors
incur loans and make deposits but it does not allow an in-
depth examination of the intermediation process whereby a
financial institution draws in funds, repackages them and
issues them as other instruments to other units. In order to
explore this, a three-dimensional “from-whom-to-whom”
style of presentation is needed. This is sometimes referred
to as a flow of funds matrix. The three-dimensional table of
financial transactions is usually presented as a series of
matrices, one matrix for each kind of financial instrument
showing the flows from one sector to another.

As such a presentation is not necessarily useful for actually
presenting the data, other presentations may be preferred in
practice for publication. For example, a table showing each
type of financial asset cross-classified by debtor sector and
each type of liability cross-classified by creditor sectors
may be considered. As compared to the presentation of the
financial accounts made in the integrated economic
accounts, this means, in short, introducing a sector
distinction below headings of financial instruments when
relevant. (For a more complete explanation see chapter 27.)
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Complete balance sheets and assets and
liabilities accounts

In the integrated economic accounts, balance sheets are
presented in a very aggregated way. For each sector or
subsector more complete balance sheets may be built up
using the detailed classification of assets and liabilities
when appropriate. Changes in assets and liabilities for each
sector may also be analysed for each type of asset and
liability and each source of change.

In addition, three-dimensional tables may be elaborated
showing the “from-whom-to-whom” links for each type of
financial instrument, to permit Dbetter analysis. The
presentation of such tables is exactly the same as for tables
of financial transactions except that the stock of assets or
liabilities is shown instead of changes in assets or liabilities
and the net financial position of each sector appears instead
of its net lending or borrowing. These tables closely follow
the principles for the similar flow tables and are also
described in chapter 27.

Functional analysis

As explained in section B, the description of a transaction
explains what type of flow is being recorded but it does not
explain why the transaction is being entered into. In order
to analyse the purpose of transactions, it is necessary to
apply a functional classification to the basic transaction.
For example, instead of disaggregating household
consumption by type of product, it may be disaggregated to
show how much is spent on food, housing, health,
recreation and so on. For government consumption a
distinction may be made between consumption related to
law and order, defence, health or education, for instance.
As compatible but different classifications are used
according to the sector concerned, these partial analyses by
purpose cannot be integrated in a single table and, in most
cases, no exhaustive total for the total economy can be
calculated in the central framework.

Another way of looking at function may be to identify all
expenditure related to a particular functional activity, such
as, for example, environmental protection. This is not (yet)
an area where all relevant expenditures are easily identified
and so it may be desirable to develop this further outside
the central framework in a satellite account.

Population and labour inputs tables

A dimension is added to the usefulness of a number of
national accounts aggregates by calculating these figures
per head. For broad aggregates such as GDP, GNI or
household final consumption, the denominator commonly
used is the total (resident) population. When subsectoring
the accounts or part of the accounts of the household sector,
data on the number of households and the number of
persons in each subsector are also necessary.

In productivity studies, data on the labour inputs used by
each industry in the process of production are
indispensable. Total hours worked is the preferred measure
of labour inputs for the SNA. Inferior alternatives are full-
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time equivalent jobs, the number of jobs or the number of
persons employed.
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Data on population and labour inputs must generally be
adjusted in order to be consistent with the concepts,
definitions and classifications of the SNA. The resulting
tables are an integral part of the SNA and are explained in
chapter 19.

The integrated central framework and flexibility

Applying the central framework in a flexible
way

The central framework of the SNA is consistent in terms of
its concepts and its accounting structure. Links between the
various elements of the integrated SNA have been
illustrated in order to depict its structure in a simple but
complete way. That presentation does not imply any order
of priority or frequency (quarterly, annually, etc.) for
implementing national accounts. Priorities in compiling
national accounts are a matter of statistical policy; no
universal recommendation can be made. (Some indications
relevant to specific circumstances are provided in relevant
handbooks.) Similarly, the accounting structure does not
imply that results always have to be presented exactly as
they stand in this or other chapters. A country may choose
to publish mainly time series, to prepare only some
accounts or aggregates, etc.

In general, the SNA has to be looked at in a consistent but
flexible way. According to analytical requirements and data
availability, the attention paid to various aspects of the
central framework may vary. In general, greater emphasis
may be given to one part rather than another by choosing
the level of disaggregation to adopt for classifications of
institutional sectors, industries, products, transactions,
sequence of accounts, etc., by using different methods of
valuation; by using different priorities for various parts of
the accounts and different frequencies; by rearranging the
results; by introducing some additional elements, etc.

The household sector provides a good illustration of what
may be done in order to provide an in-depth analysis of the
household conditions and the functioning of the economy
as a whole. A detailed approach to the household sector
may be undertaken, first of all, by deconsolidating the
household sector beyond the subsectors included in the
main classification of the SNA, distinguishing, for instance,
the type of economic activity carried out (formal or
informal), the location of the household (urban or rural) or
the level of skill. Secondly, it is possible to adapt the way
household activities are portrayed in the sequence of
accounts. For instance, a concept of discretionary income
may be used by excluding from disposable income those
elements which are provided in kind and for which the
household has no choice on how to spend this part of
income, or the classification of household transactions may
be complemented, to show the industry of origin of various
types of income, and so on.

The flexibility of the SNA is further illustrated with the
public sector, whose components are systematically shown
at various levels of detail in the classification of
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institutional sectors. The components of the public sector
may be rearranged to group the accounts of the overall
public sector. These accounts may be shown before
consolidation and after consolidation to describe the
relations between the public sector and the private sector
and between the public sector and the rest of the world (by
separating out the external transactions of the public
sector).

Chapters 21-29 provide more detailed analyses of the above
examples. They also present illustrations of the flexible
uses of the central framework in the field of key sector
accounting, external accounts problems and the informal
economy.

Introducing social accounting matrices

A social accounting matrix (SAM) is a presentation of the
SNA in matrix terms that permits the incorporation of extra
details of special interest. To date, builders of SAMs have
exploited the flexibility to highlight special interests and
concerns such as disaggregating the household sector to
show the link between income generation and
consumption. The power of a SAM, as well as of the SNA,
comes from choosing the appropriate type of
disaggregation to study the topic of interest. In addition to a
flexible application, SAMs may incorporate more extensive
adjustments, which are of a satellite accounting nature, in
order to serve specific analytical purposes. For further
explanation of the matrix presentation and SAMs, see
chapters 28 and 29.

Introducing satellite accounts

In some cases, working with the central framework, even in
a flexible way, is not sufficient. Even when conceptually
consistent, the central framework may become
overburdened with details. Moreover, some requirements
may conflict with the concepts and architecture of the
central framework.

In some types of analysis, the basic intention is not to use
alternative economic concepts, but simply to focus on a
certain field or aspect of economic and social behaviour in
the context of national accounts. The intent is to make
apparent and to describe in more depth aspects that are
hidden in the accounts of the central framework or surface
only to a limited extent. Tourism is a good example.
Various aspects of producing and consuming activities
connected with tourism may appear in detailed
classifications of activities, products and purposes.
However, transactions and purposes specific to tourism
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appear separately in only a few cases. In order to describe
and measure tourism in a national accounts framework, it is
necessary to make a choice between two approaches: either
subdivide many elements in the accounts of the central
framework to get the required figures for tourism and pay
the price of overburdening and unbalancing the various
components of the accounts, or elaborate a specific
framework for tourism. The latter approach also allows
adaptation of the various classifications and measurement
of additional aggregates, such as national expenditure on
tourism, which may cover intermediate as well as final
consumption.

In other types of analysis, more emphasis is given to
alternative concepts. For instance, the production boundary
may be changed, generally by enlarging it, for example, the
production of domestic services by members of the
household for their own final consumption may be brought
within the production boundary. The concept of fixed
assets and the related fixed capital formation may be
broadened, by covering consumer durables or human
capital. It is also possible in environmental accounting to
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record the relationships between natural resources and
economic activities differently by recording the depletion
and the degradation of subsoil or other natural resources. In
these approaches, the economic process itself is depicted
differently and complementary or alternative aggregates are
calculated. The analysis of a number of important fields
such as social protection, health or the environment may
benefit from building a framework to accommodate
elements which are included in the central accounts,
explicitly or implicitly, plus complementary elements
(either monetary or in physical quantities) possibly as well
as alternative concepts and presentations. In all cases,
however, the links with the central framework are made
explicit; there are a number of common elements and any
contradictory features are introduced, not by chance, but
after explicitly considering various ways of looking at
reality.

Those special constructs, which are consistent with but not
fully integrated the central framework, are called satellite
accounts and are described in more detail in chapter 29.
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Chapter 3: Stocks, flows and accounting rules

Introduction

The SNA is a system of accounts designed to measure
stocks of, and changes in, economic value and to identify
the person, group of persons, legal or social entity with
claims on the economic value. This chapter discusses the
concept of stocks of economic value, the flows that reflect
changes in economic value and the accounting rules applied
to the recording of stocks and flows. In order to portray
stocks and flows in an accounting system, it is necessary to
identify the parties with a claim to economic value
measured in stocks or affected by flows. These parties are
the persons, groups of persons, legal and social entities
already referred to. They are described as institutional units
in the SNA and are grouped into institutional sectors
according to their economic objectives, functions and
behaviour. Units and sectors are the subject of chapter 4.

Stocks measure economic value at a point in time. Flows
measure changes in economic value over a period of time.
Stocks appear in the balance sheets and related tables (and,
for certain stocks, with the use table in an input-output
context). Flows appear in all the other accounts and tables
of the SNA. The flow accounts in the full sequence of
accounts for institutional sectors consist of the current
accounts, which deal with production, income and use of
income, and the accumulation accounts, which show all
changes between two balance sheets.

In order to have a system that is complete and consistent,
all changes in economic value between stock measures at
two points in time must be captured in flows. The first
requirement in specifying the accounting conventions is
thus to define precisely what is meant by stocks and flows.
Once that is done, the rules to set the changes in economic
value within an accounting system need to be specified.
These rules are defined so as to ensure that the SNA is
consistent in terms of value, time of recording and
classification.

Stocks and flows

Stocks are a position in, or holdings of, assets and
liabilities at a point in time. The SNA records stocks in
accounts, usually referred to as balance sheets, compiled in
respect of the beginning and end of the accounting period.
However, stocks are connected with flows: they result from
the accumulation of prior transactions and other flows, and
they are changed by transactions and other flows in the
period. They result in fact from a continuum of entries and
withdrawals, with some changes in volume or in value
occurring during the time a given asset or liability is held.

35

3.6

3.7

3.8

3.9

An asset is a store of value representing a benefit or series
of benefits accruing to the economic owner by holding or
using the entity over a period of time. It is a means of
carrying forward value from one accounting period to
another. Assets may be financial in nature or not. For
almost all financial assets, there is a corresponding
[financial] liability. A liability is established when one unit
(the debtor) is obliged, under specific circumstances, to
provide a payment or series of payments to another unit
(the creditor). An elaboration of these definitions and the
concepts embodied in them as well as a typology of the
different assets and liabilities in the SNA is given in section
B of this chapter.

Economic flows reflect the creation, transformation,
exchange, transfer or extinction of economic value; they
involve changes in the volume, composition, or value of
an institutional unit’s assets and liabilities. Mirroring the
diversity of the economy, economic flows have specific
natures as wages, taxes, interest, capital flows, etc., that
record the ways in which a unit’s assets and liabilities are
changed.

Economic flows consist of transactions and other flows. A
transaction is an economic flow that is an interaction
between institutional units by mutual agreement or an
action within an institutional unit that it is analytically
useful to treat like a transaction, often because the unit is
operating in two different capacities. The value of an asset
or a liability may be affected by economic flows that do not
satisfy the requirements of a transaction. Such flows are
described as “other flows”. Other flows are changes in the
value of assets and liabilities that do not result from
transactions. Examples are losses due to natural disasters
and the effect of price changes on the value of assets and
liabilities.

There is a discussion of the different types of economic
flows in section C of this chapter.

Balancing items

Economic flows are grouped together into accounts with
outflows (which may be called debit entries, uses or
changes in assets) on the left-hand side and inflows (credit
entries, resources, or changes in liabilities or net worth) on
the right-hand side. A balancing item is an accounting
construct obtained by subtracting the total value of the
entries on one side of an account (resources or changes in
liabilities) from the total value of the entries on the other
side (uses or changes in assets). It cannot be measured
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independently of the entries in the accounts; as a derived
entry, it reflects the application of the general accounting
rules to the specific entries on the two sides of the
account. There is also a balancing item for the balance
sheet where the difference between assets and liabilities is
known as net worth.

Balancing items are constructed because they convey
interesting economic information. Many of the key
aggregates of the SNA including GDP actually emerge as
balancing items. Balancing items are discussed in section
D.

Grouping stocks and flows into accounts

The accounts and tables of the SNA contain information
relating to the economic actions or events that take place
within a given period of time and the effect of these events
on the stocks of assets and liabilities at the beginning and
end of that period.

The flows and stocks are grouped according to the
classification hierarchy of the SNA, shown in annex 1. The
classification of transactions and other flows has five
headings at the highest level, dealing with transactions in
products, transactions showing how income is distributed
and redistributed within the SNA, transactions in non-
produced assets, financial assets and liabilities, and other
accumulation entries. In the accumulation accounts, the
hierarchy may show both the transaction and the type of
asset it applies to.

The flows and stocks are entered in the accounts of the
institutional units involved and thus in the accounts of the
sectors into which the institutional units are grouped.
Institutional units and sectors are the subject of chapter 4.
In general, flows and stocks are entered in the accounts of
the institutional units that own or owned the goods and
assets involved, in the accounts of units that deliver or take
delivery of services, or in the accounts of units that provide
labour and capital or use them in production. For some
purposes, an institutional unit participating in production is
viewed as one or more establishments and establishments
may be grouped into industries. Establishments and
industries are defined and discussed in chapter 5.

Accounting rules

All entries in the accounts have to be measured in terms of
money, and therefore the elements from which the entries
are built up must be measured in terms of money. In some
cases, the amounts entered are the actual payments that
form part of flows that involve money; in other cases the
amounts entered are estimated by reference to actual
monetary values. Money is thus the unit of account in
which all stocks and flows are recorded.

3.15
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In principle, any lapse of time may be chosen as the
accounting period. Periods that are too short have the
disadvantage that statistical data are influenced by
incidental factors, while long periods do not adequately
portray changes going on in the economy. Merely seasonal
effects can be avoided by having the accounting period
cover a whole cycle of regularly recurrent economic
phenomena. Most business and government accounting
refers to complete years. In general, calendar or financial
years or quarters are best suited for drawing up a full set of
national accounts.

The SNA covers all economic activity in such a way that it
is possible to derive accounts for individual groups of units
or for all units in the economy. To permit this, the
accounting rules ensure consistency with respect to
valuation, timing, classification and grouping of flows and
stocks. These rules are summarized below to provide a
context for the discussion of the nature of stocks, flows,
and balancing items in sections B, C and D.

a. Flows and stocks must be recorded consistently with
respect to their valuation. Entries are at current value on
the market (that is, the amount agreed upon by two
parties) or at its closest equivalent. The value on the
market may need to be adjusted to the coverage of the
flow or stock as defined in the SNA and expressed
appropriately given the nature of the flow or stock with
respect to taxes and subsidies on products, transport
costs and trade margins.

b. Flows and stocks must be recorded consistently with
respect to timing. Flows are recorded at the moment of
accrual within the accounting period (that is, the
moment economic value is created, transformed,
exchanged, transferred or extinguished). Stocks are
recorded at the moment to which the account relates,
typically the beginning or end of the accounting period.

c. Individual flow and stock entries must be recorded
consistently with respect to their classification, both in
respect of the categories in the classifications of
transactions, other flows and assets and the categories
in the classification of transactors as (sub)sectors or
industries.

d. Depending on the character of the entry, a distinction
should be made between resources and uses or between
assets and liabilities. In the process of grouping, netting
is implicit for several items, but consolidation is not
advised.

The basic accounting framework of the SNA is one of
quadruple accounting. This implies that a transaction gives
rise to two entries for each party to the transaction. There is
vertical consistency within each unit and horizontal
consistency between the two units for each type of entry.
The principles of quadruple accounting are explained in
more detail in section E in this chapter.
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Stocks

Stocks relate to the total level of assets or liabilities in an
economy at a point of time. (In balance of payments
methodology, the levels of stocks are referred to as
positions.) In order to discuss stocks, it is necessary to
define assets and liabilities and these definitions depend
crucially on the concepts of benefits and ownership. Once
the definitions are clear, the way in which assets and
liabilities are classified within a balance sheet are touched
on as well as the way in which items enter and leave the
balance sheet.

Benefits

The heart of the SNA describes how labour, capital and
natural resources including land are used to produce goods
and services. These goods and services are used for the
three economic activities recognized in the SNA,
production, consumption and accumulation. An economic
benefit is defined as denoting a gain or positive utility
arising from an action. It implies a comparison between
two states. This can be elaborated within the SNA so that
benefits are seen as rewards for providing services, such as
those of labour and capital to production and also the
means of acquiring goods and services for production,
consumption or accumulation in the current period or in
future periods.

Sometimes the immediate benefit is in terms of goods and
services directly, for example own account production or
wages and salaries in kind. More often a benefit is in the
form of the medium of exchange (money), for example as
wages and salaries. Consumption is an activity that takes
place in the current period only but may be financed from
past benefits. Production and accumulation also involve
benefits postponed to future periods. Thus, means of
allowing benefits to be moved from one accounting period
to another have to be recognized. These take the form of
assets and liabilities where a benefit in one period is
converted to a benefit in one or more future periods.
Similarly goods and services, or current benefits, may be
acquired by committing future benefits in the form of
financial liabilities.

Ownership

Two types of ownership can be distinguished, legal
ownership and economic ownership. The legal owner of
entities such as goods and services, natural resources,
financial assets and liabilities is the institutional unit
entitled in law and sustainable under the law to claim the
benefits associated with the entities.

Sometimes government may claim legal ownership of an
entity on behalf of the community at large. No entity that
does not have a legal owner, either on an individual or
collective basis, is recognized in the SNA.

The acts of production, consumption and accumulation
involve varying degrees of risk. Two main forms of risk
can be identified. The first sort refers to production. These
arise because of such uncertainties as the demand for goods
and services once produced, developments in the economy
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in general and technical innovation that affects the benefits
to be earned from capital and natural resources. The
consequence is that benefits from capital, natural resources
and labour in the form of operating surplus and income
from employment are not wholly predictable in advance,
but embody a degree of risk.

The second type of risk refers to the process of transferring
benefits between time periods. It arises because of
uncertainty over interest rates in future periods, which in
turn affects the comparative performance of different types
of benefits.

When economic agents make decisions about consumption
or accumulation, they have to make a judgement about the
relative advantages of benefits being converted to goods
and services in the current period as against conversion in a
later period. Thus all economic activity involves both
benefits and risks. Transferring benefits between time
periods inevitably involves transferring risks also. An agent
may opt for a lower but more certain benefit in future rather
than a benefit that might be higher but is less certain. Of
particular interest is the case when an agent swaps benefits
and risks associated with production with those associated
with financial assets and liabilities.

The economic owner of entities such as goods and
services, natural resources, financial assets and liabilities
is the institutional unit entitled to claim the benefits
associated with the use of the entity in question in the
course of an economic activity by virtue of accepting the
associated risks.

Every entity has both a legal owner and an economic
owner, though in many cases the economic owner and the
legal owner of an entity are the same. Where they are not,
the legal owner has handed responsibility for the risk
involved in using the entity in an economic activity to the
economic owner along with associated benefits. In return
the legal owner accepts another package of risks and
benefits from the economic owner. In general within the
SNA, when the expression “ownership” or “owner” is used
and the legal and economic owners are different, the
reference should be understood to be to the economic
owner. Part 5 of chapter 17, on contracts, leases and
licences, discusses a number of cases where legal and
economic ownership are different.

When government claims legal ownership of an entity on
behalf of the community at large, the benefits also accrue to
the government on behalf of the community at large. Thus
government is both the legal and economic owner of these
entities.

The benefits inherent in financial assets and liabilities are
seldom transferred from a legal owner to an economic
owner in exactly the same state. They are usually
transformed to new forms of financial assets and liabilities
by the intermediation of a financial institution that assumes
some of the risk and benefits while passing the balance on
to other units.
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The definition of an asset

Leading on from the above it is possible to define an asset
as follows. An asset is a store of value representing a
benefit or series of benefits accruing to the economic
owner by holding or using the entity over a period of time.
It is a means of carrying forward value from one
accounting period to another.

All assets in the SNA are economic assets. Attributes such
as reputation or skill, which are sometimes described in
common parlance as an asset, are not recognized as such in
the SNA because they are not economic in nature in the
sense described under ownership.

Financial assets and liabilities

A particularly important mechanism in the economy is the
device whereby one economic unit exchanges a particular
set of benefits with another economic unit. Benefits are
exchanged by means of payments. From this a financial
claim, and hence a liability, can be defined. There are no
non-financial liabilities recognized in the SNA, thus the
term liability necessarily refers to a liability that is financial
in nature.

A liability is established when one unit (the debtor) is
obliged, under specific circumstances, to provide a
payment or series of payments to another unit (the
creditor). The most common circumstance in which a
liability is established is a legally binding contract that
specifies the terms and conditions of the payment(s) to be
made and payment according to the contract is
unconditional.

In addition, a liability may be established not by contract
but by long and well-recognized custom that is not easily
refuted. In these cases, the creditor has a valid expectation
of payment, despite the lack of a legally binding contract.
Such liabilities are called constructive liabilities.

Whenever either of these types of liability exists, there is a
corresponding financial claim that the creditor has against
the debtor. A financial claim is the payment or series of
payments due to the creditor by the debtor under the terms
of a liability. Like the liabilities, the claims are
unconditional. In addition, a financial claim may exist that
entitles the creditor to demand payment from the debtor but
whereas the payment by the debtor is unconditional if
demanded, the demand itself is discretionary on the part of
the creditor.

Financial assets consist of all financial claims, shares or
other equity in corporations plus gold bullion held by
monetary authorities as a reserve asset. Gold bullion held
by monetary authorities as a reserve asset is treated as a
financial asset even though the holders have no claim over
other designated units. Shares are treated as financial assets
even though the financial claim their holders have on the
corporation is not a fixed or predetermined monetary
amount.
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The asset boundary and the first-level
classification of assets

All entities that meet the definition of an asset given above
are included in the asset boundary of the SNA. Assets that
are not financial assets are non-financial assets. Non-
financial assets are further subdivided into those that are
produced and those that are non-produced.

Because assets represent a store of future benefits, all assets
can be represented by a monetary value. This value
represents the market’s view of the total of the benefits
embodied by the asset. Where a direct market view of this
value is not available, it must be approximated by other
means. There is a discussion of this topic in chapter 11.

The only non-financial assets included in the asset
boundary of an economy are those whose economic owners
are resident in the economy. However, in the case of most
natural resources and immobile fixed capital, which
physically cannot leave the economy, a notional resident
unit is established if the economic owner is technically a
non-resident unit. In this way the assets in question do
become those with resident economic owners and so are
included within the asset boundary and are included on the
balance sheet. Portable non-financial assets that are
physically located in an economy but are owned by non-
residents are excluded from the balance sheet; those that are
physically located in the rest of the world but owned by
residents are included in the asset boundary. For example,
planes belonging to a domestic airline are always assets of
the domestic economy regardless of where in the world
they happen to be.

Contingent liabilities and provisions

A liability, as defined in paragraph 3.33 above, is
unconditional once the contract establishing the liability is
agreed by both parties. If the liability is established not by a
legal contract but by long and well-established custom, it is
referred to as a constructive liability. Some liabilities may
involve a legal contract but specify that one party is obliged
to provide a payment or series of payments to another unit
only if certain specified conditions prevail. Such liabilities
are called contingent liabilities. In general, the SNA
includes (legal) liabilities and constructive liabilities but
not contingent liabilities. An exception is made for
standardized guarantees where, although each individual
arrangement involves a contingent liability, the number of
similar guarantees is such that an actual liability is
established for the proportion of guarantees likely to be
called.

A corporation may set aside funds to cover unexpected
events or to cover default by their customers. Such monies
may be described as provisions. These are not treated as
liabilities in the SNA because they are not the subject of the
sort of contract, legal or constructive, associated with a
liability. Though financial institutions may regularly write
off bad debts, for example, it would not be appropriate to
regard the provisions set aside for this as assets of the
borrowers. Even though they may be earmarked for
specific purposes, the amounts designated as provisions
remain part of the net worth of the corporation. Provisions
are thus a designation of the purpose for which funds may
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be used rather than a category of financial assets and
liabilities in and of themselves.

Entry and exit of assets from the balance
sheet

All assets appear on the balance sheet of the economy. The
first level of classification of assets is important since the
process by which assets enter and leave the balance sheet
differs for the three types of assets.

Produced non-financial assets come into being via the
production process or as imports. Two exceptions exist.
Historical monuments are included as produced assets even
though they may have been constructed long before
economic accounts existed. Occasionally a monument may
be newly recognized as having value and thus enter the
asset boundary as a produced asset other than through a
current production process. Similar arguments apply to
artefacts treated as valuables. Produced non-financial assets
leave the asset boundary by being exhausted or by being
sold to resident units that will not continue to use the asset
in production as a source of future benefits or by being sold
to non-resident units.

Non-produced non-financial assets are of three types;
natural resources; contracts, leases and licences; and
purchased goodwill and marketing assets. The borderline
determining which natural resources are considered assets
and which are not depends on a number of factors
described in chapter 10. Contracts, leases and licences may
represent an asset to the holder when the agreement
restricts the general use or supply of products covered by
the agreement and thus enhances the benefits accruing to
the party to the agreement beyond what would accrue in the
case of unrestricted supply. These assets come into
existence when the agreement is made and the enhanced
benefits become apparent. They leave the balance sheet

Flows

Economic flows are of two kinds. Most flows are
transactions. Flows included in the SNA that do not meet
the characteristics of transactions as described below are
called “other flows”. Transactions appear in all of the
accounts and tables in which flows appear except the other
changes in the volume of assets account and the revaluation
account. Other flows appear in only these two accounts.
More meaning can be given to the definition of flows by
describing the two kinds.

Transactions

A transaction is an economic flow that is an interaction
between institutional units by mutual agreement or an
action within an institutional unit that it is analytically
useful to treat like a transaction, often because the unit is
operating in two different capacities.
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when the conditions restricting access are lifted or when
there is no longer a benefit to be earned from having
restricted access to the asset. Goodwill and marketing
assets are only recognized as assets in the SNA when they
are evidenced by a sale.

Financial assets and liabilities come into being when a
commitment is made by one unit to make a payment to
another unit. They cease to exist when there is no longer a
commitment for one unit to make payments to the other.
This may be because the term of the agreement specified in
the commitment has expired or for other reasons.

Exclusions from the asset boundary

The coverage of assets is limited to those assets used in
economic activity and that are subject to ownership rights;
thus for example, consumer durables and human capital, as
well as natural resources that are not owned, are excluded.

Consumer durables are not regarded as assets in the SNA
because the services they provide are not within the
production boundary. Because the information on the stock
of durables is of analytical interest, though, it is suggested
that this information appear as a memorandum item in the
balance sheet but not be integrated into the totals of the
table.

Human capital is not treated by the SNA as an asset. It is
difficult to envisage “ownership rights” in connection with
people, and even if this were sidestepped, the question of
valuation is not very tractable.

There are some environmental resources excluded from the
SNA asset boundary. These are usually of the same type as
those within the boundary but are of no economic value.

Institutional units, referred to in the definition, are the
fundamental economic units of the SNA. They are
described and defined in chapter 4. The following are the
main attributes of institutional units that are relevant to
their engaging in transactions:

a. They are entitled to own goods or assets in their own
right, and therefore are able to exchange them;

b. They are able to take economic decisions and engage in
economic activities for which they are held to be
directly responsible and accountable at law;

c. They are able to incur liabilities on their own behalf, to
take on other obligations or future commitments and to
enter into contracts.

The definition of a transaction stipulates that an interaction
between institutional units be by mutual agreement. When
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a transaction is undertaken by mutual agreement, the prior
knowledge and consent of the institutional units is implied.
This does not mean, however, that both units necessarily
enter a transaction voluntarily, because some transactions
are imposed by force of law, such as payments of taxes or
other compulsory transfers.  Although individual
institutional units are not free to fix the amounts of taxes
they pay, there is nevertheless collective recognition and
acceptance by the community of the obligation to pay
taxes. Thus, payments of taxes are considered transactions
despite being compulsory.

Transactions take so many different forms that, even with
these explanations, any general definition is inevitably
rather imprecise. To give more precision, the various kinds
of transactions have to be systematically described and
classified. A first distinction is between monetary and non-
monetary transactions. Other distinctions, such as between
transactions with and without a quid pro quo, are drawn
within each of these kinds of transactions. Frequently the
individual, identifiable transactions of everyday economic
life are simply grouped together in the accounts; sometimes
they are subdivided and rearranged in order to form the
transaction categories of the SNA.

Monetary transactions

A monetary transaction is one in which one institutional
unit makes a payment (receives a payment) or incurs a
liability (receives an asset) stated in units of currency. In
the SNA, all flows are recorded in monetary terms, but the
distinguishing characteristic of a monetary transaction is
that the parties to the transaction express their agreement in
monetary terms. For example, a good is purchased or sold
at a given number of units of currency per unit of the good,
or labour is hired or provided at a given number of units of
currency per hour or day.

All monetary transactions are interactions between
institutional units; that is, all monetary transactions are
two-party transactions. The following is a list of common
monetary transactions:

a. Expenditure on consumption of goods and services,
b. Acquisition of a security,

c. Wages and salaries,

d. Interest, dividends and rent,

e. Taxes,

f. Social assistance benefits in cash.

Transactions with and without a recompense

The expenditure on consumption goods and services, the
acquisition of a security, wages and salaries, and interest,
dividends, and rent are two-party transactions in which one
party provides a good, service, labour or asset to the other
and receives a recompense of commensurate value in
return. This kind of transaction is sometimes called a
“something for something” transaction or a transaction with

3.58

3.59

3.60

3.61

3.62

a quid pro quo. Such transactions are sometimes called
exchanges.

Taxes and social assistance benefits are examples of two-
party transactions in which one party provides a good,
service or asset to the other but does not receive a
recompense in return. This Kind of transaction, sometimes
called a *“something for nothing” transaction, or a
transaction without a quid pro quo, is called a transfer in the
SNA.

The scope of the recompenses mentioned in describing
exchanges and transfers does not cover entitlement to
contingent benefits or collective services. Such benefits are
generally uncertain or not quantifiable, or both. Moreover,
the amount of benefit that may eventually be received by an
individual unit is not proportional to the amount of the
previous payment and may be very much greater or smaller
than the latter. Thus, payments such as a social insurance
contribution or a non-life insurance premium may entitle
the unit making the payment to some contingent future
benefits, and a household paying taxes may be able to
consume certain  collective services provided by
government units, but these payments are regarded as
transfers rather than exchanges.

A distinction is made between current and capital transfers.
A capital transfer is one in which the ownership of an asset
(other than cash or inventories) is transferred or which
obliges one or both parties to acquire, or dispose of, an
asset (other than cash or inventories). Capital transfers
redistribute wealth but leave saving unaffected. They
include, for example, capital taxes and investment grants.
Other transfers are described as current. Current transfers
redistribute income. They include, for example, taxes on
income and social benefits. A fuller description of transfers
appears in chapter 8.

Rearrangements of transactions

Monetary transactions may not always be recorded in the
accounts in the same way as they appear to the institutional
units involved. The values of these actual, or observed,
transactions are already available in the accounts of the
units concerned, but the SNA rearranges certain
transactions to bring out the underlying economic
relationships more clearly. The three Kkinds of
rearrangements affect the channels through which the
transactions are seen as taking place, the number of
transactions that are seen as taking place, or the units that
are seen as being involved. The three sections below
illustrate the main characteristics of these rearrangements
and the kind of analytical purpose they serve.

Rerouting transactions

Rerouting records a transaction as taking place through
channels that differ from the actual ones or as taking place
in an economic sense when it does not take place in fact. In
the first kind of rerouting, a direct transaction between unit
A and unit C is recorded as taking place indirectly through
a third unit B, usually, however, with some change in the
transaction category. In the second kind of rerouting, a
transaction of one kind from unit A to unit B is recorded
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with a matching transaction of a different kind from unit B
to unit A,

The recording of the payment of social security
contributions is an example of the first kind of rerouting. In
practice, employers typically deduct the contributions that
the employees are obliged to make to social security funds
from the employee’s wages and salaries. In addition the
employers make contributions to social security funds from
their own resources on behalf of the employees. Both
contributions go directly from the employer to social
security funds. However, in the SNA, the employers’
contributions are treated as part of compensation of
employees and are recorded as being paid to the employee.
The employee is then recorded as making a payment to
social security funds consisting of both the employer’s and
employee’s own  contributions.  Social  security
contributions are thus recorded strictly according to the
general principles governing the recording of transactions
in the SNA to bring out the economic substance behind
arrangements adopted for administrative convenience. As a
result of the rerouting, employers’ social contributions are
included as a part of labour cost.

An example of the second kind of rerouting is provided by
the treatment of the retained earnings of foreign direct
investment enterprises. The retention of some or all of the
earnings of a foreign direct investment enterprise within
that enterprise can be regarded as a deliberate investment
decision by the foreign owners. Accordingly, the retained
earnings are rerouted in the SNA by showing them as first
remitted to the foreign owners as property income and then
reinvested in the equity of the direct investment enterprise.

Similarly, the property income earned on the reserves of
certain life insurance corporations is deemed to be paid out
to policyholders and then paid back again as premium
supplements even though in actuality the property income
is retained by the insurance enterprises. As a result, the
saving of persons or households includes the amount of the
rerouted property income while the saving of insurance
enterprises does not. This alternative picture of saving,
which better reflects economic reality, is the purpose of the
rerouting.

Partitioning transactions

Partitioning records a transaction that is a single transaction
from the perspective of the parties involved as two or more
differently classified transactions. For example, the rental
actually paid by the lessee under a financial lease is not
recorded as a payment for a service; instead, it is
partitioned into two transactions, a repayment of principal
and a payment of interest. This partitioning of the rental
payment is part of a treatment that implements an economic
view of financial leasing in the SNA. Financial leasing is
viewed as a method of financing the purchase of a fixed
asset and a financial lease is shown in the SNA as a loan
from the lessor to the lessee.

Another example is the treatment of certain financial
services. For example, the SNA prescribes partitioning
interest payable by financial intermediaries on deposits and
payable to financial intermediaries on loans into two
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components. One component represents interest as defined
in the SNA while the remainder represents the purchase of
financial intermediation services for which the
intermediaries do not charge explicitly. The purpose of the
partitioning is to make the service item explicit. In
consequence, intermediate and final consumption of
particular industries and institutional sectors as well as
gross domestic product are affected. However, the saving
of all the units concerned, including the financial
intermediaries themselves, is not affected.

The recording in the SNA of transactions for wholesalers
and retailers does not mirror the way in which those
involved view them. The purchases of goods for resale by
wholesalers and retailers are not recorded by these units
explicitly, and they are viewed as selling, not the goods, but
the services of storing and displaying a selection of goods
in convenient locations and making them easily available
for customers. This partitioning measures output for traders
by the value of the margins realized on goods they purchase
for resale.

Units facilitating a transaction on behalf of other
parties

Many service activities consist of one unit arranging for a
transaction to be carried out between two other units in
return for a fee from one or both parties to the transaction.
In such a case, the transaction is recorded exclusively in the
accounts of the two parties engaging in the transaction and
not in the accounts of the third party facilitating the
transaction. Some service output may be recognized with
the facilitator. For example, purchases a commercial agent
makes under the orders of, and at the expense of, another
party are directly attributed to the latter. The accounts of
the agent only show the fee charged to the principal for the
facilitation services rendered.

A second example is the collection of taxes by one
government unit on behalf of another. The SNA follows the
guidance of the Government Finance Statistics Manual
(International Monetary Fund (IMF), 2001), known as
GFSM2001 as follows. In general, a tax is attributed to the
government unit that

a. exercises the authority to impose the tax (either as a
principal or through the delegated authority of the
principal), and

b. has final discretion to set and vary the rate of the tax.

Where an amount is collected by one government for and
on behalf of another government, and the latter government
has the authority to impose the tax, set and vary its rate,
then the former is acting as an agent for the latter and the
tax is reassigned. Any amount retained by the collecting
government as a collection charge should be treated as a
payment for a service. Any other amount retained by the
collecting government, such as under a tax-sharing
arrangement, should be treated as a current grant. If the
collecting government was delegated the authority to set
and vary the rate, then the amount collected should be
treated as tax revenue of this government.
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Where different governments jointly and equally set the
rate of a tax and jointly and equally decide on the
distribution of the proceeds, with no individual government
having ultimate overriding authority, then the tax revenues
are attributed to each government according to its
respective share of the proceeds. If an arrangement allows
one government unit to exercise ultimate overriding
authority, then all of the tax revenue is attributed to that
unit.

There may also be the circumstance where a tax is imposed
under the constitutional or other authority of one
government, but other governments individually set the tax
rate in their jurisdictions. The proceeds of the tax generated
in each respective government’s jurisdiction are attributed
as tax revenues of that government.

Similar principles are applied for the payment of subsidies
or social benefits.

Non-monetary transactions

Non-monetary transactions are transactions that are not
initially stated in units of currency. The entries in the SNA
therefore represent values that are indirectly measured or
otherwise estimated. In some cases, the transaction may be
an actual one and a value has to be estimated to record it in
the accounts. Barter is an obvious example. In other cases,
the entire transaction must be constructed and then a value
estimated for it. Consumption of fixed capital is an
example. (In the past, the estimation of a value has
sometimes been called imputation, but it is preferable to
reserve that term for the kind of situation that involves not
only estimating a value but also constructing a transaction.)

The amounts of money associated with non-monetary
transactions are entries whose economic significance is
different from cash payments as they do not represent
freely disposable sums of money. The various methods of
valuation to be employed for non-monetary transactions are
dealt with in the section on valuation in section E.

Non-monetary transactions can be either two-party
transactions or actions within an institutional unit. The two-
party transactions consist of barter, remuneration in kind,
payments in kind other than compensation in kind and
transfers in kind. These two-party transactions are
discussed first, followed by a discussion of internal
transactions.

Although two-party transactions in kind do exist in
practice, in the SNA they are frequently recorded in the
same way as a monetary transaction with an associated
expenditure of the item provided in Kind. This ensures that
there is a change in wealth of the donor without the donor
acquiring the product transferred while the recipient
acquires the product without any change in wealth. There is
further discussion on this in respect of current transfers in
chapter 8 and of capital transfers in chapter 10.

Barter transactions

Barter transactions involve two parties, with one party
providing a good, service or asset other than cash to the
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other in return for a good, service or asset other than cash.
As mentioned above, barter is an example of an actual
transaction for which a value must be estimated. Barter
transactions in which goods are traded for goods have
always been important. The barter of goods may be
systematically organized on proper markets or, in some
countries, may occur only sporadically on a small scale.
Barter between nations involving exports and imports also
occeurs.

Remuneration in kind

Remuneration in kind occurs when an employee accepts
payment in the form of goods and services instead of
money. This practice is extensive in most economies for
reasons ranging from the desire of employers to find
captive markets for part of their output, to tax avoidance or
evasion. Remuneration in kind takes various forms and the
following list includes some of the most common types of
goods and services provided without charge, or at reduced
prices, by employers to their employees:

a. Meals and drinks,

b. Housing services or accommodation of a type that can
be used by all members of the household to which the
employee belongs,

c. The services of vehicles provided for the personal use
of employees,

d. Goods and services produced as outputs from the
employer’s own processes of production, such as free
coal for miners.

Further, in addition to goods and services, some employees
may be willing, or obliged, to accept part of their
compensation in the form of financial or other assets.

Payments in kind other than remuneration in kind

Payments in kind other than remuneration in kind occur
when any of a wide variety of payments is made in the form
of goods and services rather than money. For example, a
doctor may accept payment in wine instead of money. Or,
instead of paying rent or rentals in money, the user of land
or fixed capital, respectively, may pay the owner in goods
or services. In agriculture, for example, the “rent” may be
paid by handing over part of the crops produced to the
landlord. (This is known as share cropping.) Tax payments,
also, may be paid in kind; for example, inheritance taxes
may be paid by making donations of paintings or other
valuables.

Transfers in kind

As noted above, transactions in kind are normally recorded
in the accounts as if they are monetary transfers followed
by the expenditure by the recipient on the products
concerned. This treatment applies to government
international ~ cooperation,  gifts and  charitable
contributions. Government international cooperation, gifts,
and charitable contributions are often made in kind for
convenience, efficiency, or tax purposes. For example,
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international aid after a natural disaster may be more
effective and delivered faster if made directly in the form of
medicine, food, and shelter instead of money. Charitable
contributions in kind sometimes avoid taxes that would be
due if the item in question were sold and the money given
to the charity.

A special case of transfers in kind is that of social transfers
in kind. These consist of goods and services provided by
general government and non-profit institutions serving
households (NPISHs) that are delivered to individual
households. Health and education services are the prime
examples. Rather than provide a specified amount of
money to be used to purchase medical and educational
services, the services are often provided in kind to make
sure that the need for the services is met. (Sometimes the
recipient purchases the service and is reimbursed by the
insurance or assistance scheme. Such a transaction is still
treated as being in kind because the recipient is merely
acting as the agent of the insurance scheme.)

Social transfers in kind are recorded as an implicit transfer
of income from government and NPISHs to households and
a transfer of consumption goods and services. The measure
of income after the transfer is called adjusted disposable
income (rather than disposable income) and the measure of
consumption is called actual final consumption (rather than
final consumption expenditure).

Internal transactions

The SNA treats certain kinds of actions within a unit as
transactions to give a more analytically useful picture of
final uses of output and of production. These transactions
that involve only one unit are called internal, or intra-unit,
transactions.

Some households, all NPISHs and general government
units operate as both producers and as final consumers.
When an institutional unit engages in both activities, it may
make the choice to consume some or all of the output itself
after the production is completed. In such a case, no
transaction takes place between institutional units, but it is
useful to construct a transaction and estimate its value to
record both output and consumption in the accounts.

For households, the principle in the SNA is that all goods
produced by persons that are subsequently used by the
same persons, or members of the same households, for
purposes of final consumption are to be included in output
in a manner analogous to that for goods sold on the market.
This means that transactions are assumed in which the
persons responsible for the production of the goods are
deemed to deliver the goods to themselves as consumers, or
members of their own households, and then values have to
be associated with them in order to enter them in the
accounts.

Establishments owned by governments or NPISHs
commonly provide education, health, or other kinds of
services to individual households without charge or at
prices that are not economically significant. The costs of
providing these services are incurred by the governments or
NPISHs, and the wvalues are recorded as internal
transactions: that is, as final expenditures by governments
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or NPISHs on outputs produced by establishments they
own themselves. (As already explained, the acquisition of
these services by households is recorded separately under
social transfers in kind, another form of non-monetary
transactions that take place between the government units
or NPISHs and the households in question.)

The SNA recognizes several other transactions within
enterprises to give a fuller view of production. For
example, when enterprises produce fixed assets for their
own use, the SNA records deliveries by the enterprises to
themselves as the subsequent users. Also, when enterprises
use fixed assets (whether own-account or purchased)
during production, the SNA charges the decline in the value
of the asset during the period of production as a cost.

The recording of deliveries between one establishment and
another belonging to the same enterprise is discussed in
paragraph 6.104.

Externalities and illegal actions

The sections above describe the kinds of actions that are
considered transactions in the SNA. This section focuses on
externalities and illegal actions, explaining why
externalities are not considered transactions and
distinguishing among kinds of illegal actions that are and
are not considered transactions.

Externalities

Certain economic actions carried out by institutional units
cause changes in the condition or circumstances of other
units without their consent. These are externalities; they
can be regarded as unsolicited services, or disservices,
delivered without the agreement of the units affected. It is
an uncooperative action, usually with undesirable
consequences, which is the antithesis of a market
transaction.

It is necessary to consider, however, whether values should
be assigned to such externalities. Economic accounts have
to measure economic functions such as production or
consumption in the context of a particular legal and socio-
economic system within which relative prices and costs are
determined. Further, there would be considerable technical
difficulties involved in trying to associate economically
meaningful values with externalities when they are
intrinsically non-market phenomena. As externalities are
not market transactions into which institutional units enter
of their own accord, there is no mechanism to ensure that
the positive or negative values attached to externalities by
the various parties involved would be mutually consistent.
Moreover, accounts including values for externalities could
not be interpreted as representing equilibrium, or
economically sustainable, situations. If such values were to
be replaced by actual payments the economic behaviour of
the units involved would change, perhaps considerably.

A typical example is the pollution by one producer of the
air or water used by other units for purposes of production
or consumption. If the producer is allowed to pollute
without charge or risk of being penalized, the private costs
of production of the polluter will be less than the social
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costs to the community. Some countries, at least at certain
points in their history, may choose to frame their laws so
that some producers are permitted to reduce their private
costs by polluting with impunity. This may be done
deliberately to promote rapid industrialization, for example.
The wisdom of such a policy may be highly questionable,
especially in the long run, but it does not follow that it is
appropriate or analytically useful for economic accounts to
try to correct for presumed institutional failures of this kind
by attributing costs to producers that society does not
choose to recognize. For example, the whole purpose of
trying to internalize some externalities by imposing taxes
or other charges on the discharge of pollutants is to bring
about a change in production methods to reduce pollution.
A complete accounting for externalities would be
extremely complex as it is not sufficient merely to
introduce costs into the accounts of the producers but
would also necessitate introducing various other
adjustments of questionable economic significance to
balance the accounts.

This sort of example illustrates why some analyses are best
carried out in the context of a satellite account where some
of the normal constraints and conventions of the SNA are
relaxed. In the case of pollution, the SEEA2003 has been
developed precisely to explore this issue among other
environmental topics.

Illegal actions

Illegal actions that fit the characteristics of transactions
(notably the characteristic that there is mutual agreement
between the parties) are treated the same way as legal
actions. The production or consumption of certain goods or
services, such as narcotics, may be illegal but market
transactions in such goods and services have to be recorded
in the accounts. If expenditures on illegal goods or services
by households were to be ignored on grounds of principle,
household saving would be overestimated and households
presumed to obtain assets that they do not in fact acquire.
Clearly, the accounts as a whole are liable to be seriously
distorted if monetary transactions that in fact take place are
excluded. It may be difficult, or even impossible, to obtain
data about illegal transactions, but in principle they should
be included in the accounts if only to reduce error in other
items, including balancing items.

However, many illegal actions are crimes against persons
or property that in no sense can be construed as
transactions. For example, theft can scarcely be described
as an action into which two units enter by mutual
agreement. Conceptually, theft or violence is an extreme
form of externality in which damage is inflicted on another
institutional unit deliberately and not merely accidentally or
casually. Thus, thefts of goods from households, for
example, are not treated as transactions and estimated
values are not recorded for them under household
expenditures.

If thefts, or acts of violence (including war), involve
significant redistributions, or destructions, of assets, it is
necessary to take them into account. As explained below,
they are treated as other flows, not as transactions.
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Other flows

Other flows are changes in the value of assets and
liabilities that do not result from transactions. The reason
that these flows are not transactions is linked to their not
meeting one or more of the characteristics of transactions.
For example, the institutional units involved may not be
acting by mutual agreement, as with an uncompensated
seizure of assets. Or the change may be due to a natural
event such as an earthquake rather than a purely economic
phenomenon. Alternatively the value of an asset expressed
in foreign currency may change as a result of an exchange
rate change.

The entries for other flows appear in one of the two
accounts that comprise the other changes in assets
accounts. The other changes in the volume of assets
account includes changes that lead to a change in value of
an asset because of a change in the quantity or physical
characteristics of the asset in question. The revaluation
account includes changes in the value of assets, liabilities,
and net worth due to only changes in the level and structure
of prices, which are reflected in holding gains and losses.

Other changes in the volume of assets

Other changes in the volume of assets fall into three main
categories.

The first category relates to the appearance and
disappearance of assets and liabilities other than by
transactions. Some of these may relate to naturally
occurring assets, such as subsoil resources, so that the
entrances and exits come about as interactions between
institutional units and nature. Others relate to assets created
by human activity, such as valuables. For valuables, for
example, the capital account records their acquisition as
newly produced goods or imports in transactions, and it
records transactions in existing goods already classified as
valuables. It is the recognition of a significant or special
value for goods not already recorded in the balance sheets
that is considered an economic appearance to be recorded
as an other flow. These valuables may not be in the balance
sheets for any of several reasons. For example, they may
antedate the accounts or were originally recorded as
consumption goods.

The second category relates to the effects of externalities
and disasters. One such event is one institutional unit’s
effectively removing an asset from its owner without the
owner’s agreement, an action that is not considered a
transaction because the element of mutual agreement is
absent. These events also include those that destroy assets,
such as natural disaster or war. In contrast, transactions,
such as consumption of fixed capital or change in
inventories, refer to normal rates of loss or damage.

The third category relates to changes in assets and
liabilities that reflect changes in the classification of
institutional units among sectors and in the structure of
institutional units, or in the classification of assets and
liabilities. For example, if an unincorporated enterprise
becomes more financially distinct from its owner and takes
on the characteristics of a quasi-corporation, it and the
assets and liabilities it holds move from the household
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sector to the non-financial corporations sector and changes
in the sector allocation of the assets and liabilities owned
by the quasi-corporation are recorded under this heading.

Holding gains and losses

Positive or negative nominal holding gains accrue during
the accounting period to the owners of assets and liabilities
as a result of a change in their prices. Holding gains are
sometimes described as “capital gains”, but “holding gain”
is preferred here because it emphasizes that holding gains
accrue purely as a result of holding assets or liabilities over
time without transforming them in any way. Holding gains
include not only gains on “capital” such as fixed assets,
land and financial assets but also gains on inventories of all

Balancing items

A balancing item is an accounting construct obtained by
subtracting the total value of the entries on one side of an
account from the total value for the other side. It cannot
be measured independently of the other entries; as a derived
entry, it reflects the application of the general accounting
rules to the specific entries on the two sides of the account.
It does not relate to any specific set of transactions, or any
set of assets, and so it cannot be expressed in terms of its
own price or quantity units.

Balancing items in the flow accounts

Balancing items are not simply devices introduced to
ensure that accounts balance. They are often used as key
macroeconomic  indicators to  assess  economic
performance. They encapsulate a great deal of information
and include some of the most important entries in the
accounts, as can be seen by the examples of balancing
items for the accounts containing flows reproduced below:

a. Value added or domestic product,
b. Operating surplus,

c. Disposable income,

Accounting rules

As noted in the introduction, this section covers the
quadruple entry accounting principle, valuation, time of
recording, classification of accounting entries and grouping
of transactions. The application of each of these to the
individual flows and stocks is explained in detail in the
chapters that describe the entries in the various tables and
accounts of the central framework. The details on
classifications of accounting entries are discussed, account
by account, in chapters 6 to 13.
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kinds of goods held by producers, including work-in-
progress, often described as “stock appreciation”. Holding
gains may accrue on assets held for any length of time
during the accounting period, not only on assets held
throughout the period and may thus appear for assets
appearing on neither the opening or closing balance sheet.

Nominal holding gains depend upon changes in the prices
of assets and liabilities over time. The prices in question are
the prices at which the assets may be sold on the market.
Nominal holding gains may be further decomposed into
neutral holding gains, which reflect changes in the general
price level, and real holding gains which reflect changes in
the relative prices of assets.

d. Saving,

e. Net lending or net borrowing,

f.  Current external balance.

Balancing items in the balance sheets

Net worth, which is defined as the value of all the non-
financial and financial assets owned by an institutional unit
or sector less the value of all its outstanding liabilities, is
the balancing item in the balance sheets. As is true for other
balancing items in the SNA, net worth cannot be measured
independently of the other entries, nor does it relate to any
specific set of transactions.

As well as net worth appearing as a stock level, changes in
net worth due to different sorts of transactions and other
flows may also be derived. Just as the changes in the levels
of any asset can be traced through changes in transactions
and other flows throughout the period, so changes in total
net worth can be exhaustively described according to the
transactions and other flows that led to changes in the total
level of assets and liabilities.

Quadruple-entry accounting

The accounting system underlying the SNA derives from
broad bookkeeping principles. To understand the
accounting system for the SNA, three bookkeeping
principles can be distinguished:
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1. Vertical double-entry bookkeeping, also known as
simply double-entry bookkeeping used in business
accounting,

2. Horizontal double-entry bookkeeping, and
3. Quadruple-entry bookkeeping.

The main characteristic of vertical double-entry
bookkeeping is that each transaction leads to at least two
entries, traditionally referred to as a credit entry and a debit
entry, in the books of the transactor. This principle ensures
that the total of all credit entries and that of all debit entries
for all transactions are equal, thus permitting a check on
consistency of accounts for a single unit. Each transaction
requires two entries.

Other flows have their counterpart entries directly in
changes in net worth. As a result, vertical double-entry
bookkeeping ensures the fundamental identity of a unit’s
balance sheet, that is, the total value of assets equals the
total value of liabilities plus net worth. The total value of
the assets owned by an entity minus the total value of
liabilities provides net worth.

The concept of horizontal double-entry bookkeeping is
useful for compiling accounts that reflect the mutual
economic relationships between different institutional units
in a consistent way. It implies that if unit A provides
something to unit B, the accounts of both A and B show the
transaction for the same amount: as a payment in A’s
account and as a receipt in B’s account. Horizontal double-
entry bookkeeping ensures the consistency of recording for
each transaction category by counterparties. For example,
dividends payable throughout the economy should be equal
to dividends receivable throughout the economy once
transactions with the rest of the world are taken into
account.

The simultaneous application of both the vertical and
horizontal double-entry bookkeeping results in a
quadruple-entry bookkeeping, which is the accounting
system underlying the recording in the SNA. It deals in a
coherent way with multiple transactors or groups of
transactors, each of which satisfies vertical double-entry
bookkeeping requirements. A single transaction between
two counterparties thus gives rise to four entries. In contrast
to business bookkeeping, national accounts deal with
interactions among a multitude of units in parallel, and thus
require special care from a consistency point of view. As a
liability of one unit is mirrored in a financial asset of
another unit, for instance, they should be identically valued,
allocated in time and classified to avoid inconsistencies in
aggregating balance sheets of units by sectors or for the
total economy. The same is also true for all transactions and
other flows that affect balance sheets of two counterparties.

The SNA uses the following conventions and terminologies
for recording flows with the rest of the world. Imports, for
instance, are a resource of the rest of the world used in the
domestic economy and payments for imports represent a
drawdown of wealth for the domestic economy but a
financial resource for the rest of the world. By treating the
rest of the world account as a pseudo-sector, the quadruple
entry accounting principle can be applied and all stocks and
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flows within the economy and with the rest of the world are
completely balanced. The balance of payments accounts
show the consolidated position of all domestic sectors
relative to the rest of the world. It is thus an exact mirror
image of the accounts for the rest of the world within the
SNA. However, despite the reversal of the sides of the
accounts on which items are shown, there is equality in
coverage, measurement and classification between the two
systems. This is discussed further in chapter 24.

Valuation

General rules

The power of the SNA as an analytical tool stems largely
from its ability to link numerous, very varied economic
phenomena by expressing them in a single accounting unit.
The SNA does not attempt to determine the utility of the
flows and stocks that come within its scope. Rather, it
measures the current exchange value of the entries in the
accounts in money terms, that is, the values at which goods,
services, labour or assets are in fact exchanged or else
could be exchanged for cash (currency or transferable
deposits).

Valuation of transactions

Market prices for transactions are defined as amounts of
money that willing buyers pay to acquire something from
willing sellers; the exchanges are made between
independent parties and on the basis of commercial
considerations only, sometimes called “at arm’s length.”
Thus, according to this strict definition, a market price
refers only to the price for one specific exchange under the
stated conditions. A second exchange of an identical unit,
even under circumstances that are almost exactly the same,
could result in a different market price. A market price
defined in this way is to be clearly distinguished from a
price quoted in the market, a world market price, a going
price, a fair market price, or any price that is intended to
express the generality of prices for a class of supposedly
identical exchanges rather than a price actually applying to
a specific exchange. Furthermore, a market price should not
necessarily be construed as equivalent to a free market
price; that is, a market transaction should not be interpreted
as occurring exclusively in a purely competitive market
situation. In fact, a market transaction could take place in a
monopolistic, monopsonistic, or any other market structure.
Indeed, the market may be so narrow that it consists of the
sole transaction of its kind between independent parties.

When a price is agreed by both parties in advance of a
transaction taking place, this agreed, or contractual, price is
the market price for that transaction regardless of the prices
that prevail when the transaction takes place.

Actual exchange values in most cases will represent market
prices as described in the preceding paragraph. Paragraphs
3.131 to 3.134 describe cases where actual exchange values
do not represent market prices. Transactions that involve
dumping and discounting represent market prices.
Transaction prices for goods and services are inclusive of
appropriate taxes and subsidies. A market price is the price
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payable by the buyer after taking into account any rebates,
refunds, adjustments, etc. from the seller.

Transactions in financial assets and liabilities are recorded
at the prices at which they are acquired or disposed of.
Transactions in financial assets and liabilities should be
recorded exclusive of any commissions, fees, and taxes
whether charged explicitly, included in the purchaser’s
price, or deducted from the seller’s proceeds. This is
because both debtors and creditors should record the same
amount for the same financial instrument. The
commissions, fees, and taxes should be recorded separately
from the transaction in the financial asset and liability,
under appropriate categories. The valuation of financial
instruments, which excludes commission charges, differs
from the valuation of non-financial assets, which includes
any costs of ownership transfer.

When market prices for transactions are not observable,
valuation according to market-price-equivalents provides
an approximation to market prices. In such cases, market
prices of the same or similar items when such prices exist
will provide a good basis for applying the principle of
market prices. Generally, market prices should be taken
from the markets where the same or similar items are
traded currently in sufficient numbers and in similar
circumstances. If there is no appropriate market in which a
particular good or service is currently traded, the valuation
of a transaction involving that good or service may be
derived from the market prices of similar goods and
services by making adjustments for quality and other
differences.

Agricultural products sold from the farm

A significant qualification to the foregoing remark is
necessary in the case of agricultural products sold directly
from the farm. The so-called farm-gate price may be
significantly lower than a price in the nearest market where
prices can be observed since the latter include the costs of
bringing the goods to market. Further, if only a small
fraction of a crop gets to the market, it may command a
higher price than would be the case if all the available crop
were traded. Such considerations are to be understood by
the qualification that observed market prices are
appropriate only when similar products are traded in
sufficient number and in similar circumstances. When these
conditions do not hold, adjustments must be made to the
observed prices.

Barter

The case of barter requires specific consideration. The
products bartered must be valued when produced as well as
when acquired for consumption or for capital formation.
While it may often be the case that for small scale barter
transactions entered into by the producer, there are no taxes
on products payable (or if they are nominally payable the
conditions of the barter means they are avoided and not
paid) there is no automatic exclusion of bartered products
from liability to taxes on products. Subsidies on bartered
products are possible conceptually but unlikely to be
significant. By the nature of barter, there are no wholesale
or retail margins applicable to bartered products. Goods
subject to barter may, however, have associated
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transportation costs. If the unit providing the goods for
barter also provides the transport, this will, in general,
mean that the barter “package” includes some
transportation services and the value to the recipient will be
a purchaser’s price including this transportation cost. If the
unit receiving the goods must provide the transport, this
may reduce the valuation of the goods to the recipient.

Barter transactions may concern new or existing goods
acquired by one party to the barter in which case the value
to that party will be the cost of acquisition (in the case of
new goods) or the realizable value in the case of existing
goods.

Barter transactions necessarily involve two units and (at
least) two products. Each unit may place a different value
on either item being bartered. In such a case, since the
accounting rules of the SNA require a single value to be
recorded for both parties, on pragmatic grounds a simple
average of the different valuations (after allowing for any
taxes and transportation costs) may be taken as the value of
the transaction.

Barter transactions do not always take place
simultaneously. When this is not the case, an account
receivable/payable should be recorded even though neither
part of the barter transaction takes place in monetary terms.

Quotation prices

Market valuation also poses problems for transactions in
goods in which the contracts establish a quotation period
often months after the goods have changed hands. In such
cases, market value at the time of change of ownership
should be estimated. The estimate should be revised with
the actual market value, when known. Market value is
given by the contract price even if it is unknown at the time
of change of ownership.

Valuation of transfers in kind

When non-financial resources are provided without a quid
pro quo, such resources should be valued at the market
prices that would have been received if the resources had
been sold in the market. In the absence of a market price,
the donor’s view of the imputed value of the transaction
will often be quite different from that of the recipient. The
suggested rule of thumb is to use the value assigned by the
donor as a basis for recording.

Transfer pricing

In some cases actual exchange values may not represent
market prices. Examples are transactions involving transfer
prices between affiliated enterprises, manipulative
agreements with third parties, and certain non-commercial
transactions, including concessional interest (that is,
interest payable at a reduced rate as a matter of policy).
Prices may be under- or over-invoiced, in which case an
assessment of a market-equivalent price needs to be made.
Although adjustment should be made when actual
exchange values do not represent market prices, this may
not be practical in many cases. Adjusting the actual
exchange values to reflect market prices will have
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consequences in other accounts. Therefore, when such
adjustments are made, corresponding adjustments in other
accounts should also be made, for example, if prices of
goods are adjusted, associated income account or financial
account transactions or both should also be adjusted.

Values put on an invoice may deviate systematically or to
such a large extent from the prices paid in the market for
similar items that it must be presumed that the sums paid
cover more than the specified transactions. An example is
so-called transfer pricing: affiliated enterprises may set the
prices of the transactions among themselves artificially
high or low in order to effect an unspecified income
payment or capital transfer. Such transactions should be
made explicit if their value is considerable and would
hinder a proper interpretation of the accounts. In some
cases, transfer pricing may be motivated by income
distribution or equity build-ups or withdrawals. Replacing
book values (transfer prices) with market-value equivalents
is desirable in principle, when the distortions are large and
when availability of data (such as adjustments by customs
or tax officials or from partner economies) makes it feasible
to do so. Selection of the best market-value equivalents to
replace book values is an exercise calling for cautious and
informed judgment.

The exchange of goods between affiliated enterprises may
often be one that does not occur between independent
parties (for example, specialized components that are
usable only when incorporated in a finished product).
Similarly, the exchange of services, such as management
services and technical know-how, may have no near
equivalents in the types of transactions in services that
usually take place between independent parties. Thus, for
transactions between affiliated parties, the determination of
values comparable to market values may be difficult, and
compilers may have no choice other than to accept
valuations based on explicit costs incurred in production or
any other values assigned by the enterprise.

Concessional pricing

While some non-commercial transactions, such as a grant
in kind, have no market price, other non-commercial
transactions may take place at implied prices that include
some element of grant or concession so that those prices
also are not market prices. Examples of such transactions
could include negotiated exchanges of goods between
governments and government loans bearing lower interest
rates than those with similar grace and repayment periods
or other terms for purely commercial loans. Concessional
lending is described in chapter 24. Transactions by general
government bodies and private non-profit entities not
engaged in purely commercial undertakings are often
subject to non-commercial considerations. However
transfers involving provision of goods and services may
also be provided or received by other sectors of the
economy.

Valuation at cost

If there is no appropriate market from which the value of a
particular non-monetary flow or stock item can be taken by
analogy, its valuation may be derived from prices that are
established in less closely related markets. Ultimately,
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some goods and services can only be valued by the amount
that it would cost to produce them currently. Market and
own-account goods and services valued in this way should
include a mark-up that reflects the net operating surplus or
mixed income attributable to the producer. For non-market
goods and services produced by government units or
NPISHs, however, no allowance should be made for any
net operating surplus.

Valuation of assets

Sometimes it is necessary to value stocks at their estimated
written down current acquisition values or production
costs. The write-down should then include all changes that
have occurred to the item since it was purchased or
produced (such as consumption of fixed capital, partial
depletion, exhaustion, degradation, unforeseen
obsolescence, exceptional losses and other unanticipated
events). The same method could be applied to non-
monetary flows of existing assets.

If none of the methods mentioned above can be applied,
stocks, or flows arising from the use of assets, may be
recorded at the discounted present value of expected future
returns. For some financial assets, particularly those with a
face value applicable at some point in the future, the
present market value is established as the face value
discounted to the present by the market interest rate. In
principle, therefore, if a reasonably robust estimate of the
stream of future earnings to come from an asset can be
made, along with a suitable discount rate, this allows an
estimate of the present value to be established. However,
because it may be difficult to determine the future earnings
with the appropriate degree of certainty, and given that
assumptions are also needed about the asset’s life length
and the discount factor to be applied, the other possible
sources of valuation described in the preceding paragraphs
should be exhausted before resorting to this method.
Further, if this method is used, some sensitivity testing of
the assumptions made may be appropriate. In fact, the
method most commonly used to derive estimates of
consumption of fixed capital and the capital stock of fixed
assets associates a stream of future earnings with the
decline in value of a fixed asset in use in production. (This
method, the perpetual inventory method, is described
further in chapters 13 and 20.)

Although the net present value method depends on making
projections of future earnings and discount rates, it is
theoretically sound as can often be verified for a number of
financial assets. If it is used for non-financial assets, some
sensitivity testing of the assumptions made may be
appropriate.

In conformity with the general rule, provision of assets,
services, labour or capital in exchange for foreign cash is
recorded at the actual exchange value agreed upon by the
two parties to the transaction. Flows and stocks concerning
foreign currency are converted to their value in national
currency at the rate prevailing at the moment they are
entered in the accounts, that is, the moment the transaction
or other flow takes place or the moment to which the
balance sheet applies. The midpoint between the buying
and selling rate should be used so that any service charge is
excluded.
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Business accounting valuation

Business accounts, tax returns and other administrative
records are main sources of data for drawing up the
national accounts. One should be aware, however, that
none of these necessarily satisfies the valuation
requirements of the SNA and that accordingly adjustments
may have to be made. In particular, in the interest of
prudence, business accounting often adopts valuations that
are not appropriate for the national accounts. Similarly,
valuations for tax purposes often serve objectives that differ
from those of macroeconomic analysis. For example, the
depreciation methods favoured in business accounting and
those prescribed by tax authorities almost invariably
deviate from the concept of consumption of fixed capital
employed in the SNA.

Valuation of partitioned flows

Where a single payment refers to more than one transaction
category (as they are defined in the SNA), the individual
flows need to be recorded separately. In such a case, the
total value of the individual transactions after partitioning
must equal the market value of the exchange that actually
occurred. For example, actual exchange values involving
foreign currency include commission for currency
conversion. The portion related to currency conversion
should be recorded separately as transactions in services.
As another example, the SNA recommends dividing
interest transactions with financial corporations between
two transaction categories, one showing interest as
understood in the SNA and the other representing the
implicit payment for financial intermediation services.

Partitioning is not limited to transactions; an example is
real holding gains, which are separated for analytical
reasons from neutral holding gains that are simply
proportionate to changes in the general price level.

In some cases partitioning is connected with deceptive
behaviour. An example is the sort of transfer pricing
discussed in paragraph 3.132.

A less obvious mingling of transactions occurs when the
provision of an asset and the related money payment or
payments do not take place simultaneously. When the time
gap becomes unusually long and the amount of trade credit
extended is very large, the conclusion may be that
implicitly an interest fee has been charged. In such extreme
cases, the actual payment or payments should be adjusted
for accrued interest in order to arrive at the correct value of
the asset transferred. Such adjustments are not
recommended for normal trade credit.

Special valuations concerning products

Usually, the producer and the user of a given product
perceive its value differently owing to the existence of
taxes and subsidies on products, transport costs to be paid
and the occurrence of trade margins. In order to keep as
close as possible to the views of the economic transactors
themselves, the SNA records all uses at purchasers’ prices
including these elements, but excludes them from the value
of output of the product.
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Output of products is recorded at basic prices. The basic
price is defined as the amount receivable by the producer
from the purchaser for a unit of good or service produced as
output minus any tax payable and plus any subsidy
receivable on the product as a consequence of its
production or sale. It excludes any transport charges
invoiced separately by the producer. If it proves impossible
to obtain the required information at basic prices, output
may be valued at producers’ prices. The producer’s price is
defined as the amount receivable by the producer from the
purchaser for a unit of a good or service produced as output
minus any value added tax (VAT), or similar deductible
tax, invoiced to the purchaser. It also excludes any
transport charges invoiced separately by the producer.

Use of products is recorded at purchasers’ prices. The
purchaser’s price is defined as the amount payable by the
purchaser, excluding any deductible VAT or similar
deductible tax, in order to take delivery of a unit of a good
or service at the time and place required by the purchaser.
The purchaser’s price of a good includes any transport
charges paid separately by the purchaser to take delivery at
the required time and place.

The difference in value recorded for a product between
when it is produced and the moment it is used for, say, final
consumption expenditure can be considerable. Components
of this difference may be:

a. Taxes less subsidies on products payable by the
producer;

b. Trade and transport margins, including taxes less
subsidies on products payable by wholesale and retail
traders;

c. Transport, including taxes less subsidies on products,
paid separately by the consumer;

d. Predictable quality increases producing additional
output volume less current losses during storage;

e. Holding gains while the product is with the producer
and with wholesale and retail traders.

As one can see from the above, the difference between the
original basic price and ultimate purchasers’ price of a
particular good encompasses both pure price and volume
elements. In practice, of course, the estimates do not keep
track of individual products but are made at a more global
level for groups of products.

Imports and exports of goods are recorded in the SNA at
border values. Total imports and exports of goods are
valued free-on-board (FOB, that is, at the exporter’s
customs frontier). As it may not be possible to obtain FOB
values for detailed product breakdowns, the tables
containing details on foreign trade show imports of goods
valued at the importer’s customs frontier (CIF, that is, cost,
insurance and freight), supplemented with global
adjustments to FOB values. CIF values include the
insurance and freight charges incurred between the
exporter’s frontier and that of the importer. The value on
the commercial invoice may of course differ from both of
these.
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As the overall balance of imports and exports must
conform to actual circumstances, border valuation of goods
has consequences for the recording of freight and insurance
in the SNA. Usually, the values of both imports and exports
for these service items have to be adapted to compensate
for the special conventions on goods traded with the rest of
the world. Further details on this treatment are in chapters
14 and 26.

Valuation of other flows
Other changes in the volumes of assets

In order to determine the valuation of the other changes in
the volume of assets, it is usually necessary to value the
asset before and after the change in volume and take the
difference that is not explained by any transaction as the
value of the other change.

Other changes in the volume of financial assets and
liabilities are recorded at the market-equivalent prices of
similar instruments. For writing-off of financial
instruments that are valued at nominal values, the value
recorded in the other changes in the volume of assets
account should correspond to their nominal value prior to
being written off. For all reclassifications of assets and
liabilities, values of both the new and old instruments
should be the same.

Holding gains and losses

Holding gains and losses accrue continuously and apply to
both non-financial and financial assets and liabilities. In
general, they are estimated by deducting from the total
change in the value of assets those that can be attributed to
transactions and to other changes in volumes.

Since most financial assets are matched by liabilities, either
within the domestic economy or with the rest of the world,
it is important that holding gains in one are matched by
holding losses in the other and vice versa. A holding gain
occurs when an asset increases in value or a liability
decreases in value; a holding loss occurs when an asset
decreases in value or a liability increases in value. The
value of holding gains and losses during an accounting
period shows net changes in holding gains and holding
losses for an asset and a liability separately. In practice, the
value of holding gains and losses is calculated for each
asset and liability between two points in time: the
beginning of the period or when the asset or liability is
acquired or incurred and the end of the period or when the
asset or liability is sold or extinguished.

Valuation of positions of financial assets and
liabilities

Stocks of financial assets and liabilities should be valued as
if they were acquired in market transactions on the balance
sheet reporting date. Many financial assets are traded in
markets on a regular basis and therefore can be valued by
directly using the price quotations from these markets. If
the financial markets are closed on the balance sheet date,
the market prices that should be used in the valuation are
those that prevailed on the closest preceding date when the
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markets were open. Debt securities have a current market
value as well as a nominal value, and for some purposes
supplementary data on the nominal values of positions of
debt securities may be useful.

Valuation according to market-value equivalent is needed
for valuing financial assets and liabilities that are not traded
in financial markets or are traded only infrequently. For
these assets and liabilities, it will be necessary to estimate
fair values that, in effect, approximate market prices. The
present value of future cash flows can also be used as an
approximation to market prices, provided an appropriate
discount rate can be used.

Market values, fair values, and nominal values should be
distinguished from such notions as amortized values, face
values, book values, and historic cost.

a. Fair value is a market-equivalent value. It is defined as
the amount for which an asset could be exchanged, or a
liability settled, between knowledgeable, willing
parties in an arm’s length transaction. It thus represents
an estimate of what could be obtained if the creditor
had sold the financial claim.

b. Nominal value refers to the amount the debtor owes to
the creditor, which comprises the outstanding principal
amount including any accrued interest.

c. Amortized value reflects the amount at which the
financial asset or liability was measured at initial
recognition minus the principal repayments. Excess
payments over the scheduled principal repayments
reduce the amortized value whereas payments that are
less than the scheduled principal repayments or
scheduled interest increase the amortized value. On
each scheduled date, amortized value is the same as
nominal value, but it may differ from the nominal value
on other dates due to the accrued interest being
included in the nominal value.

d. Face value is the undiscounted amount of principal to
be repaid.

e. Book value in business accounts generally refers to the
value recorded in the enterprise’s records. Book values
may have different meanings because their values are
influenced by timing of acquisition, company
takeovers, frequency of revaluations, and tax and other
regulations.

f. Historic cost, in its strict sense, reflects the cost at the
time of acquisition, but sometimes it may also reflect
occasional revaluations.

The valuation of financial assets and liabilities in data
reported by enterprises or other respondents may be based
on commercial, supervisory, tax, or other accounting
standards that do not fully reflect the market prices of the
assets and liabilities. In such cases, the data should be
adjusted to reflect, as closely as possible, the market value
of the financial assets and liabilities. (More information on
valuation rules can be found in External Debt Statistics:
Guide for Compilers and Users (Bank for International
Settlements, the Commonwealth Secretariat, Eurostat,
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International Monetary Fund, Organisation for Economic
Co-operation and Development, the Paris Club Secretariat,
the United Nations Conference on Trade and Development
and World Bank (2003)), known as the External Debt
Guide.)

Time of recording
Choice of time of recording

When discussing timing in the SNA, an essential
distinction should be made between stock data as recorded
in balance sheets, on the one hand, and flow data as
recorded in the accounts, on the other. Balance sheets, by
definition, refer to specific points in time. In contrast, flows
are aggregations, over some chosen accounting period, of
individual transactions or other flows, which are
themselves scattered over the accounting period.

Thus, the SNA does not show individual transactions or
other flows, but there are two reasons why precise rules on
their individual timing must be given. In the first place,
rules have to be formulated to say in which accounting
period the discrete flows are to be recorded. Secondly, an
exact timing of individual flows within the accounting
period is crucial to distinguish between changes in net
worth due to transactions and changes due to holding gains
or losses. This distinction is particularly important in
situations of high inflation.

One of the problems in pinning down the timing of
transactions is that activities of institutional units often
extend over periods in which several important moments
can be distinguished. For instance, many commercial sales
commence with the signing of a contract between a seller
and a buyer, encompass a date of delivery and a date or
dates on which payments become due and are only
completed as of the date the last payment is received by the
seller. Each of these distinct moments in time is to some
extent economically relevant.

Similarly, in analysing government expenditure one can
distinguish the day that a budget is voted upon by the
legislature, the day on which the ministry of finance
authorizes a department to pay out specified funds, the day
a particular commitment is entered into by the departments,
the day deliveries take place and finally the day payment
orders are issued and cheques are paid. With regard to
taxes, for example, important moments are the day or the
period in which the liability arises, the moment the tax
liability is definitively assessed, the day that it becomes due
for payment without penalty and the day the tax is actually
paid or refunds are made.

Clearly, making entries for all successive stages discernible
within the activities of institutional units, although
theoretically possible, would severely overburden the SNA.
A choice has to be made, recognizing (a) the needs of
macroeconomic analysis, (b) microeconomic views, and (c)
commonly available sources. Often, in this respect, a
distinction is drawn between recording flows on a cash
basis, due-for-payment basis, the commitment basis and
accrual basis. There may be other timing bases, such as
physical movement or administrative process, used in some
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data sources. The SNA recommends recording on an
accrual basis throughout.

Choice for recording on an accrual basis

Cash accounting records only cash payments and records
them at the times these payments occur. This method is
widely used for certain business purposes. A practical
advantage is the avoidance of problems connected with
valuing non-monetary flows. Yet, cash accounting cannot
be used generally for economic and national accounting as
the times at which payments take place may diverge
significantly from the economic activities and transactions
to which they relate and it is these underlying activities and
transactions that the SNA seeks to portray. Moreover, cash
recording cannot be applied to the many non-monetary
flows included in the SNA.

Due-for-payment recording shows flows that give rise to
cash payments at the latest times they can be paid without
incurring additional charges or penalties and, in addition to
these, actual cash payments at the moments they occur. The
period of time (if any) between the moment a payment
becomes due and the moment it is actually made is bridged
by recording a receivable or a payable in the financial
accounts. Due-for-payment recording furnishes a more
comprehensive description of monetary flows than does
cash accounting. A disadvantage is, of course, that the
registration is still limited to monetary flows.

Accrual accounting records flows at the time economic
value is created, transformed, exchanged, transferred or
extinguished. This means that flows that imply a change of
ownership are entered when the change occurs, services are
recorded when provided, output at the time products are
created and intermediate consumption when materials and
supplies are being used. The SNA favours accrual
accounting because:

a. The timing of accrual accounting is in full agreement
with the way economic activities and other flows are
defined in the SNA. This agreement allows the
profitability of productive activities to be evaluated
correctly (that is, without the disturbing influence of
leads and lags in cash flows) and a sector’s net worth to
be calculated correctly at any point in time;

b. Accrual accounting can be applied to non-monetary
flows.

Many transactions, such as everyday purchases of
households in shops, are monetary transactions in which
some asset is delivered against immediate, or nearly
immediate, payment in cash. In those instances there are no
differences between the three methods discussed here.
Accrual accounting is particularly relevant to the timing of
various internal transactions (such as output that is added to
the inventories of the producer), exchanges in which the
parties deliver at differing times (such as sales with
deferred payments) and obligatory transfers (taxes and
flows connected with social security).

Usually, accrual accounting is the norm for the institutional
units involved. Numerous transactions consist of an
exchange between two enterprises of, say, goods for
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financial assets. In such an exchange, accounting entries
will be made in the books of each enterprise, showing the
same dates for the acquisition of the goods and the
surrender of the financial assets, on the one hand, and for
the acquisition of the financial assets and the surrender of
the goods, on the other. Sometimes, however, the two
parties involved in a transaction will not perceive it as
occurring at the same moment. Furthermore, some
transactors, in particular government units, do not keep
records of purchases on an accrual basis. In these cases, the
rules of consistency in the SNA require that efforts should
be undertaken to correct basic statistics for major
deviations and flaws. The application of the general rule of
recording on an accrual basis to the most common
circumstances is discussed below.

Time of recording of acquisitions of goods and
services

The time of recording of the acquisition of goods is the
moment when the economic ownership of those goods
changes hands. When change of ownership is not obvious,
the moment of entering in the books of the transaction
partners may be a good indication and, failing that, the
moment when physical possession and control is acquired.
These subsidiary rules apply in particular to internal
transactions or when a change of ownership is taken to
occur under a financial lease or hire-purchase arrangement.
Imports and exports of goods are recorded when change of
ownership occurs. In the absence of sources specifying the
date on which ownership changes, there is a strong
presumption that the goods will cross the frontiers of the
countries concerned either shortly before or soon after the
change of ownership takes place. Trade statistics based on
customs documents reflecting the physical movement of
goods across the national or customs frontier may therefore
often be used as an approximation.

Services are recorded in the SNA when they are provided.
Some services are special in the sense that they are
characteristically supplied on a continuous basis. Examples
are operating leasing, insurance and housing services
(including those of owner-occupied dwellings). These
services are recorded as provided continuously over the
whole period the contract lasts or the dwelling is available.

Time of recording of redistributive transactions

Following the general rule, distributive transactions are
recorded at the moment the related claims arise. As a result,
for example, compensation of employees, interest, rent on
land, social contributions and benefits are all registered in
the period during which the amounts payable are built up.
Equally, entries for taxes are made at the moment on which
the underlying transactions or other flows occur that give
rise to the liability to pay. This implies that taxes on
products and imports are recorded at the times the products
in question are produced, imported or sold, depending on
the basis for taxation. Current taxes on income are recorded
when the income to which they pertain is earned although
taxes deducted at source may have to be recorded when
they are deducted. With respect to some distributive
transactions, the time of accrual depends on the unit’s
decision when to distribute income or make a transfer. The
level of dividends is not unambiguously attributable to a
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particular earning period, and dividends are to be recorded
as of the moment the associated share starts to be quoted
“ex dividend”. Other examples are withdrawals from
income of quasi-corporations and various voluntary
transfers, which are recorded when effected.

Time of recording of transactions in financial
assets and liabilities

Transactions in financial assets (including payments of
cash) are recorded in the SNA on a change-of-ownership
basis. Some financial claims or liabilities defined in the
SNA, in particular trade credits and advances, are the
implicit result of a non-financial transaction and are not
otherwise evidenced. In these cases the financial claim is
deemed to arise when its non-financial counterpart occurs.
The same holds for financial transactions that the SNA
records between a quasi-corporation and its owner.

Both parties involved in a financial transaction may record
it at varying dates in their own books because they acquire
the documents evidencing the transaction at different times.
This variation is caused by the process of clearing, the time
cheques are in the mail, etc. The amounts involved in such
“floats” are generally substantial in the case of transferable
deposits and other accounts receivable and payable. Again,
reasons of consistency require that the transactions are
entered on the same date for both parties. If no precise date
can be fixed on which the change of ownership occurs, the
date on which the transaction is fully completed (thus the
date on which the creditor receives his payment) is
decisive.

For securities, the transaction date (that is, the time of the
change in ownership of the securities) may precede the
settlement date (that is, the time of the delivery of the
securities). Both parties should record the transactions at
the time ownership changes, not when the underlying
financial asset is delivered. Any significant difference
between transaction and settlement dates gives rise to
accounts payable or receivable.

According to the accrual basis, repayments of debts are
recorded when they are extinguished (such as when they
are paid, or rescheduled, or forgiven by the creditor). When
arrears occur, no transactions should be imputed, but the
arrears should continue to be shown in the same instrument
until the liability is extinguished. If the contract provided
for a change in the characteristics of a financial instrument
when it goes into arrears, this change should be recorded as
a reclassification in the other changes in the financial assets
and liabilities account. The reclassification applies to
situations where the original contract remains, but the terms
within it changes (for example, interest rates or repayment
periods). If the contract is renegotiated or the nature of the
instrument changes from one instrument category to
another (for example, from bonds to equity), the
consequences are to be recorded as new transactions.

Time of recording of output and intermediate
consumption

The principle of recording on an accrual basis implies that
output is recorded over the period in which the process of
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production takes place. Thus, additions to work-in-progress
are recorded continuously as work proceeds. When the
production process is terminated, the whole of the work-in-
progress accumulated up to that point is effectively
transformed into a stock of finished product ready for
delivery or sale.

Similarly, the intermediate consumption of a good or
service is recorded at the time when the good or service
enters the process of production, as distinct from the time it
was acquired by the producer.

Time of recording of changes in inventories and
consumption of fixed capital

Inventories may be materials and supplies held as inputs by
producers, output as yet unsold, or products held by
wholesale and retail traders. In all cases, additions to
inventories are recorded when products are purchased,
produced or otherwise acquired. Deductions from
inventories are recorded when products are sold, used up as
intermediate consumption or otherwise relinquished.

The timing of consumption of fixed capital is inextricably
linked with the question of its valuation. Consumption of
fixed capital is a cost category that accrues over the whole
period the fixed asset in question is available for productive
purposes. The exact proportioning to accounting periods
depends on the rate of depreciation.

Time of recording of composite transactions and
balancing items

Transactions that are measured as the balance of two or
more other transactions follow the timing of the constituent
basic flows. For example, financial intermediation services
indirectly measured (FISIM) are recorded as interest on
loans and deposits accrues.

The same rule for time of recording applies to balancing
items. However, due to the variety of transactions and other
flows covered, each with its own characteristics, some
thought is needed in interpreting balancing items. For
instance, in analysing the balancing item *“saving” of non-
financial corporations, one should be aware that the time
when the operating surplus arises does not necessarily tally
with the timing of the other factors, such as when dividends
are payable.

Time of recording of other flows

Other changes in the volume of assets are usually discrete
events that accrue at precise moments or within fairly short
periods of time.

Time of recording of holding gains and losses

Changes in prices often have a more continuous character,
particularly in respect of assets for which active markets
exist. In practice, nominal holding gains or losses will be
computed between two points in time:

a. The moment at which:
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The accounting period begins; or

Ownership is acquired from other units (through
purchase or a transaction in kind); or

An asset is produced; and
b. The moment at which:
The accounting period ends; or

The ownership of an asset is relinquished (through sale
or a transaction in kind); or

An asset is consumed in the production process.

One may wonder why nominal holding gains and losses are
not calculated over a period beginning at the moment on
which two units agree to a mutual exchange of assets
instead of the period that starts with the moment on which
the assets are acquired. After all, does not the signing of the
contract fix prices, implying that the risk for any later price
changes is being transferred? The SNA, however, regards
commitments resulting from a contract as contingent until
one of the parties has performed its obligation (by passing
the ownership of some asset to the other party, providing a
service or providing labour or capital). Also, a unit can
incur holding gains and losses only on the assets or
liabilities over which it has economic ownership. The
combination of these two rules implies that during the
period between the signing of the contract and the date on
which the first party delivers, the second party cannot incur
any price risks on this contract: the second party neither
owns the assets to be delivered nor owns a claim on the first
party to be recorded in the financial accounts.

Changes in structure and classification should be entered at
the moment when, according to the rules adopted in the
SNA, a unit or an asset is moved to a different category
than that to which it was classified previously. An
integrated stock-flow system like the SNA requires that all
reclassifications are recorded and all entries for the
reclassification are recorded at the same time.

In order to obtain statistical series that are more comparable
over time, one might be tempted to stockpile major
reclassifications for a number of years and enter them as
one block at the end of this period. However
understandable this procedure might be, it does not
conform to the recommendations of the SNA, which aim at
correct estimates on levels. Keeping records of
reclassifications makes it possible in principle to
reconstruct time series based on the situation in any
accounting period.

Timing adjustments for international transactions

Differences in the time of recording by partner economies
may occur due to various factors. One of the intrinsic
problems with recording international transactions is the
difference in time zones. Differences in time of recording
may also arise from delays in mail deliveries or settlement
clearing processes. In most cases, data at some aggregate
level rather than individual records are used in the
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compilation of international accounts. Several data sources
may often only approximate the required basis. It is
important to make timing adjustments where there are
major divergences from the required basis.

In choosing among available statistical sources, compilers
may wish to consider the advantage of using data for which
the correct timing is already recorded. For example, records
of actual drawings on loans are preferred to sources that
quote authorization dates or program dates that may not be
realized in fact. Some sources chosen by compilers as
generally the most suitable may not have been specifically
designed to yield information for balance of payments
purposes.

Balance sheet items

Balance sheets can be drawn up for any point in time. The
SNA defines balance sheets for all sectors at the moment
when one accounting period ends and a new accounting
period begins. The closing balance sheet of one period is
identical to the opening balance sheet of the next one, so
there remain no price changes, reclassifications or other
economic flows that are not duly recognized by the SNA.

Aggregation, netting, consolidation
Aggregation

The immense number of individual transactions, other
flows and assets within the scope of the SNA have to be
arranged in a manageable number of analytically useful
groups. In the SNA, such groups are constructed by
crossing two or more classifications. As a minimum, a
classification of institutional sectors or industries is crossed
with the classification of transactions, other accumulation
entries or assets. Additionally, resources must be
distinguished from uses and assets from liabilities. In order
to accommodate more detailed analysis, the classes thus
generated may be further subdivided: examples are
specifications of kind of product or asset, of function and of
transaction partners.

Since the classifications in the SNA contain a number of
levels made explicit in the codes, corresponding levels of
aggregation may be distinguished.

Although conceptually the value for each aggregate is the
sum of the values for all elementary items in the relevant
category, in practice other estimation methods are
frequently used. In the first place, information on
elementary transactions, other flows and assets may be
incomplete or even non-existent. Secondly, the data
obtained from different primary sources are usually not
fully consistent due to variations in definitions and
coverage, so adjustments at aggregate level are necessary to
reconcile them.

Netting

Individual units or sectors may have the same kind of
transaction both as a use and as a resource (for example,
they both pay and receive interest) and the same kind of
financial instrument both as an asset and as a liability.
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Combinations in which all elementary items are shown for
their full values are called gross recordings. Combinations
whereby the values of some elementary items are offset
against items on the other side of the account or which have
an opposite sign are called net recordings.

The SNA recommends gross recording apart from the
degree of netting that is inherent in the classifications
themselves. In fact, netting is already a feature of many of
the recommendations of the SNA. It mostly serves to
highlight an economically important property that is not
apparent from gross data.

Netting is implicit in various transaction categories, the
most outstanding example being “changes in inventories”,
which underlines the analytically significant aspect of
overall capital formation rather than tracking daily
additions and withdrawals. Similarly, with few exceptions,
the financial account and other changes in assets accounts
record increases in assets and in liabilities on a net basis,
bringing out the final consequences of these types of flows
at the end of the accounting period. All balancing items
also involve netting. To avoid confusion, the SNA uses the
words “gross” and “net” in a very restrictive sense. Apart
from a few headings (“net premiums”, “net worth” and “net
lending or net borrowing”), the SNA classifications employ
the word “net” exclusively to indicate the value of variables
after deduction of consumption of fixed capital.

In the case of flows of financial assets and liabilities, the
terms “net changes in assets” and “net changes in
liabilities” are used to reflect the nature of the financial
flows. Financial flows reflect changes due to all credit and
debit entries during an accounting period. That is, financial
flows are recorded on a net basis separately for each
financial asset and liability. The use of the terms “net
changes in assets” and “net changes in liabilities” brings
the financial account into line with the convention used in
the accumulation accounts. These are general terms that
apply to both the financial account and other changes in
financial assets and liabilities account. The use of these
terms also simplifies the interpretation of data. For both
assets and liabilities, a positive change indicates an increase
in stocks and a negative change indicates a decrease in
stocks. The interpretation of increase or decrease under the
credit or debit notion, however, depends on whether the
increase or decrease refers to assets or liabilities (a debit for
an asset is an increase while a debit for a liability is a
decrease). While the debit and credit presentation is not
emphasized for financial account transactions, it is
important to recognize and maintain the accounting
identities; for example, a credit is always conceptually
matched with a corresponding debit, the latter relating to
either an increase in an asset, or reduction in a liability.

Consolidation

Consolidation is a special kind of cancelling out of flows
and stocks that should be distinguished from other kinds of
netting. It involves the elimination of those transactions or
debtor or creditor relationships that occur between two
transactors belonging to the same institutional sector or
subsector. Consolidation should not be seen as a sheer loss
of information; it entails an elementary specification by the
transaction partner. Consolidation may be most relevant for



financial institutions and general government. There is
more detail on this in chapters 22 and 27. For certain kinds
of analysis, information on the transactions of these
(sub)sectors with other sectors and the corresponding
“external” financial position is more significant than
overall gross figures. As a rule, however, the entries in the
SNA are not consolidated.

Stocks, flows and accounting rules

3.198 The rule of non-consolidation takes a special form

regarding the transaction categories “output” and
“intermediate consumption”. These transactions are to be
recorded throughout at the level of establishments. This
implies specifically that the accounts for institutional
sectors and for industries should not be consolidated in
respect of output delivered between establishments
belonging to the same institutional unit.
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4.4

Chapter 4: Institutional units and sectors

Introduction

This chapter is concerned with the definition and
description of institutional units and the way in which they
are grouped to make up the sectors and subsectors of the
SNA. Another key concept to be discussed is residence
since the total economy consists of the entire set of resident
institutional units.

Institutional units

An institutional unit is an economic entity that is capable,
in its own right, of owning assets, incurring liabilities and
engaging in economic activities and in transactions with
other entities. The main attributes of institutional units may
be described as follows:

a. An institutional unit is entitled to own goods or assets
in its own right; it is therefore able to exchange the
ownership of goods or assets in transactions with other
institutional units;

b. It is able to take economic decisions and engage in
economic activities for which it is itself held to be
directly responsible and accountable at law;

c. Itisable to incur liabilities on its own behalf, to take on
other obligations or future commitments and to enter
into contracts;

d. Either a complete set of accounts, including a balance
sheet of assets and liabilities, exists for the unit, or it
would be possible and meaningful, from an economic
viewpoint, to compile a complete set of accounts if they
were to be required.

There are two main types of units in the real world that may
qualify as institutional units, namely persons or groups of
persons in the form of households, and legal or social
entities.

For purposes of the SNA, a household is a group of
persons who share the same living accommodation, who
pool some, or all, of their income and wealth and who
consume certain types of goods and services collectively,
mainly housing and food. As well as individual
households, there are units described as institutional
households that comprise groups of persons staying in
hospitals, retirement homes, convents, prisons, etc. for long
periods of time.
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The individual members of multiperson households are not
treated as separate institutional units. Many assets are
owned, or liabilities incurred, jointly by two or more
members of the same household while some or all of the
income received by individual members of the same
household may be pooled for the benefit of all members.
Moreover, many expenditure decisions, especially those
relating to the consumption of food, or housing, may be
made collectively for the household as a whole. It may be
impossible, therefore, to draw up meaningful balance
sheets or other accounts for members of the household on
an individual basis. For these reasons, the household as a
whole rather than the individual persons in it must be
treated as the institutional unit.

The second type of institutional unit is a legal or social
entity that engages in economic activities and transactions
in its own right, such as a corporation, non-profit institution
(NPI) or government unit. A legal or social entity is one
whose existence is recognized by law or society
independently of the persons, or other entities, that may
own or control it. Such units are responsible and
accountable for the economic decisions or actions they
take, although their autonomy may be constrained to some
extent by other institutional units; for example,
corporations are ultimately controlled by their
shareholders. Some unincorporated enterprises belonging
to households or government units may behave in much the
same way as corporations, and such enterprises are treated
as quasi-corporations when they have complete sets of
accounts.

In the legal sense, corporations may be described by
different names: corporations, incorporated enterprises,
public limited companies, public corporations, private
companies, joint-stock companies, limited liability
companies, limited liability partnerships, and so on.
Conversely, some legal entities that are non-profit
institutions may sometimes be described as “corporations”.
The status of an institutional unit cannot always be inferred
from its name, and it is necessary to examine its objectives
and functions. In the SNA, the term corporation covers
legally constituted corporations and also cooperatives,
limited liability partnerships, notional resident units and
quasi-corporations. The description of these various
institutional units is given in section B.

Non-profit institutions (NPIs) are legal or social entities
created for the purpose of producing goods and services
but whose status does not permit them to be a source of
income, profit or other financial gain for the units that

61



System of National Accounts

49

4.10

411

4.12

62

establish, control or finance them. In practice, their
productive activities are bound to generate either surpluses
or deficits but any surpluses they happen to make cannot be
appropriated by other institutional units. The articles of
association by which they are established are drawn up in
such a way that the institutional units that control or
manage them are not entitled to a share in any profits or
other income they generate. For this reason, they are
frequently exempted from various kinds of taxes. A
description of the treatment of NPIs within the SNA is
given in section C.

Government units are unique kinds of legal entities
established by political processes that have legislative,
judicial or executive authority over other institutional
units within a given area. Viewed as institutional units, the
principal functions of government are to assume
responsibility for the provision of goods and services to the
community or to individual households and to finance their
provision out of taxation or other incomes; to redistribute
income and wealth by means of transfers; and to engage in
non-market production.

Residence

The residence of each institutional unit is the economic
territory with which it has the strongest connection, in
other words, its centre of predominant economic interest.
The concept of economic territory in the SNA coincides
with that of the BPM6. Some key features are as follows. In
its broadest sense, an economic territory can be any
geographic area or jurisdiction for which statistics are
required. The connection of entities to a particular
economic territory is determined from aspects such as
physical presence and being subject to the jurisdiction of
the government of the territory. The most commonly used
concept of economic territory is the area under the effective
economic control of a single government. However
economic territory may be larger or smaller than this, as in
a currency or economic union or a part of a country or the
world.

The economic territory includes the land area, airspace,
territorial waters, including jurisdiction over fishing rights
and rights to fuels or minerals. In a maritime territory, the
economic territory includes islands that belong to the
territory. The economic territory also includes territorial
enclaves in the rest of the world. These are clearly
demarcated land areas (such as embassies, consulates,
military bases, scientific stations, information or
immigration  offices, aid agencies, central bank
representative offices with diplomatic immunity, etc.)
located in other territories and used by governments that
own or rent them for diplomatic, military, scientific, or
other purposes with the formal agreement of governments
of the territories where the land areas are physically
located.

Economic territory has the dimensions of physical location
as well as legal jurisdiction. The concepts of economic
territory and residence are designed to ensure that each
institutional unit is a resident of a single economic territory.
The use of an economic territory as the scope of economic
statistics means that each member of a group of affiliated
enterprises is resident in the economy in which it is located,
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rather than being attributed to the economy of location of
the head office.

In general, an institutional unit is resident in one and only
one economic territory determined by the unit's centre of
predominant economic interest. Exceptions may be made
for multiterritory enterprises that operate a seamless
operation over more than one economic territory. Although
the enterprise has substantial activity in more than one
economic territory, it cannot be broken up into separate
branches or a parent and branch(es) because it is run as an
indivisible operation with no separate accounts or
decisions. Such enterprises are typically involved in cross-
border activities and include shipping lines, airlines,
hydroelectric schemes on border rivers, pipelines, bridges,
tunnels and undersea cables. If it is not possible to identify
a parent or separate branches, it is necessary to prorate the
total operations of the enterprise into the individual
economic territories. For more information on these special
cases, reference should be made to BPM6.

An institutional unit has a centre of predominant economic
interest in an economic territory when there exists, within
the economic territory, some location, dwelling, place of
production, or other premises on which or from which the
unit engages and intends to continue engaging, either
indefinitely or over a finite but long period of time, in
economic activities and transactions on a significant scale.
The location need not be fixed so long as it remains within
the economic territory. Actual or intended location for one
year or more is used as an operational definition; while the
choice of one year as a specific period is somewhat
arbitrary, it is adopted to avoid uncertainty and facilitate
international consistency.

The concept of residence in the SNA is exactly the same as
in BPM6. Some key consequences follow:

a. The residence of individual persons is determined by
that of the household of which they form part and not
by their place of work. All members of the same
household have the same residence as the household
itself, even though they may cross borders to work or
otherwise spend periods of time abroad. If they work
and reside abroad so long that they acquire a centre of
economic interest abroad, they cease to be members of
their original households;

b. Unincorporated enterprises that are not quasi-
corporations are not separate institutional units from
their owners and, therefore, have the same residence as
their owners;

c. Corporations and NPIs may normally be expected to
have a centre of economic interest in the country in
which they are legally constituted and registered.
Corporations may be resident in countries different
from their shareholders and subsidiary corporations
may be resident in countries different from their parent
corporations. When a corporation, or unincorporated
enterprise, maintains a branch, office or production site
in another country in order to engage in production
over a long period of time (usually taken to be one year
or more) but without creating a subsidiary corporation
for the purpose, the branch, office or site is considered
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to be a quasi-corporation (that is, a separate
institutional unit) resident in the country in which it is
located:;

d. Owners of land, buildings and immovable structures in
the economic territory of a country, or units holding
long leases on either, are deemed always to have a
centre of economic interest in that country, even if they
do not engage in other economic activities or
transactions in the country. All land and buildings are
therefore owned by residents;

e. Extraction of subsoil resources can only be undertaken
by resident institutional units. An enterprise that will
undertake extraction is deemed to become resident
when the requisite licences or leases are issued, if not
before;

f. For entities such as many special purpose entities, that
have few if any attributes of location, the location is
determined by their place of incorporation.

Further elaboration of borderline cases is given in chapter
26 and in BPM6.

Sectoring and economic behaviour

The institutional sectors of the SNA group together similar
kinds of institutional units. Corporations, NPIs,
government units and households are intrinsically different
from each other in that their economic objectives, functions
and behaviour are different.

Institutional units are allocated to sector according to the
nature of the economic activity they undertake. The three
basic economic activities recorded in the SNA are
production of goods and services, consumption to satisfy
human wants or needs and accumulation of various forms
of capital. Corporations undertake either production or
accumulation (or both) but do not undertake (final)
consumption. Government undertakes production (but
mainly of a different type from corporations), accumulation
and final consumption on behalf of the population. All
households undertake consumption on their own behalf and
may also engage in production and accumulation. NPIs are
diverse in nature. Some behave like corporations, some are
effectively part of government and some undertake
activities similar to government but independently of it.

Fundamental to the distinction between corporations and
government is the basis on which production is undertaken.
Corporations produce for the market and aim to sell their
products at economically significant prices. Prices are said
to be economically significant if they have a significant
effect on the amount that producers are willing to supply
and the amounts purchasers wish to buy. These prices
normally result when the producer has an incentive to
adjust supply either with the goal of making a profit in the
long run (or at a minimum, covering capital and other
costs) and consumers have the freedom to purchase or not
purchase and make the choice on the basis of the prices
charged. There is more extensive discussion of the
definition of economically significant prices and the
meaning of market and non-market production in chapters
6 and 22.
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Institutional units and sectors

Corporations are divided between those mainly providing
financial services and those mainly providing goods and
other services. The two groups are known as financial
corporations and non-financial corporations respectively.
The distinction is made because of the special role that
financial corporations play in the economy.

The economic objectives, functions and behaviour of
government units are quite distinct. They organize and
finance the provision of goods and services, to individual
households and the community at large and therefore incur
expenditures on final consumption. They may produce
most of these goods and services themselves but the
products are usually either provided free or at prices
determined by considerations other than purely market
forces. Government units are also concerned with
distribution and redistribution of income and wealth
through taxation and other transfers. Government units
include social security funds.

The economic objectives, functions and behaviour of
households are different again. Although primarily
consumer units, they can also engage in production. Often
this production activity is relatively small scale and
includes informal and subsistence activities. When the
production units of households are not legal entities (and
cannot be treated as such) they are described as
unincorporated enterprises. They remain part of the same
institutional unit as the household to which they belong.

NPIs are institutional units created for the purpose of
producing or distributing goods or services but not for the
purpose of generating any income or profit for the units that
control or finance them. Nevertheless, some NPIs deliver
goods and services to customers at economically significant
prices and, when they do, these NPIs are treated in the same
way as corporations in the SNA. Other NPIs that are
controlled by government are treated as government units.
The remaining NPIs, those that produce goods and services
but do not sell them at economically significant prices and
are not controlled by government, are treated as a special
group of units called non-profit institutions serving
households (NPISHSs). They are in effect non-governmental
social institutions.

The total economy

The total economy is defined as the entire set of resident
institutional units. The resident institutional units that
make up the total economy are grouped into five mutually
exclusive institutional sectors. Sectors are groups of
institutional units and the whole of each institutional unit
must be classified to one or other sector of the SNA. The
full sequence of accounts of the SNA may be constructed
for a single institutional unit or a group of units. The
attributes of an institutional unit described in paragraph 4.2
explain why it is not possible to compile a full set of
accounts for only part of a unit. However, it is possible,
useful and common practice to compile some accounts for
sub-divisions of corporations, discriminating on the basis
of the type of production the parts undertake. This is the
subject of chapter 5. For the present chapter attention
focuses on the allocation of complete units to one sector or
another.
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Figure 4.1: lllustrative allocation of units to institutional sectors
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An overview of institutional sectors

All resident institutional units are allocated to one and only
one of the following five institutional sectors:

The non-financial corporations sector;

The financial corporations sector;

The general government sector;

The non-profit institutions serving households sector;
The households sector.

The conceptual basis for the allocation of a unit to the
appropriate sector can be seen in figure 4.1. The boxes for
the sectors of the total economy, plus the box for the rest of
the world, appear with double borders. Once non-resident
units and households are set aside, only resident legal and
social entities remain. Three questions determine the
sectoral allocation of all such units. The first is whether the
unit is a market or non-market producer. This depends on
whether the majority of the unit’s production is offered at
economically significant prices or not.

The second question determining sectoral allocation applies
to non-market units, all of which, including non-market
NPIs, are allocated either to general government or to the
NPISH sector. The determining factor is whether the unit is
part of, or controlled by, government. The criteria to
establish control are discussed in section C below.

The third question determining sectoral allocation applies
to market units, all of which, including market NPIs, are
allocated to either the non-financial corporations sector or
the financial corporations sector. In the context of sectors
as elsewhere in the SNA, the term “corporation” is used to
encompass cooperatives, limited liability partnerships,
notional resident units and quasi-corporations as well as
legally constituted corporations.

All resident non-financial corporations are included in the
non-financial corporations sector and make up most of the
sector in practice. In addition, the sector includes non-profit
institutions (NPIs) engaged in the market production of
goods and non-financial services: for example, hospitals,
schools or colleges that charge fees that enable them to
recover their current production costs, or trade associations
financed by subscriptions from non-financial corporate or
unincorporated enterprises whose role is to promote and
serve the interests of those enterprises. The non-financial
corporations sector is described further in section D.

The financial corporations sector includes all resident
corporations whose principal activity is providing financial
services including financial intermediation, insurance and
pension fund services, and units that provide activities that
facilitate financial intermediation. In addition, the sector
includes NPIs engaged in market production of a financial
nature such as those financed by subscriptions from
financial enterprises whose role is to promote and serve the
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Institutional units and sectors

interests of those enterprises. The financial corporations
sector is described further in section E.

The general government sector consists mainly of central,
state and local government units together with social
security funds imposed and controlled by those units. In
addition, it includes NPIs engaged in non-market
production that are controlled by government units or social
security funds.

The non-profit institutions serving households sector
consists of all resident NPIs, except those controlled by
government, that provide non-market goods or services to
households or to the community at large.

The households sector consists of all resident households.
These include institutional households made up of persons
staying in hospitals, retirement homes, convents, prisons,
etc. for long periods of time. As already noted, an
unincorporated enterprise owned by a household is treated
as an integral part of the latter and not as a separate
institutional unit unless the accounts are sufficiently
detailed to treat the activity as that of a quasi-corporation.

Subsectors

Each of the five institutional sectors listed above may be
divided into subsectors. No single method of subsectoring
may be optimal for all purposes or all countries, so that
alternative methods of subsectoring are recommended for
certain sectors. Dividing the total economy into sectors
enhances the usefulness of the accounts for purposes of
economic analysis by grouping together institutional units
with similar objectives and types of behaviour. Sectors and
subsectors are also needed in order to be able to target or
monitor particular groups of institutional units for policy
purposes. For example, the household sector has to be
divided into subsectors in order to be able to observe how
different sections of the community are affected by, or
benefit from, the process of economic development or
government economic and social policy measures.
Similarly, it may be important to treat corporations subject
to control by non-residents as subsectors of the financial
and non-financial corporate sectors not only because they
are liable to behave differently from domestically
controlled corporations but because policymakers may
wish to be able to identify and observe those parts of the
economy that are subject to influence from abroad. The
division of sectors into subsectors depends upon the type of
analysis to be undertaken, the needs of policymakers, the
availability of data and the economic circumstances and
institutional arrangements within a country.

Public and foreign control

One common subsectoring is to identify those non-financial
and financial corporations that are controlled by the
government, called public corporations, and those that are
controlled from abroad. The remaining corporations form
the national private corporations in an economy. The
criteria for determining control by government and from
abroad are discussed in section B. Figure 4.1 includes this
type of subsectoring for both groups of corporations.
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Non-profit institutions

As described above, the SNA assigns NPIs to different
sectors according to whether they produce for the market or
not, regardless of motivation, status of employees or the
activity they are engaged in. However, there is increasing
interest in considering the full set of NPIs as evidence of
“civil society” so it is recommended that NPIs within the
corporate and government sectors be identified in distinct
subsectors so that supplementary tables summarizing all
NPI activities can be derived in a straightforward manner as
and when required.

Other subsectoring

The question of subsectoring is included in the more
extensive consideration of each institutional sector in

Corporations in the SNA
Types of corporations

In the SNA, the term corporation is used more broadly than
in just the legal sense. In general, all entities that are:

a. capable of generating a profit or other financial gain for
their owners,

b. recognized at law as separate legal entities from their
owners who enjoy limited liability,

c. setup for purposes of engaging in market production,

are treated as corporations in the SNA, however they may
describe themselves or whatever they may be called. As
well as legally constituted corporations the term
corporations is used to include cooperatives, limited
liability partnerships, notional resident units and quasi-
corporations. Whenever the term corporation is used, the
broader coverage rather than the narrow legal definition is
intended unless otherwise stated. Each of the main
components of the broader coverage is discussed in turn
below.

Legally constituted corporations

Legally constituted corporations may be described by
different names: corporations, incorporated enterprises,
public limited companies, public corporations, private
companies, joint-stock companies, limited liability
companies, limited liability partnerships, and so on. A
legally constituted corporation is a legal entity, created for
the purpose of producing goods or services for the market,
that may be a source of profit or other financial gain to its
owner(s); it is collectively owned by shareholders who
have the authority to appoint directors responsible for its
general management.

7.
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following sections. Particular subsectors are suggested for
general government, financial corporations and households.

The rest of the world

On occasion it is convenient to refer to non-resident
households or corporations as units that are resident in the
rest of the world. Whenever accounts are drawn up for
institutional sectors, as well as an account for the total
economy, a further account is shown showing the
relationship with the rest of the world. In effect, therefore
transactions with the rest of the world are recorded as if the
rest of the world is a de facto sixth sector.

The laws governing the creation, management and
operations of legally constituted corporations may vary
from country to country so that it is not feasible to provide
a precise, legal definition of a corporation that would be
universally valid. It is possible, however, to indicate in
more detail the typical features of corporations that are
most relevant from the point of view of the SNA. They may
be summarized as follows:

a. A corporation is an entity created by process of law
whose existence is recognized independently of the
other institutional units that may own shares in its
equity. The existence, name and address of a
corporation are usually recorded in a special register
kept for this purpose. A corporation may normally be
expected to have a centre of predominant economic
interest (that is, to be resident) in the country in which
it is created and registered.

b. A corporation that is created for the purpose of
producing goods or services for sale on the market does
so at prices that are economically significant. This
implies that it is a market producer. (A description of
economically significant prices and the difference
between market and non-market production is given in
chapters 6 and 22.)

c. A corporation is fully responsible and accountable at
law for its own actions, obligations and contracts, this
being an essential attribute of an institutional unit in the
SNA. A corporation is subject to the tax regime of the
country where it is resident in respect of its productive
activities, income or assets.

d. Ownership of a corporation is vested in the
shareholders collectively. The amount of income
actually distributed to shareholders as dividends in any
single accounting period is decided by the directors of
the corporation. Income is usually distributed to
shareholders in proportion to the value, or amounts, of
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the shares or other capital participations they own.
There may be different kinds of shares in the same
corporation carrying different entitlements.

e. In the event of a corporation being wound up, or
liquidated, the shareholders are similarly entitled to a
share in the net worth of the corporation remaining
after all assets have been sold and all liabilities paid. If
a corporation is declared bankrupt because its liabilities
exceed the value of its assets, the shareholders are not
liable to repay the excess liabilities.

f. Control of a corporation is ultimately exercised by the
shareholders collectively. A corporation has a board of
directors that is responsible for the corporation’s policy
and appoints the senior management of the corporation.
The board of directors is usually appointed by the
collective vote of the shareholders.

g. In practice, however, some shareholders may exert
much more influence or control over the policies and
operations of a corporation than others.

h. The voting rights of shareholders may not be equal.
Some types of shares may carry no voting rights, while
others may carry exceptional rights, such as the right to
make specific appointments to the board of directors or
the right to veto other appointments made on a majority
vote. Such exceptional rights may be held by the
government when it is a shareholder in a corporation.

i. Many shareholders with voting rights do not choose to
exercise them, so that a small, organized minority of
active shareholders may be in a position to control the
policy and operations of a corporation.

Cooperatives, limited liability partnerships, etc.

Cooperatives are set up by producers for purposes of
marketing their collective output. The profits of such
cooperatives are distributed in accordance with their agreed
rules and not necessarily in proportion to shares held, but
effectively they operate like corporations. Similarly,
partnerships whose members enjoy limited liability are
separate legal entities that behave like corporations. In
effect, the partners are at the same time both shareholders
and managers.

Quasi-corporations

Some unincorporated enterprises function in all (or almost
all) respects as if they were incorporated. These are termed
quasi-corporations in the SNA and are included with
corporations in the non-financial and financial corporations
sectors. A quasi-corporation is:

a. either an unincorporated enterprise owned by a
resident institutional unit that has sufficient
information to compile a complete set of accounts and
is operated as if it were a separate corporation and
whose de facto relationship to its owner is that of a
corporation to its shareholders, or
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b. an unincorporated enterprise owned by a non-
resident institutional unit that is deemed to be a
resident institutional unit because it engages in a
significant amount of production in the economic
territory over a long or indefinite period of time.

Three main kinds of quasi-corporations are recognized in
the SNA:

a. Unincorporated enterprises owned by government units
that are engaged in market production and that are
operated in a similar way to publicly owned
corporations;

b. Unincorporated enterprises, including unincorporated
partnerships or trusts, owned by households that are
operated as if they were privately owned corporations;

c. Unincorporated enterprises that belong to institutional
units resident abroad, referred to as “branches”.

The intent behind the concept of a quasi-corporation is
clear: namely, to separate from their owners those
unincorporated enterprises that are sufficiently self-
contained and independent that they behave in the same
way as corporations. If they function like corporations, they
must keep complete sets of accounts. Indeed, the existence
of a complete set of accounts, including balance sheets, for
the enterprise is a necessary condition for it to be treated as
a quasi-corporation. Otherwise, it would not be feasible
from an accounting point of view to distinguish the quasi-
corporation from its owner.

As a quasi-corporation is treated as a separate institutional
unit from its owner, it must have its own value added,
saving, assets, liabilities, etc. It must be possible to identify
and record any flows of income and capital that are deemed
to take place between the quasi-corporation and its owner.
The amount of income withdrawn from a quasi-corporation
during a given accounting period is decided by the owner,
such a withdrawal being equivalent to the payment of a
dividend by a corporation to its shareholder(s). Given the
amount of the income withdrawn, the saving of the quasi-
corporation (that is, the amount of earnings retained within
the quasi-corporation) is determined. A balance sheet is
also needed for the quasi-corporation showing the values of
its non-financial assets used in production and also the
financial assets and liabilities owned or incurred in the
name of the enterprise.

Experience has shown that countries have difficulty
treating unincorporated enterprises owned by households as
quasi-corporations. However, it is not useful to introduce
additional criteria, such as size, into the definition of quasi-
corporations owned by households. If an enterprise is not in
fact operated like a corporation and does not have a
complete set of accounts of its own, it cannot and should
not be treated as a quasi-corporation however large it may
be.

Branches

When a non-resident unit has substantial operations over a
significant period in an economic territory, but no separate
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legal entity, a branch may be identified as an institutional
unit. This unit is identified for statistical purposes because
the operations have a strong connection to the location of
operations in all ways other than incorporation. An
unincorporated enterprise abroad should be treated as a
quasi-corporation when indications of substantial
operations can be identified separately from the rest of the
entity. As with other quasi-corporations, either a complete
set of accounts for the unit exists or it would be meaningful
from an economic point of view to compile them. The
availability of separate records indicates that an actual unit
exists and makes it practical to prepare statistics. In
addition, all or most of the following factors tend to be
present for a branch to be recognized:

a. Production based in the territory is undertaken or
intended for one year or more in a territory other than
that of its head office:

If the production process involves physical presence,
then the operations should be physically located in that
territory. Some indicators of an intention to locate in
the territory include purchasing or renting business
premises, acquiring capital equipment, and recruiting
local staff.

If the production does not involve physical presence,
such as some cases of banking, insurance, or other
financial services, the operations should be recognized
as being in the territory by virtue of the registration or
legal domicile of those operations in that territory.

b. The operations are recognized as being subject to the
income tax system, if any, of the economy in which it is
located even if it may have a tax-exempt status.

Some construction projects undertaken by a nonresident
contractor may give rise to a branch. Construction may be
carried out or managed by a nonresident enterprise, without
the creation of a local legal entity, for example, major
projects (such as bridges, dams, power stations) that take a
year or more to complete and that are managed through a
local site office.

Notional resident units

Immovable assets such as land and other natural resources,
and buildings and structures are treated as being owned by
resident units except in one particular circumstance. If the
legal owner is actually non-resident, an artificial unit,
called a notional resident unit, is created in the SNA. The
notional resident unit is recorded as owning the asset and
receiving the rent or rentals that accrue to the asset. The
legal owner owns the equity in the notional resident unit
and then receives income from the notional resident unit in
the form of property income paid abroad. The only
exception is made for land and buildings in extraterritorial
enclaves of foreign governments (such as embassies,
consulates and military bases) that are subject to the laws of
the home territory and not those of the territory where they
are physically situated.

A long-term lease to use immovable assets such as land and
other natural resources must also be held by a resident. If
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necessary, a notional resident unit is identified in this case
also.

Special cases
Groups of corporations

Large groups of corporations, or conglomerates, may be
created whereby a parent corporation controls several
subsidiaries, some of which may control subsidiaries of
their own, and so on. For certain purposes, it may be
desirable to have information relating to a group of
corporations as a whole. However, each individual
corporation should be treated as a separate institutional
unit, whether or not it forms part of a group. Even
subsidiaries that are wholly owned by other corporations
are separate legal entities that are required by law and the
tax authorities to produce complete sets of accounts,
including balance sheets. Although the management of a
subsidiary corporation may be subject to the control of
another corporation, it remains responsible and accountable
for the conduct of its own production activities.

Another reason for not treating groups of corporations as
single institutional units is that groups are not always well
defined, stable or easily identified in practice. It may be
difficult to obtain data for groups whose activities are not
closely integrated. Moreover, many conglomerates are
much too large and heterogeneous for them to be treated as
single units, and their size and composition may be
continually shifting over time as a result of mergers and
takeovers.

Head offices and holding companies

Two quite different types of units exist that are both often
referred to as holding companies. The first is the head
office that exercises some aspects of managerial control
over its subsidiaries. These may sometimes have noticeably
fewer employees, and more at a senior level, than its
subsidiaries but it is actively engaged in production. These
types of activities are described in ISIC Rev. 4 in section M
class 7010 as follows:

This class includes the overseeing and managing of other
units of the company or enterprise; undertaking the
strategic or organizational planning and decision making
role of the company or enterprise; exercising operational
control and manage the day-to-day operations of their
related units.

Such units are allocated to the non-financial corporations
sector unless all or most of their subsidiaries are financial
corporations, in which case they are treated by convention
as financial auxiliaries in the financial corporations sector.

The type of unit properly called a holding company is a unit
that holds the assets of subsidiary corporations but does not
undertake any management activities. They are described
in ISIC Rev. 4 in section K class 6420 as follows:

This class includes the activities of holding companies, i.e.
units that hold the assets (owning controlling-levels of
equity) of a group of subsidiary corporations and whose
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principal activity is owning the group. The holding
companies in this class do not provide any other service to
the enterprises in which the equity is held, i.e. they do not
administer or manage other units.

Such units are always allocated to the financial
corporations sector and treated as captive financial
institutions even if all the subsidiary corporations are non-
financial corporations.

Special purpose entities

A number of institutional units may be described as special
purpose entities (SPEs) or special purpose vehicles. There
is no common definition of an SPE but some of the
following characteristics may apply.

Such units often have no employees and no non-financial
assets. They may have little physical presence beyond a
“brass plate” confirming their place of registration. They
are always related to another corporation, often as a
subsidiary, and SPEs in particular are often resident in a
territory other than the territory of residence of the related
corporations. In the absence of any physical dimension to
an enterprise, its residence is determined according to the
economic territory under whose laws the enterprise is
incorporated or registered. For more detail on
problematical cases see BPM6.

Entities of this type are commonly managed by employees
of another corporation which may or may not be a related
one. The unit pays fees for services rendered to it and in
turn charges its parent or other related corporation a fee to
cover these costs. This is the only production the unit is
involved in though it will often incur liabilities on behalf of
its owner and will usually receive investment income and
holding gains on the assets it holds.

Whether a unit has all or none of these characteristics, and
whether it is described as an SPE or some similar
designation or not, it is treated in the SNA in the same way
as any other institutional unit by being allocated to sector
and industry according to its principal activity unless it falls
into one of the three following categories:

a. Captive financial institutions,

b. Artificial subsidiaries of corporations,

c. Special purpose units of general government.
Each of these is described below.

Captive financial institutions

A holding company that simply owns the assets of
subsidiaries is one example of a captive financial
institution. Other units that are also treated as captive
financial institutions are units with the characteristics of
SPEs as described above including investment and pension
funds and units used for holding and managing wealth for
individuals or families, holding assets for securitization,
issuing debt securities on behalf of related companies (such
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a company may be called a conduit), securitization vehicles
and to carry out other financial functions.

The degree of independence from its parent may be
demonstrated by exercising some substantive control over
its assets and liabilities to the extent of carrying the risks
and reaping the rewards associated with the assets and
liabilities. Such units are classified in the financial
corporations sector.

An entity of this type that cannot act independently of its
parent and is simply a passive holder of assets and
liabilities (sometimes described as being on auto-pilot) is
not treated as a separate institutional unit unless it is
resident in an economy different from that of its parent. If it
is resident in the same economy as its parent, it is treated as
an “artificial subsidiary” as described immediately below.

Artificial subsidiaries of corporations

Within the SNA, the term corporation is used to denote
both those institutions legally recognized as corporations
and other units treated in the SNA as corporations,
specifically quasi-corporations, branches and notional
units. For the following six paragraphs, however, the term
corporation is used in the sense of a corporation as a legal
entity.

A subsidiary corporation, wholly owned by a parent
corporation, may be created to provide services to the
parent corporation, or other corporations in the same group,
in order to avoid taxes, to minimize liabilities in the event
of bankruptcy, or to secure other technical advantages
under the tax or corporation legislation in force in a
particular country. For example, the parent may create a
subsidiary to which ownership of its land, buildings or
equipment is transferred and whose sole function is to lease
them back again to the parent corporation; the subsidiary
may be the nominal employer of all the staff who are then
contracted to other corporations in the group, the subsidiary
may keep the accounts and records of the parent on a
separate computer installation; the role of the subsidiary
may be established to take advantage of favourable funding
or regulatory treatments and so on. In some cases,
corporations may create “dormant” subsidiaries that are not
actually engaged in any production but which may be
activated at the convenience of the parent corporation.

In general, these sorts of corporations do not satisfy the
definition of an institutional unit in the SNA because they
lack the ability to act independently from their parent
corporation and may be subject to restrictions on their
ability to hold or transact assets held on their balance
sheets. Their level of output and the price they receive for it
are determined by the parent that (possibly with other
corporations in the same group) is their sole client. They
are thus not treated as separate institutional units in the
SNA but are treated as an integral part of the parent and
their accounts are consolidated with those of the parent. As
noted above, the accounts for passive SPEs (those on auto-
pilot) are also consolidated with their parent corporation
unless they are resident in an economy different from that
where the parent is resident.
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Quasi-corporations such as a partnership or trust may also
be set up by a parent corporation for similar reasons to the
subsidiary corporations just described. Within the SNA,
these are also treated as an integral part of the parent and
their accounts are consolidated with the parent.

A distinction must be made between artificial subsidiaries
as just described and a unit undertaking only ancillary
activities. As described in more detail in section D of
chapter 5, ancillary activities are limited in scope to the
type of service functions that virtually all enterprises need
to some extent or another such as cleaning premises,
running the staff payroll or providing the information
technology infrastructure for the enterprise. Units
undertaking only ancillary activities will in general not
satisfy the conditions of being an institutional unit (for the
same sort of reason as artificial subsidiaries do not) but
they may sometimes be treated as a separate establishment
of the enterprise if this is analytically useful.

Special purpose units of general government

General government may also set up special units, with
characteristics and functions similar to the captive financial
institutions and artificial subsidiaries of corporations just
described. Such units do not have the power to act
independently and are restricted in the range of transactions
they can engage in. They do not carry the risks and rewards
associated with the assets and liabilities they hold. Such
units, if they are resident, are treated as an integral part of
general government and not as separate units. If they are
non-resident they are treated as separate units. Any
transactions carried out by them abroad are reflected in
corresponding transactions with government. Thus a unit
that borrows abroad is then regarded as lending the same
amount to general government, and on the same terms, as
the original borrowing.

Ownership and control of corporations

The ownership of a listed corporation is diffused among the
institutional units that own its shares in proportion to the
shareholdings. It is possible for one single institutional unit,
whether another corporation, a household or a government
unit, to own all the equity or shares in a corporation but, in
general, ownership of a listed corporation is diffused
among several, possibly very many, institutional units.

A single institutional unit owning more than a half of the
shares, or equity, of a corporation is able to control its
policy and operations by outvoting all other shareholders, if
necessary. Similarly, a small, organized group of
shareholders whose combined ownership of shares exceeds
50 per cent of the total is able to control the corporation by
acting in concert. There may be exceptional cases in which
certain shareholders enjoy privileged voting rights, such as
a “golden share” giving a right of veto, but in general an
individual institutional unit or group of units owning more
than half the voting shares of a corporation can exercise
complete control by appointing directors of its own choice.
The degree of autonomy exercised by the directors and
managers of a corporation is, therefore, likely to vary
considerably, depending upon the extent to which the
ownership of its shares is concentrated in the hands of a
small number of other institutional units, whether these are
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other corporations, households or government units. In
general, institutional units do not have to be autonomous
but they do have to be responsible, and accountable, for the
decisions and actions they take.

Because many shareholders do not exercise their voting
rights, a single shareholder, or small number of
shareholders acting together, may be able to secure control
over a corporation, even though they may hold
considerably less than half of the total shares. When
ownership of shares is widely diffused among a large
number of shareholders, control may be secured by owning
considerably less than half of the total shares.

However, it is not possible to stipulate a minimum
shareholding below 50 per cent that will guarantee control
in all cases. The minimum must vary depending upon the
total number of shareholders, the distribution of shares
among them, and the extent to which small shareholders
take an active interest, etc.

Subsidiary and associate corporations

It is common for corporations to own shares in other
corporations, and certain interrelationships between
corporations need to be specified for purposes of the SNA.

Subsidiary corporations

Corporation B is said to be a subsidiary of corporation A
when:

a. Either corporation A controls more than half of the
shareholders’ voting power in corporation B; or

b. Corporation A is a shareholder in corporation B with
the right to appoint or remove a majority of the
directors of corporation B.

Corporation A may be described as the parent corporation
in this situation. As the relationship of a parent corporation
to a subsidiary is defined in terms of control rather than
ownership, the relationship must be transitive: that is, if C
is a subsidiary of B and B is a subsidiary of A, then C must
also be a subsidiary of A. If A has a majority shareholding
in B while B has a majority shareholding in C, A cannot
also have a majority shareholding in C. Nevertheless, A
must be able to control C if it controls B. By analogy with
families of persons, corporation B can be described as a
first generation subsidiary of corporation A, and
corporation C as a second generation subsidiary of A.
Evidently, large families of corporations may be built up
with any number of subsidiaries at each level or generation
and also any number of generations. Very large families of
corporations, described as conglomerates, are encountered
in some countries. Conglomerates that include corporations
resident in different countries are usually described as
multinational corporations.

Associate corporations

Corporation B is said to be an associate of corporation A
when corporation A and its subsidiaries control between 10
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per cent and 50 per cent of the shareholders’ voting power
in B so that A has some influence over the corporate policy
and management of B.

By definition, a corporation is able to exert less influence
over an associate corporation than over a subsidiary.
Although some corporations may be able to exert
considerable influence over their associates, this cannot be
guaranteed. The relationship between associates is weaker
than that between parent and subsidiary corporations, and
groups of associates may not be well defined.

Government control of corporations

A corporation is a public corporation if a government unit,
another public corporation, or some combination of
government units and public corporations controls the
entity, where control is defined as the ability to determine
the general corporate policy of the corporation. The
expression “general corporate policy” as used here is
understood in a broad sense to mean the key financial and
operating policies relating to the corporation’s strategic
objectives as a market producer.

Because governments exercise sovereign powers through
legislation, regulations, orders and the like, care needs to be
applied in determining whether the exercise of such powers
amounts to a determination of the general corporate policy
of a particular corporation and therefore control of the
corporation. Laws and regulations applicable to all units as
a class or to a particular industry should not be viewed as
amounting to control of these units.

The ability to determine general corporate policy does not
necessarily include the direct control of the day-to-day
activities or operations of a particular corporation. The
officers of such corporations would normally be expected
to manage these in a manner consistent with and in support
of the overall objectives of the particular corporation. Nor
does the ability to determine the general corporate policy of
a corporation include the direct control over any
professional, technical or scientific judgments, as these
would normally be viewed as part of the core competence
of the corporation itself. For example, the professional or
technical judgments exercised by a corporation set up to
certify aircraft airworthiness would not be considered
controlled in respect of individual approvals and
disapprovals, though its broader operating and financial
policies, including the airworthiness criteria, may well be
determined by a government unit as part of the
corporation’s corporate policy.

Because the arrangements for the control of corporations
can vary considerably, it is neither desirable nor feasible to
prescribe a definitive list of factors to be taken into account.
The following eight indicators, however, will normally be
the most important and likely factors to consider:

a. Ownership of the majority of the voting interest.
Owning a majority of shares will normally constitute
control when decisions are made on a one-share one-
vote basis. The shares may be held directly or
indirectly, and the shares owned by all other public
entities should be aggregated. If decisions are not made
on a one-share one-vote basis, the classification should

Institutional units and sectors

be based on whether the shares owned by other public
entities provide a majority voice.

Control of the board or other governing body. The
ability to appoint or remove a majority of the board or
other governing body as a result of existing legislation,
regulation, contractual, or other arrangements will
likely constitute control. Even the right to veto
proposed appointments can be seen as a form of control
if it influences the choices that can be made. If another
body is responsible for appointing the directors, it is
necessary to examine its composition for public
influence. If a government appoints the first set of
directors but does not control the appointment of
replacement directors, the body would then be part of
the public sector until the initial appointments had
expired.

Control of the appointment and removal of key
personnel. If control of the board or other governing
body is weak, the appointment of key executives, such
as the chief executive, chairperson and finance director,
may be decisive. Non-executive directors may also be
relevant if they sit on key committees such as the
remuneration committee determining the pay of senior
staff.

Control of key committees of the entity. Subcommittees
of the board or other governing body could determine
the key operating and financial policies of the entity.
Majority public sector membership on these
subcommittees could  constitute control.  Such
membership can be established under the constitution
or other enabling instrument of the corporation.

Golden shares and options. A government may own a
“golden share,” particularly in a corporation that has
been privatized. In some cases, this share gives the
government some residual rights to protect the interests
of the public by, for example, preventing the company
selling off some categories of assets or appointing a
special director who has strong powers in certain
circumstances. A golden share is not of itself indicative
of control. If, however, the powers covered by the
golden share do confer on the government the ability to
determine the general corporate policy of the entity in
particular circumstances and those circumstances
currently existed, then the entity should be in the public
sector from the date in question. The existence of a
share purchase option available to a government unit or
a public corporation in certain circumstances may also
be similar in concept to the golden share arrangement
discussed above. It is necessary to consider whether, if
the circumstance in which the option may be exercised
exists, the volume of shares that may be purchased
under the option and the consequences of such exercise
means that the government has “the ability to determine
the general corporate policy of the entity” by exercising
that option. An entity’s status in general should be
based on the government’s existing ability to determine
corporate policy exercised under normal conditions
rather than in exceptional economic or other
circumstances such as wars, civil disorders or natural
disasters.
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f. Regulation and control. The borderline between
regulation that applies to all entities within a class or
industry group and the control of an individual
corporation can be difficult to judge. There are many
examples of government involvement through
regulation, particularly in areas such as monopolies and
privatized utilities. It is possible for regulatory
involvement to exist in important areas, such as in price
setting, without the entity ceding control of its general
corporate policy. Choosing to enter into or continue to
operate in a highly regulated environment suggests that
the entity is not subject to control. When regulation is
so tight as to effectively dictate how the entity performs
its business, then it could be a form of control. If an
entity retains unilateral discretion as to whether it will
take funding from, interact commercially with, or
otherwise deal with a public sector entity, the entity has
the ultimate ability to determine its own corporate
policy and is not controlled by the public sector entity.

g. Control by a dominant customer. If all of the sales of a
corporation are to a single public sector customer or a
group of public sector customers, there is clear scope
for dominant influence. The presence of a minority
private sector customer usually implies an element of
independent decision-making by the corporation so that
the entity would not be considered controlled. In
general, if there is clear evidence that the corporation
could not choose to deal with non-public sector clients
because of the public sector influence, then public
control is implied.

h. Control attached to borrowing from the government.
Lenders often impose controls as conditions of making
loans. If the government imposed controls through
lending or issuing guarantees that are more than would
be typical when a healthy private sector entity borrows
from a bank, control may be indicated. Similarly,

Non-profit institutions

Non-profit institutions are legal or social entities, created

for the purpose of producing goods and services, whose
status does not permit them to be a source of income,
profit or other financial gain for the units that establish,
control or finance them. In practice, their productive
activities are bound to generate either surpluses or deficits
but any surpluses they happen to make cannot be
appropriated by other institutional units. The articles of
association by which they are established are drawn up in
such a way that the institutional units that control or
manage them are not entitled to a share in any profits or
other income they receive. For this reason, they are
frequently exempted from various kinds of taxes.

NPIs may be created by households, corporations, or
government but the motives leading to their creation are
varied. For example, NPIs may be created to provide
services for the benefit of the households or corporations
who control or finance them; or they may be created for
charitable, philanthropic or welfare reasons to provide
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control may be implied if only the government was
prepared to lend.

Although a single indicator could be sufficient to establish
control, in other cases, a number of separate indicators may
collectively indicate control. A decision based on the
totality of all indicators must necessarily be judgmental in
nature but clearly similar judgements must be made in
similar cases.

Control by a non-resident unit

In general, a non-resident unit controls a resident
corporation if the non-resident unit owns more than 50 per
cent of the equity of the corporation. Branches of non-
resident corporations are by their nature always under
foreign control. However, control may also be possible
with a holding of less than half the equity if the non-
resident unit can exercise some of the powers just described
as indicating possible control by government, for example
the control of the board or other governing body, control of
the appointment and removal of key personnel, control of
key committees of the corporations and so on.

Within the balance of payments, a distinction is made
between corporations where over 50 per cent of the equity
is held by non-residents and those corporations where
between 10 and 50 per cent of the equity is held abroad. All
corporations with foreign holdings of 10 per cent or more
are described as foreign direct investment enterprises and
special treatment of their earnings is applied. Further
details on this are given in chapters 7 and 26. It is important
to note, however, that while all foreign controlled
corporations are foreign direct investment enterprises, the
reverse is not true, for example even a publicly controlled
corporation may be a foreign direct investment enterprise
if, in addition to government controlling half of the equity,
a further 10 per cent is owned by a non-resident.

goods or services to other persons in need; or they may be
intended to provide health or education services for a fee,
but not for profit; or they may be intended to promote the
interests of pressure groups in business or politics; etc.

The characteristics of NPIs
The main features of NPIs may be summarized as follows:

a. Most NPIs are legal entities created by process of law
whose existence is recognized independently of the
persons, corporations or government units that
establish, finance, control or manage them. The
purpose of the NPI is usually stated in the articles of
association or similar document drawn up at the time of
its establishment. In some countries, especially
developing countries, an NP1 may be an informal entity
whose existence is recognized by society but does not
have any formal legal status; such NPIs may be created
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for the purpose of producing non-market goods or
services for the benefit of individual households or
groups of households.

b. Many NPIs are controlled by associations whose
members have equal rights, including equal votes on all
major decisions affecting the affairs of the NPI.
Members enjoy limited liability with respect to the
NPI’s operations.

c. There are no shareholders with a claim on the profits or
equity of the NPI. The members are not entitled to a
share in any profits, or surplus, generated by the
productive activities of the NPI, such profits being
retained within the NPI.

d. The direction of an NP1 is usually vested in a group of
officers, executive committee or similar body elected
by a simple majority vote of all the members. These
officers are the counterpart of the board of directors of
a corporation and are responsible for appointing any
paid managers.

e. The term “non-profit institution” derives from the fact
that the members of the association controlling the NPI
are not permitted to gain financially from its operations
and cannot appropriate any surplus that it may make. It
does not imply that an NPI cannot make an operating
surplus on its production.

In some countries NPIs are subject to preferential tax
treatment, possibly to exemption from income tax, but this
is not necessarily so and is not a determining factor in the
identification of an NPI.

As in the case of producer units owned by government
units, it is important to distinguish between NPIs engaged
in market and non-market production as this affects the
sector of the economy to which an NP1 is allocated. NPIs
do not necessarily engage in non-market production.

NPIs engaged in market production

Market producers are producers that sell most or all of their
output at prices that are economically significant, that is, at
prices that have a significant influence on the amounts the
producers are willing to supply and on the amounts
purchasers wish to buy. Schools, colleges, universities,
clinics, hospitals, etc. constituted as NPIs are market
producers when they charge fees that are based on their
production costs and that are sufficiently high to have a
significant influence on the demand for their services. Their
production activities must generate an operating surplus or
loss. Any surpluses they make must be retained within the
institutions as their status prevents them from distributing
them to others. On the other hand, because of their status as
“non-profit institutions” they are also able to raise
additional funds by appealing for donations from persons,
corporations or government. In this way, they may be able
to acquire assets that generate significant property income
in addition to their revenues from fees, thereby enabling
them to charge fees below average costs. However, they
must continue to be treated as market producers so long as
their fees are determined mainly by their costs of
production and are high enough to have a significant
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impact on demand. Such NPIs are not charities, their real
objective often being to provide educational, health or other
services of a very high quality using their incomes from
endowments merely to keep down somewhat the high fees
they have to charge.

Market NPIs serving enterprises

Some market NPIs restrict their activities to serving a
particular subset of other market producers. Most market
NPIs serving enterprises are created by associations of the
enterprises whose interests they are designed to promote.
They consist of chambers of commerce, agricultural,
manufacturing or trade associations, employers’
organizations, research or testing laboratories or other
organizations or institutes that engage in activities that are
of common interest or benefit to the group of enterprises
that control and finance them. The NPIs often engage in
publicity on behalf of the group, lobby politicians or
provide advice or assistance to individual members in
difficulty for one reason or another. The NPIs are usually
financed by contributions or subscriptions from the group
of enterprises concerned. The subscriptions are treated not
as transfers but as payments for services rendered and these
NPIs are, therefore, classed as market producers. However,
as explained below, when chambers of commerce or
similar organizations intended for the benefit of enterprises
are controlled by government units, they are classified as
non-market NPIs and allocated to the general government
sector.

NPIs engaged in non-market production

The majority of NPIs in most countries are non-market
rather than market producers. Non-market producers are
producers that provide most of their output to others free or
at prices that are not economically significant. Thus, NPIs
engaged mainly in non-market production may be
distinguished not only by the fact that they are incapable of
providing financial gain to the units that control or manage
them, but also by the fact that they must rely principally on
funds other than receipts from sales to cover their costs of
production or other activities. Their principal source of
finance may be regular subscriptions paid by the members
of the association that controls them or transfers or
donations from third parties, including government or from
property income.

NPIs engaged mainly in non-market production are divided
into two groups: those NPIs controlled by government and
those that are not. The former are included in the general
government sector. The latter are described as “non-profit
institutions serving households” (NPISHs) and constitute a
separate sector in the SNA.

Government control of non-profit institutions

Control of an NP1 is defined as the ability to determine the
general policy or programme of the NPI. All NPIs allocated
to the general government sector should retain their identity
as NPIs in statistical records, to facilitate analysis of the
complete set of NPIs. To determine if an NP1 is controlled
by the government, the following five indicators of control
should be considered:
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a. The appointment of officers. The government may have
the right to appoint the officers managing the NPI
either under the NPI’s constitution, its articles of
association or other enabling instrument.

b. Other provisions of enabling instrument. The enabling
instrument may contain provisions other than the
appointment of officers that effectively allow the
government to determine significant aspects of the
general policy or programme of the NPI. For example,
the enabling instrument may specify or limit the
functions, objectives and other operating aspects of the
NPI, thus making the issue of managerial appointments
less critical or even irrelevant. The enabling instrument
may also give the government the right to remove key
personnel or veto proposed appointments, require prior
approval of budgets or financial arrangements by the
government, or prevent the NPl from changing its
constitution, dissolving itself, or terminating its
relationship with government without government
approval.

c. Contractual agreements. The existence of a contractual
agreement between a government and an NPI may
allow the government to determine key aspects of the
NPI’s general policy or programme. As long as the NPI
is ultimately able to determine its policy or programme
to a significant extent, such as by being able to renege
on the contractual agreement and accept the
consequences, by being able to change its constitution
or dissolve itself without requiring government
approval other than that required under the general
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regulations, then it would not be considered controlled
by government.

d. Degree of financing. An NPI that is mainly financed by
government may be controlled by that government.
Generally, if the NPI remains able to determine its
policy or programme to a significant extent along the
lines mentioned in the previous indicator, then it would
not be considered controlled by government.

e. Risk exposure. If a government openly allows itself to
be exposed to all, or a large proportion of, the financial
risks associated with an NPI’s activities, then the
arrangement constitutes control. The criteria are the
same as in the previous two indicators.

A single indicator could be sufficient to establish control in
some cases, but in other cases, a number of separate
indicators may collectively indicate control. A decision
based on the totality of all indicators will necessarily be
judgmental in nature.

NPIs serving households (NPISHSs)

Non-profit institutions serving households (NPISHSs)
consist of non-market NPIs that are not controlled by
government. They provide goods and services to
households free or at prices that are not economically
significant. Most of these goods and services represent
individual consumption but it is possible for NPISHs to
provide collective services.

The non-financial corporations sector and its subsectors

Non-financial corporations are corporations whose
principal activity is the production of market goods or
non-financial services. The non-financial corporations
sector is composed of the following set of resident
institutional units:

a. All resident non-financial corporations (as understood
in the SNA and not just restricted to legally constituted
corporations), regardless of the residence of their
shareholders;

b. The branches of non-resident enterprises that are
engaged in non-financial production on the economic
territory on a long-term basis;
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c. All resident NPIs that are market producers of goods or
non-financial services.

Some non-financial corporations or quasi-corporations may
have secondary financial activities: for example, producers
or retailers of goods may provide consumer credit directly
to their own customers. As explained more fully below,
such corporations or quasi-corporations are nevertheless
classified as belonging in their entirety to the non-financial
corporate sector provided their principal activity is non-
financial. Sectors are groups of institutional units, and the
whole of each institutional unit must be classified to one or
other sector of the SNA even though that unit may be
engaged in more than one type of economic activity.

Table 4.1:Subsectors of the non-financial corporations sector

Non-financial corporations

NPIs

FPlIs

National private non-financial corporations

Foreign controlled non-financial corporations

Public non-financial corporations

Public non-financial NPIs
National private non-financial NPIs

Foreign controlled non-financial NPIs

Public non-financial FPIs
National private non-financial FPIs

Foreign controlled non-financial FPIs

Total non-financial corporations

Total non-financial NPIs

Total non-financial FPIs

74



4.96

4.98

4.99

Two classification criteria are used to subsector the non-
financial corporations sector. One criterion is to show NPIs
separately from other units in the sector. These units other
than NPIs may be described as for profit institutions (FPIs).
The second criterion is that of control to show:

a. Public non-financial corporations,
b. National private non-financial corporations, and

c. Foreign controlled non-financial corporations.

The criteria for control of corporations and NPIs by
government and non-resident units are described in detail in

Institutional units and sectors

section B. Corporations controlled by non-resident units are
described as being foreign controlled.

The full subsectoring of the non-financial corporations
sector can be seen as a two-way table as shown in table 4.1.
The exact form of presentation of the subsectors will
depend on both analytical and statistical considerations. It
may be that the number of NPIs is such that some control
categories are empty or sufficiently sparse that the detail
cannot be shown for reasons of confidentiality. At the least,
though, it is useful, and should be feasible, to distinguish
the entries for the left-most column and bottom row of table
4.1.

The financial corporations sector and its subsectors

Financial corporations consist of all resident
corporations that are principally engaged in providing
financial services, including insurance and pension
funding services, to other institutional units. The financial
corporations sector is composed of the following set of
resident institutional units:

a. All resident financial corporations (as understood in the
SNA and not just restricted to legally constituted
corporations), regardless of the residence of their
shareholders;

b. The branches of non-resident enterprises that are
engaged in financial activity on the economic territory
on a long-term basis;

c. All resident NPIs that are market producers of financial
services.

The production of financial services is the result of
financial intermediation, financial risk management,
liquidity transformation or auxiliary financial activities.
Because the provision of financial services is typically
subject to strict regulation, it is usually the case that units
providing financial services do not produce other goods and
services and financial services are not provided as
secondary production.

One form of financial innovation has seen a substantial
growth in activity of a kind traditionally carried out by, or
through, financial corporations but that may also be done
directly by non-financial enterprises themselves. For
example, there is a tendency in some countries for
producers or retailers of goods to provide consumer credit
directly to their customers. Another example is the
tendency for non-financial enterprises in some countries to
raise funds themselves by selling their own obligations
directly on the money or capital markets. However, the
enterprise as a whole must continue to be classified as non-
financial provided that:

a. A non-financial enterprise does not create a new
institutional unit, such as a subsidiary corporation, to
carry out the financial activity; and

b. The financial activity remains secondary to the
principal activity of the enterprise.

4.100 The same principle applies to the subsectoring of financial

corporations. For example, many central banks also engage
in some commercial banking. However, as a single
institutional unit, the central bank as a whole, including its
commercial banking activities, is classified in the subsector
“central banks”. For the same reason, central bank or
monetary authority-type functions carried out by agencies
within the central government that are not separate
institutional units from government are not allocated to the
central bank subsector. (This is discussed further in the
following section and in chapter 22.)

Financial corporations can be divided into three broad
classes namely, financial intermediaries, financial
auxiliaries and other financial corporations. Financial
intermediaries are institutional units that incur liabilities
on their own account for the purpose of acquiring
financial assets by engaging in financial transactions on
the market. They include insurance corporations and
pension funds. Financial auxiliaries are institutional units
principally engaged in serving financial markets, but do
not take ownership of the financial assets and liabilities
they handle. Other financial corporations are
institutional units providing financial services, where
most of their assets or liabilities are not available on open
financial markets.

The financial corporations sector can be divided into nine
subsectors according to its activity in the market and the
liquidity of its liabilities. These nine subsectors are shown
in table 4.2 and each is described later in this section.
Subsector 6 corresponds to financial auxiliaries; subsector
7 corresponds to other financial corporations. All the other
subsectors are financial intermediaries of one sort or
another.
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As well as being subsectored according to the nature of the
financial activity being undertaken, the financial
corporations sector can also be subsectored in the same
manner as the non-financial corporations sector to show the
difference between NPIs and FPIs and to show which units
are subject to public control, which are national private
corporations and which are foreign controlled. Thus in
principle each of the rows in table 4.2 may be further
disaggregated in the manner of table 4.1 though it is
unlikely that all possible cross-classifications exist and a
compressed subsectoring based on local circumstance and
particular analytical interest may be sufficient.

Central bank

The central bank is the national financial institution that
exercises control over key aspects of the financial system.
In general, the following financial intermediaries are
classified in this subsector:

a. The national central bank, including where it is part of
a system of central banks.

b. Currency boards or independent currency authorities
that issue national currency that is fully backed by
foreign exchange reserves.

c. Central monetary agencies of essentially public origin
(for example, agencies managing foreign exchange or
issuing bank notes and coin) that keep a complete set of
accounts but are not classified as part of central
government. Supervisory authorities that are separate
institutional units are not included with the central bank
but are included with financial auxiliaries.

As long as the central bank is a separate institutional unit, it
is always allocated to the financial corporations sector even
if it is primarily a non-market producer.

Deposit-taking corporations except the
central bank

Deposit-taking corporations except the central bank have
financial intermediation as their principal activity. To this
end, they have liabilities in the form of deposits or
financial instruments (such as short-term certificates of
deposit) that are close substitutes for deposits. The
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liabilities of deposit-taking corporations are typically
included in measures of money broadly defined.

In general, the following financial intermediaries are
classified in this subsector:

a. Commercial banks, “universal” banks, “all-purpose”
banks;

b. Savings banks (including trustee savings banks and
savings and loan associations);

c. Post office giro institutions, post banks, giro banks;
d. Rural credit banks, agricultural credit banks;
e. cooperative credit banks, credit unions; and

f. Specialized banks or other financial corporations if
they take deposits or issue close substitutes for
deposits.

Money market funds (MMFs)

Money market funds (MMFs) are collective investment
schemes that raise funds by issuing shares or units to the
public. The proceeds are invested primarily in money
market instruments, MMF shares or units, transferable
debt instruments with a residual maturity of not more
than one year, bank deposits and instruments that pursue
a rate of return that approaches the interest rates of
money market instruments. MMF shares can be
transferred by cheque or other means of direct third-party
payment. Because of the nature of the instruments the
schemes invest in, their shares or units may be regarded as
close substitutes for deposits.

Non-MMF investment funds

Non-MMF investment funds are collective investment
schemes that raise funds by issuing shares or units to the
public. The proceeds are invested predominantly in
financial assets, other than short-term assets, and in non-
financial assets (usually real estate). Investment fund
shares or units are generally not close substitutes for
deposits. They are not transferable by means of cheque or
direct third-party payments.

Table 4.2:Subsectors of the financial corporations sector

1. Central Bank
2. Deposit-taking corporations except the Central Bank
3. Money market funds (MMF)
4. Non-MMF investment funds
5. Other financial intermediaries except insurance corporations and pension funds (ICPF)
6. Financial auxiliaries
7. Captive financial institutions and money lenders

8. Insurance corporations (IC)

9. Pension funds (PF)
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Other financial intermediaries, except
insurance corporations and pension funds
(ICPFs)

Other financial intermediaries except insurance
corporations and pension funds consist of financial
corporations that are engaged in providing financial
services by incurring liabilities, in forms other than
currency, deposits or close substitutes for deposits, on
their own account for the purpose of acquiring financial
assets by engaging in financial transactions on the
market. It is a feature of a financial intermediary that
transactions on both sides of the balance sheet are carried
out in open markets.

In general, the following financial intermediaries are
classified in this subsector:

a. Financial corporations engaged in the securitization of
assets;

b. Security and derivative dealers (operating on own
account);

c. Financial corporations engaged in lending, including
the finance associates of retailers, who may be
responsible for financial leasing and both personal or
commercial finance;

d. Central clearing counterparties. These organizations
provide clearing and settlement transactions in
securities and derivatives. Clearing relates to
identifying the obligations of both parties to the
transaction, while settlement is the exchange of the
securities or derivatives and the corresponding
payment. The central clearing counterparties involve
themselves in the transaction and mitigate counterparty
risk;

e. Specialized financial corporations that provide:

Short-term  financing for
takeovers;

corporate mergers and

Export/import finance;

Factoring services;

Venture capital and development capital firms.
Financial auxiliaries

Financial auxiliaries consist of financial corporations
that are principally engaged in activities associated with
transactions in financial assets and liabilities or with
providing the regulatory context for these transactions
but in circumstances that do not involve the auxiliary
taking ownership of the financial assets and liabilities
being transacted.

In general, the following financial auxiliaries are classified
in this subsector:
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a. Insurance brokers, salvage and claims adjusters
(whether employed by the insurance company, an
independent adjuster or a public adjuster employed by
the policyholder), insurance and pension consultants;

b. Loan brokers, securities brokers, investment advisers,
etc.;

c. Flotation corporations that manage the issue of
securities;

d. Corporations whose principal function is to guarantee,
by endorsement, bills and similar instruments;

e. Corporations that arrange derivative and hedging
instruments, such as swaps, options and futures
(without issuing them);

f. Corporations providing infrastructure for financial
markets;

g. Managers of pension funds, mutual funds, etc. (but not
the funds they manage);

h. Corporations providing stock exchange and insurance
exchange;

i. Foreign exchange bureaux;

j. Non-profit institutions recognized as independent legal
entities serving financial corporations,;

k. Head offices of financial corporations that are
principally engaged in  controlling financial
corporations or groups of financial corporations but
that do not themselves conduct the business of financial
corporations;

. Central supervisory authorities of  financial
intermediaries and financial markets when they are
separate institutional units.

Captive financial institutions and money
lenders

Captive financial institutions and money lenders consist
of institutional units providing financial services, where
most of either their assets or liabilities are not transacted
on open financial markets. It includes entities transacting
within only a limited group of units (such as with
subsidiaries) or subsidiaries of the same holding
corporation or entities that provide loans from own funds
provided by only one sponsor.

In general, the following financial corporations are
classified in this subsector:

a. Units which are legal entities such as trusts, estates,
agencies accounts or brass plate companies.

b. Holding corporations that hold only the assets (owning
controlling-levels of equity) of a group of subsidiary
corporations and whose principal activity is owning the
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group without providing any other service to the
enterprises in which the equity is held, that is, they do
not administer or manage other units.

¢. SPEs or conduits that qualify as institutional units and
raise funds in open markets to be used by their parent
corporation.

d. Units which provide financial services exclusively with
own funds, or funds provided by a sponsor to a range of
clients and incur the financial risk of the debtor
defaulting, including

Moneylenders.

Corporations engaged in lending (for example
providing student loans, import/export loans) from
funds received from a sponsor such as a government
unit or non-profit institution.

Pawnshops that predominantly engage in lending.

Insurance corporations (ICs)

Insurance corporations consist of incorporated, mutual
and other entities whose principal function is to provide
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life, accident, sickness, fire or other forms of insurance to
individual institutional units or groups of units or
reinsurance services to other insurance corporations.
Captive insurance is included, that is, an insurance
company that serves only its owners. Deposit insurers,
issuers of deposit guarantees and other issuers of
standardized guarantees that are separate entities and act
like insurers by charging premiums and have reserves, are
classified as insurance corporations.

Pension funds (PFs)

Pension liabilities arise when an employer or government
obliges or encourages members of households to participate
in a social insurance scheme that will provide income in
retirement. The social insurance schemes may be organized
by employers or by government, they may be organized by
insurance corporations on behalf of employees or separate
institutional units may be established to hold and manage
the assets to be used to meet the pensions and to distribute
the pensions. The pension fund subsector consists of only
those social insurance pension funds that are institutional
units separate from the units that create them.

The general government sector and its subsectors

Government units as institutional units

Government units are unique kinds of legal entities
established by political processes that have legislative,
judicial or executive authority over other institutional units
within a given area. Viewed as institutional units, the
principal functions of government are to assume
responsibility for the provision of goods and services to the
community or to individual households and to finance their
provision out of taxation or other incomes, to redistribute
income and wealth by means of transfers, and to engage in
non-market production. In general terms:

a. A government unit usually has the authority to raise
funds by collecting taxes or compulsory transfers from
other institutional units. In order to satisfy the basic
requirements of an institutional unit in the SNA, a
government unit, whether at the level of the total
economy, a region or a locality, must have funds of its
own either raised by taxing other units or received as
transfers from other government units and the authority
to disburse some, or all, of such funds in the pursuit of
its policy objectives. It must also be able to borrow
funds on its own account;

b. Government units typically make three different kinds
of final outlays:

The first group consists of actual or imputed
expenditures on the free provision to the community of
collective services such as public administration,
defence, law enforcement, public health, etc. that are
organized collectively by government and financed out
of general taxation or other income;

The second group consists of expenditures on the
provision of goods or services free, or at prices that are
not economically significant, to individual households.
These expenditures are deliberately incurred and
financed out of taxation or other income by government
in the pursuit of its social or political objectives, even
though individuals could be charged according to their
usage;

The third group consists of transfers paid to other
institutional units, mostly households, in order to
redistribute income or wealth.

4.118 Within a single territory there may be many separate

government units when there are different levels of
government, specifically central, state or local
governments. In addition, social security funds also
constitute government units. These different kinds of
government units are described later when the subsectoring
of the general government sector is explained.
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Government units as producers

The fact that governments choose to supply not only
collective services but also many goods and individual
services free, or at prices that are not economically
significant, to households or other units does not
necessitate that they produce them themselves. Even in the
case of most collective services, or so-called “public
goods”, governments are obliged only to assume
responsibility for organizing and financing their
production. They are not obliged to produce them.
However, government units do usually engage in a wide
range of productive activities in practice, covering not only
collective services but also many other goods and
individual services. Because it is largely a matter of
political choice, the range of goods and services produced
by government units varies greatly from one country to
another. Apart from some collective services such as public
administration and defence, it is therefore difficult to
categorize certain types of production, such as the
production of education or health services, as intrinsically
governmental, even though they are often produced by
government units.

When a government unit wishes to intervene in the sphere
of production it has three options:

a. it may create a public corporation whose corporate
policy, including pricing and investment, it is able to
control;

b. it may create an NPI that it controls;

c. it may produce the goods or services itself in an
establishment that it owns but that does not exist as a
separate legal entity from the government unit itself.

However, a government establishment, or group of
establishments engaged in the same kind of production
under common management, should be treated as a quasi-
corporation if the following three criteria hold:

a. the unit charges prices for its outputs that are
economically significant;

b. the unit is operated and managed in a similar way to a
corporation; and

c. the unit has a complete set of accounts that enable its
operating surpluses, savings, assets and liabilities to be
separately identified and measured.

Such quasi-corporations are market producers that are
treated as separate institutional units from the government
units that own them. They are classified, sectored and
subsectored in the same way as public corporations.

In order to be treated as a quasi-corporation the government
must allow the management of the enterprise considerable
discretion not only with respect to the management of the
production process but also the use of funds. Government
quasi-corporations must be able to maintain their own
working balances and business credit and be able to finance
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Institutional units and sectors

some or all of their capital formation out of their own
savings, depreciation reserves or borrowing. The ability to
distinguish flows of income and capital between quasi-
corporations and government implies that their operating
and financing activities are not fully integrated with
government revenue or finance statistics in practice, despite
the fact that they are not separate legal entities.

Producer units of government that cannot be treated as
quasi-corporations, like all unincorporated enterprises that
cannot be separated from their owners, remain in the same
institutional unit as the owner, in this case within the
general government sector. They are likely to consist
largely, or entirely, of non-market producers: that is,
producers most or all of whose output is supplied to other
units free, or at prices that are not economically significant.
In addition to providing non-market goods or services to
the general public, such units may include government
producers supplying non-market goods or services to other
government units for purposes of intermediate consumption
or gross fixed capital formation: for example, munitions
factories, government printing offices, transport agencies,
computer or communications agencies, etc. However, it is
possible for an unincorporated enterprise within a
government to be a market producer. The example often
quoted is that of a bookshop within a museum.

Social security schemes and social security
funds

Social security schemes are social insurance schemes that
cover the community as a whole or large sections of the
community and are imposed and controlled by government
units. The schemes cover a wide variety of programmes,
providing benefits in cash or in kind for old age, invalidity
or death, survivors, sickness and maternity, work injury,
unemployment, family allowance, health care, etc. There is
not necessarily a direct link between the amount of the
contribution paid by an individual and the benefits he or
she may receive.

When social security schemes are separately organized
from the other activities of government units and hold their
assets and liabilities separately from the latter and engage
in financial transactions on their own account, they qualify
as institutional units that are described as social security
funds. However, institutional arrangements in respect of
social security schemes differ from country to country and
in some countries they may become so closely integrated
with the other finances of government as to bring into
question whether they should be treated as separate
institutional units.

The amounts raised, and paid out, in social security
contributions and benefits may be deliberately varied in
order to achieve objectives of government policy that have
no direct connection with the concept of social security as a
scheme to provide social benefits to members of the
community. They may be raised or lowered in order to
influence the level of aggregate demand in the economy,
for example. Nevertheless, so long as they remain
separately constituted funds, they must be treated as
separate institutional units in the SNA.
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The general government sector

The general government sector consists of the following
groups of resident institutional units:

a. All units of central, state or local government (as
described immediately below);

b. All non-market NPIs that are controlled by government
units.

The sector also includes social security funds, either as
separate institutional units or as part of any or all of central,
state or local government. The sector does not include
public corporations, even when all the equity of such
corporations is owned by government units. Nor does it
include quasi-corporations that are owned and controlled
by government units. However, unincorporated enterprises
owned by government units that are not quasi-corporations
remain integral parts of those units and, therefore, must be
included in the general government sector.

Subsectors of the general government
sector

A full subsectoring of the general government would allow
for both NPIs and social security funds to be distinguished
for each of central, state and local government. In practice,
though, it is usual to show all social security funds together
as one subsector or to merge them all with their appropriate
level of government and not show social security funds by
level of government separately. Further, NPIs may be
shown as an “of which” item for general government as a
whole or for central, state and local government
individually.

The first method of subsectoring general government is as
follows:

a. Central government;
b. State government;
c. Local government;
d. Social security funds;

where it is understood that each of the subsectors a, b and ¢
include NPIs but exclude social security funds at that level
of government.

The second method of subsectoring general government is
as follows:

a. Central government;
b. State government;

c. Local government;
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where it is understood that each of the subsectors a, b and ¢
include both NPIs and social security funds at that level of
government.

Under either method of subsectoring, NPIs should be
shown as an “of which” heading under the appropriate level
of government.

The choice between the two methods of subsectoring
depends mainly on the size, or importance, of social
security funds within a country and on the way in which
they are managed.

In some countries there may not exist a proper intermediate
level of government between central and local government,
in which case the subsector “state government” is not
distinguished. In others there may be more than two levels
of government below the central government. In that case,
the lower levels should be aggregated with state or local
government as appropriate.

Central government

The central government subsector consists of the
institutional unit or units making up the central government
plus those non-market NPIs that are controlled by central
government.

The political authority of central government extends over
the entire territory of the country. Central government has
therefore the authority to impose taxes on all resident and
non-resident units engaged in economic activities within
the country. Its political responsibilities include national
defence, the maintenance of law and order and relations
with foreign governments. It also seeks to ensure the
efficient working of the social and economic system by
means of appropriate legislation and regulation. It is
responsible for providing collective services for the benefit
of the community as a whole, and for this purpose incurs
expenditures on defence and public administration. In
addition it may incur expenditures on the provision of
services, such as education or health, primarily for the
benefit of individual households. Finally, it may make
transfers to other institutional units, namely to households,
NPIs, corporations and other levels of government.

Central government is a large and complex subsector in
most countries. It is generally composed of a central group
of departments or ministries that make up a single
institutional unit plus, in many countries, other institutional
units. The departments may be responsible for considerable
amounts of expenditure within the framework of the
government’s overall budget, but often they are not
separate institutional units capable of owning assets,
incurring liabilities, engaging in transactions, etc.,
independently of central government as a whole.

The departments of central government are often
deliberately dispersed geographically and located in
different parts of the country, but they nevertheless remain
parts of a single institutional unit. Similarly, if the central
government maintains branch offices or agencies in
different parts of the country to meet local needs, including
military bases or installations that serve national defence
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purposes, these must also be counted as parts of a single
institutional unit for central government.

In addition to government departments and ministries, there
may be agencies of central government with separate legal
identity and substantial autonomy; they may have
discretion over the volume and composition of their
expenditures and may have a direct source of revenue such
as earmarked (“hypothecated”) taxes. Such agencies are
often established to carry out specific functions such as
road construction or the non-market production of health or
education services. These should be treated as separate
institutional units if they maintain full sets of accounts but
are part of the central government subsector if the services
they produce are non-market and if they are controlled by
central government.

In some countries, the central government may include
units that engage in financial transactions that in other
countries would be performed by central banks. In
particular, units of central government may be responsible
for the issue of currency, the maintenance of international
reserves and the operation of exchange stabilization funds,
and also transactions with the International Monetary Fund
(IMF). When the units in question remain financially
integrated with central government and under the direct
control and supervision of central government, they cannot
be treated as separate institutional units. Moreover,
whatever monetary authority functions are carried out by
central government are recorded in the government sector
and not the financial corporations sector. However, because
of the analytical importance that is attached to obtaining
accounts covering the monetary authorities as a whole, and
in order to provide links with other statistical systems, such
as the BPM6, the GFSM2001 and the Monetary and
Financial Statistics Manual (International Monetary Fund
(IMF) 2000, known as MSFM), it is recommended that the
transactions of central government agencies carrying out
monetary authority and deposit-taking functions should be
separately identified, so that they can be combined with
those of the central bank and other deposit-taking
corporations in special tabulations if desired.

State government

The state government subsector consists of state
governments that are separate institutional units plus those
non-market NPIs that are controlled by state governments.

State governments are institutional units exercising some of
the functions of government at a level below that of central
government and above that of the governmental
institutional units existing at a local level. They are
institutional units whose fiscal, legislative and executive
authority extends only over the individual “states” into
which the country as a whole may be divided. Such “states”
may be described by different terms in different countries.
In some countries, especially small countries, individual
states and state governments may not exist. However, in
large countries, especially those that have federal
constitutions, considerable powers and responsibilities may
be assigned to state governments.
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Institutional units and sectors

A state government usually has the fiscal authority to levy
taxes on institutional units that are resident in, or engage in
economic activities or transactions within, its area of
competence (but not other areas). In order to be recognized
as an institutional unit it must be able to own assets, raise
funds and incur liabilities on its own account. It must also
be entitled to spend or allocate some, or possibly all, of the
taxes or other income that it receives according to its own
policies, within the general rules of law of the country,
although some of the transfers it receives from central
government may be tied to certain specified purposes. It
should also be able to appoint its own officers,
independently of external administrative control. On the
other hand, if a regional unit is entirely dependent on funds
from central government, and if the central government
also dictates the ways in which those funds are to be spent
at the regional level, it should be treated as an agency of
central government rather than as a separate institutional
unit.

State governments, when they exist, are distinguished by
the fact that their fiscal authority extends over the largest
geographical areas into which the country as a whole may
be divided for political or administrative purposes. In a few
countries more than one level of government exists
between the central government and the smallest
governmental institutional units at a local level; in such
cases, for purposes of sectoring within the SNA, these
intermediate levels of government are grouped together
with the level of government, either state or local, with
which they are most closely associated.

State governments may own, or control, corporations in the
same way as central government. Similarly, they may have
units that engage in market production, in which case the
relevant producer units should be treated as quasi-
corporations whenever their operations and accounting
records justify this.

Local government

The local government subsector consists of local
governments that are separate institutional units plus those
non-market NPIs that are controlled by local governments.
In principle, local government units are institutional units
whose fiscal, legislative and executive authority extends
over the smallest geographical areas distinguished for
administrative and political purposes. The scope of their
authority is generally much less than that of central
government or state governments, and they may, or may
not, be entitled to levy taxes on institutional units resident
in their areas. They are often heavily dependent on grants
or transfers from higher levels of government, and they
may also act as agents of central or regional governments to
some extent. However, in order to be treated as institutional
units they must be entitled to own assets, raise funds and
incur liabilities by borrowing on their own account;
similarly, they must have some discretion over how such
funds are spent. They should also be able to appoint their
own officers, independently of external administrative
control. The fact that they may also act as agents of central
or state governments to some extent does not prevent them
from being treated as separate institutional units provided
they are also able to raise and spend some funds on their
own initiative and own responsibility.
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As they are the government units that are in closest contact
with the institutional units resident in their localities, they
typically provide a wide range of services to local residents,
some of which may be financed out of transfers from
higher levels of government. The same rules govern the
treatment of the production of goods and services by local
government units as are applied to central and state
governments. Units such as municipal theatres, museums,
swimming pools, etc., that supply goods or services on a
market basis should be treated as quasi-corporations
whenever the appropriate accounting information is
available and classified to the non-financial corporations
sector. Other units supplying goods and services on a
market basis are treated as unincorporated enterprises
within local government. Units supplying services such as
education or health on a non-market basis remain an
integral part of the local government unit to which they
belong.

Social security funds

The social security funds subsector consists of the social
security funds operating at all levels of government.

The alternative method of subsectoring

The alternative method of subsectoring the general
government sector is to group the social security funds

The households sector and its subsectors

Households as institutional units

For the purposes of the SNA, a household is defined as a
group of persons who share the same living
accommaodation, who pool some, or all, of their income and
wealth and who consume certain types of goods and
services collectively, mainly housing and food. In general,
each member of a household should have some claim upon
the collective resources of the household. At least some
decisions affecting consumption or other economic
activities must be taken for the household as a whole.

Households often coincide with families, but members of
the same household do not necessarily have to belong to the
same family so long as there is some sharing of resources
and consumption. Households may be of any size and take
a wide variety of different forms in different societies or
cultures depending on tradition, religion, education,
climate, geography, history and other socio-economic
factors. The definition of a household that is adopted by
survey statisticians familiar with the socio-economic
conditions within a given country is likely to approximate
closely to the concept of a household as defined in the
SNA, although survey statisticians may add more precise,
or operational, criteria within a particular country.

Domestic staff who live on the same premises as their
employer do not form part of their employer’s household
even though they may be provided with accommodation
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operating at each level of government with the
corresponding  government units and government
controlled and financed NPIs at that level of government.
The two alternative methods of subsectoring are designed
to accommodate different analytical needs. The decision as
to which method is more appropriate in a given country
cannot be made a priori. It depends on how important social
security funds are and on the extent to which they are
managed independently of the government units with
which they are associated. If the management of social
security funds is so closely integrated with the short- or
medium-term requirements of the government’s general
economic policy that contributions and benefits are
deliberately adjusted in the interests of overall economic
policy, it becomes difficult, at a conceptual level, to draw
any clear distinction between the management of social
security and the other economic functions of government.
Alternatively, in some countries, social security funds may
exist in only a very rudimentary form. In either of these
circumstances it is difficult to justify treating social
security funds as a separate subsector on a par with central,
state and local government, and it is more appropriate to
use the alternative method of subsectoring in which they
are grouped with the corresponding government units at
each level of government. This is the approach generally
favoured in the GFSM 2001.

and meals as remuneration in kind. Paid domestic
employees have no claim upon the collective resources of
their employers’ households and the accommodation and
food they consume are not included with their employer’s
consumption. They should therefore be treated as
belonging to separate households from their employers.

Persons living permanently in an institution, or who may be
expected to reside in an institution for a very long, or
indefinite, period of time are treated as belonging to a
single institutional household when they have little or no
autonomy of action or decision in economic matters. Some
examples of persons belonging to institutional households
are the following:

a. Members of religious orders living in monasteries,
convents or similar institutions;

b. Long-term patients in hospitals, including mental
hospitals;

c. Prisoners serving long sentences;
d. Persons living permanently in retirement homes.

On the other hand, persons who enter hospitals, clinics,
convalescent homes, religious retreats, or similar
institutions for short periods, who attend residential
schools, colleges or universities, or who serve short prison
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sentences should be treated as members of the individual
households to which they normally belong.

The residence of individual persons is determined by that
of the household of which they form part and not by their
place of work. All members of the same household have the
same residence as the household itself, even though they
may cross borders to work or otherwise spend periods of
time abroad. If they work and reside abroad so long that
they acquire a centre of economic interest abroad, they
cease to be members of their original households.

Unincorporated enterprises within
households

As noted in the introduction, households are unlike
corporations in that they undertake final consumption.
However, like corporations, they may also engage in
production. Household unincorporated market enterprises
are created for the purpose of producing goods or services
for sale or barter on the market. They can be engaged in
virtually any kind of productive activity: agriculture,
mining, manufacturing, construction, retail distribution or
the production of other kinds of services. They can range
from single persons working as street traders or shoe
cleaners with virtually no capital or premises of their own
through to large manufacturing, construction or service
enterprises with many employees.

Household unincorporated market enterprises also include
unincorporated partnerships that are engaged in producing
goods or services for sale or barter on the market. The
partners may belong to different households. When the
liability of the partners for the debts of the enterprises is
unlimited, the partnerships must be treated as
unincorporated enterprises and remain within the
household sector since all the assets of the household,
including the dwelling itself, are at risk if the enterprise
goes bankrupt. However, unincorporated partnerships with
many partners, such as some large legal, accounting or
architectural firms, are likely to behave like corporations
and should be treated as quasi-corporations assuming
complete sets of accounts are available for the partnerships.
Partnerships whose partners enjoy limited liability are
effectively separate legal entities and, as already noted, are
treated as corporations.

An unincorporated enterprise can only be treated as a
corporation if it is possible to separate all assets, including
financial assets down to the level of cash, into those that
belong to the household in its capacity as a consumer from
those belonging to the household in its capacity as a
producer.

The household sector and its subsectors

The household sector consists of all resident households.
There are many useful ways in which the households sector
may be subsectored and statistical agencies are advised to
give due consideration to the various possibilities. More
than one method may be adopted if there is a demand for
different breakdowns of the households sector from
different users, analysts or policymakers.
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Institutional units and sectors

The SNA has to be applied flexibly, not rigidly. In order to
implement any of the possible methods of subsectoring the
households sector suggested below, individual countries
are obliged to make their own decisions about what they
consider to be the most relevant classification. Thus, the
fact that a specific, detailed classification according to a
criterion of interest is proposed here should not be
interpreted as implying that the characteristics proposed are
necessarily or always the most important for purposes of
economic analysis and policymaking.

Subsectoring according to income

Households may be grouped into subsectors according to
the nature of their largest source of income. For this
purpose, the following types of household income need to
be distinguished:

a. Income accruing to the owners of household
unincorporated enterprises with paid employees
(employers’ mixed income);

b. Incomes accruing to the owners of household
unincorporated enterprises without paid employees
(own-account workers mixed income);

c. Compensation of employees;
d. Property and transfer incomes.

Households are allocated to subsectors according to which
of the four categories of income listed above is the largest
for the household as a whole, even if it does not always
account for more than half of total household income.
When more than one income of a given category is
received within the same household, for example, because
more than one member of the household earns
compensation of employees or because more than one
property or transfer income is received, the classification
should be based on the total household income within each
category. The four subsectors are described as follows:

a. Employers;

b. Own-account workers;

c. Employees;

d. Recipients of property and transfer incomes.

The fourth subsector, households for which property and
transfer incomes make up the largest source of income,
constitutes a heterogeneous group and it is recommended
that it should be divided into three further subsectors when
possible. These subsectors are defined as follows:

Recipients of property incomes;
Recipients of pensions;

Recipients of other transfer incomes.
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Subsectoring according to characteristics of a
reference person

Other methods of subsectoring usually require a reference
person to be identified for each household. The reference
person is not necessarily the person that other members of
the household regard as the “head of the household”, as the
reference person should be decided on grounds of
economic importance rather than age or seniority. The
reference person should normally be the person with the
largest income although the reference person could also be
the person who makes the major decisions with regard to
the consumption of the household.

Once a reference person has been identified, it is possible to
group households into subsectors on the basis of the
reference person’s characteristics. For example, subsectors
may be defined according to:

a. Occupation of the reference person;
b. Industry, if any, in which the reference person works;
c. Educational attainment of the reference person;

d. Qualifications or skills possessed by the reference
person.
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Each of the criteria listed above provides its own possible
scheme of subsectoring. It would also be possible to group
households into subsectors according to the main income of
the reference person if, for some reason, it was not possible
to group on the basis of the largest income received by the
household. For this purpose, the same income categories
may be used as those recommended for the household’s
largest income.

Subsectoring according to household size and
location

Finally, it may be noted that households may be
subsectored using criteria that apply to the household as a
whole. For example, subsectors may be defined according
to:

a. Size of the total income of the household;

b. Size of the household as measured by number of
persons;

c. Type of area in which the household is located.

The last criterion enables households living in agricultural,
urban or metropolitan areas to be distinguished from each
other, or from households located in different geographical
regions.

The non-profit institutions serving households sector

Previous sections have explained that NPIs are allocated to
the corporations sectors when they are engaged in market
production and to the general government sector if they are
engaged in non-market production but subject to
government control. The remaining NPIs are termed non-
profit institutions serving households (NPISHs). All
provide goods and services free or at prices that are not
economically significant.

One type of NPISHSs consists of those that are created by
associations of persons to provide goods or, more often,
services primarily for the benefit of the members
themselves. The services are usually provided free, being
financed by regular membership subscriptions or dues.
They include NPISHs such as professional or learned
societies, political parties, trades unions, consumers’
associations, churches or religious societies, and social,
cultural, recreational or sports clubs. They do not include
bodies serving similar functions that are controlled by
government units. Religious institutions are treated as
NPISHs even when mainly financed by government units if
this majority financing is not seen as empowering control
by government. Political parties in countries with one-party
political systems that are controlled by government units by
means of providing the necessary finance are included in
the general government sector.

In some communities, NPISHs may be found that do not
possess any legal status or formal articles of association.
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They should be treated as NPISHs when they perform the
same kinds of functions as the societies, political parties,
trades unions, etc., described above, even if they are not
legally constituted as NPISHs. However, when groups of
households collaborate on communal construction projects
(such as construction of buildings, roads, bridges, ditches,
dykes, etc.), they should be treated as informal partnerships
engaged on own-account construction rather than NPISHs.
NPISHSs should normally have a continuing role to play and
not be deemed to be created for single projects of limited
duration.

A second type of NPISH consists of charities, relief or aid
agencies that are created for philanthropic purposes and not
to serve the interests of the members of the association
controlling the NPISH. Such NPISHs provide goods or
services on a non-market basis to households in need,
including households affected by natural disasters or war.
The resources of such NPISHs are provided mainly by
donations in cash or in kind from the general public,
corporations or governments. They may also be provided
by transfers from non-residents, including similar kinds of
NPISHs resident in other countries.

The third type of NPISHs consist of those that provide
collective services, such as research institutions that make
their results freely available, environmental groups, etc.
These are less common that the first two types of NPISHs
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and may not always be significantly represented in a
country.

The rest of the world

For purposes of the SNA, the rest of the world consists of
all non-resident institutional units that enter into
transactions with resident units, or have other economic
links with resident units. It is not a sector for which
complete sets of accounts have to be compiled, although it
is often convenient to describe the rest of the world as if it
were a sector. The accounts, or tables, for the rest of the
world are confined to those that record transactions
between residents and non-residents or other economic
relationships, such as claims by residents on non-residents,
and vice versa. The rest of the world includes certain
institutional units that may be physically located within the
geographic boundary of a country; for example, foreign
enclaves such as embassies, consulates or military bases,
and also international organizations.

International organizations

Certain international organizations have all the essential
attributes of institutional units. The special characteristics
of an “international organization” as this term is used in the
SNA may be summarized as follows:

a. The members of an international organization are either
national states or other international organizations
whose members are national states; they thus derive
their authority either directly from the national states
that are their members or indirectly from them through
other international organizations;

b. They are entities established by formal political
agreements between their members that have the status
of international treaties; their existence is recognized
by law in their member countries;

c. Because they are established by international
agreement, they are accorded sovereign status; that is,
international organizations are not subject to the laws
or regulations of the country, or countries, in which
they are located; they are not treated as resident
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Institutional units and sectors

If the number or size of NPISHs funded from abroad is
significant, it may be useful to disaggregate NPISHSs into
those that are mainly funded domestically and those that
are mainly funded from abroad.

institutional units of the countries in which they are
located;

d. International organizations are created for various
purposes including, among others, the following types
of activities:

The provision of non-market services of a collective
nature for the benefit of their members;

Financial intermediation at an international level, that
is, channelling funds between lenders and borrowers in
different countries.

Formal agreements concluded by all the member countries
of an international organization may sometimes carry the
force of law within those countries.

Most international organizations are financed wholly or
partly by contributions (transfers) from their member
countries, but some organizations may raise funds in other
ways such as borrowing on financial markets or by
subscriptions to the capital stock of international
organizations and lending by member countries. For
purposes of the SNA, international organizations are
treated as units that are resident in the rest of the world.

Central banks of currency unions

The central bank of a currency union is treated as a special
kind of international organization. The members of the
international organization of which the central bank is part
are the governments or the national central banks of the
countries in the currency union. The central bank is treated
as being non-resident in any of the member countries of the
currency union but is resident in the currency area as a
whole. More on the treatment of currency and economic
unions can be found in appendix 3 of BPM6.
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Chapter 5: Enterprises, establishments and industries

Introduction

Institutional units are defined in chapter 4. The present
chapter is concerned with production activities and the
units that undertake them, starting with institutional units
and then considering parts of institutional units. An
enterprise is the view of an institutional unit as a
producer of goods and services. The term enterprise may
refer to a corporation, a quasi-corporation, an NPI or an
unincorporated enterprise. Since corporations and NPIs
other than NPISHs are primarily set up to engage in
production, the whole of their accounting information
relates to production and associated accumulation
activities.  Government, households and NPISHs
necessarily engage in consumption and may engage in
production also; indeed government and NPISHs always
engage in production and many, but not all, households do.
As explained in chapter 4, whenever the necessary
accounting information exists, the production activity of
these units is separated from their other activities into a
quasi-corporation. It is when this separation is not possible
that an unincorporated enterprise exists within the
government unit, household or NPISH. It is thus possible to
define an unincorporated enterprise as follows. An
unincorporated enterprise represents the production
activity of a government unit, NPISH or household that
cannot be treated as the production activity of a quasi-
corporation.

The majority of enterprises by number engages in only one
sort of production. The majority of production, though, is
carried out by a relatively small number of large
corporations that undertake many different kinds of
production, there being virtually no upper limit to the
extent of diversity of production in a large enterprise. If
enterprises are grouped together on the basis of their
principal activities, at least some of the resulting groupings
are likely to be very heterogeneous with respect to the type
of production processes carried out and also the goods and
services produced. Thus, for analyses of production in

Productive activities

Production in the SNA, as will be discussed in detail in
chapter 6, consists of processes or activities carried out
under the control and responsibility of institutional units
that use inputs of labour, capital, goods and services to
produce outputs of goods and services. Any such activity
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which the technology of production plays an important
role, it is necessary to work with groups of producers that
are engaged in essentially the same kind of production.
This requirement means that some institutional units must
be partitioned into smaller and more homogeneous units,
which the SNA defines as establishments. An
establishment is an enterprise, or part of an enterprise,
that is situated in a single location and in which only a
single productive activity is carried out or in which the
principal productive activity accounts for most of the
value added. Further, the SNA defines industries in terms
of establishments. An industry consists of a group of
establishments engaged in the same, or similar, kinds of
activity. In the SNA, production accounts and generation of
income accounts are compiled for industries as well as
sectors.

This chapter first discusses productive activity and its
classification in order to lay the ground for defining
establishments and subsequently industries. All enterprises
require some basic, routine services to support their
production activities. When they are provided in house they
are called ancillary activities. The recording of ancillary
activities follows a number of conventions depending on
exactly how they are provided. Ancillary activities are
described in section D.

The definitions that emerge, as well as the underlying
definitions of kinds of activities and of statistical units
other than establishments, are consistent with the
definitions in ISIC, Rev. 4. Any slight differences in
wording between this chapter and the “Introduction” to the
ISIC are noted and explained in the appropriate places
below. Here and elsewhere reference is also made to the
CPC 2, which is the classification of products used in the
SNA.

may be described, and classified, with reference to various
characteristics, for example:

a. Type of goods or services produced as outputs,

b. Type of inputs used or consumed,
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c. Technique of production employed,
d. Ways in which the outputs are used.

The same goods or services may be produced using
different methods of production. Certain types of goods
may be produced from quite different inputs; for example,
sugar may be produced from sugar cane or from sugar beet,
or electricity from coal, oil, nuclear power stations or from
hydroelectric plants. Many production processes also
produce joint products, such as meat and hides, whose uses
are quite different.

The classification of activities in the SNA

The classification of production activities used in the SNA
is ISIC (Rev.4). The criteria used in ISIC to delineate each
of its four levels of the classification are complex. The
structure consists of 21 Sections, 88 Divisions, 238 Groups
and 419 Classes. At the Division and Group levels,
substantial weight is placed on the nature of the good or
service that is produced as the principal product of the
activity in question by referring to the physical composition
and stage of fabrication of the item and the needs served by
the item. This criterion furnishes the basis for grouping
producer units according to similarities in, and links
between, the raw materials consumed and the sources of
demand for the items. As well, two other major criteria are
considered at these levels: the uses to which the goods and
services are put, and the inputs, the process and the
technology of production.

While it is not necessary for purposes of this chapter to
explain the concept of an activity in any detail, it is
necessary to clarify the fundamental distinction between
principal and secondary activities on the one hand and
ancillary activities on the other.

Principal and secondary activities
Principal activities

The principal activity of a producer unit is the activity
whose value added exceeds that of any other activity
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carried out within the same unit. (The producer unit may
be an enterprise or an establishment as defined below.) The
classification of the principal activity is determined by
reference to ISIC, first at the highest level of the
classification and then at more detailed levels. The
principal activity of an enterprise consists of the principal
product and any by-products, that is, products necessarily
produced together with principal products. The output of
the principal activity must consist of goods or services that
are capable of being delivered to other units even though
they may be used for own consumption or own capital
formation.

Secondary activities

A secondary activity is an activity carried out within a
single producer unit in addition to the principal activity
and whose output, like that of the principal activity, must
be suitable for delivery outside the producer unit. The
value added of a secondary activity must be less than that
of the principal activity, by definition of the latter. The
output of the secondary activity is a secondary product.
Most producer units produce at least some secondary
products.

Ancillary activities

As its name implies, an ancillary activity is incidental to the
main activity of an enterprise. It facilitates the efficient
running of the enterprise but does not normally result in
goods and services that can be marketed. For enterprises
that are relatively small and have only a single location,
ancillary activities are not separately identified. For larger
enterprises with multiple locations, it may be useful to treat
ancillary activities in the same way as a secondary or even
a principal product. A detailed discussion of the recording
of ancillary activities is given in section D after the
discussion on the recording of primary and secondary
production is complete.

Partitioning enterprises into more homogeneous units

Although it is possible to classify enterprises according to
their principal activities using the ISIC and to group them
into “industries”, some of the resulting “industries” are
likely to be very heterogeneous because some enterprises
may have several secondary activities that are quite
different from their principal activities. In order to obtain
groups of producers whose activities are more
homogeneous, enterprises have to be partitioned into
smaller and more homogeneous units.

1.
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Types of production units
Kind-of-activity units

One way to partition an enterprise is by reference to
activities. A unit resulting from such a partitioning is called
a kind-of-activity unit (KAU). A kind-of-activity unit is an
enterprise, or a part of an enterprise, that engages in only
one kind of productive activity or in which the principal
productive activity accounts for most of the value added.
Each enterprise must, by definition, consist of one or more
kind-of-activity units. When partitioned into two or more
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kind-of-activity units, the resulting units must be more
homogeneous with respect to output, cost structure and
technology of production than the enterprise as a whole.

Local units

Enterprises often engage in productive activity at more than
one location, and for some purposes it may be useful to
partition them accordingly. Thus, a local unit is an
enterprise, or a part of an enterprise, that engages in
productive activity at or from one location. The definition
has only one dimension in that it does not refer to the kind
of activity that is carried out. Location may be interpreted
according to the purpose, narrowly, such as a specific
address, or more broadly, such as within a province, state,
county, etc.

Establishments

The establishment combines both the kind-of-activity
dimension and the locality dimension. An establishment is
an enterprise, or part of an enterprise, that is situated in a
single location and in which only a single productive
activity is carried out or in which the principal productive
activity accounts for most of the value added.
Establishments are sometimes referred to as local kind-of
activity units (local KAUSs).

Although the definition of an establishment allows for the
possibility that there may be one or more secondary
activities carried out, they should be on a small scale
compared with the principal activity. If a secondary activity
within an enterprise is as important, or nearly as important,
as the principal activity, then that activity should be treated
as taking place within a separate establishment from that in
which the principal activity takes place.

Thus, establishments are designed to be units that provide
data that are more suitable for analyses of production in
which the technology of production plays an important
role. However, it may still be necessary to transform the
resulting data subsequently for purposes of input-output
analysis, as explained briefly below in describing the unit
of homogeneous production and in more detail in chapter
28.

In practice, an establishment may usually be identified with
an individual workplace in which a particular kind of
productive activity is carried out: an individual farm, mine,
quarry, factory, plant, shop, store, construction site,
transport depot, airport, garage, bank, office, clinic, etc.

Data and accounts for establishments

The only data that can meaningfully be compiled for an
establishment relate to its production activities. They
include the following:

a. The items included in the production account and the
generation of income account;

b. Statistics of numbers of employees, types of employees
and hours worked;

5.19

5.20

521

5.22

5.23
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c. Estimates of the stock of non-financial capital and
natural resources used,;

d. Estimates of changes in inventories and gross fixed
capital formation undertaken.

The compilation of a production account and a generation
of income account implies that it must be feasible to
calculate output and intermediate consumption and thus
value added and also compensation of employees, taxes on
production and imports, subsidies and the operating surplus
or mixed income. In principle, it must be feasible to collect
at least the above kinds of statistics for an establishment,
even if they may not always be available, or needed, in
practice.

Application of the principles in specific
situations

The application of the principles given above for
partitioning an enterprise into establishments is not always
straightforward. This section discusses several situations in
which the organization of production is such that the
application is particularly difficult.

Establishments within integrated enterprises

A horizontally integrated enterprise is one in which
several different kinds of activities that produce different
kinds of goods or services for sale on the market are
carried out simultaneously using the same factors of
production. This definition is consistent with ISIC Rev.4
which reads in part:

Horizontal integration occurs when an activity results in
end-products with different characteristics. This could
theoretically be interpreted as activities carried out
simultaneously using the same factors of production. In this
case, it will not be possible to separate them statistically
into different processes, assign them to different units or
generally provide separate data for these activities.
Another example would be the production of electricity
through a waste incineration process. The activity of waste
disposal and the activity of electricity production cannot be
separated in this case.

Within the SNA, a separate establishment should be
identified for each different kind of activity wherever
possible.

A vertically integrated enterprise is one in which different
stages of production, which are usually carried out by
different enterprises, are carried out in succession by
different parts of the same enterprise. The output of one
stage becomes an input into the next stage, only the output
from the final stage being actually sold on the market. ISIC
describes vertically integrated enterprises as follows:

Vertical integration of activities occurs where the different
stages of production are carried out in succession by the
same unit and where the output of one process serves as
input to the next. Examples of common vertical integration
include tree felling and subsequent on-site sawmilling, a
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clay pit combined with a brickworks, or production of
synthetic fibres in a textile mill.

In ISIC Rev.4, vertical integration should be treated like
any other form of multiple activities. A unit with a
vertically integrated chain of activities should be classified
to the class corresponding to the principal activity within
this chain, that is, to the activity accounting for the largest
share of value added, as determined by the top-down
method. This treatment has changed from previous versions
of ISIC. It should be noted that the term “activity” in this
context is used for each step in the production process that
is defined in a separate ISIC class, even though the output
of each step may not be intended for sale.

If value added or substitutes for the individual steps in a
vertically integrated process cannot be determined directly
from accounts maintained by the unit itself, comparisons
with other units (for example, based on market prices for
intermediate and final products) could be used. The same
precautions for using substitutes as listed above apply here.
If it is still impossible to determine the share of value added
for the different stages in the chain of production activities,
default assignments for typical forms of vertical integration
can be applied. The Companion Guide to ISIC and CPC
(United Nations (forthcoming)) provides a set of examples
for such cases.

While the procedure for the treatment of vertically
integrated activities could be applied to any unit, it should
be noted that the SNA recommends that when a vertically
integrated enterprise spans two or more sections of ISIC, at
least one establishment must be distinguished within each
section. With such a treatment, activities of units engaged
in vertically integrated activities will not cross section
boundaries of ISIC.

From an accounting point of view it can be difficult to
partition a vertically integrated enterprise into
establishments because values have to be imputed for the
outputs from the earlier stages of production which are not
actually sold on the market and which become intermediate
inputs into later stages. Some of these enterprises may
record the intra-enterprise deliveries at prices that reflect
market values, but others may not. Even if adequate data
are available on the costs incurred at each stage of
production, it may be difficult to decide what is the
appropriate way in which to allocate the operating surplus
of the enterprise among the various stages. One possibility
is that a uniform rate of operating surplus be applied to the
costs incurred at each stage.

Despite the practical difficulties involved in partitioning
vertically integrated enterprises into establishments, it is
recommended in the SNA, as noted in the section of ISIC
quoted above, that when a vertically integrated enterprise
spans two or more sections of the ISIC, at least one
establishment must be distinguished within each section.
ISIC sections correspond to broad industry groups such as
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agriculture, fishing, mining and quarrying, manufacturing,
etc.

Establishments owned by general government

Government units, especially central governments, may be
particularly large and complex in terms of the kinds of
activities in which they engage. The principles outlined
above have to be applied consistently and systematically to
government units. The procedures to be followed when
dealing with the main kinds of producer units owned by
government may be summarized as follows.

If an unincorporated enterprise of government is a market
producer and there is sufficient information available to
treat it as a quasi-corporation, it should be treated as a
publicly controlled unit in the non-financial or financial
corporations sectors as appropriate. The usual conventions
about distinguishing different establishments within the
quasi-corporation apply.

An example of an unincorporated market enterprise that
can be treated as a quasi-corporation is a municipal
swimming pool that is independently managed and whose
accounts permit its income, saving and capital to be
measured separately from government so that flows of
income, or capital, between the unit and government can be
identified.

If an unincorporated enterprise of government is a market
producer and there is insufficient information to treat it as a
quasi-corporation, or if the unincorporated enterprise is a
non-market producer, then it remains within the general
government sector but it should be treated as an
establishment in its own right and allocated to the
appropriate industry.

Non-market producers such as public administration,
defence, health and education providing final goods or
services should be partitioned into establishments using the
activity classification given in Sections O, P and Q of ISIC
Rev. 4. Agencies of central government may be dispersed
over the country as a whole in which case it will be
necessary to distinguish different establishments for
activities that are carried out in different locations.

When a government agency supplies goods to other
government agencies it should be treated as a separate
establishment and classified under the appropriate heading
of ISIC. This applies to the production of munitions or
weapons, printed documents or stationery, roads or other
structures, etc. A government that produces its own
weapons to supply to its own armed forces is, in effect, a
vertically integrated enterprise that spans two or more
sections of ISIC. Therefore, at least one separate
establishment should be distinguished in each heading. The
same argument applies to a government printing office and
other goods producers owned by government.
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Ancillary activities

As noted in section B, ancillary activities require special
consideration because of the different ways of recording
that are recommended depending on circumstances. As a
preliminary step, though, it is as well to review exactly
what is meant by an ancillary activity. Essentially, they are
the basic services that every enterprise needs to have in
order to operate effectively. The sorts of services referred
to include keeping records, files or accounts in written form
or on computers; providing electronic and traditional
written communication facilities; purchasing materials and
equipment; hiring, training, managing and paying
employees; storing materials or equipment: warehousing;
transporting goods or persons inside or outside the producer
unit; promoting sales; cleaning and maintenance of
buildings and other structures; repairing and servicing
machinery and equipment; and providing security and
surveillance.

These types of services can be produced in house or can be
purchased on the market from specialist service producers
though, in practice, the requisite services may not be
readily available in the right quantities on local markets.
When the services are produced in house, they are termed
ancillary activities. An ancillary activity is a supporting
activity undertaken within an enterprise in order to create
the conditions within which the principal or secondary
activities can be carried out. In addition, ancillary
activities have certain common characteristics related to
their output. These additional characteristics include:

a. The output of an ancillary activity is not intended for
use outside the enterprise.

b. Ancillary activities typically produce outputs that are
commonly found as inputs into almost any kind of
productive activity;

c. Ancillary activities produce services (and, as
exceptions, goods that do not become a physical part of
the output of the principal or secondary activity) as
output;

d. The value of ancillary activity output is likely to be
small compared with that of the principal or secondary
activities of an enterprise.

The defining characteristics that ancillary activities support
the principal and secondary activities of an enterprise and
are used within the enterprise are by no means sufficient to
identify an ancillary activity. There are many kinds of
activities whose outputs are entirely consumed within the
same enterprise but which could not possibly be considered
as ancillary. Goods are not commonly used as inputs in the
same way as services such as accounting, transportation or
cleaning. For example, an enterprise may produce milk, all
of which is processed into butter or cheese within the same
enterprise. However, milk production cannot be considered
an ancillary activity, because milk is a particular kind of
input found only in special types of productive activity. In
general, goods that become embodied in the output of the
principal or secondary activities are not outputs of ancillary
activities.
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Enterprises, establishments and industries

Certain activities, although common, are not so common as
to be considered ancillary. Many enterprises produce their
own machinery and equipment, build their own structures
and carry out their own research and development. These
activities are not to be treated as ancillary, whether carried
out centrally or not, as they are not found frequently and
extensively in all kinds of enterprises, small as well as
large.

Recording (or not) the output of ancillary
activities

An ancillary activity is not undertaken for its own sake but
purely in order to provide supporting services for the
principal or secondary activities with which it is associated.
If all the ancillary activity is undertaken in the
establishment where its output is used, the ancillary activity
is regarded as an integral part of the principal or secondary
activities with which it is associated. As a result:

a. The output of an ancillary activity is not explicitly
recognized and recorded separately in the SNA. It
follows that the use of this output is also not recorded.

b. All the inputs consumed by an ancillary activity,
materials, labour, consumption of fixed capital, etc., are
treated as inputs into the principal or secondary activity
that it supports.

In this case it is not possible to identify the value added of
an ancillary activity because that value added is combined
with the value added of the principal or secondary activity.

When the production of an enterprise takes place in two or
more different establishments, certain ancillary activities
may be carried out centrally for the benefit of all the
establishments collectively. For example, the purchasing,
sales, accounts, computing, maintenance or other
departments of an enterprise may all be the responsibility
of a head office located separately from the establishments
in which the principal or secondary activities of the
enterprise are carried out.

If an establishment undertaking purely ancillary activities is
statistically observable, in that separate accounts for the
production it undertakes are readily available, or if it is in a
geographically different location from the establishments it
serves, it may be desirable and useful to consider it as a
separate unit and allocate it to the industrial classification
corresponding to its principal activity. However, it is
recommended that statisticians do not make extraordinary
efforts to create separate establishments for these activities
artificially in the absence of suitable basic data being
available.

When such a unit is recognized, the ancillary activity is
recognized as a primary output. The value of its output
should be derived on a sum of costs basis, including the
cost of the capital used in the unit. The output will be
deemed to be non-market output when the parent enterprise
is a non-market enterprise and market otherwise. If the
output is treated as non-market, the cost of capital should
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be replaced by the consumption of fixed capital when
summing costs to determine the value of output. The output
of the ancillary unit is treated as intermediate consumption
of the establishments it serves and should be allocated
across them using an appropriate indicator such as the
output, value added or employment of these establishments.

It is appropriate to treat specialized agencies serving central
government as a whole, for example, computer or
communications agencies, which tend to be large, as
separate establishments.

Even when an ancillary activity is undertaken in the
establishment where it is used, it may grow to the point that
it has the capacity to provide services outside the
enterprise. For example, a computer processing unit may
develop in-house capabilities for which there is an outside
demand. When an activity starts to provide a proportion of
its services to outsiders, the part of the output that is sold
has to be treated as secondary rather than ancillary output.

Industries

Industries are defined in the SNA in the same way as in
ISIC: an industry consists of a group of establishments
engaged in the same, or similar, kinds of activity. At the
most detailed level of classification, an industry consists of
all the establishments falling within a single Class of ISIC.
At higher levels of aggregation corresponding to the
Groups, Divisions and, ultimately, Sections of the ISIC,
industries consist of a number of establishments engaged
on similar types of activities.

Market, own account and non-market
producers

The term “industry” is not reserved for market producers.
An industry, as defined in the ISIC and in the SNA, consists
of a number of establishments engaged in the same type of
production, whether the institutional units to which they
belong are market producers or not. The distinction
between market and other production is a different
dimension of production and economic activity. For
example, the health industry in a particular country may
consist of a number of establishments, some of which are
market producers while others are non-market producers.
Because the distinction between market and other kinds of
production is based on a different criterion from the nature
of activity itself, it is possible to cross-classify
establishments by type of activity and by whether they are
market producers, non-market producers or producers for
own final use.

Industries and products

As already mentioned, a one-to-one correspondence does
not exist between activities and products and hence
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The role of ancillary activities in the SNA

The production accounts of the SNA do not provide
comprehensive information about the production of
services treated in some cases as ancillary services. It is
therefore difficult to obtain information about their role in
the economy. For example, it is difficult to know how
much output is produced, how many persons are engaged in
such activities, how many resources are consumed, etc.
This may be regarded as a serious disadvantage for certain
purposes, such as analysing the impact of “information
technology” on productivity when the processing and
communication of information are typical ancillary
activities or when looking at the role of freight transport.
For some purposes, a satellite account may be compiled
that makes estimates of all activities of a certain type
regardless of whether they are ancillary or not. The overall
measure of value added does not alter because both output
and intermediate consumption increase by the same amount
but a more inclusive picture of the role of the activity in the
economy can be obtained. There is a discussion on the role
of satellite accounts in chapter 29.

between industries and products. Certain activities produce
more than one product simultaneously, while the same
product may sometimes be produced by using different
techniques of production.

When two or more products are produced simultaneously
by a single productive activity they are “joint products”.
Examples of joint products are meat and hides produced by
slaughtering animals or sugar and molasses produced by
refining sugar canes. The by-product from one activity may
also be produced by other activities, but there are examples
of by-products, such as molasses, that are produced
exclusively as the by-products of one particular activity.

The relationship between an activity and a product
classification is exemplified by that between the I1SIC and
the CPC. The CPC is a classification based on the physical
characteristics of goods or on the nature of the services
rendered, while the ISIC also takes into account the inputs
in the production process and the technology used in the
production process. In the development of the CPC, it is
intended that each good or service distinguished in the CPC
is defined in such a way that it is normally produced by
only one activity as defined in ISIC. However, due to
different types of criteria employed, this is not always
possible. An example would be the product of mushrooms,
which can be produced by controlled growing, that is, an
activity classified in Agriculture in ISIC, or by simply
gathering wild growing mushrooms, an activity classified
in Forestry. More detailed national classifications may
distinguish different forms of energy production in ISIC,
based on different technologies, resulting in separate
activities for the operation of hydroelectric power plants,
nuclear power plants etc. The output of all these activities,
however, would be the single product electricity.
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Conversely, each activity of the ISIC, no matter how
narrowly defined, will tend to produce a number of
products as defined in the CPC, although they are often
clustered within the CPC structure and could be perceived
as one “type” of product. As far as practically possible, an
attempt is made to establish a correspondence between the
two classifications, by allocating to each category of the
CPC a reference to the ISIC class in which the good or
service is mainly produced. However, due to the reasons

Units of homogeneous production

In most fields of statistics the choice of statistical unit, and
methodology used, are strongly influenced by the purposes
for which the resulting statistics are to be used. For
purposes of input-output analysis, the optimal situation
would be one in which each producer unit were engaged in
only a single productive activity so that an industry could
be formed by grouping together all the units engaged in a
particular type of production without the intrusion of any
secondary activities. Such a unit is called a “unit of
homogeneous production”.

Although the unit of homogeneous production may be the
optimal unit for purposes of certain kinds of analysis,
particularly input-output analysis, it may not be possible to
collect directly from the enterprise or establishment the
accounting data corresponding to units of homogeneous
production. Such data may have to be estimated
subsequently by transforming the data supplied by
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Enterprises, establishments and industries

outlined above, this typically does not result in a one-to-one
correspondence. The majority of links between ISIC and
CPC will tend to be one-to-many links, with a few cases
requiring many-to-one links. It is possible to force this
correspondence into a stricter relationship by selecting one
link out of the many-to-one correspondence. This selection
may facilitate data conversion, but is not a real description
of the link between the two classifications.

enterprises on the basis of various assumptions or
hypotheses. Units that are constructed by statistical
manipulation of the data collected by the agency are called
analytical units.

If a producer unit carries out a principal activity and also
one or more secondary activities, it will be partitioned into
the same number of units of homogeneous production. If it
is desired to compile production accounts and input-output
tables by region, it is necessary to treat units of
homogeneous production located in different places as
separate units even though they may be engaged in the
same activity and belong to the same institutional unit.

Chapter 28 discusses the estimation of analytical units for
use in an input-output context.
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Chapter 6: The production account

Introduction

The production account is the starting point for the
sequence of accounts for institutional units and sectors
displaying how income is generated, distributed and used
throughout the economy. Activities defined as production
therefore determine the extent of GDP and the level of
income for the economy. In concept, the economy-wide
production account is the aggregation of a similar account
for each production unit. Importantly, while production
accounts can be compiled for an individual institutional
unit as well as for sectors, they can also be compiled for
establishments and thus for industries. It is this feature that
allows the study of industrial activity in the economy and
permits the compilation of supply and use tables and input-
output tables.

The production account is linked to the definition of
production. Production is an activity, carried out under
the responsibility, control and management of an
institutional unit, that uses inputs of labour, capital, and
goods and services to produce outputs of goods and
services. The production account shows the output of
production and the various inputs to it. To do this, three
concepts need clarifying.

The first concept to be clarified is what constitutes
production within the SNA. This delineation is referred to
as the production boundary of the SNA. Thereafter several
key types of production need to be identified depending on
whether production is for sale, for own use or is made
available to others at little or no cost.

The next concept to be addressed is how output is to be
valued. Key to this question is the role played by the
various types of taxes imposed by (and subsidies given by)
government on products and on the activity of production.

The third major concept to be considered is how the
production process adds to the value of goods and services
and leads to the generation of income. Does the whole
contribution of labour and capital add to the value of these
goods and services or should the fact that most capital
declines in value as it is used need to be taken into account?

The general format of an account in the sequence of
accounts is to show how resources are received and, after
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uses are deducted, a balancing item is left. Because the
production account is the first in the sequence of accounts,
it is the first time the concept of a balancing item appears.
The importance of balancing items in general and the one
in this account in particular is also discussed before
considering each of the entries of the production account in
turn.

The production account for institutional units and sectors is
illustrated in table 6.1. It contains only three items apart
from the balancing item. The output from production is
recorded under resources on the right-hand side of the
account. This item may be disaggregated to distinguish
different kinds of output. For example, non-market output
should be shown separately from market output and output
for own final use in the sector accounts, when possible. The
uses recorded on the left-hand side of the account consist of
intermediate consumption and consumption of fixed
capital. Both of these may also be disaggregated.

The balancing item in the production account is value
added. It can be measured either gross or net, that is, before
or after deducting consumption of fixed capital:

a. Gross value added is the value of output less the value
of intermediate consumption;

b. Net value added is the value of output less the values
of both intermediate consumption and consumption
of fixed capital.

As value added is intended to measure the value created by
a process of production, it ought to be measured net, since
the consumption of fixed capital is a cost of production.
However, as explained later, consumption of fixed capital
can be difficult to measure in practice and it may not
always be possible to make a satisfactory estimate of its
value and hence of net value added. Provision has therefore
to be made for value added to be measured gross as well as
net. It follows that provision has also to be made for the
balancing items in subsequent accounts of the SNA to be
measured either gross or net of the consumption of fixed
capital.
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The concept of production

Production as an economic activity

Production can be described in general terms as an activity
in which an enterprise uses inputs to produce outputs. The
economic analysis of production is mainly concerned with
activities that produce outputs of a kind that can be
delivered or provided to other institutional units. Unless
outputs are produced that can be supplied to other units,
either individually or collectively, there can be no division
of labour, no specialization of production and no gains
from trading. There are two main kinds of output, namely
goods and services, and it is necessary to examine their
characteristics in order to be able to delineate activities that
are productive in an economic sense from other activities.
Collectively, goods and services are described as products.

In the SNA, it is seldom if ever necessary to make a clear
distinction between goods and services but in making the
link to other data sets it is often necessary to understand
which products have been treated as goods and which as
services.

Industrial classifications, such as ISIC, identify a group of
manufacturing industries. However, many of these
industries also produce services. For example, some aircraft
engine manufacturers may both fabricate aircraft engines
and repair and service existing engines. When goods
dispatched to another unit for processing do not change
ownership, the work done on them constitutes a service
even though it may be undertaken by a manufacturing
industry. The fact that the processing is classified as a
service does not prevent the processor from being classified
within manufacturing.

Similarly, some service-producing industries may produce
products that have many of the characteristics of goods. For
convenience, the products of these industries are described
in the SNA as knowledge-capturing products.

Products are goods and services (including knowledge-
capturing products) that result from a process of
production.
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Goods

Goods are physical, produced objects for which a demand
exists, over which ownership rights can be established
and whose ownership can be transferred from one
institutional unit to another by engaging in transactions
on markets. They are in demand because they may be used
to satisfy the needs or wants of households or the
community or used to produce other goods or services. The
production and exchange of goods are quite separate
activities. Some goods may never be exchanged while
others may be bought and sold numerous times. The
production of a good can always be separated from its
subsequent sale or resale.

Services

The production of services must be confined to activities
that are capable of being carried out by one unit for the
benefit of another. Otherwise, service industries could not
develop and there could be no markets for services. It is
also possible for a unit to produce a service for its own
consumption provided that the type of activity is such that
it could have been carried out by another unit.

Services are the result of a production activity that
changes the conditions of the consuming units, or
facilitates the exchange of products or financial assets.
These types of service may be described as change-
effecting services and margin services respectively.
Change-effecting services are outputs produced to order
and typically consist of changes in the conditions of the
consuming units realized by the activities of producers at
the demand of the consumers. Change-effecting services
are not separate entities over which ownership rights can be
established. They cannot be traded separately from their
production. By the time their production is completed, they
must have been provided to the consumers.

The changes that consumers of services engage the
producers to bring about can take a variety of different
forms as follows:

Table 6.1:The production account - uses

Uses
= g
SE _§ 3§ 8 g g2
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Transactions and balancing items 28 £8 8% L2 g ° £g 88 o
Output 3604 3604
Market output 3077 3077
Output for own final use 147 147
Non-market output 380 380
Intermediate consumption 1477 52 222 115 17 1883 1883
Taxes on products 141 141
Subsidies on products (-) -8 -8
Value added, gross / Gross domestic product 1331 94 126 155 15 1854 1854
Consumption of fixed capital 157 12 27 23 3 222 222
Value added, net / Net domestic product 1174 82 99 132 12 1632 1632
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a. Changes in the condition of the consumer’s goods: the
producer works directly on goods owned by the
consumer by transporting, cleaning, repairing or
otherwise transforming them;

b. Changes in the physical condition of persons: the
producer transports the persons, provides them with
accommodation, provides them with medical or
surgical treatments, improves their appearance, etc.;

c. Changes in the mental condition of persons: the
producer provides education, information, advice,
entertainment or similar services in a face to face
manner.

The changes may be temporary or permanent. For example,
medical or education services may result in permanent
changes in the condition of the consumers from which
benefits may be derived over many years. On the other
hand, attending a football match is a short-lived experience.
In general, the changes may be presumed to be
improvements, as services are produced at the demand of
the consumers. The improvements usually become
embodied in the persons of the consumers or the goods they
own and are not separate entities that belong to the
producer. Such improvements cannot be held in inventories
by the producer or traded separately from their production.

A single process of production may provide services to a
group of persons, or units, simultaneously. For example,
groups of persons or goods belonging to different
institutional units may be transported together in the same
plane, ship, train or other vehicle. People may be instructed
or entertained in groups by attending the same class, lecture
or performance. Certain services are provided collectively
to the community as a whole, or large sections of the
community, for example, the maintenance of law and order,
and defence.

Margin services result when one institutional unit facilitates
the change of ownership of goods, knowledge-capturing
products, some services or financial assets between two
other institutional units. Margin services are provided by
wholesalers and retailers and by many types of financial
institutions. Margin services resemble change-effecting
services in that they are not separate entities over which
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The production account

ownership rights can be established. They cannot be traded
separately from their production. By the time their
production is completed they must have been provided to
the consumers.

Knowledge-capturing products

Knowledge-capturing products concern the provision,
storage, communication and dissemination of information,
advice and entertainment in such a way that the consuming
unit can access the knowledge repeatedly. The industries
that produce the products are those concerned with the
provision, storage, communication and dissemination of
information, advice and entertainment in the broadest sense
of those terms including the production of general or
specialized information, news, consultancy reports,
computer programs, movies, music, etc. The outputs of
these industries, over which ownership rights may be
established, are often stored on physical objects (whether
on paper or on electronic media) that can be traded like
ordinary goods. They have many of the characteristics of
goods in that ownership rights over these products can be
established and they can be used repeatedly. Whether
characterized as goods or services, these products possess
the essential common characteristic that they can be
produced by one unit and supplied to another, thus making
possible division of labour and the emergence of markets.

The production boundary

Given the general characteristics of the goods and services
produced as outputs, it becomes possible to define
production. A general definition of production is given
first, followed by the rather more restricted definition that
is used in the SNA. Following this there is a discussion of
the production boundary as it affects household activities
and non-observed activities.

The general production boundary

Economic production may be defined as an activity carried
out under the control and responsibility of an institutional
unit that uses inputs of labour, capital, and goods and
services to produce outputs of goods or services. There
must be an institutional unit that assumes responsibility for

Table 6.1 (cont):The production account - resources

Resources
= g
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Output 2808 146 348 270 32 3604 3604
Market output 2808 146 0 123 0 3077 3077
Output for own final use 0 0 0 147 0 147 147
Non-market output 348 32 380 380
Intermediate consumption 1883 1883
Taxes on products 141 141
Subsidies on products (-) -8 -8
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the process of production and owns any resulting goods or
knowledge-capturing products or is entitled to be paid, or
otherwise compensated, for the change-effecting or margin
services provided. A purely natural process without any
human involvement or direction is not production in an
economic sense. For example, the unmanaged growth of
fish stocks in international waters is not production,
whereas the activity of fish farming is production.

While production processes that produce goods can be
identified without difficulty, it is not always so easy to
distinguish the production of services from other activities
that may be both important and beneficial. Activities that
are not productive in an economic sense include basic
human activities such as eating, drinking, sleeping, taking
exercise, etc., that it is impossible for one person to employ
another person to perform instead. Paying someone else to
take exercise is no way to keep fit. On the other hand,
activities such as washing, preparing meals, caring for
children, the sick or aged are all activities that can be
provided by other units and, therefore, fall within the
general production boundary. Many households employ
paid domestic staff to carry out these activities for them.

The production boundary in the SNA

The production boundary in the SNA is more restricted
than the general production boundary. For reasons
explained below, activities undertaken by households that
produce services for their own use are excluded from the
concept of production in the SNA, except for services
provided by owner-occupied dwellings and services
produced by employing paid domestic staff. Otherwise, the
production boundary in the SNA is the same as the more
general one defined in the previous paragraphs.

The production boundary of the SNA includes the
following activities:

a. The production of all goods or services that are
supplied to units other than their producers, or
intended to be so supplied, including the production
of goods or services used up in the process of
producing such goods or services;

b. The own-account production of all goods that are
retained by their producers for their own final
consumption or gross capital formation;

c. The own-account production of knowledge-capturing
products that are retained by their producers for their
own final consumption or gross capital formation but
excluding (by convention) such products produced by
households for their own use;

d. The own-account production of housing services by
owner occupiers; and

e. The production of domestic and personal services by
employing paid domestic staff.
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The production boundary within households

The exclusion of most services produced for own use
by households

The production of services by members of the household
for their own final consumption has traditionally been
excluded from measured production in national accounts
and it is worth explaining briefly why this is so. It is useful
to begin by listing those services for which no entries are
recorded in the accounts when they are produced by
household members and consumed within the same
household:

a. The cleaning, decoration and maintenance of the
dwelling occupied by the household, including small
repairs of a kind usually carried out by tenants as well
as owners;

b. The cleaning, servicing and repair of household
durables or other goods, including vehicles used for
household purposes;

c. The preparation and serving of meals;
d. The care, training and instruction of children;
e. The care of sick, infirm or old people;

f. The transportation of members of the household or
their goods.

In most countries a considerable amount of labour is
devoted to the production of these services, and their
consumption makes an important contribution to economic
welfare. However, national accounts serve a variety of
analytical and policy purposes and are not compiled
simply, or even primarily, to produce indicators of welfare.
The reasons for not imputing values for unpaid domestic or
personal services produced and consumed within
households may be summarized as follows:

a. The own-account production of services within
households is a self-contained activity with limited
repercussions on the rest of the economy. The decision
to produce a household service entails a simultaneous
decision to consume that service. This is not true for
goods. For example, if a household engages in the
production of agricultural goods, it does not follow that
it intends to consume them all. Once the crop has been
harvested, the producer has a choice about how much to
consume, how much to store for future consumption or
production and how much to offer for sale or barter on
the market. Indeed, although it is customary to refer to
the own-account production of goods, it is not possible
to determine at the time the production takes place how
much of it will eventually be consumed by the
producer. For example, if an agricultural crop turns out
to be better than expected, the household may dispose
of some of it on the market even though it may have
originally supposed it would consume it all. This kind
of possibility is non-existent for services; it is not
possible to produce a service and then decide whether
to offer it for sale or not.
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b. As the vast majority of household services are not
produced for the market, there are typically no suitable
market prices that can be used to value such services. It
is therefore extremely difficult to estimate values not
only for the outputs of the services but also for the
associated incomes and expenditures that can be
meaningfully added to the values of the monetary
transactions on which most of the entries in the
accounts are based.

c. With the exception of the imputed rental of owner-
occupied dwellings, the decision to produce services
for own consumption is not influenced by and does not
influence economic policy because the imputed values
are not equivalent to monetary flows. Changes in the
levels of household services produced do not affect the
tax yield of the economy or the level of the exchange
rate, to give two examples.

Thus, the reluctance of national accountants to impute
values for the outputs, incomes and expenditures associated
with the production and consumption of services within
households is explained by a combination of factors,
namely the relative isolation and independence of these
activities from markets, the extreme difficulty of making
economically meaningful estimates of their values, and the
adverse effects it would have on the usefulness of the
accounts for policy purposes and the analysis of markets
and market disequilibria.

The exclusion of household services from the production
boundary has consequences for labour force and
employment statistics. According to International Labour
Organization (ILO) guidelines, economically active
persons are persons engaged in production included within
the boundary of production of the SNA. If that boundary
were to be extended to include the production of own-
account household services, virtually the whole adult
population would be economically active and
unemployment eliminated. In practice, it would be
necessary to revert to the existing boundary of production
in the SNA, if only to obtain meaningful employment
statistics.

Own-account production of goods

Although services produced for own consumption within
households fall outside the boundary of production used in
the SNA, it is nevertheless useful to give further guidance
with respect to the treatment of certain kinds of household
activities which may be particularly important in some
developing countries. The SNA includes the production of
all goods within the production boundary. The following
types of production by households are included whether
intended for own final consumption or not:

a. The production of agricultural products and their
subsequent storage; the gathering of berries or other
uncultivated crops; forestry; wood-cutting and the
collection of firewood; hunting and fishing;

b. The production of other primary products such as
mining salt, cutting peat, etc.;

6.33

6.34

6.35

The production account

c. The processing of agricultural products; the production
of grain by threshing; the production of flour by
milling; the curing of skins and the production of
leather; the production and preservation of meat and
fish products; the preservation of fruit by drying,
bottling, etc.; the production of dairy products such as
butter or cheese; the production of beer, wine, or
spirits; the production of baskets or mats; etc.;

d. Other kinds of processing such as weaving cloth; dress
making and tailoring; the production of footwear; the
production of pottery, utensils or durables; making
furniture or furnishings; etc.;

e. The supply of water is also considered a goods-
producing activity in this context. In principle,
supplying water is a similar kind of activity to
extracting and piping crude oil.

It is not feasible to draw up a complete, exhaustive list of
all possible productive activities but the above list covers
the most common types. When the amount of a good
produced within households is believed to be quantitatively
important in relation to the total supply of that good in a
country, its production should be recorded. Otherwise, it
may not be worthwhile trying to estimate it in practice.

Services of owner-occupied dwellings

The production of housing services for their own final
consumption by owner occupiers has always been included
within the production boundary in national accounts,
although it constitutes an exception to the general exclusion
of own-account service production. The ratio of owner-
occupied to rented dwellings can vary significantly
between countries, between regions of a country and even
over short periods of time within a single country or region,
so that both international and inter-temporal comparisons
of the production and consumption of housing services
could be distorted if no imputation were made for the value
of own-account housing services. The imputed value of the
income generated by such production is taxed in some
countries.

Production of domestic and personal services by
employing paid domestic staff

Although paid domestic staff produce many of the services
excluded from the production boundary of the SNA when
undertaken by household members, paying a person who
comes to the house to wash, cook or look after children, for
example, is as much a market activity as taking clothes to a
laundry, eating at a restaurant or paying a nursery to care
for children. By convention, though, only the wages of the
domestic staff are treated as the value of output. Other
materials used in their work are treated as household
consumption expenditure because of the difficulty of
identifying what is used by the staff and what by household
members. Nor are payments to other household members
treated as payments for services even if the payments are
nominally for the performance of chores, for example
pocket-money paid to children.
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“Do-it-yourself”” decoration, maintenance and small
repairs

“Do-it-yourself” repairs and maintenance to consumer
durables and dwellings carried out by members of the
household constitute the own-account production of
services and are excluded from the production boundary of
the SNA. The materials purchased are treated as final
consumption expenditure.

In the case of dwellings, “do-it-yourself” activities cover
decoration, maintenance and small repairs, including
repairs to fittings, of types that are commonly carried out
by tenants as well as by owners. On the other hand, more
substantial repairs, such as replastering walls or repairing
roofs, carried out by owners, are essentially intermediate
inputs into the production of housing services. However,
the production of such repairs by an owner-occupier is only
a secondary activity of the owner in his capacity as a
producer of housing services. The production accounts for
the two activities may be consolidated so that, in practice,
the purchases of materials for repairs become intermediate
expenditures incurred in the production of housing
services. Major renovations or extensions to dwellings are
fixed capital formation and recorded separately.

The use of consumption goods

The use of goods within the household for the direct
satisfaction of human needs or wants is not treated as
production. This applies not only to materials or equipment
purchased for use in leisure or recreational activities but
also to foodstuffs purchased for the preparation of meals.
The preparation of a meal is a service activity and is treated
as such in the SNA and ISIC Rev.4. It therefore falls outside
the production boundary when the meal is prepared for own
consumption within the household. The use of a durable
good, such as a vehicle, by persons or households for their
own personal benefit or satisfaction is intrinsically a
consumption activity and should not be treated as if it were
an extension, or continuation, of production.

The ““non-observed’ economy

There is considerable interest in the phenomenon of the
non-observed economy. This term is used to describe
activities that, for one reason or another, are not captured in
regular statistical enquiries. The reason may be that the
activity is informal and thus escapes the attention of
surveys geared to formal activities; it may be that the
producer is anxious to conceal a legal activity, or it may be
that the activity is illegal. Chapter 25 discusses
measurement of the informal economy within households.

Certain activities may clearly fall within the production
boundary of the SNA and also be quite legal (provided
certain standards or regulations are complied with) but
deliberately concealed from public authorities for the
following kinds of reasons:

a. To avoid the payment of income, value added or other
taxes;

b. To avoid the payment of social security contributions;
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c. To avoid having to meet certain legal standards such as
minimum wages, maximum hours, safety or health
standards, etc.;

d. To avoid complying with certain administrative
procedures, such as  completing statistical
questionnaires or other administrative forms.

Because certain kinds of producers try to conceal their
activities from public authorities, it does not follow that
they are not included in national accounts in practice. Many
countries have had considerable success in compiling
estimates of production that cover the non-observed
economy as well as the ordinary economy. In some
industries, such as agriculture or construction, it may be
possible by using various kinds of surveys and the
commodity flow method to make satisfactory estimates of
the total output of the industry without being able to
identify or measure that part of it that is not observed.
Because the non-observed economy may account for a
significant part of the total economy of some countries, it is
particularly important to try to make estimates of total
production that include it, even if it cannot always be
separately identified as such.

There may be no clear borderline between the non-
observed economy and illegal production. For example,
production that does not comply with certain safety, health
or other standards could be described as illegal. Similarly,
the evasion of taxes is itself usually a criminal offence.
However, it is not necessary for the purposes of the SNA to
try to fix the precise borderline between non-observed and
illegal production as both are included within the
production boundary in any case. It follows that
transactions on unofficial markets that exist in parallel with
official markets (for example, for foreign exchange or
goods subject to official price controls) must also be
included in the accounts, whether or not such markets are
actually legal or illegal.

There are two kinds of illegal production:

a. The production of goods or services whose sale,
distribution or possession is forbidden by law;

b. Production activities that are usually legal but become
illegal when carried out by unauthorized producers; for
example, unlicensed medical practitioners.

Examples of activities that may be illegal but productive in
an economic sense include the manufacture and distribution
of narcotics, illegal transportation in the form of smuggling
of goods and of people, and services such as prostitution.

Both kinds of illegal production are included within the
production boundary of the SNA provided they are genuine
production processes whose outputs consist of goods or
services for which there is an effective market demand. The
units that purchase smuggled goods, for example, may not
be involved in any kind of illegal activities and may not
even be aware that the other party to the transaction is
behaving illegally. Transactions in which illegal goods or
services are bought and sold need to be recorded not simply
to obtain comprehensive measures of production and
consumption but also to prevent errors appearing elsewhere
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in the accounts. The incomes generated by illegal
production may be disposed of quite legally, while
conversely, expenditures on illegal goods and services may
be made out of funds obtained quite legally. The failure to
record illegal transactions may lead to significant errors
within the accounts if the consequences of the activity are
recorded in the financial account and the external accounts,
say, but not in the production and income accounts.

Regular thefts of products from inventories are not included
in the value of output. Suppose a shop suffers regular theft
from inventories. In calculating the value of output of the
shop, part of the margin on the goods sold must cover the
cost of the goods stolen. Thus the margin is calculated as
the value received for the goods sold less the cost of both
the goods sold and the goods stolen. If the stolen products
are sold elsewhere, for example on a street stall, the value
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Basic, producers’ and purchasers’ prices

More than one set of prices may be used to value outputs
and inputs depending upon how taxes and subsidies on
products, and also transport charges, are recorded.
Moreover, value added taxes (VAT), and similar deductible
taxes may also be recorded in more than one way. The
methods of valuation used in the SNA are explained in this
section.

The detailed discussion of taxes related to production
appears in section C of chapter 7 but it is important in the
context of discussing alternative price measures to make
the distinction between taxes (and subsidies) on products
and other taxes (and subsidies) on production. As the name
implies, taxes on products are payable per unit of the
product. The tax may be a flat amount dependent on the
physical quantity of the product or may be a percentage of
the value at which the product is sold. Other taxes on
production are taxes imposed on the producer that do not
apply to products nor are levied on the profits of the
producer. Examples include taxes on land or premises used
in production or on the labour force employed. The
distinction between subsidies on products and other
subsidies on production is made on similar grounds.

Basic and producers’ prices

The SNA utilizes two kinds of prices to measure output,
namely, basic prices and producers’ prices:

a. The basic price is the amount receivable by the
producer from the purchaser for a unit of a good or
service produced as output minus any tax payable,
and plus any subsidy receivable, by the producer as a
consequence of its production or sale. It excludes any
transport charges invoiced separately by the producer.

b. The producer’s price is the amount receivable by the
producer from the purchaser for a unit of a good or
service produced as output minus any VAT, or similar
deductible tax, invoiced to the purchaser. It excludes
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of the output of the street trader is still calculated as the
difference between the value received for the goods and the
value paid for them. In this case, though, if nothing is paid
for the goods, the whole of the sales value appears as the
margin.

lllegal production does not refer to the generation of
externalities such as the discharge of pollutants.
Externalities may result from production processes that are
themselves quite legal. Externalities are created without the
consent of the units affected and no values are imputed for
them in the SNA.

Although non-observed and illegal activities require special
consideration, it is not necessarily the case that they are
excluded from normal data collection processes.

any transport charges invoiced separately by the
producer.

Neither the producer’s nor the basic price includes any
amounts receivable in respect of VAT, or similar
deductible tax, invoiced on the output sold.

Unlike the basic price, the producer’s price includes taxes
on products (taxes payable per unit of output) and excludes
subsidies on products (subsidies receivable per unit of
output). The producer’s price is the price, excluding VAT,
that the producer invoices to the purchaser. The basic price
measures the amount retained by the producer and is,
therefore, the price most relevant for the producer’s
decision-taking. It is becoming increasingly common in
many countries for producers to itemize taxes separately on
their invoices so that purchasers are informed about how
much they are paying to the producer and how much as
taxes to the government.

Basic prices exclude any taxes on products the producer
receives from the purchaser and passes on to government
but include any subsidies the producer receives from
government and uses to lower the prices charged to
purchasers.

Both producers’ and basic prices are actual transaction
prices that can be directly observed and recorded. Basic
prices are often reported in statistical inquiries and some
official “producer price” indices actually refer to basic
prices rather than to producers’ prices as defined here.

VAT and similar deductible taxes

Many countries have adopted some form of VAT. VAT isa
wide-ranging tax usually designed to cover most or all
goods and services. In some countries, VAT may replace
most other forms of taxes on products, but VAT may also
be levied in addition to some other taxes on products, such
as excise duties on tobacco, alcoholic drink or fuel oils.
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VAT is a tax on products collected in stages by enterprises.
Producers are required to charge certain percentage rates of
VAT on the goods or services they sell. The VAT is shown
separately on the sellers’ invoices so that purchasers know
the amounts they have paid. However, producers are not
required to pay to the government the full amounts of the
VAT invoiced to their customers because they are usually
permitted to deduct the VAT that they themselves have
paid on goods and services purchased for their own
intermediate consumption, resale or gross fixed capital
formation. Producers are obliged to pay only the difference
between the VAT on their sales and the VAT on their
purchases for intermediate consumption or capital
formation, hence the expression value added tax. The
percentage rate of VAT is liable to vary between different
categories of goods and services and also according to the
type of purchaser. For example, sometimes goods
purchased by visiting non-residents, which count as
exports, may be exempt from VAT.

Other tax regimes exist, not called VAT, that operate in a
similar manner. Within the SNA, the term VAT is used to
apply to any similar deductible tax scheme even if the
scope is narrower than a full system of VAT.

The following terminology needs to be defined:

a. Invoiced VAT is the VAT payable on the sales of a
producer; it is shown separately on the invoice that
the producer presents to the purchaser.

b. Deductible VAT is the VAT payable on purchases of
goods or services intended for intermediate
consumption, gross fixed capital formation or for
resale that a producer is permitted to deduct from his
own VAT liability to the government in respect of
VAT invoiced to his customers.

¢. Non-deductible VAT is VAT payable by a purchaser
that is not deductible from his own VAT liability, if
any.

Thus, a market producer is able to recover the costs of any
deductible VAT payable on his own purchases by reducing
the amount of his own VAT liability in respect of the VAT
invoiced to his own customers. On the other hand, the VAT
paid by households for purposes of final consumption or
fixed capital formation in dwellings is not deductible. The
VAT payable by non-market producers owned by
government units or NPISHs may also not be deductible.

Gross and net recording of VAT

There are two alternative systems that may be used to
record VAT, the “gross” or “net” systems. Under the gross
system, all transactions are recorded including the amounts
of any invoiced VAT. Thus, the purchaser and the seller
record the same price, irrespective of whether or not the
purchaser is able to deduct the VAT subsequently.

While the gross system of recording seems to accord with
the traditional notion of recording at “market” prices, it
presents some difficulties. Practical experience with the
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operation of VAT over many years in a number of
countries has shown it may be difficult, if not impossible,
to utilize the gross system because of the way business
accounts are computed and records are kept. Sales are
normally reported excluding invoiced VAT in most
industrial inquiries and business surveys. Conversely,
purchases of goods and services by producers are usually
recorded excluding deductible VAT. Although the gross
system has been tried in some countries, it has had to be
abandoned for these reasons. Further, it can be argued that
the gross system distorts economic reality to the extent that
it does not reflect the amounts of VAT actually paid by
businesses. Large amounts of invoiced VAT are deductible
and thus represent only notional or putative tax liabilities.

The SNA therefore requires that the net system of
recording VAT should be followed. In the net system:

a. Outputs of goods and services are valued excluding
invoiced VAT; imports are similarly valued excluding
invoiced VAT,

b. Purchases of goods and services are recorded including
non-deductible VAT.

Under the net system, VAT is recorded as being payable by
purchasers, not sellers, and then only by those purchasers
who are not able to deduct it. Almost all VAT is therefore
recorded in the SNA as being paid on final uses, mainly on
household consumption. However, small amounts of VAT
may be paid by businesses in respect of certain kinds of
purchases on which VAT may not be deductible.

The disadvantage of the net system is that different prices
must be recorded for the two parties to the same transaction
when the VAT is not deductible. The price recorded for the
producer does not include invoiced VAT whereas the price
recorded for the purchaser does include the invoiced VAT
to the extent that it is not deductible. Thus, in aggregate, the
total value of the expenditures recorded for purchasers must
exceed the total value of the corresponding sales receipts
recorded for producers by the total amount raised as non-
deductible VAT.

The producer’s price thus defined is a hybrid that excludes
some, but not all, taxes on products. The basic price, which
does not include any taxes on the product (but includes
subsidies on the product) becomes a clearer concept in
these circumstances and is the preferred method for valuing
the output of producers.

Purchasers’ prices

The purchaser’s price is the amount paid by the
purchaser, excluding any VAT or similar tax deductible
by the purchaser, in order to take delivery of a unit of a
good or service at the time and place required by the
purchaser. The purchaser’s price of a good includes any
transport charges paid separately by the purchaser to take
delivery at the required time and place.

When a purchaser buys directly from the producer, the
purchaser’s price may exceed the producer’s price by:
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a. The value of any non-deductible VAT, payable by the
purchaser; and

b. The value of any transport charges on a good paid
separately by the purchaser and not included in the
producer’s price.

It follows that the purchaser’s price may exceed the basic
price by the amount of the two items just listed plus the
value of any taxes less subsidies on the product (other than
VAT).

If purchasers buy output not from the producer directly but
from a wholesaler or retailer, it is necessary to include their
margins in the difference between basic and purchasers’
prices also.

For certain purposes, including input-output analysis, it
may be convenient to consider that the purchase of a
product consists of two separate transactions. The first of
these is the purchase of the product from the producer and
the second is the margin paid to the wholesaler or retailer of
the product. The margin represents the difference between
the price paid by the final purchaser of a product after it has
passed through the wholesale and retail distribution chains
and the producer’s price received by its original producer.

The traditional concept of the “’market” price becomes
somewhat blurred under a system of VAT or similar
deductible taxes because there may be two different prices
for a single transaction: one from the seller’s point of view

Value added and GDP
Gross and net value added

The balancing item of a current account is the excess of
resources over uses. The rationale for dividing transactions
into sets of accounts is that the balancing item of each
account is of economic interest. The balancing item of the
production account is value added, so called because it
measures the value created by production. Because a
production account may be compiled for an institutional
unit or sector, or establishment or industry, so value added
may be derived for any of these. Value added is of
analytical interest because when the value of taxes on
products (less subsidies on products) is added, the sum of
value added for all resident units gives the value of gross
domestic product (GDP).

Value added represents the contribution of labour and
capital to the production process. Once the amount of value
added appropriated by government in the form of other
taxes on production is deducted from value added and the
value of subsidies is added, the compensation of labour and
capital is revealed. However, capital in the form of fixed
capital has a finite life length. Some part of value added
should therefore be regarded as the reduction in value of
fixed capital due to its use in production. This allowance is
called consumption of fixed capital.
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and another from the purchaser’s, depending upon whether
or not the tax is deductible. It is recommended in the SNA
that the term “market prices” should be avoided when
referring to value added and the price basis used, (basic,
producers’ or purchasers’), be specified to avoid ambiguity.

Basic, producers’ and purchasers’ prices —a
summary

Figure 1 gives an overview of the essential differences
between basic, producers’ and purchasers’ prices.

Figure 6.1:Basic, producers’ and purchasers’
prices

Basic prices
+

Taxes on products excluding invoiced VAT

Subsidies on products

Producers’ prices
+

VAT not deductible by the purchaser
+

Separately invoiced transport charges
+

Wholesalers’ and retailers’ margins

Purchasers’ prices

Consumption of fixed capital is one of the most important
elements in the SNA. In most cases, when a distinction is
drawn between “gross” and “net” recording, “gross” means
without deducting consumption of fixed capital while
recording “net” means after deducting consumption of
fixed capital. In particular, all the major balancing items in
the accounts from value added through to saving may be
recorded gross or net, that is, before or after deducting
consumption of fixed capital. It should also be noted that
consumption of fixed capital is typically quite large
compared with most of the net balancing items. It may
account for 10 per cent or more of GDP.

Consumption of fixed capital is one of the most difficult
items in the accounts to define conceptually and to estimate
in practice. Further, consumption of fixed capital does not
represent the aggregate value of a set of transactions. It is
an imputed value whose economic significance is different
from entries in the accounts based mainly on market
transactions. For these reasons, the major balancing items
in national accounts have always tended to be recorded
both gross and net of consumption of fixed capital. This
tradition is continued in the SNA where provision is made
for balancing items from value added through to saving to
be recorded both ways. In general, the gross figure is the
easier to estimate and so may be more reliable, but the net
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figure is usually the one that is conceptually more
appropriate and relevant for analytical purposes.

As stated above:

a. Gross value added is defined as the value of output less
the value of intermediate consumption;

b. Net value added is defined as the value of output less
the values of both intermediate consumption and
consumption of fixed capital.

To avoid repetition, only gross value added will be cited in
the following sections when the corresponding conclusions
for net value added are obvious.

Alternative measures of value added

In the SNA, intermediate inputs are valued and recorded at
the time they enter the production process, while outputs
are recorded and valued as they emerge from the process.
Intermediate inputs are normally valued at purchasers’
prices and outputs at basic prices, or alternatively at
producers’ prices if basic prices are not available. The
difference between the value of the intermediate inputs and
the value of the outputs is gross value added against which
must be charged consumption of fixed capital, taxes on
production (less subsidies) and compensation of
employees. The positive or negative balance remaining is
the net operating surplus or mixed income.

As indicated above, alternative measures of gross value
added may be obtained by associating different sets of
prices with a set of quantities of inputs and outputs. The
various measures that may be derived using the different
sets of prices recognized in the SNA are considered below.

Gross value added at basic prices

Gross value added at basic prices is defined as output
valued at basic prices less intermediate consumption
valued at purchasers’ prices. Although the outputs and
inputs are valued using different sets of prices, for brevity
the value added is described by the prices used to value the
outputs. From the point of view of the producer,
purchasers’ prices for inputs and basic prices for outputs
represent the prices actually paid and received. Their use
leads to a measure of gross value added that is particularly
relevant for the producer.

Gross value added at producers’ prices

Gross value added at producers’ prices is defined as
output valued at producers’ prices less intermediate
consumption valued at purchasers’ prices. As already
explained, in the absence of VAT, the total value of the
intermediate inputs consumed is the same whether they are
valued at producers’ or at purchasers’ prices, in which case
this measure of gross value added is the same as one that
uses producers’ prices to value both inputs and outputs. It is
an economically meaningful measure that is equivalent to
the traditional measure of gross value added at market
prices. However, in the presence of VAT, the producer’s
price excludes invoiced VAT, and it would be
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inappropriate to describe this measure as being at “market”
prices.

Both this measure of gross value added and that described
in the previous section use purchasers’ prices to value
intermediate inputs. The difference between the two
measures is entirely attributable to their differing
treatments of taxes or subsidies on products payable on
outputs (other than invoiced VAT). By definition, the value
of output at producers’ prices exceeds that at basic prices
by the amount, if any, of the taxes on products, less
subsidies on products so that the two associated measures
of gross value added must differ by the same amount.

Gross value added at factor cost

Gross value added at factor cost is not a concept used
explicitly in the SNA. Nevertheless, it can easily be derived
from either of the measures of gross value added presented
above by subtracting the value of any taxes on production,
less subsidies on production, payable out of gross value
added as defined. For example, the only taxes on
production remaining to be paid out of gross value added at
basic prices consist of “other taxes on production”. These
consist mostly of current taxes (or subsidies) on the labour
or capital employed in the enterprise, such as payroll taxes
or current taxes on vehicles or buildings. Gross value added
at factor cost can thus be derived from gross value added at
basic prices by subtracting other taxes on production, less
subsidies on production.

The conceptual difficulty with gross value added at factor
cost is that there is no observable set of prices such that
gross value added at factor cost is obtained directly by
multiplying this set of prices by the sets of quantities of
outputs. By definition, other taxes or subsidies on
production are not taxes or subsidies on products that can
be eliminated from the input and output prices. Thus,
despite its traditional name, gross value added at factor cost
is not strictly a measure of value added; it is essentially a
measure of income and not output. It represents the amount
remaining for distribution out of gross value added,
however defined, after the payment of all taxes on
production and the receipt of all subsidies on production. It
makes no difference which measure of gross value added is
used to derive this income measure because the alternative
measures of value added considered above differ only in
respect of the amounts of the taxes or subsidies on
production that remain payable out of gross value added.

Gross domestic product (GDP)

The underlying rationale behind the concept of gross
domestic product (GDP) for the economy as a whole is that
it should measure the total gross value added from all
institutional units resident in the economy. However, while
the concept of GDP is based on this principle, GDP as
defined in the SNA is such that an identity exists between a
measure built on value added, a measure built on income
and one based on final expenditures. To achieve this, it is
important that the same contribution to GDP is made by
taxes on production under all three measures. The
expenditure measure of GDP includes all taxes on
production and taxes on imports since ultimately these are
included in the purchasers’ prices of the final users.
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Given this definition of GDP, the following identities hold
when the summations are taken over all resident producers:

a. GDP = the sum of the gross value added at producers’
prices,

plus taxes on imports,

less subsidies on imports,

plus non-deductible VAT.

b. GDP = the sum of the gross value added at basic prices,
plus all taxes on products,

less all subsidies on products.

c. GDP =the sum of the gross value added at factor cost
plus all taxes on products,

less all subsidies on products,

plus all other taxes on production,

less all other subsidies on production.

The measurement of output

Production versus output

Production is an activity carried out by an establishment. It
may not always be clear whether an establishment is
producing a good or is providing a service. For example, an
oil refinery processing crude oil that it owns is producing a
good (refined petroleum); if the same refinery processes
crude oil belonging to another unit, then it is providing a
refinery service to that unit. This lack of clarity may often
appear for goods passing between establishments of the
same enterprise and it is important to know when to record
the output of a good and when of a change-effecting
service. When the establishments belong to different
enterprises (that is to different institutional units), the
defining principle is that of economic ownership. If an
establishment has no discretion about the level of
production, the price to be charged for the good or the
destination of the good, there is evidence that the
establishment has not taken economic ownership of the
goods being processed and the value of the output should
be treated as the processing element only. This is the case
for the refinery service cited above.

When the establishments involved belong to the same
enterprise, there is no change of ownership since both
establishments have the same owner. However, the
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In cases (b) and (c), the items taxes on products and
subsidies on products includes taxes and subsidies on
imports as well as on outputs.

Domestic production

GDP measures the production of all resident producers.
This does not necessarily coincide with all production
taking place within the geographical boundary of the
economic territory. Some of the production of a resident
producer may take place abroad, while some of the
production taking place within the geographical boundary
of the economy may be carried out by non-resident
producer units. For example, a resident producer may have
teams of employees working abroad temporarily on the
installation, repair or servicing of equipment. This output is
an export of a resident producer and the productive activity
does not contribute to the GDP of the country in which it
takes places. Thus, the distinction between resident and
non-resident institutional units is crucial to the definition
and coverage of GDP. In practice most of the productive
activity of resident producers takes place within the country
in which they are resident. However, producers in service
industries that typically have to deliver their outputs
directly to their clients wherever they are located are
increasingly tending to engage in production in more than
one country, a practice that is encouraged by rapid
transportation and instantaneous communication facilities.
Geographical boundaries between adjacent countries are
becoming less significant for mobile service producers,
especially in small countries bordered by several other
countries.

principle of transferring risk, which accompanies change of
ownership, can still be applied. Suppose, for example, that
an establishment receives coal from another establishment
in the same enterprise, uses it to generate electricity and
then sells the electricity on the open market. The electricity
generator has discretion about the amount of coal it
demands, the amount of electricity to be generated and the
prices to be charged. In such a case, the value of electricity
generated should be measured including the cost of the coal
consumed in the process even though there is no legal
change in ownership given that both establishments belong
to the same enterprise.

In general, all goods and services that are produced and
used by the same establishment are excluded from the
measure of output. However, there are exceptions here also.
For example, output is recorded if the goods and services
being produced are used for capital formation of the
establishment. Similarly output is recorded for products
entering inventories even if eventually they are withdrawn
from inventories for use as intermediate consumption in the
same establishment in a later period. If the establishment is
a household unincorporated enterprise growing maize, the
value of maize produced includes maize kept for household
consumption.
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An establishment may produce goods and services that are
used as its own intermediate consumption. An example is
unglazed china that is only delivered to other units after
glazing. In general the unglazed china is not recorded as
output but if there is some china remaining unglazed at the
end of the production period, it should be recorded as being
produced and entering inventories. In the subsequent
period, the unglazed china is withdrawn from inventories
and the act of glazing constitutes output in the second
period.

Although production is related to activities and thus the
output of one production process is one set of products,
output is measured for an establishment and may include
the output of several production processes. Thus output is
defined as the goods and services produced by an
establishment,

a. excluding the value of any goods and services used in
an activity for which the establishment does not
assume the risk of using the products in production,
and

b. excluding the value of goods and services consumed
by the same establishment except for goods and
services used for capital formation (fixed capital or
changes in inventories) or own final consumption.

Time of recording

The output of most goods or services is usually recorded
when their production is completed. However, when it
takes a long time to produce a unit of output, it becomes
necessary to recognize that output is being produced
continuously and to record it as “work-in-progress”. For
example, the production of certain agricultural goods or
large durable goods such as ships or buildings may take
months or years to complete. In such cases, it would distort
economic reality to treat the output as if it were all
produced at the moment of time when the process of
production happens to terminate. Whenever a process of
production extends over two or more accounting periods, it
is necessary to calculate the work-in-progress completed
within each of the periods in order to be able to measure
how much output is produced in each period.

On the other hand, goods and services may be completed in
an accounting period but not delivered (sold) to a user in
that period. Output is recorded when the work is completed
and not when sold. There is thus a significant difference
between the value of output in a period and the value of
sales, the difference being accounted for by changes in
inventories of finished goods and work-in-progress.

Valuation of output

Goods and services produced for sale on the market at
economically significant prices may be valued either at
basic prices or at producers’ prices. The preferred method
of valuation is at basic prices, especially when a system of
VAT, or similar deductible tax, is in operation. Producers’
prices should be used only when valuation at basic prices is
not feasible.
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Output produced by market producers for own final use
should be valued at the average basic prices of the same
goods or services sold on the market, provided they are sold
in sufficient quantities to enable reliable estimates to be
made of those average prices. If not, the output should be
valued by the total production costs incurred, including
consumption of fixed capital, plus any taxes (less subsidies)
on production other than taxes or subsidies on products,
plus a net return on the fixed capital and natural resources
used in production. The concept of the net return to capital
is introduced in section H and discussed more fully in
chapter 20.

The non-market output produced by government units and
NPISHs that is supplied free, or at prices that are not
economically significant, to other institutional units or the
community as a whole is valued by total production costs,
including consumption of fixed capital, plus taxes (less
subsidies) on production other than taxes or subsidies on
products. By convention, no net return to capital is included
for non-market production. Similarly, no net return to
capital is included in the estimates of production for own
final use by non-market producers when these are estimated
as the sum of costs.

Market output, output for own final use and
non-market output

A fundamental distinction is drawn in the SNA between
market output and non-market output because of the way
the output of each is valued. Market output is the normal
situation in a market economy where producers make
decisions about what to produce and how much to produce
in response to expected levels of demand and expected
costs of supply. The determining factor behind production
decisions is that economically significant prices prevail.
Economically significant prices are prices that have a
significant effect on the amounts that producers are
willing to supply and on the amounts purchasers wish to
buy. These prices normally result when:

a. The producer has an incentive to adjust supply either
with the goal of making a profit in the long run or, at
a minimum, covering capital and other costs; and

b. Consumers have the freedom to purchase or not
purchase and make the choice on the basis of the
prices charged.

There is further discussion on economically significant
prices in chapter 22.

Non-market output is output undertaken by general
government and NPISHSs that takes place in the absence of
economically significant prices. A price is said to be not
economically significant when it has little or no influence
on how much the producer is prepared to supply and is
expected to have only a marginal influence on the
quantities demanded. It is a price that is not quantitatively
significant from the point of view of either supply or
demand. Such prices are likely to be charged in order to
raise some revenue or achieve some reduction in the excess
demand that may occur when services are provided
completely free, but they are not intended to eliminate such
excess demand. Once a decision has been taken on
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administrative, social or political grounds about the total
amount of a particular non-market good or service to be
supplied, its price is deliberately fixed below the
equilibrium price that would clear the market. The
difference between a price that is not economically
significant and a zero price is, therefore, a matter of degree.
The price merely deters those units whose demands are the
least pressing without greatly reducing the total level of
demand.

Non-market output may be produced for two reasons:

a. It may be technically impossible to make individuals
pay for collective services because their consumption
cannot be monitored or controlled. The pricing
mechanism cannot be used when transactions costs are
too high and there is market failure. The production of
such services has to be organized collectively by
government units and financed out of funds other than
receipts from sales, namely taxation or other
government incomes;

b. Government units and NPISHs may also produce and
supply goods or services to individual households for
which they could charge but choose not to do so as a
matter of social or economic policy. The most common
examples are the provision of education or health
services, free or at prices that are not economically
significant, although other kinds of goods and services
may also be supplied.

Market output

Market output consists of output intended for sale at
economically significant prices. The value of market
output is determined as the sum of the following items:

a. The value of goods and services sold at economically
significant prices;

b. The value of goods or services bartered in exchange for
other goods, services or assets;

c. The value of goods or services used for payments in
kind, including compensation in kind;

d. The value of goods or services supplied by one
establishment to another belonging to the same market
enterprise to be used as intermediate inputs where the
risk associated with continuing the production process
is transferred along with the goods;

e. The value of changes in inventories of finished goods
and work-in-progress intended for one or other of the
above uses;

f. The margins charged on the supply of goods and
services, transport margins, margins on the acquisition
and disposal of financial assets, etc.
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Recording of sales

The times at which sales are to be recorded are when the
receivables and payables are created: that is, when the
ownership of the goods passes from the producer to the
purchaser or when the services are provided to the
purchaser. Goods or services are valued at the basic prices
at which they are sold. If valuation at basic prices is not
feasible, they may be valued at producers’ prices instead. If
it is necessary to value the sale of goods at producers’
prices rather than basic prices, then the implicit value of
margin services should also include any applicable taxes on
products. For some margin services, especially those
concerning financial assets, the value of the service
provided may be implicit.

The values of sales are determined by the amounts
receivable and payable by the producers and purchasers,
suitably adjusted for trade and transport margins. The
amounts receivable and payable do not always coincide
with the amounts actually received and paid. The amount
payable should be shown in the production account and the
difference between amounts payable and paid should be
shown as accounts payable or receivable in the financial
account. Subsequent payments of these amounts
outstanding are recorded as financial transactions and not
as part of the production account. If payments made in
advance or in arrears attract interest charges, these should
be shown as separate transactions and not included in the
value of sales.

Recording of barter

Barter occurs when goods and services are exchanged for
other goods, services or assets. The value of goods or
services bartered should be recorded when the ownership of
the goods is transferred or the services are provided. The
output of goods bartered is valued at the basic prices that
would have been received if they had been sold.

Recording of compensation in kind or other

payments in kind

Goods or services provided to employees as compensation
in kind, or used for other payments in kind, should be
recorded when the legal ownership of the goods is
transferred or the services are provided. They should be
valued at the basic prices that would have been received if
they had been sold.

Recording of intra-enterprise deliveries

Intra-enterprise deliveries are recorded only when the
establishment receiving the goods assumes responsibility
for making the decisions about the levels of supply and
prices at which their output is delivered to the market.
When incoming deliveries are recorded, they should be
valued at the basic prices that would have been received if
they had been sold.
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Changes in inventories of finished goods

The basic principle underlying the measurement of changes
in inventories of finished goods is that output should be
recorded at the time it is produced and valued at the same
price whether it is sold, otherwise used or entered into
inventories for sale or use later. In effect, goods only enter
inventories when they are not immediately used for sale or
other use in the period they are produced. Similarly, goods
are withdrawn from inventories when the demand for the
goods exceeds the amount produced in a period. No output
is recorded when goods produced previously are withdrawn
from inventories and sold or otherwise used unless a
storage activity as described below in section F takes place.

Inventories of finished goods therefore explain the
difference between production and sales (or other use) in a
single period. It follows that entries into inventories must
be valued at the basic prices prevailing at the time of entry,
while withdrawals must be valued at the prices at which
they are then sold. This method of valuing changes in
inventories, which may be described as the “perpetual
inventory method” or PIM, is not always easy to implement
in practice, however, and it sometimes leads to results that
may be counter intuitive.

When prices are stable, the measurement of changes in
inventories is relatively simple. However, when there is
inflation (or deflation), significant price increases
(decreases) may occur while goods are held in inventories.
Holding gains (losses) accruing on goods held in
inventories after they have been produced must not be
included in the value of output. It follows from the
valuation method used that, when prices are changing,
goods entering and leaving inventories at different times
are valued at different prices, even within the same
accounting period (as also are goods sold at different
times). This requires that, in principle, all entries to, and
withdrawals from, inventories be recorded continuously as
they occur, and helps explain the complexity of the
perpetual inventory method. The perpetual inventory
method ensures their exclusion by valuing goods
withdrawn from inventories at the prices prevailing at the
time they are withdrawn and not at the prices at which they
are entered, or their “historic costs”. This method of
valuation can lead to much lower figures for both output
and profits in times of inflation than those obtained by
business accounting methods based on historic costs.
Further discussion on the valuation of inventories appears
in chapter 10.

It follows from the general principles outlined in the
previous section that:

a. Goods entering inventories are valued at the basic
prices prevailing at that time: that is, at the prices at
which they could have been sold when first produced;

b. Goods withdrawn from inventories are valued at the
basic prices prevailing at that time: that is, at the prices
at which they can then be sold.

Goods held in inventories are subject to deterioration
through the passage of time and are at risk from theft or
accidental damage. Recurrent losses due to normal rates of
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wastage, theft and accidental damage are treated in the
same way as withdrawals from inventories and thus reduce
the value of output. This practice is followed even if the
losses are high relative to output as long as they are
recurrent. The total value of the changes in inventories of
finished goods recorded within a specified accounting
period is then given by:

the sum of the values of all goods entering inventories

less the sum of the values of all goods withdrawn from
inventories

less the value of any recurrent losses of goods held in
inventories.

Changes in inventories of work-in-progress

When the process of production takes a long time to
complete, output must be recognized as being produced
continuously as work-in-progress. As the process of
production continues, intermediate inputs are continually
being consumed so that it is necessary to record some
corresponding output. Otherwise, recording the inputs and
outputs as if they took place at different times, or even in
different accounting periods would give meaningless
figures for value added. Work-in-progress is essentially
incomplete output that is not yet marketable: that is, output
that is not sufficiently processed to be in a state in which it
can easily be supplied or sold to other institutional units. It
is essential to record such output whenever the process of
production is not completed within a single accounting
period so that work-in-progress is carried forward from one
period to the next. In this case, the current value of the
work-in-progress completed up to the end of one period is
recorded in the closing balance sheet, which also serves as
the opening balance sheet for the next period.

Work-in-progress may need to be recorded in any industry,
including service industries such as the production of
movies, depending upon the length of time it takes to
produce a unit of output. It is particularly important in
industries with long gestation periods, such as certain types
of agricultural production or durable producers’ goods
production, where the period of production may extend
over several years.

Work-in-progress is treated in the SNA as one component
of inventories of outputs held by producers. However, the
borderline between inventories of partially completed
buildings and structures and gross fixed capital formation
may not always be clear. Gross fixed capital formation is
undertaken by users of fixed assets so gross fixed capital
formation cannot be recorded until the legal ownership of
the assets is transferred from their producers to their users.
This transfer does not usually occur until the process of
production is completed. However, when a contract of sale
has been concluded in advance, the transfer of legal
ownership may be deemed to occur in stages as value is put
in place. In such cases, stage payments made by the
purchaser can often be used to approximate the value of the
gross fixed capital formation although stage payments may
sometimes be made in advance or in arrears of the
completion of the stage, in which case short-term credits
are also extended from the purchaser to the producer, or
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vice versa. In the absence of a contract of sale, the output
produced must be treated as additions to the producer’s
inventories, that is, as work-in-progress, however large the
partially completed structure may be. When the production
process is terminated, the whole of the work-in-progress
accumulated up to that point is effectively transformed into
inventories of finished product ready for delivery or sale.
When a sale takes place, the value of the sale must be
cancelled by a withdrawal from inventories of equal value
so that only the additions to work-in-progress recorded
while production was taking place in the period in question
remain as measures of output. In this way, the output is
distributed over the entire period of production.

Additions to, and withdrawals from, work-in-progress are
treated in the accounts in the same way as entries to, and
withdrawals from, inventories of finished goods. They must
be recorded at the times they take place and at the basic
prices prevailing at those times. However, further
explanation is needed of the valuation in view of the special
characteristics of work-in-progress. This explanation
appears in chapter 20.

Output for own final use

Output for own final use consists of products retained by
the producer for his own use as final consumption or
capital formation. The value of output for own final use is
determined as the sum of the following:

a. The value of goods produced by an unincorporated
enterprise and consumed by the same household,;

b. The value of services provided to households by paid
domestic staff;

c. The value of the imputed services of owner-occupied
dwellings;

d. The value of the fixed assets produced by an
establishment that are retained within the same
enterprise for use in future production (own-account
gross fixed capital formation);

e. The value of changes in inventories of finished goods
and work-in-progress intended for one or other of the
above uses;

f. In exceptional cases, as described later in this section,
there may be output for own intermediate use.

Goods produced by households

All goods produced by households are within the
production boundary and those that are not delivered to
other units should be treated as either being consumed
immediately or stored in inventories for later use.

Services of domestic staff

Paid domestic staff (child minders, cooks, gardeners,
chauffeurs, etc.) are formally treated as employees of an
unincorporated enterprise that is owned by the household.

6.117

6.118

6.119

6.120

The production account

The services produced are consumed by the same unit that
produces them and they constitute a form of own-account
production. By convention, any intermediate costs in the
production of the domestic services are treated not as
intermediate consumption of the output of the domestic
services but as final consumption expenditure of the
household. Thus the value of the output produced is
deemed to be equal to the compensation of employees paid,
including any compensation in kind such as food or
accommodation.

Services of owner-occupied dwellings

Households that own the dwellings they occupy are
formally treated as owners of unincorporated enterprises
that produce housing services consumed by those same
households. When well-organized markets for rented
housing exist, the output of own-account housing services
can be valued using the prices of the same kinds of services
sold on the market in line with the general valuation rules
adopted for goods or services produced on own account. In
other words, the output of the housing services produced by
owner occupiers is valued at the estimated rental that a
tenant would pay for the same accommodation, taking into
account factors such as location, neighbourhood amenities,
etc. as well as the size and quality of the dwelling itself.
The same figure is recorded under household final
consumption expenditures. In many instances, no well-
organized markets exist and other means of estimating the
value of housing services must be developed.

Own gross fixed capital formation

Goods or services used for own gross fixed capital
formation can be produced by any kind of enterprise,
whether corporate or unincorporated. They include, for
example, the special machine tools produced for their own
use by engineering enterprises, or dwellings, or extensions
to dwellings, produced by households. A wide range of
construction activities may be undertaken for the purpose
of own gross fixed capital formation in rural areas in some
countries, including communal construction activities
undertaken by groups of households. In addition,
intellectual property products such as R&D and software
products may be produced on own account.

Changes in inventories

Additions to work-in-progress on structures intended for
own use are treated as acquisitions of fixed assets by their
producers. Goods or services produced for own final use
may be placed in inventories of finished products for use
later. They are valued at the basic prices of similar products
sold on the market at the time they enter inventories or by
their costs of production if no suitable basic prices are
available.

Own intermediate consumption

It is unusual to record goods and services used as
intermediate consumption within the same establishment
but there are occasions where it may be desirable. If such
recording is made, the goods and services in question add
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to both intermediate consumption and output so value
added is unaffected by this practice.

If an activity such as delivery services is of particular
interest and there is a diversity of practice about whether it
is treated as secondary output (that is, is charged for) or as
being for own use (not charged for) then it may be desirable
to show all delivery services as if they were secondary
products with the output shown as own intermediate
consumption where appropriate.

As explained in paragraph 6.104 if a product is delivered by
one establishment to another within the same enterprise, the
delivery is recorded as output of the first establishment and
intermediate consumption of the second only when the
second establishment assumes the responsibility for making
the decisions about the level of supply and prices at which
the output is delivered to the market. When this is not the
case, the output of the first establishment is shown as
entering inventories while the second establishment
delivers a processing service and charges for it. If a
production account is being compiled for the enterprise, in
the first case it may be preferable to show the product as
both output and intermediate consumption of the enterprise
rather than to consolidate it out. In the second case, the
output of the enterprise will be the value of the product as
produced by the first establishment plus the processing fee
for the second.

In some cases, part of the current output may be placed in
inventories for use as intermediate consumption in future.
An example is agriculture where some of the current crop
may be used for seed in future.

Valuation of output for own final use

Output for own final use should be valued at the basic
prices at which the goods and services could be sold if
offered for sale on the market. In order to value them in this
way, goods or services of the same kind must actually be
bought and sold in sufficient quantities on the market to
enable reliable market prices to be calculated for use for
valuation purposes. The expression “on the market” means
the price that would prevail between a willing buyer and
willing seller at the time and place that the goods and
services are produced. In the case of agricultural produce,
for example, this does not necessarily equate to the prices
in the local market where transportation costs and possibly
wholesale margins may be included. The nearest equivalent
price is likely to be the so-called “farm-gate” price; that is,
the price that the grower could receive by selling the
produce to a purchaser who comes to the farm to collect the
produce.

When reliable market prices cannot be obtained, a second
best procedure must be used in which the value of the
output of the goods or services produced for own final use
is deemed to be equal to the sum of their costs of
production: that is, as the sum of:

a. Intermediate consumption;

b. Compensation of employees;
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c. Consumption of fixed capital;
d. A net return to fixed capital;
e. Other taxes (less subsidies) on production.

By convention, no net return to capital is included when
own-account production is undertaken by non-market
producers.

For unincorporated enterprises, it may not be possible to
estimate compensation of employees, consumption of fixed
capital and a return to capital separately in which case an
estimate of mixed income, covering all these items, should
be made.

It will usually be necessary to value the output of own-
account construction on the basis of costs as it is likely to
be difficult to make a direct valuation of an individual and
specific construction project that is not offered for sale.
When the construction is undertaken for itself by an
enterprise, the requisite information on costs may be easily
ascertained, but not in the case of the construction of
dwellings by households or communal construction for the
benefit of the community undertaken by informal
associations or groups of households. Most of the inputs
into communal construction projects, including labour
inputs, are likely to be provided free so that even the
valuation of the inputs may pose problems. As unpaid
labour may account for a large part of the inputs, it is
important to make some estimate of its value using wage
rates paid for similar kinds of work on local labour markets.
While it may be difficult to find an appropriate rate, it is
likely to be less difficult than trying to make a direct
valuation of a specific construction project itself. The fact
that an imputation is made for the value of labour input is a
means to approximate the market price for the construction.
It does not imply that these labour costs should also be
treated as compensation of employees. As explained in
chapter 7, when labour is provided on a voluntary basis to a
producer unit other than the labourer’s own household, no
imputation for compensation of employees is made. If
labour is provided for a nominal payment, only the nominal
payment is recorded as compensation of employees. The
other labour costs are treated as mixed income.

Non-market output

Non-market output consists of goods and individual or
collective services produced by non-profit institutions
serving households (NPISHs) or government that are
supplied free, or at prices that are not economically
significant, to other institutional units or the community
as a whole. Although this output is shown as being
acquired by government and NPISHSs in the use of income
account, it should not be confused with production for own
use. The expenditure is made by government and by
NPISHSs but the use of individual goods and services is by
households, and the use of collective services by
households or other resident institutional units. Thus non-
market output should never be confused with output for
own use where the producer unit not only has imputed
expenditure on the output but also actually uses the output.
Chapter 9 discusses the difference between expenditure and
use in more detail.
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As explained above, government units or NPISHs may
engage in non-market production because of market failure
or as a matter of deliberate economic or social policy. Such
output is recorded at the time it is produced, which is also
the time of delivery in the case of non-market services. In
general, however, it cannot be valued in the same way as
goods or services produced for own final consumption or
own capital formation that are also produced in large
quantities for sale on the market. There are no markets for
collective services such as public administration and
defence, but even in the case of non-market education,
health or other services provided to individual households,
suitable prices may not be available. It is not uncommon for
similar kinds of services to be produced on a market basis
and sold alongside the non-market services but there are
usually important differences between the types and quality
of services provided. In most cases it is not possible to find
enough market services that are sufficiently similar to the
corresponding non-market services to enable their prices to
be used to value the latter, especially when the non-market
services are produced in very large quantities.

The value of the non-market output provided without
charge to households is estimated as the sum of costs of
production, as follows:

a. Intermediate consumption;

b. Compensation of employees;

c. Consumption of fixed capital;

d. Other taxes (less subsidies) on production.

If the output is made available at nominal cost, the prices
are not economically significant prices and may reflect
neither relative production costs nor relative consumer
preferences. They therefore do not provide a suitable basis
for valuing the outputs of the goods or services concerned.
The non-market output of goods or services sold at these
prices is valued in the same way as goods or services
provided free, that is, by their costs of production. Part of
this output is purchased by households, the remainder

The output of particular industries
Introduction

The rules governing the recording and valuation of output
are not sufficient to determine the way in which the output
of certain kinds of industries, mostly service industries,
such as wholesale and retail trade and financial institutions,
is measured. The following sections provide further
information about the measurement of the output of a
number of specific industries. For convenience, the
industries concerned are given in the same order as they
appear in the ISIC.
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constituting final consumption expenditures by government
units or NPISHs.

Government units and NPISHs may be engaged in both
market and non-market production. Whenever possible,
separate establishments should be distinguished for these
two types of activities, but this may not always be feasible.
Thus, a non-market establishment may have some receipts
from sales of market output produced by a secondary
activity: for example, sales of reproductions by a non-
market museum. However, even though a non-market
establishment may have sales receipts, its total output
covering both its market and its non-market output is still
valued by the production costs. The value of its market
output is given by its receipts from sales of market
products, the value of its non-market output being obtained
residually as the difference between the values of its total
output and its market output. The value of receipts from the
sale of non-market goods or services at prices that are not
economically significant remains as part of the value of its
non-market output.

Market and non-market producers

Market producers are establishments, all or most of
whose output is market production. Non-market
producers consist of establishments owned by government
units or NPISHSs that supply goods or services free, or at
prices that are not economically significant, to
households or the community as a whole. These producers
may also have some sales of secondary market output
whose prices are intended to cover their costs or earn a
surplus: for example, sales of reproductions by non-market
museums. Though government and NPISHs may have
establishments undertaking market production, including
own account capital construction, most of their activity will
be undertaken on a non-market basis.

When production for own final use is undertaken by a unit
in the general government or NPISHSs sector it is treated as
being undertaken by a non-market producer. It may also be
undertaken by market producers or by units outside general
government and NPISHs who produce only for own final
use.

Agriculture, forestry and fishing

The growth and regeneration of crops, trees, livestock or
fish which are controlled by, managed by and under the
responsibility of institutional units constitute a process of
production in an economic sense. Growth is not to be
construed as a purely natural process that lies outside the
production boundary. Many processes of production
exploit natural forces for economic purposes, for example,
hydroelectric plants exploit rivers and gravity to produce
electricity.
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The measurement of the output of agriculture, forestry and
fishing is complicated by the fact that the process of
production may extend over many months, or even years.
Many agricultural crops are annual with most costs
incurred at the beginning of the season when the crop is
sown and again at the end when it is harvested. However,
immature crops have a value depending on their closeness
to harvest. The value of the crop has to be spread over the
year and treated as work-in-progress. Often the final value
of the crop will differ from the estimate made of it and
imputed to the growing crop before harvest. In such cases
revisions to the early estimates will have to be made to
reflect the actual outcome. When the crop is harvested, the
cumulated value of work-in-progress is converted to
inventories of finished goods that is then run down as it is
used by the producer, sold or is lost to vermin.

Some plants and many animals take some years to reach
maturity. In this case, the increase in their value is shown as
output and treated as increases in fixed capital or
inventories depending on whether the plant or animal yields
repeat products or not. (There is more discussion of this
distinction in chapter 10.) The value of the increase in the
plants or animals should take account of the delay before
the yield from them is realized as explained in chapter 20.
Once the plant or animal has reached maturity, it will
decline in value and this decline should be recorded as
consumption of fixed capital.

Machinery, equipment and construction

The production of high value capital goods such as ships,
heavy machinery, buildings and other structures may take
several months or years to complete. The output from such
production must usually be measured by work-in-progress
and cannot be recorded simply at the moment in time when
the process of production is completed. The way in which
work-in-progress is to be recorded and valued is explained
in chapter 20.

When a contract of sale is agreed in advance for the
construction of buildings and structures, but not for other
production spreading over several periods, the output
produced each period is treated as being sold to the
purchaser at the end of each period, that is, as a sale rather
than work-in-progress. In effect, the output produced by the
construction contractor is treated as being sold to the
purchaser in stages as the latter takes legal possession of
the output. It is recorded as gross fixed capital formation by
the purchaser and not as work-in-progress by the producer.
When the contract calls for stage payments, the value of the
output may often be approximated by the value of stage
payments made each period. In the absence of a contract of
sale, however, the incomplete output produced each period
must be recorded as work-in-progress of the producer.
Dwellings built speculatively (that is, without a prior
contract of sale) remain in the inventories of the
construction company until sold, changing status within
inventories from work-in-progress to finished products if
they remain unsold on completion.
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Transportation and storage
Transportation

The output of transportation is measured by the value of the
amounts receivable for transporting goods or persons. In
economics a good in one location is recognized as being a
different quality from the same good in another location, so
that transporting from one location to another is a process
of production in which an economically significant change
takes place even if the good remains otherwise unchanged.
The volume of transport services may be measured by
indicators such as tonne-kilometres or passenger-
kilometres, which combine both the quantities of goods, or
numbers of persons, and the distances over which they are
transported. Factors such as speed, frequency or comfort
also affect the quality of services provided.

Storage

Although the production of storage for the market may not
be very extensive, the activity of storage is important in the
economy as a whole as it is carried out in many enterprises.
During storage the inventories of goods have to be
physically stored somewhere. Many goods have to be
stored in a properly controlled environment and the activity
of storage can become an important process of production
in its own right whereby goods are “transported” from one
point of time to another. In economics, it is generally
recognized that the same goods available at different times,
or locations, may be qualitatively different from each other
and command different prices for this reason. The increase
in price of a product due to the fact that it has been in
storage and storage costs have been incurred is a production
process. However, it is important that the increase in price
due to storage is clearly distinguished from holding gains
and losses, which must be excluded from the value of
production in the case of storage as in other activities.

When goods are first produced, they may be held in store
for a time in the expectation that they may be sold,
exchanged or used more advantageously in the future. If the
increase in value simply reflects a rise in price with no
change in quality resulting from being held in storage, then
there is no further production during the period in addition
to the costs of storage just described. However, there are
three reasons why the increase in value can be construed as
further production. The first is that the production process
is sufficiently long that discounting factors should be
applied to work put in place significantly long before
delivery. The second reason is that the quality of the good
may improve with the passage of time (such as wine). The
third reason is that there may be seasonal factors affecting
the supply or the demand for the good that lead to regular,
predictable variations in its price over the year, even though
its physical qualities may not have changed otherwise. In
all these circumstances, storage can be regarded as an
extension of the production process over time. The storage
services become incorporated in the goods, thereby
increasing their value while being held in store. Thus, in
principle, the values of additions to inventories should
include not only the values of the goods at the time they are
stored but also the value of the additional output produced
while the goods are held in store.
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However, most manufactured goods are produced and sold
continuously throughout the year and are not subject to
regular changes in supply or demand conditions. Nor do
they “mature” while being stored. Changes in the prices of
such goods while in inventories cannot be treated as
additions to work-in-progress. In order to estimate the
increase in the value of goods stored over and above the
storage costs, use may be made of the expected increase in
value over and above the general rate of inflation over a
predetermined period. Any gain that occurs outside the
predetermined period continues to be recorded as a holding
gain or loss. Further explanation of the calculation of the
value of storage and its separation from holding gains and
losses is given in the annex to this chapter.

This inclusion of output due to storage applies only to
goods that take a long time to complete, those that have an
established annual seasonal pattern or those where
maturing is part of the regular production process. It does
not apply to holding financial assets, valuables or other
non-financial assets including land and buildings. Even if
anticipated increases in value result in these cases, the
motive for holding the items is speculation. The increases
in value are treated as holding gains and not as part of the
production process.

Wholesale and retail distribution

Although wholesalers and retailers actually buy and sell
goods, the goods purchased are not treated as part of their
intermediate consumption when they are resold with only
minimal processing such as grading, cleaning, packaging,
etc. Wholesalers and retailers are treated as supplying
services to their customers by storing and displaying a
selection of goods in convenient locations and making
them easily available for customers to buy. Their output is
measured by the total value of the trade margins realized on
the goods they purchase for resale. A trade margin is
defined as the difference between the actual or imputed
price realized on a good purchased for resale and the
price that would have to be paid by the distributor to
replace the good at the time it is sold or otherwise
disposed of. The margins realized on some goods may be
negative if their prices have to be marked down. They must
also be negative on goods that are never sold because they
go to waste or are stolen.

The standard formula for measuring output has to be
modified for wholesalers or retailers by deducting from the
value of the goods sold or otherwise used the value of the
goods that would need to be purchased to replace them. The
latter includes the additional goods needed to make good
recurrent losses due to normal wastage, theft or accidental
damage. In practice, the output of a wholesaler or retailer is
given by the following identity:

the value of output = the value of sales,

plus the value of goods purchased for resale and used for
intermediate consumption, compensation of employees,
etc.,

minus the value of goods purchased for resale,

The production account

plus the value of additions to inventories of goods for
resale,

minus the value of goods withdrawn from inventories of
goods for resale,

minus the value of recurrent losses due to normal rates of
wastage, theft or accidental damage.

6.148 The following points should be noted:

a. Goods sold are valued at the prices at which they are
actually sold, even if the trader has to mark their prices
down to get rid of surpluses or avoid wastage.
Allowance should also be made for the effect of
reductions in price due to loyalty programmes or other
schemes to offer reduced prices to certain customers in
certain circumstances.

b. Goods provided to employees as remuneration in kind
should be valued at the current purchasers’ prices
payable by the traders to replace them; that is, the
realized margins are zero. Similarly, goods withdrawn
by the owners of unincorporated enterprises for their
own final consumption should be valued at the current
purchasers’ prices payable by the traders to replace
them.

c. Goods purchased for resale should be valued excluding
any transport charges invoiced separately by the
suppliers or paid to third parties by wholesalers or
retailers: these transport services form part of the
intermediate consumption of the wholesalers or
retailers.

d. Additions to inventories of goods for resale should be
valued at the prices prevailing at the time of entry into
inventories.

e. The value of goods withdrawn from inventories of
goods for resale depends on whether the goods were
acquired with the intention of making a real holding
gain over a given period in storage. In the general case,
when the goods being resold were not expected to
realize a real holding gain while in storage, the value of
the goods on withdrawal from inventories should be the
cost to the wholesaler or retailer at the time of the
withdrawal of acquiring exactly similar replacement
goods for later sale. This valuation is necessary to
exclude holding gains and losses from the measurement
of output, as is the general rule in the SNA. However,
when the goods have been stored for reasons of
seasonal variation in prices or as part of the maturing
process, the expected real holding gain over the
anticipated period is deducted from the replacement
value of goods withdrawn from inventories. This
deduction is fixed in value at the time the goods enter
storage and is not altered in the light of actual holding
gains, real or nominal.

f. The value of recurrent losses due to wastage, theft or
accidental damage; goods lost are valued in the same
way as goods withdrawn from inventories. For this
reason, the two terms are often combined.
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The costs of storage incurred by wholesalers and retailers
are not added to the value of the goods when they are
withdrawn from inventories but are treated as part of
intermediate consumption.

The margins realized on goods purchased for resale thus
vary according to their eventual use. The margins realized
on goods sold at the full prices intended by the traders
could be described as the normal margins. In fixing these
margins, traders take account not only of their ordinary
costs such as intermediate consumption and compensation
of employees but also of the fact that some goods may
ultimately have to be sold off at reduced prices while others
may go to waste or be stolen. The margins realized on
goods whose prices have to be marked down are obviously
less than the normal margins and could be negative. The
margins on goods used to pay employees as compensation
in kind or withdrawn for final consumption by owners are
zero because of the way these goods are valued. Finally, the
margins on goods wasted or stolen are negative and equal
to the current purchasers’ prices of replacements for them.
The average margin realized on goods purchased for resale
may be expected to be less than the normal margin,
possibly significantly less for certain types of goods such as
fashion goods or perishable goods.

Output of the central bank

Before discussing financial services more generally, it is
helpful to discuss the output of the central bank. There are
three broad groups of central bank services. These are
monetary policy services, financial intermediation and
borderline cases. Monetary policy services are collective in
nature, serving the community as a whole, and thus
represent non-market output. Financial intermediation
services are individual in nature and in the absence of
policy intervention in the interest rates charged by the
central banks, would be treated as market production. The
borderline cases, such as supervisory services may be
classified as market or non-market services depending on
whether explicit fees are charged that are sufficient to cover
the costs of providing the services.

In principle, a distinction should be made between market
and non-market output but in practice the possible resource
intensiveness of the exercise and the relative importance of
making the distinction should be considered before
implementing the conceptual recommendations. In cases
where market output is not separated from non-market
output, the whole of the output of the central bank should
be treated as non-market and valued at the sum of costs.

Borderline cases such as supervisory services

Central banks frequently provide supervisory services
overseeing the financial corporations. One could argue that
this is for the benefit of society in general and the national
accounts should record them as government final
consumption. In support of this view, one could draw a
parallel with government performing market regulation
policies, which it also may entrust to a specialized agency,
or to government providing for roads, dams and bridges.
From this point of view, surveillance services are collective
services and should be recorded as government
consumption expenditure.
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However, one could also argue that government’s
regulatory services are to the benefit of the financial
intermediaries, because these services contribute to the
functioning and financial performance of these institutions.
From this perspective, they are comparable to regulatory
services of government such as quality control on food and
drugs, which the national accounts record as intermediate
consumption of producers. The fact that financial
intermediaries pay a fee for these services in some
countries (for example in a number of countries in Latin
America) supports this view. Following this reasoning,
surveillance services are not collective services but should
be recorded as intermediate consumption of financial
intermediaries. However, even if the view is taken that
supervisory services are market output because a fee is
charged, if the fees are not sufficient to cover the
supervisory costs incurred by the bank, then the services
should be treated as non-market output and part of
government consumption expenditure.

Provision of non-market output

As long as it can be identified as a separate institutional
unit, the central bank is always included in the financial
institutions sector and never in general government. The
collective consumption represented by monetary policy
services is recorded as expenditure by general government
but government does not incur the costs incurred by the
central bank. Therefore a current transfer of the value of the
non-market output should be recorded as payable by the
central bank and receivable by the general government to
cover the purchase of the non-market output of the central
bank by government. This is described in paragraph 8.130.

Provision of market output

If the financial intermediation services provided by the
central bank are significant, and if it is possible and
worthwhile to compile data for a separate establishment
providing them, these services should be shown as payable
by the units to whom they are delivered. Supervisory
services treated as market output are recorded similarly.

Financial services other than those
associated with insurance and pension
funds

A comprehensive discussion of the contribution of financial
assets and liabilities to the generation and distribution of
income and changes in wealth in an accounting period is
given in part 4 of chapter 17. What follows is a summary of
the main aspects affecting the measurement of the output of
financial services. There are three types of financial
activities; financial intermediation, the services of financial
auxiliaries and other financial services. Financial services
include monitoring services, convenience services,
liquidity provision, risk assumption, underwriting and
trading services.

Financial  intermediation involves financial  risk
management and liquidity transformation, activities in
which an institutional unit incurs financial liabilities for the
purpose of acquiring mainly financial assets. Corporations
engaged in these activities obtain funds, not only by taking
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deposits but also by issuing bills, bonds or other securities.
They use these funds as well as own funds to acquire
mainly financial assets not only by making advances or
loans to others but also by purchasing bills, bonds or other
securities. Auxiliary financial activities facilitate risk
management and liquidity transformation activities.
Financial auxiliaries, which are the units primarily engaged
in auxiliary financial activities, typically act on behalf of
other units and do not put themselves at risk by incurring
financial liabilities or by acquiring financial assets as part
of an intermediation service.

Financial services are produced almost exclusively by
financial institutions because of the usually stringent
supervision of the provision of those services. Similarly,
financial institutions rarely produce other services. If a
retailer wishes to offer credit facilities to its customers, for
example, the credit facilities are usually offered by a
subsidiary of the retailer, the subsidiary being treated as a
financial institution in its own right regardless of the
classification of the parent. Financial institutions may also
create subsidiaries dealing with only particular forms of
financial services. For example, a credit card operation may
be associated with a given bank but may be institutionally
separate.

Financial services may be paid for explicitly or implicitly.
Some transactions in financial assets may involve both
explicit and implicit charges. Four main ways in which
financial services are provided and charged for may be
considered:

a. Financial services provided in return for explicit
charges;

b. Financial services provided in association with interest
charges on loans and deposits;

¢. Financial services associated with the acquisition and
disposal of financial assets and liabilities in financial
markets;

d. Financial services associated with insurance and

pension schemes.

The following sections look at each of these in turn. In
chapter 17 there is an overview of the transactions and
other flows associated with each type of financial
instrument. The recording of investment income is
described in chapter 7 and the acquisition and disposal of
financial assets and liabilities in chapter 11. Changes in the
value of financial assets and liabilities not arising from
transactions are described in chapter 12.

Financial services provided in return for explicit
charges

Many services come under this heading and may be
provided by different categories of financial institutions.
Deposit taking institutions, such as banks, may charge
households to arrange a mortgage, manage an investment
portfolio, give taxation advice, administer an estate, and so
on. Specialized financial institutions may charge non-
financial corporations to arrange a flotation of shares or to
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administer a restructuring of a group of corporations.
However, the most pervasive and probably largest direct
fee is likely to be that charged by credit card issuers to the
units that accept credit cards as a means of payment for the
goods and services they provide. The charge is usually
calculated as a percentage of the sale; in the case of
retailers the sale value corresponds to turnover and not
output. Although the percentage is usually small in absolute
terms, maybe one or two percent, the fact that it is applied
to such large totals means that the total value of the charge
is very large. The charge represents output of the credit
card companies and intermediate consumption of the
corporations that accept credit cards as means of payment.
Ignoring the role of the credit card company does not affect
the measurement of the expenditure (usually final
consumption or exports) on the goods and services
concerned but does underestimate the costs of the provider
of goods and services and the output of the credit card
company. This in turn leads to a misallocation of value
added from the credit card company to the provider of the
goods and services paid for by credit card.

The example of the credit card company is one that clearly
demonstrates that a financial corporation may provide
services that are paid for by different means by different
customers or in different circumstances. The fee charged to
the corporations accepting a credit card as means of
payment has just been discussed. A card holder may also be
charged an explicit fee, usually each year, for holding the
card. In addition, if a card holder uses the credit facilities
offered by the card, he will pay indirect charges associated
with interest payable on the outstanding credit (which is
treated as a loan in the SNA).

Financial services provided in association with
interest charges on loans and deposits

One traditional way in which financial services are
provided is by means of financial intermediation. This is
understood to refer to the process whereby a financial
institution such as a bank accepts deposits from units
wishing to receive interest on funds for which the unit has
no immediate use and lends them to other units whose
funds are insufficient to meet their needs. The bank thus
provides a mechanism to allow the first unit to lend to the
second. Each of the two parties pays a fee to the bank for
the service provided, the unit lending funds by accepting a
rate of interest lower than that paid by the borrower, the
difference being the combined fees implicitly charged by
the bank to the depositor and to the borrower. From this
basic idea the concept emerges of a “reference” rate of
interest. The difference between the rate paid to banks by
borrowers and the reference rate plus the difference
between the reference rate and the rate actually paid to
depositors represent charges for financial intermediation
services indirectly measured (FISIM).

However, it is seldom the case that the amount of funds lent
by a financial institution exactly matches the amount
deposited with them. Some money may have been
deposited but not yet loaned; some loans may be financed
by the bank’s own funds and not from borrowed funds.
However, the depositor of funds receives the same amount
of interest and service whether or not his funds are then lent
by the bank to another customer, and the borrower pays the
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same rate of interest and receives the same service whether
his funds are provided by intermediated funds or the bank’s
own funds. For this reason an indirect service charge is to
be imputed in respect of all loans and deposits offered by a
financial institution irrespective of the source of the funds.
The reference rate applies to both interest paid on loans and
interest paid on deposits so that the amounts of interest
recorded as such in the SNA are calculated as the reference
rate times the level of loan or deposit in question. The
difference between these amounts and the amounts actually
paid to the financial institution are recorded as service
charges paid by the borrower or depositor to the financial
institution. For clarity the amounts based on the reference
rate recorded in the SNA as interest are described as “SNA
interest” and the total amounts actually paid to or by the
financial institution are described as “bank interest”. The
implicit service charge is thus the sum of the bank interest
on loans less the SNA interest on the same loans plus the
SNA interest on deposits less the bank interest on the same
deposits. The service charge is payable by or to the unit in
receipt of the loan or owning the deposit as appropriate.

By convention within the SNA, these indirect charges in
respect of interest apply only to loans and deposits and only
when those loans and deposits are provided by, or
deposited with, financial institutions. The financial
institutions in question need not be resident; nor need the
clients of the financial institution be resident. Thus imports
and exports of this type of financial service are possible.
Nor need the financial institution necessarily offer deposit-
taking facilities as well as making loans. The financial
subsidiaries of retailers are examples of financial
institutions that make loans without accepting deposits. A
money lender who has sufficiently detailed accounts to be
treated as an actual or quasi-corporation may receive this
sort of charge; indeed since money lenders usually charge
especially high rates of interest, their service charges may
exceed the SNA interest payments by significant amounts.

The reference rate to be used in the calculation of SNA
interest is a rate between bank interest rates on deposits and
loans. However, because there is no necessary equality
between the level of loans and deposits, it cannot be
calculated as a simple average of the rates on loans or
deposits. The reference rate should contain no service
element and reflect the risk and maturity structure of
deposits and loans. The rate prevailing for inter-bank
borrowing and lending may be a suitable choice as a
reference rate. However, different reference rates may be
needed for each currency in which loans and deposits are
denominated, especially when a non-resident financial
institution is involved. For banks within the same economy,
there is often little if any service provided in association
with banks lending to and borrowing from other banks.

Banks may offer loans that they describe as being fixed
interest loans. This is to be interpreted as a situation where
the level of bank interest is fixed but as the reference rate
changes, the level of SNA interest and the service charge
will vary.

When an enterprise acquires a fixed asset under the terms
of a financial lease, a loan is imputed between the lessor
and the lessee. Regular payments under the lease are treated
as being payments of interest and repayment of capital.
When the lessor is a financial institution, the interest
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payable under the terms of a financial lease corresponds to
bank interest and should be separated into SNA interest and
financial service charge as for any other loan.

Even when a loan is described as non-performing, interest
and the associated service charge continue to be recorded in
the SNA. There is discussion on the treatment of non-
performing loans in chapter 13.

Financial services associated with the
acquisition and disposal of financial assets and
liabilities in financial markets

Debt securities such as bills and bonds are other forms of
financial assets that give rise to interest payments, interest
being payable to the owner of the security by the issuer. As
described in chapter 17, some of these interest charges may
themselves be imputed from changes in the value of
securities as they approach maturity. When a financial
institution offers a security for sale, a service charge is
levied, the purchase price (or ask price) representing the
estimated market value of the security plus a margin.
Another charge is levied when a security is sold, the price
offered to the seller (the bid price) representing the market
value less a margin.

Prices of securities may change rapidly and to avoid
including holding gains and losses in the calculation of the
service margins, it is important to calculate the margins on
sales and purchases in terms of mid-prices. The mid-price
of a security is the average at a given point in time between
the bid and ask price. Thus the margin on the purchase of a
security is the difference between the ask price and mid-
price at the time of the purchase and the margin on a sale is
the difference between the mid-price and the bid price at
the time of the sale.

It is important when measuring interest as the increase in
value of a security between the date it is purchased and the
date it matures (or is subsequently sold) to measure from
one mid-point value to another and to treat the differences
between mid-point price and bid or ask price at the time of
purchase, sale or redemption as a service margin. Ignoring
the margins understates the value of output of financial
institutions and may understate interest payments also.

Equities and investment fund shares or units give rise to
property income other than interest but, like debt securities,
they are offered for sale and purchase at different prices.
The difference between the buying price and mid-price and
the mid-price and selling price should be treated as the
provision of financial services as in the case of securities.
The same principles as for securities apply for the same
reason.

Although no property income flows are involved, margins
between buying and selling prices also apply to purchases
of foreign currencies (including transactions denominated
in foreign currencies such as payments for imports and
exports as well as the acquisition of physical notes and
coins of a foreign currency). Again these margins should be
treated as the provision of financial services in a manner
similar to that described for securities.
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Financial services associated with insurance
and pension schemes.

Five types of activities are covered under this heading:
Non-life insurance;

Life insurance and annuities;

Reinsurance;

Social insurance schemes;

Standardized guarantee schemes.

All these schemes lead to redistribution of funds, which are
recorded in either the secondary distribution of income
account or the financial account. For non-life insurance and
standardized guarantee schemes, most of the redistribution
takes place between different units in the same period.
Many client units pay relatively small policy premiums or
fees and a small number of them receive relatively large
claims or payments. For life insurance, annuities and
pension schemes, the redistribution is primarily, though not
entirely, between different periods for a single client. In
fulfilling their responsibilities as managers of these funds,
insurance companies and pension funds are involved in
both risk management and liquidity transformation, the
prime functions of financial institutions.

Non-life insurance provides cover to the policyholder
against loss or damage suffered as a result of an accident. A
premium is paid to the insurance corporation and a claim is
paid to the policyholder only if the event insured against
occurs. If the event occurs then the maximum amount to be
paid is specified in the policy so that the uncertainty
concerns whether a payment will take place, not the amount
of it.

Under a life insurance policy, many small payments are
made over a period of time and either a single lump sum or
a stream of payments is made at some pre-agreed time in
the future. There is little conditionality involved in life
insurance, usually the fact that a payment will be made is
certain but the amount may be uncertain.

Annuities are offered by insurance corporations and are a
means for an individual person to convert a lump sum into
a stream of payments in the future.

Just as an individual may limit their exposure to risk by
taking out an insurance policy, so may insurance
corporations themselves. Insurance between one insurance
corporation and another is called reinsurance. (Insurance
other than reinsurance is called direct insurance.) Many
reinsurance transactions are with specialized institutions in
a few international financial centres. Reinsurers may also
take out a further reinsurance policy. This practice is
known as “retrocession”.

A social insurance scheme is one where a third party,
usually an employer or the government, encourages or
obliges individuals to participate in a scheme to provide
benefits for a number of identified circumstances, including
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pensions in retirement. Social insurance schemes have
much in common with direct insurance and may be run by
insurance corporations. This is not necessarily the case,
however, and there are special variations in how the
payment of contributions (corresponding to premiums in
the case of direct insurance) and benefits are recorded.

In some circumstances a unit, possibly but not necessarily
within general government, may offer very many
guarantees of very similar nature. One example is export
guarantees and another is student loans. Because the
guarantees are very similar and numerous, it is possible to
make robust statistical estimates of the number of defaults
the guarantor will have to cover and so these also are
treated in a manner similar to direct non-life insurance.

The detailed recording for each of these activities,
including the measurement of output, the recording of
flows between the insurance corporations or pension funds
on the one hand and policyholders or beneficiaries on the
other, and the implications for changes in the balance
sheets of both sets of institutions are described in part 3 of
chapter 17. What follows is a summary of the key features
of measuring output for the various activities listed above.

Non-life insurance

Under a non-life insurance policy, the insurance company
accepts a premium from a client and holds it until a claim is
made or the period of the insurance expires. In the
meantime, the insurance company invests the premium and
the property income is an extra source of funds from which
to meet any claim due. The property income represents
income foregone by the client and so is treated as an
implicit supplement to the actual premium. The insurance
company sets the level of the actual premiums to be such
that the sum of the actual premiums plus the property
income earned on them less the expected claim will leave a
margin that the insurance company can retain; this margin
represents the output of the insurance company. Within the
SNA, the output of the insurance industry is determined in
a manner intended to mimic the premium setting policies of
the insurance corporations.

The basic method for measuring non-life insurance output
is the following:

Total premiums earned,
plus premium supplements,
less adjusted claims incurred.

The actual premium is the amount payable to the direct
insurer or reinsurer to secure insurance cover for a
specific event over a stated time period. Cover is
frequently provided for one year at a time with the
premium due to be paid at the outset, though cover may be
provided for shorter (or longer) periods and the premium
may be payable in instalments, for example monthly.

The premium earned is the part of the actual premium
that relates to cover provided in the accounting period.
For example, if an annual policy with a premium of 120
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units comes into force on April 1 and accounts are being
prepared for a calendar year, the premium earned in the
calendar year is 90. The unearned premium is the amount
of the actual premium received that relates to the period
past the accounting point. In the example just given, at the
end of the accounting period there will be an unearned
premium of 30, intended to provide cover for the first three
months of the next year. A claim (benefit) is the amount
payable to the policyholder by the direct insurer or
reinsurer in respect of an event covered by the policy
occurring in the period for which the policy is valid.
Claims normally become due when the event occurs, even
if the payment is made some time later. (The exception to
this time of recording is described in paragraph 8.121.)
Claims that become due are described as claims incurred.
In some contested cases the delay between the occurrence
of the event giving rise to the claim and the settlement of
the claim may be several years. Claims outstanding cover
claims that have not been reported, have been reported
but are not yet settled or have been both reported and
settled but not yet paid.

The insurance corporation has at its disposal reserves
consisting of unearned premiums and claims outstanding.
These reserves are called technical reserves and are used by
the insurance company to generate investment income.
Because the technical reserves are a liability of the
insurance corporation to the policyholders, the investment
income they generate is treated as being attributed to the
policyholders. However, the amounts remain with the
insurance corporation and are in effect a hidden supplement
to the apparent premium. This income is therefore treated
as a premium supplement paid by the policyholder to the
insurance corporation.

In setting the level of premiums, which obviously the
insurance corporation must do ex ante, it makes an estimate
of the level of claims it expects to be faced with. Within the
SNA there are two ways in which the appropriate level of
claims (described as adjusted claims) can be determined.
One is an ex ante method, described as the expectation
method, and estimates the level of adjusted claims from a
model based on the past pattern of claims payable by the
corporation. The other means of deriving adjusted claims is
to use accounting information. Within the accounts for the
insurance corporations there is an item called “equalization
provisions” that gives a guide to the funds the insurance
corporation sets aside to meet unexpectedly large claims.
Adjusted claims are derived ex post as actual claims
incurred plus the change in equalization provisions. In
circumstances where the equalization provisions are
insufficient to bring adjusted claims back to a normal level,
some contribution from own funds must be added also.

On occasion, the levels of technical reserves and of
equalization provisions may be altered in response to
financial regulation and not because of changes in the
expected patterns of premiums and claims. Such changes
should be recorded in the other changes in the volume of
assets account and excluded from the formula to determine
output.

In circumstances where information is not available for
either approach to deriving adjusted claims, it may be
necessary to estimate output instead by the sum of costs
including an allowance for normal profits.
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Life insurance

A life insurance policy is a sort of saving scheme. For a
number of years, the policyholder pays premiums to the
insurance corporation against a promise of benefits at some
future date. These benefits may be expressed in terms of a
formula related to the premiums paid or may be dependent
on the level of success the insurance corporation has in
investing the funds.

The insurance corporation cumulates premiums paid until
the promised date when benefits become payable and in the
meantime uses the reserves to produce investment income.
Some of the investment income is added to the life
insurance reserves belonging to the policyholders to meet
benefits in future. This allocation is an asset of the
policyholders but is retained by the insurance corporation
which continues to invest the amounts until benefits
become payable. The remainder of the investment income
not allocated to the policyholders is retained by the
insurance corporation as its fee for the service they provide.

The method of calculating output for life insurance follows
the same general principles as for non-life insurance but
because of the time interval between when premiums are
received and when benefits are paid, special allowances
must be made for changes in the technical reserves.

The output of life insurance is derived as:
Premiums earned,

plus premium supplements,

less benefits due,

less increases (plus decreases) in life insurance technical
reserves.

Premiums are defined in exactly the same way for life
insurance as for non-life insurance.

Premium supplements are more significant for life
insurance than for non-life insurance. They consist of all
the investment income earned on the reserves of the
policyholders. The amount involved is earnings forgone by
the policyholders by putting the funds at the disposal of the
insurance corporation and are thus recorded as property
income in the distribution of primary income account.

Benefits are recorded as they are awarded or paid. There is
no need under life insurance to derive an adjusted figure
since there is not the same unexpected volatility in the
payment due under a life policy. It is possible for the
insurance corporation to make robust estimates of the
benefits due to be paid even years in advance.

Life insurance technical reserves increase each year
because of new premiums paid, new investment income
allocated to the policyholders (but not withdrawn by them)
and decrease because of benefits paid. It is thus possible to
express the level of output of life insurance as the
difference between the total investment income earned on
the life insurance technical reserves less the part of this
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investment income actually allocated to the policyholders
and added to the insurance technical reserves.

Reinsurance

The method of calculating the output of reinsurance is
exactly the same as for non-life insurance, whether it is life
or non-life policies that are being reinsured.

Social insurance schemes

There are four different ways in which social insurance
may be organized.

a. Some social insurance is provided by government
under a social security scheme;

b. An employer may organize a social insurance scheme
for his employees;

c. An employer may have an insurance corporation run
the scheme for the employer in return for a fee;

d. An insurance corporation may offer to run a scheme for
several employers in return for any property income
and holding gains they may make in excess of what is
owed to the participants in the scheme. The resulting
arrangement is called a multiemployer scheme.

The output for each of these modes of running a social
insurance scheme is calculated in a different manner.

Social security schemes are run as part of the operation of
general government. If separate units are distinguished,
their output is determined in the same way as all non-
market output as the sum of costs. If separate units are not
distinguished, the output of social security is included with
the output of the level of government at which it operates.

When an employer operates his own social insurance
scheme, the value of the output is also determined as the
sum of costs including an estimate for a return to any fixed
capital used in the operation of the scheme. Even if the
employer establishes a segregated pension fund to manage
the scheme, the value of output is still measured in the same
way.

When an employer uses an insurance corporation to
manage the scheme on his behalf, the value of the output is
the fee charged by the insurance corporation.

For a multiemployer scheme, the value of output is
measured as for life insurance policies; it is the excess of
the investment income receivable by the schemes less the
amount added to the reserves to meet present and future
pension entitlements.

Standardized guarantee schemes

If a standardized guarantee scheme operates as a market
producer, the value of output is calculated in the same way
as non-life insurance. If the scheme operates as a non-
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market producer, the value of output is calculated as the
sum of costs.

Research and development

Research and development is creative work undertaken on
a systematic basis to increase the stock of knowledge, and
use this stock of knowledge for the purpose of discovering
or developing new products, including improved versions
or qualities of existing products, or discovering or
developing new or more efficient processes of production.
Research and development is not an ancillary activity, and
a separate establishment should be distinguished for it
when possible. The research and development undertaken
by market producers on their own behalf should, in
principle, be valued on the basis of the estimated basic
prices that would be paid if the research were subcontracted
commercially, but in practice is likely to have to be valued
on the basis of the total production costs including the costs
of fixed assets used in production. Research and
development undertaken by specialized commercial
research laboratories or institutes is valued by receipts from
sales, contracts, commissions, fees, etc. in the usual way.
Research and development undertaken by government
units, universities, non-profit research institutes, etc. is non-
market production and is valued on the basis of the total
costs incurred. The activity of research and development is
different from teaching and is classified separately in ISIC.
In principle, the two activities ought to be distinguished
from each other when undertaken within a university or
other institute of higher education, although there may be
considerable practical difficulties when the same staff
divide their time between both activities. There may also be
interaction between teaching and research which makes it
difficult to separate them, even conceptually, in some
cases. The treatment of R&D as capital formation is
discussed in chapter 10.

The production of originals and copies

The production of books, recordings, films, software, tapes,
disks, etc. is a two-stage process of which the first stage is
the production of the original and the second stage the
production and use of copies of the original. The output of
the first stage is the original itself over which legal or de
facto ownership can be established by copyright, patent or
secrecy. The value of the original depends on the actual or
expected receipts from the sale or use of copies at the
second stage, which have to cover the costs of the original
as well as costs incurred at the second stage.

The output of the first stage is a fixed asset that belongs to
the producer of the original (author, film company,
program writer, etc.). It may be produced for sale or for
own-account gross fixed capital formation by the original
producer. As the asset may be sold to another institutional
unit the owner of the asset at any given time need not be the
original producer, although they are often one and the same
unit. If the original is sold when it has been produced, the
value of the output of the original producer is given by the
price paid. If it is not sold, its value may be estimated on
the basis of its production costs with a mark-up. However,
the size of any mark-up must depend on the discounted
value of the future receipts expected from using it in
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production, so that it is effectively this discounted value,
however uncertain, that determines its value.

The owner of the asset may use it directly to produce copies
in subsequent periods. The value of the copies made is also
recorded as production separately from the production
involved in the making of the original. Consumption of
fixed capital is recorded in respect of the use of the asset in
the making of the copies the same way as for any other
fixed asset used in production.

The owner may also license other producers to make use of
the original in production. The latter may produce and sell
copies, or use copies in other ways, for example, for film or
music performances. The copier undertakes production in

Intermediate consumption

Coverage of intermediate consumption

Intermediate consumption consists of the value of the
goods and services consumed as inputs by a process of
production, excluding fixed assets whose consumption is
recorded as consumption of fixed capital. The goods or
services may be either transformed or used up by the
production process. Some inputs re-emerge after having
been transformed and incorporated into the outputs, for
example, grain may be transformed into flour which in turn
may be transformed into bread. Other inputs are completely
consumed or used up, for example, electricity and most
services.

Intermediate consumption does not include expenditures by
enterprises on valuables consisting of works of art, precious
metals and stones and articles of jewellery fashioned out of
them. Valuables are assets acquired as stores of value: they
are not used up in production and do not deteriorate
physically over time. Expenditures on valuables are
recorded in the capital account. Intermediate consumption
also does not include costs incurred by the gradual using up
of fixed assets owned by the enterprise: the decline in their
value during the accounting period is recorded as
consumption of fixed capital. However, intermediate
consumption does include the rentals paid on the use of
fixed assets, whether equipment or buildings, that are
leased from other institutional units under an operating
lease, and also fees, commissions, royalties, etc., payable
under licensing arrangements, as explained above.

Where ancillary services are not shown as the output of a
separate establishment, intermediate consumption includes
the value of all the goods or services used as inputs into
ancillary activities such as purchasing, sales, marketing,
accounting, data processing, transportation, storage,
maintenance, security, etc. In this case, the goods and
services consumed by these ancillary activities are not
distinguished from those consumed by the principal (or
secondary) activities of a producing establishment. When a
unit provides only ancillary services, it continues to be
shown as a separate unit as long as the necessary
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making the copies. Part of the cost of making the copies is
the fee paid by the licensee to the owner or licensor. This
fee represents both intermediate consumption of the
licensee and output of the owner that is recorded as a
service sold to the licensee. The payments made for the
licences may be described in various ways, such as fees,
commissions or royalties, but however they are described
they are treated as payments for services rendered by the
owner.

In certain circumstances the licence to make copies may
also be treated as an asset, distinct from the original. The
conditions under which this applies and the consequences
are discussed in greater detail in chapter 17.

information is available. There is more discussion of the
treatment of ancillary activities in chapter 5.

The timing and valuation of intermediate
consumption

The intermediate consumption of a good or service is
recorded at the time when the good or service enters the
process of production, as distinct from the time it was
acquired by the producer. In practice, establishments do not
usually record the actual use of goods in production
directly. Instead, they keep records of purchases of
materials and supplies intended to be used as inputs and
also of any changes in the amounts of such goods held in
inventories. An estimate of intermediate consumption
during a given accounting period can then be derived by
subtracting the value of changes in inventories of materials
and supplies from the value of purchases made. Changes in
inventories of materials and supplies are equal to entries
less withdrawals and recurrent losses on goods held in
inventories. Thus, by reducing the value of changes in
inventories, recurrent losses increase intermediate
consumption. Even if they are consistently large, as long as
they occur regularly, losses are treated as increasing
intermediate consumption. Goods entering and leaving
inventories are valued at the purchasers’ prices prevailing
at the times the entries, withdrawals or recurrent losses take
place. This is exactly the same method as that used to value
changes in inventories of goods produced as outputs from
the production process. Thus, the earlier discussion of the
properties and behaviour of the PIM applies to inventories
of inputs.

A good or service consumed as an intermediate input is
normally valued at the purchaser’s price prevailing at the
time it enters the process of production; that is, at the price
the producer would have to pay to replace it at the time it is
used. As explained in more detail in section C, the
purchaser’s price can be regarded as being composed of
three elements:
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a. The basic price received by the producer of the good or
service;

b. Any transportation costs paid separately by the
purchaser in taking delivery of a good at the required
time and location plus the cumulative trade margin on a
good that passes through the chain of wholesale or
retail distribution;

c. Any non-deductible tax on the product payable on the
good or service when it was produced or while in
transit to the purchaser less any subsidy on the product.

For purposes of the input-output tables, it may be necessary
to distinguish all three elements but this is not necessary in
the accounts for institutional sectors or the central supply
and use table.

Intermediate inputs treated as being acquired from other
establishments belonging to the same enterprise should be
valued at the same prices as were used to value them as
outputs of those establishments plus any additional
transport charges not included in the output values.

When goods or services produced within the same
establishment are fed back as inputs into the production
within the same establishment, they are only recorded as
part of the intermediate consumption if they have been
recorded as part of the output of that establishment. There
is discussion on when this might be appropriate in section
E. Deliveries of goods and services between different
establishments belonging to the same enterprise are
recorded as outputs by the producing establishments and
intermediate inputs by the receiving establishments only
when the receiving establishment effectively assumes all
risks for completing the production process.

The boundary between intermediate
consumption and compensation of
employees

Certain goods and services used by enterprises do not enter
directly into the process of production itself but are
consumed by employees working on that process. In such
cases it is necessary to decide whether the goods and
services are intermediate consumption or, alternatively,
remuneration in kind of employees. In general, when the
goods or services are used by employees in their own time
and at their own discretion for the direct satisfaction of
their needs or wants, they constitute remuneration in kind.
However, when employees are obliged to use the goods or
services in order to enable them to carry out their work,
they constitute intermediate consumption.

It is immaterial to the employer whether they are treated as
intermediate consumption or compensation of employees
because they are both costs from the employer’s viewpoint
and the net operating surplus is the same. However,
reclassifying such goods and services from remuneration in
kind to intermediate consumption, or vice versa, changes
value added and balance of primary incomes, and hence
GDP as a whole.
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The following types of goods and services provided to
employees must be treated as part of intermediate
consumption:

a. Tools or equipment used exclusively, or mainly, at
work;

b. Clothing or footwear of a kind that ordinary consumers
do not choose to purchase or wear and which are worn
exclusively, or mainly, at work; for example, protective
clothing, overalls or uniforms;

c. Accommodation services at the place of work of a kind
that cannot be used by the households to which the
employees belong: barracks, cabins, dormitories, huts,
etc.;

d. Special meals or drinks necessitated by exceptional
working conditions, or meals or drinks provided to
servicemen or others while on active duty;

e. Transportation and hotel services including allowances
for meals provided while the employee is travelling on
business;

f. Changing facilities, washrooms, showers, baths, etc.
necessitated by the nature of the work;

g. Firstaid facilities, medical examinations or other health
checks required because of the nature of the work.

Employees may sometimes be responsible for purchasing
the kinds of goods or services listed above and be
subsequently reimbursed in cash by the employer. Such
cash reimbursements must be treated as intermediate
expenditures by the employer and not as part of the
employee’s wages and salaries.

The provision of other kinds of goods and services, such as
ordinary housing services, the services of vehicles or other
durable consumer goods used extensively away from work,
transportation to and from work, etc. should be treated as
remuneration in kind, as explained more fully in chapter 7.

The boundary between intermediate
consumption and gross fixed capital
formation

Intermediate consumption measures the value of goods and
services that are transformed or entirely used up in the
course of production during the accounting period. It does
not cover the costs of using fixed assets owned by the
enterprise nor expenditures on the acquisition of fixed
assets. The boundary between these kinds of expenditures
and intermediate consumption is explained in more detail
below.

Small tools

Expenditures on durable producer goods that are small,
inexpensive and used to perform relatively simple
operations may be treated as intermediate consumption
when such expenditures are made regularly and are very
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small compared with expenditures on machinery and
equipment. Examples of such goods are hand tools such as
saws, spades, knives, axes, hammers, screwdrivers, and so
on. However, in countries where such tools account for a
significant part of the stock of producers’ durable goods,
they may be treated as fixed assets.

Maintenance and repairs

The distinction between maintenance and repairs and gross
fixed capital formation is not clear-cut. The ordinary,
regular maintenance and repair of a fixed asset used in
production constitute intermediate consumption. Ordinary
maintenance and repair, including the replacement of
defective parts, are typical ancillary activities but such
services may also be provided by a separate establishment
within the same enterprise or purchased from other
enterprises.

The practical problem is to distinguish ordinary
maintenance and repairs from major renovations,
reconstructions or enlargements that go considerably
beyond what is required simply to keep the fixed assets in
good working order. Major renovations, reconstructions, or
enlargements of existing fixed assets may enhance their
efficiency or capacity or prolong their expected working
lives. They must be treated as gross fixed capital formation
as they add to the stock of fixed assets in existence.

Ordinary maintenance and repairs are distinguished by two
features:

a. They are activities that owners or users of fixed assets
are obliged to undertake periodically in order to be able
to utilize such assets over their expected service lives.
They are current costs that cannot be avoided if the
fixed assets are to continue to be used. The owner or
user cannot afford to neglect maintenance and repairs
as the expected service life may be drastically
shortened otherwise;

b. Maintenance and repairs do not change the fixed asset
or its performance, but simply maintain it in good
working order or restore it to its previous condition in
the event of a breakdown. Defective parts are replaced
by new parts of the same kind without changing the
basic nature of the fixed asset.

On the other hand, major renovations or enlargements to
fixed assets are distinguished by the following features:

a. The decision to renovate, reconstruct or enlarge a fixed
asset is a deliberate investment decision that may be
undertaken at any time and is not dictated by the
condition of the asset. Major renovations of ships,
buildings or other structures are frequently undertaken
well before the end of their normal service lives;

b. Major renovations or enlargements increase the
performance or capacity of existing fixed assets or
significantly extend their previously expected service
lives. Enlarging or extending an existing building or
structure obviously constitutes a major change in this
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sense, but a complete refitting or restructuring of the
interior of a building, or ship, also qualifies.

Research and development

Research and development is treated as capital formation
except in any cases where it is clear that the activity does
not entail any economic benefit for its owner in which case
it is treated as intermediate consumption.

Mineral exploration and evaluation

Expenditures on mineral exploration and evaluation are not
treated as intermediate consumption. Whether successful or
not, they are needed to acquire new reserves and so are all
classified as gross fixed capital formation.

Military equipment

Expenditures on military equipment, including large
military weapons systems, are treated as fixed capital
formation. Expenditure on durable military goods such as
bombs, torpedoes and spare parts are recorded as
inventories until used when they are recorded as
intermediate consumption and a withdrawal from
inventories.

Services provided by government to
producers

Government may provide services to producers. To the
extent that a charge is made for these services, the charges
form part of the intermediate consumption of the producer.
However, when the charge does not represent an
economically significant price, the value of the service to
the producer is greater than the cost. However, no
estimation of this benefit is made and the costs of the
services not covered by the charges made are included in
collective consumption of government.

Social transfers in kind

Expenditures by government or NPISHs on goods or
services produced by market producers that are provided
directly to households, individually or collectively, without
any further processing constitute final consumption
expenditures by government or NPISHs and not
intermediate consumption. The goods and services in
question are treated as social transfers in kind and enter into
the actual consumption of households.

By convention, non-financial and financial corporations do
not make social transfers in kind, nor engage in final
consumption.

Services of business associations

Non-profit institutions in the form of business associations
that exist to protect the interests of their members and are
financed by them are market producers. The subscriptions
paid by the businesses constitute payments for services
rendered. These services are consumed as intermediate
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inputs by the members of the association and are valued by
the amounts paid in subscriptions, contributions or dues.

Outsourcing

It is increasingly common for producers to change the way
in which a production activity is completed. Different
stages in the process or different support activities such as
office cleaning or assembly of electronic components may
be contracted out to another producer, in the same country
or abroad. This changes the pattern of intermediate inputs
even though the underlying technology may be the same.
The impact of this on input-output tables is discussed in
chapters 14 and 28.

Leasing fixed assets

The decision to rent buildings, machinery or equipment
under an operating lease, rather than purchase them, can
have a major impact on the ratio of intermediate
consumption to value added and the distribution of value
added between producers. Rentals paid on buildings or on
machinery or equipment under an operating lease constitute
purchases of services that are recorded as intermediate
consumption. However, if an enterprise owns its buildings,
machinery and equipment, most of the costs associated

Consumption of fixed capital

The coverage of consumption of fixed capital

Consumption of fixed capital is the decline, during the
course of the accounting period, in the current value of
the stock of fixed assets owned and used by a producer as
a result of physical deterioration, normal obsolescence or
normal accidental damage. The term depreciation is often
used in place of consumption of fixed capital but it is
avoided in the SNA because in commercial accounting the
term depreciation is often used in the context of writing off
historic costs whereas in the SNA consumption of fixed
capital is dependent on the current value of the asset.

Consumption of fixed capital is calculated for all fixed
assets owned by producers, but not for valuables (precious
metals, precious stones, etc.) that are acquired precisely
because their value, in real terms, is not expected to decline
over time. Fixed assets must have been produced as outputs
from processes of production as defined in the SNA.
Consumption of fixed capital does not, therefore, cover the
depletion or degradation of natural assets such as land,
mineral or other deposits, coal, oil, or natural gas, or
contracts, leases and licences.

The value of assets may decline not merely because they
deteriorate physically but because of a decrease in the
demand for their services as a result of technical progress
and the appearance of new substitutes for them. In practice,
many structures, including roads and railway tracks, are
scrapped or demolished because they have become
obsolete. Even though the estimated service lives may be
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with their use are not recorded under intermediate
consumption. The consumption of fixed capital on the
assets forms part of gross value added while interest costs,
both actual and implicit, have to be met out of the net
operating surplus. Only the costs of the materials needed
for maintenance and repairs appear under intermediate
consumption. Decisions to rent rather than purchase may be
influenced by factors quite unrelated to the technology of
production, such as taxation, the availability of finance, or
the consequences for the balance sheet.

There is a significant difference between rentals of fixed
assets under an operating lease and the acquisition of an
asset under a financial lease. Under an operating lease, the
lessor has a productive activity that involves the equipment
in question and is responsible for the production risks
associated with the operational status of the asset.
Payments by the lessee are treated as payments for a
service. Under a financial lease, the lessee accepts all risks
and rewards associated with the use of the asset in
production. A financial lease is thus treated as a loan by the
lessor to the lessee and purchase of the equipment by the
lessee. Subsequent payments are treated as payments of
interest and repayments of principal by the lessee to the
lessor. Further details on the treatment of operating and
financial leases are given in chapter 17.

very long for some structures, such as roads, bridges, dams,
etc., they cannot be assumed to be infinite. Thus, capital
consumption needs to be calculated for all types of
structures, including those owned and maintained by
government units, as well as machinery and equipment.

Losses of fixed assets due to normal or expected levels of
accidental damage are also included under consumption of
fixed capital; that is, damage caused to assets used in
production resulting from their exposure to the risk of fires,
storms, accidents due to human error, etc. When these
kinds of accidents occur with predictable regularity they are
taken into account in calculating the average service lives
of the goods in question. For an individual unit, or group of
units, any difference between the average and the actual
normal accidental damage within a given period is recorded
in the other changes in the volume of assets account.
However, at the level of the economy as a whole, the actual
normal accidental damage within a given accounting period
may be expected to be equal, or close, to the average.

On the other hand, losses due to war or to major natural
disasters that occur very infrequently, such as major
earthquakes, volcanic eruptions, tidal waves or
exceptionally severe hurricanes, are not included under
consumption of fixed capital. There is no reason for such
losses to be charged in the production account as costs of
production. The values of the assets lost in these ways are
recorded in the other changes in the volume of assets
account. Similarly, although consumption of fixed capital
includes reductions in the value of fixed assets resulting
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from normal, expected rates of obsolescence, it should not
include losses due to unexpected technological
developments that may significantly shorten the service
lives of a group of existing fixed assets. Such losses are
treated in the same way as losses due to above average rates
of normal accidental damage.

Consumption of fixed capital and rentals on
fixed assets

It is possible to draw a comparison between consumption
of fixed capital and rental of assets under an operating
lease. The rental is the amount payable by the user of a
fixed asset to its owner, under an operating lease or
similar contract, for the right to use that asset in
production for a specified period of time. The rental needs
to be large enough to cover (i) any direct costs incurred by
the owner including the costs of maintaining the asset, (ii)
the reduction in the value of the asset over that period (the
consumption of fixed capital) and (iii) the interest costs on
the value of the asset at the start of the period. The interest
costs may consist either of actual interest paid on borrowed
funds or the loss of interest incurred as a result of investing
own funds in the purchase of the fixed asset instead of a
financial asset. Whether owned or rented, the full cost of
using the fixed asset in production is measured by the
actual or imputed rental on the asset and not by
consumption of fixed capital alone. When the asset is
actually rented under an operating lease or similar contract,
the rental is recorded under intermediate consumption as
the purchase of a service produced by the lessor. When the
user and the owner are one and the same unit, the direct
costs are recorded as intermediate consumption. The
consumption of fixed capital represents the second element
of the cost of using the asset. The third part of the cost,
referred to above as the interest cost, is also known as the
return to fixed capital. Like consumption of fixed capital,
the return to capital is part of value added. The sum of the
consumption of fixed capital and the value of the return to
capital is known as the capital services rendered by the
asset. Capital services are discussed in more detail in
chapter 20.

The value of a fixed asset to its owner at any point of time
is determined by the present value of the future capital
services (that is, the sum of the values of the stream of
future rentals less operating costs discounted to the present
period) that can be expected over its remaining service life.
Consumption of fixed capital is measured by the decrease,
between the beginning and the end of the current
accounting period, in the present value of the remaining
sequence of expected future benefits. The extent of the
decrease will be influenced not only by the amount by
which the efficiency of the asset may have declined during
the current period but also by the shortening of its service
life and the rate at which its economic efficiency declines
over its remaining service life. The decrease is expressed in
the average prices of the current period for an asset of
exactly the same quality and should exclude holding gains
and losses. When the flow of future benefits that
determines the present values used to derive consumption
of fixed capital is expressed in terms of flows that include
an element of inflation, then the discount factor should be
nominal. When the flows are expressed in terms of current
period prices, then a real discount rate should be used.
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Either procedure results in a present value expressed in
current period prices.

Consumption of fixed capital is a forward-looking measure
that is determined by future, and not past, events namely,
the benefits that institutional units expect to derive in the
future from using the asset in production over the
remainder of its service life. Unlike depreciation as usually
calculated in business accounts, consumption of fixed
capital is not, at least in principle, a method of allocating
the costs of past expenditures on fixed assets over
subsequent accounting periods. The value of a fixed asset at
a given moment in time depends only on the remaining
benefits to be derived from its use and consumption of
fixed capital must be based on values calculated in this
way.

The calculation of consumption of fixed
capital

Fixed assets may have been purchased in the past at times
when both relative prices and the general price level were
very different from prices in the current period. In order to
be consistent with the other entries in the same production
account, consumption of fixed capital must be valued with
reference to the same overall set of current prices as that
used to value output and intermediate consumption.
Consumption of fixed capital should reflect underlying
resource costs and relative demands at the time the
production takes place. It should therefore be calculated
using the actual or estimated prices and rentals of fixed
assets prevailing at that time and not at the times the goods
were originally acquired. The “historic costs” of fixed
assets, that is, the prices originally paid for them, become
quite irrelevant for the calculation of consumption of fixed
capital as prices change over time.

For these reasons, depreciation as recorded in business
accounts may not provide the right kind of information for
the calculation of consumption of fixed capital. If data on
depreciation are used, they must, at the very least, be
adjusted from historic costs to current prices. However,
depreciation allowances for tax purposes have often been
grossly manipulated in quite arbitrary ways to try to
influence rates of investment and are best ignored
altogether in many cases. It is recommended that
independent estimates of consumption of fixed capital
should be compiled in conjunction with estimates of the
capital stock. These can be built up from data on gross
fixed capital formation in the past combined with estimates
of the rates at which the efficiency of fixed assets decline
over their service lives.

Whenever possible, the initial value of a new fixed asset
should be that prevailing on the market when the asset is
acquired. If assets of all ages and specifications were
regularly traded on markets, these prices should be used to
value every asset as it ages. However, there is scarce
information on the prices of second-hand assets and faced
with this lack, a more theoretical approach to determining
the price of an asset as it ages must be adopted.

Conceptually, market forces should ensure that the
purchaser’s price of a new fixed asset is equivalent to the
present value of the future benefits that can be derived from
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it. Given the initial market price, therefore, and knowledge
of the characteristics of the asset in question, it is possible
to project the stream of future benefits and continually
update the remaining present value of these. This method of
building up estimates of the capital stock and changes in
the capital stock over time is known as the perpetual
inventory method, or PIM. Estimates of consumption of
fixed capital are obtained as a by-product of the PIM.

The perpetual inventory method

A brief explanation of how consumption of fixed capital
may be calculated as a by-product of the perpetual
inventory method of calculating the capital stock is given in
this section. An overview of the link between the
calculation of consumption of fixed capital, the return to
capital and the stock of assets is given in chapter 20. Much
more guidance on the way to calculate capital stock
estimates appears in the manual Measuring Capital.
(OECD, 2009).

Calculation of the gross capital stock

The perpetual inventory method requires an estimate to be
made of the stock of fixed assets in existence and in the
hands of producers. The first step is to estimate how many
of the fixed assets installed as a result of gross fixed capital
formation undertaken in previous years have survived to
the current period. Average service lives, or survival
functions, based on observations or technical studies may
be applied to past investments for this purpose. Fixed assets
purchased at different prices in the past have then to be
revalued at the prices of the current period by utilizing
appropriate price indices for fixed assets. The construction
of suitable price indices covering long periods of time
raises difficult conceptual and practical problems, but these
technical problems of price measurement must be faced in
any case in developing balance sheet values of assets. The
stock of fixed assets surviving from past investment and
revalued at the purchasers’ prices of the current period is
described as the gross capital stock. The gross capital stock
can also be measured at the prices of a given base year if it
is desired to have annual time series for the gross capital
stock in volume terms.

Relative efficiencies

The inputs into production obtained from the use of a given
fixed asset tend to diminish over time. The rate at which the
efficiency declines may vary from one type of asset to
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another. The simplest case to consider is one where the
efficiency of the asset remains constant until it
disintegrates, like a light bulb. Other simple cases include
the case where the efficiency declines linearly or
exponentially over its life. Other methods employ a
hyperbolic rate of efficiency loss with relatively little
decline in the initial years but increasingly steeper decline
as time progresses. However, in practice calculations are
not undertaken asset by asset individually but for cohorts of
assets of similar ages and characteristics. Individual assets
within the cohort will retire at different moments but the
efficiency-retirement profile for the cohort as a whole is
typically convex to the origin.

The efficiency profiles of fixed assets determine the
profiles of the benefits they command over their service
lives. Once the profiles of the benefits over the service lives
of the fixed asset have been determined, it becomes
possible to calculate the consumption of fixed capital,
period by period.

Rates of consumption of fixed capital

Consumption of fixed capital is derived as the reduction in
the present value of the remaining benefits, as explained
earlier. This reduction, and the rate at which it takes place
over time, must be clearly distinguished from the decline in
the efficiency of the capital assets themselves. Although the
efficiency, and hence the benefit, of an asset with the
efficiency characteristics of a light bulb may remain
constant from period to period until it disintegrates, the
value of the asset declines over time. It also follows that the
consumption of fixed capital is not constant. It can easily be
shown in this case that the decline in the present value of
the remaining benefits from period to period is
considerably lower earlier in the life of the asset than when
the asset is approaching the end of its life. Consumption of
fixed capital tends to increase as the asset gets older even
though the efficiency and benefits remain constant to the
end.

Values of consumption of fixed capital

Consumption of fixed capital should not be estimated in
isolation from the derivation of a set of capital stock data.
Such data are needed for the balance sheet and, as shown in
chapter 20, trying to identify consumption of fixed capital
in isolation from the level of the stock of the asset and its
patterns of price and efficiency decline is likely to be error
prone.
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Annex to chapter 6: Separating output due to storage from holding gains

A6.1

A6.2

AB.5

and losses

Introduction

Paragraphs 6.142 to 6.145 recommend that, in some cases,
the increase in value of goods held in inventories may be
regarded as output due to storage rather than to holding
gains. This annex explores the topic further and gives
examples of when it is appropriate to treat any of the
increase in value of a product as due to production and how
this may be separated from any remaining holding gains
and losses.

Storage costs and holding gains and losses

Holding products in inventories always involves costs
whether they are being held by the original producer or a
subsequent wholesaler or retailer. These costs include those
associated with providing the physical storage capacity,
maintaining information on levels and types of inventories,
costs of supplying withdrawals to customers and costs
associated with renewing the level of inventories by
acquiring replacement goods (other than the cost of the
goods themselves). These costs form part of the basic price
charged by a manufacturer or are recovered in the margins
charged by wholesalers and retailers. The costs incurred are
included in intermediate consumption, compensation of
employees and the cost of capital. It may also be the case
that specialist storage producers provide a service to other
producers and again their costs are included in intermediate
consumption.

AB.3

AG.4

Goods whose real value changes over time

There are three specific cases where the treatment
described above is unsatisfactory because other factors
intervene in the time while the goods are held in storage.
Goods where this is the case are described as “type 11”7
products. The three specific circumstances are the
following:

a. Goods that have a very long production process;

b. Goods that change their physical characteristics while
in inventories;

c. Goods that have seasonal patterns of supply or demand
but not both.

Each of these is discussed in turn below.

1.

A6.6

AB.7

For most products, called “type I” products, this is the only
aspect of storage that is relevant. All the costs associated
with storage are included in production costs. The value of
the goods as they are withdrawn from inventories is valued
at the costs of producing or acquiring replacement items at
that time. As a consequence, output is measured excluding
any change in the value of products held in inventories; this
change in value is treated as a holding gain or loss, as
illustrated in the following example.

Suppose a wholesaler buys and sells 100 packets of
washing powder every period and in order to allow for
marginal variations in demand keeps an inventory of 10
packets. At the beginning of a period the price paid per
packet is 2, so the value of his inventories is 20. During the
period the acquisition cost per packet increases to 2.1. The
value of the 10 packets in inventories rises to 21 but the
increase in value of 1 reflects the fact only that if the 10
packets were withdrawn from inventories for sale and
replaced by identical products, the new products would cost
21 to acquire. Because output is measured with all units,
whether newly produced or withdrawn from inventories,
valued at the new price of 2.1, the 1 increase in the value of
inventories does not enter the measures of production but
appears only in the revaluation account explaining how the
value of a stock of 10 packets at the beginning of the
period, valued at 20, is replaced by a similar stock of 10
packets at the end of the period now valued at 21.

Goods with along production period

When a product is held in inventories for an extended
period of time because of the length of the production
process, in principle, discount factors should be used when
calculating the value of work put in place each period
before the delivery date. For example, if a construction
project ultimately worth 200 is put in place steadily over
four years, it is unrealistic to count 50 as the contribution to
production in the first year. Any purchaser would take
account of the fact that he would not be able to realize the
value of this production for another three years and
discount the value accordingly. As time passes, there is
income arising to the unit holding the products as the
discount factor unwinds. This case is described in chapter
20, with the full details of this numerical example.

It is suggested that in practice it is necessary to make an
allowance for the discount factor only for goods of a
significantly high value and significantly long production
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process, where goods are recorded as work-in-progress or
capital formation on own account for many periods before
completion.

Goods whose physical characteristics
change

The second set of circumstances relates to goods whose
physical characteristics change during storage because
maturing is part of the production process. The goods
concerned are those that in the absence of any general or
relative change in prices still increase in value because they
improve in quality over the time held in storage. Examples
are fermentation affecting food products and the ageing of
wine and spirits. When the product is withdrawn from
storage, it is physically different from a new item entering
the maturing phase and so it is not appropriate to use the
acquisition cost of the new entry into inventories as the
value of the product being withdrawn. The question is how
to separate the increase in value due to maturing from the
overall price increases of the goods concerned.

Suppose a product takes three years to reach a sufficient
maturity to be sold and there is final demand for the
product until it reaches this state. If the good is traded, even
in its immature state, then prices will exist for the
immature, newly manufactured product, for the one year
old product, the two year old product and the mature
product. Supposing the product is well-established, at any
point in time there will be a mix of newly manufactured
items and those of maturities of one, two and three years. If
prices exist for these different maturities, separating the
value of storage is not difficult. In the first year the new
product is transformed into a product of one year’s
maturity. If the price when the product is brand new is Py
and when it is one year old is P4, and t is the first year and
t+1 the second, the change in value of a quantity Q of the
product is Q(P1 t+1 — Pgy)- The increase in value is due to
two factors, the increase in the price of the new product
made last year to the price of a similar new product made
this year (Q(Pg+1 — Poy)) and the difference between the
price of a similar new product made this year and the price
of the one year mature product this year (Q(Py 141 — Pg t+1))-
By applying the price differences to the volumes involved,
the first difference gives rise to a holding gain; the second
to the value of output due to storage.

The identity that:
the increase in value from period t to period t+1,

is equal to the change in value between products of the
same maturity (or vintage) from period t to period t+1
(treated as a holding gain),

plus the change in value between products of successive
maturities (or vintages) in period t+1 treated as the output
due to storage,

is true for any two successive time periods. Thus, in the
second year the increase in price between the one year
mature product at the beginning of the year and the price of
a one year mature product at the end of the year gives rise
to a holding gain and the difference in price between a one
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year mature product at the end of the year and the two year
mature product at the same time gives the value of output
due to storage, and so on.

The identity in paragraph A6.10 holds in current values,
when each term contains (or consists of) nominal holding
gains (or losses) or when each term is deflated by the
general level of inflation so that each term contains or
consists of real holding gains (or losses). In volume terms,
as when there are no price increases, the increase in value is
identified with the output due to storage.

In practice it is very likely that robust time series of prices
at different points in the maturing process do not exist. It is
possible that some close equivalent might be available but
even this is not very likely. How can storage be separated
from holding gains in the absence of these prices?

From long experience the producer may be able to make a
reasonable prediction about the increase in value due to
storage. Suppose in a particular case he expects the value in
volume terms after three years to be two and a half times
the cost of producing the new product. If the new product is
worth 100, the three year old, mature, product is worth 250.
This suggests that the volume of output due to storage is 50
in each of the next three years. (Like the long construction
product discussed above, in principle, a discount factor
should be applied to the initial 100 and the first two
tranches of 50 because the product is not ready for sale
until the end of the third year.) In the absence of
information about the increase in the price of the product
relative to the general increase in prices, it may be
necessary to assume there are no real holding gains in the
product and the actual increase in value must be taken as
the value of the output due to storage in current values.
Once the price of the fully mature product is known, some
adjustment could be made or, pragmatically, the difference
between the original prediction and the outturn, adjusted
for general inflation, may be taken as a real holding gain or
loss.

It is not ideal that the output due to storage is assumed to be
invariant to fluctuations in relative prices, but in
circumstances where most of the price increase will be due
to storage and better basic data are not available, this
approach gives a pragmatic estimate of output due to
storage that is superior to the assumption that the whole of
the increase in value is simply a holding gain.

Goods with seasonal patterns of supply and
demand

The third case where there is a change in value that is not
attributable solely to holding gains and losses is when
goods are placed in storage to take advantage of changes in
the pattern of supply and demand over a year. The most
common case is storage of a staple crop, such as maize,
where there is a relatively short harvest period but demand
is fairly constant throughout the year. As a result, the price
rises as inventories decrease until the next harvest when an
increase in supply causes the price to fall again. It is
possible to envisage the opposite case where demand is
seasonal but it is cost effective for producers to produce the
good for the whole, or most, of the year, even though for
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much of that time the production goes straight into
inventories and stays there until demand peaks.

The reason that this type of product is different from a type
I product is that, as with the goods that change
characteristics due to maturing, the price increases, relative
to the general level of inflation, in a more or less
predictable way because of the effect of transporting the
goods through time, from a period of abundance to one of
relative scarcity. This is a quite different motivation from
holding items in store for purely speculative reasons when
there is no pattern established for the probable increase in
prices and no predetermined time over which the goods
might be held.

The ideal situation is one where there is a well-established
and robust seasonal pattern for the expected price increases
in the crop. In such a case, the seasonal pattern of the prices
can be used to establish the output due to storage and the
remaining increase in value represents holding gains and
losses that can be separated into real and neutral elements
as normal.

However, given that the total level of a harvest can be quite
different year on year and the actual time of harvest may
vary slightly from year to year depending on climatic
conditions, establishing a robust seasonal pattern of prices
may not be easy. In such a case, the pragmatic suggestion is
similar to that for maturing goods when there is imperfect
information. The premise is that the increase in price will
be attributable to two factors; the first is an increase
matching the general increase in prices. The element of
increase in the value of inventories corresponding to this
should be treated as nominal holding gains and losses. The
second factor leading to the increase in prices is a seasonal
scarcity value and this element should be treated as giving
rise to output due to storage. Assuming that all the increase
other than that matching average price increases is due to
storage implies that there are no real holding gains.

Who benefits from the increase in value of
goods in storage?

The fact that type Il products give rise to production of
storage depends only on the type of product, not on the
producer. If a farmer produces a seasonal crop and then
stores most of it to sell bit by bit throughout the year, he
records the benefits of the increase in value due to storage
in his output. However, if he sells all of his crop at harvest
time to another unit (for example, a wholesaler) and that
unit puts it in inventories and sells it continuously
throughout the year, then that unit derives the benefits from
holding the crop in storage and records in his output these
benefits that would otherwise have been recorded by the
farmer as output. However many times a type Il good
changes hands between its production and sale, the value of
output due to storage will be the same. It is likely that every
time it changes hands, the associated intermediate
consumption will increase so that value added will decrease
but the level of output will not be affected. Thus an increase
in value accrues to the unit holding the goods, if they are
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type Il goods and the holder is a wholesaler or retailer, he
may have output just as the original producer may.

When is output due to storage recorded?

Output due to storage is produced on a continuous basis. In
order to have an articulated set of information on
production and inventories, output from storage must be
calculated period by period. If the goods that are changing
value remain in inventories, the owner of the goods has
output that is treated as an addition to inventories. Even
though the quantity of the inventories may not change, the
quality-adjusted measures do change to reflect the increase
in price that is treated as a quality change and not as a
holding gain.

Some examples

These simple examples show how the approximate
approach to calculating storage works under different
assumptions.

Example 1

Unit A purchases goods to the value of 100 and they rise in
value to 110 by the middle of year 2 when he sells them. At
the end of the year the value of the goods is 108. There is
no general inflation in the period.

In year 1, A records output of 8 and additions to inventories
of 108 in total. In year 2, A records output of 2, additions to
inventories of 2 and sales of the withdrawals from
inventories of 110.

Example 2

The goods bought in example 1 also increase in line with
inflation so that they are worth 115 by the end of year 1 and
120 on disposal.

The recordings in year 1 are complemented by holding
gains of 7 in year 1. At the end of year 1, it is necessary to
re-estimate the expected price level on disposal. If this is
estimated to be 117, showing the same absolute increase as
previously expected, for example, then a holding gain of 3
will be recorded in year 2.

Example 3

The goods in example 1 are sold to unit B for 105 part way
through the year. B then holds the goods until selling them
at the same point in time in year 2 for 110.

In year 1, A has output of 5 and acquisition of inventories
of 105. A withdraws inventories of 105 and sells them to B.
B has output in year 1 of 3, which is recorded as an addition
to inventories. The value of B’s total additions to
inventories in year 1 is thus 108. In year 2, B has output of
2, additions to inventories of 2 and sales that represent
withdrawals from inventories of 110.
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Chapter 7. The distribution of income accounts

Introduction

There are two accounts that record how income arising
from involvement in processes of production or from
ownership of assets needed for production are distributed
among institutional units and the second of these is further
subdivided in two also:

a. The generation of income account;
b. The allocation of primary income account;
The entrepreneurial income account; and
The allocation of other primary income account.

Basic to all these accounts is the concept of primary
income. Primary incomes are incomes that accrue to
institutional units as a consequence of their involvement
in processes of production or ownership of assets that
may be needed for purposes of production. A major item
of primary income is compensation of employees that
represents the income accruing to individuals in return for
their labour input into production processes. Property
income is that part of primary incomes that accrues by
lending or renting financial or natural resources, including
land, to other units for use in production. Receipts from
taxes on production and imports (less subsidies on
production and imports) are treated as primary incomes of
governments even though not all of them may be recorded
as payable out of the value added of enterprises. Primary
incomes do not include the payments of social
contributions to social insurance schemes and the receipt of
benefits from them, current taxes on income, wealth, etc.
and other current transfers, such current transfers being
recorded in the secondary distribution of income account.

The generation of income account

The generation of income account (shown in table 7.1)
represents a further extension or elaboration of the
production account in which the primary incomes accruing
to government units and to the units participating directly
in production are recorded. Like the production account, it
may be compiled for establishments and industries as well
as for institutional units and sectors. The generation of
income account shows the sectors, subsectors or industries
in which the primary incomes originate, as distinct from the
sectors or subsectors destined to receive such incomes. For
example, the only compensation of employees recorded in
the generation of income account for the household sector
consists of the compensation of employees payable by
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unincorporated enterprises owned by households. This item
is very different from the compensation of employees
receivable by the household sector, which is recorded in the
account below, the allocation of primary income account.

The resources, listed on the right-hand side of the
generation of income account, consist of only a single item,
value added, the balancing item carried forward from the
production account. As stated in chapter 6, value added
may be measured before the deduction of consumption of
fixed capital (gross) or after the deduction of consumption
of fixed capital (net). Provision must also be made
throughout the remaining accounts of the SNA for the
relevant balancing items to be measured gross or net of
consumption of fixed capital. The concept and
measurement of consumption of fixed capital have already
been explained in detail in chapter 6. For simplicity, it will
be assumed that value added is measured net, except when
the context requires gross value added to be referred to
explicitly.

The left-hand side of the generation of income account
records the uses of value added. There are only two main
types of charges that producers have to meet out of value
added: compensation of employees payable to workers
employed in the production process and any taxes, less
subsidies, on production payable or receivable as a result of
engaging in production. Compensation of employees is
defined as the total remuneration, in cash or in kind,
payable by an enterprise to an employee in return for
work done by the latter during the accounting period.
Taxes less subsidies on production consist of taxes
payable or subsidies receivable on goods or services
produced as outputs and other taxes or subsidies on
production, such as those payable on the labour,
machinery, buildings or other assets used in production.
Taxes on production do not include any income taxes
payable by the recipients of incomes accruing from
production, whether employers or employees.

The content of the item taxes less subsidies on production
payable out of value added varies according to the way in
which output is valued. Value added tax (VAT), or other
similar deductible tax, invoiced on output is never treated
as part of the price receivable by the producer from the
purchaser. Invoiced VAT is always omitted from value of
output, whether output is valued at producers’ or basic
prices. Hence, invoiced VAT is not a charge against value
added and is not recorded as a payable in the producer’s
generation of income account. However, when output is
valued at producers’ prices, any other tax on products
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payable on the output is treated as an integral part of the
price receivable by the producer from the purchaser. The
tax is recorded as being payable by the producer out of
value added at producers’ prices in the generation of
income account, that is, as a component of the item “taxes
less subsidies on production”. Similarly, any subsidy on
products receivable on the output is recorded as being
receivable by the producer from government in the
generation of income account as a supplement to value
added at producers’ prices. By convention, it is not
recorded under resources but as a component of “taxes less
subsidies on production” as if it were a negative tax on
output.

As explained in chapter 6, the basic price is obtained from
the producer’s price by deducting any tax on products
payable on a unit of output (other than invoiced VAT
already omitted from the producer’s price) and adding any
subsidy on products receivable on a unit of output. In
consequence, no taxes on products or subsidies on products
are to be recorded as payables or receivables in the
producer’s generation of income account when value added
is measured at basic prices, the preferred valuation basis in
the SNA. When basic prices are used to value output, the
item “taxes less subsidies on production” refers only to
other taxes or subsidies on production.

After deducting compensation of employees and taxes, less
subsidies, on production from value added, the balancing
item of the generation of income account is obtained. The
balancing item is shown on the left-hand side of the
account under uses. It measures the surplus or deficit
accruing from production before taking account of any
interest, rent or similar charges payable on financial assets
or natural resources borrowed or rented by the enterprise,
or any interest, rent or similar receipts receivable on
financial assets or natural resources owned by the
enterprise.

Operating surplus and mixed income

The balancing item is described as operating surplus except
for unincorporated enterprises owned by households in
which the owner(s) or members of the same household may
contribute unpaid labour inputs of a similar kind to those
that could be provided by paid employees. In the latter
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case, the balancing item is described as mixed income
because it implicitly contains an element of remuneration
for work done by the owner, or other members of the
household, that cannot be separately identified from the
return to the owner as entrepreneur. In many cases, though,
the element of remuneration may dominate the value of
mixed income. In practice, all unincorporated enterprises
owned by households that are not quasi-corporations are
deemed to have mixed income as their balancing item,
except owner-occupiers in their capacity as producers of
housing services for own final consumption, households
leasing dwellings and households employing paid domestic
staff. For owner-occupiers and those leasing dwellings, all
value added is operating surplus. For domestic staff all
value added is compensation of employees (unless any
taxes or subsidies on production are payable or receivable
on the output).

As noted in chapter 6, gross domestic product (GDP) at
market prices is equal to the sum of the gross value added
of all resident enterprises plus those taxes, less subsidies,
on products that are not payable on the values of the
outputs of those enterprises, that is, taxes or subsidies on
imports plus non-deductible VAT when output is valued at
producers’ prices, and all taxes or subsidies on products
when output is valued at basic prices. For this reason, taxes
and subsidies on imports and VAT must also be recorded
under uses of GDP in the generation of income account for
the total economy, even though they do not appear in the
generation of income account for individual institutional
units or sectors.

As already noted, the preferred measure of value added is
after deducting consumption of fixed capital, that is, net
value added. However, provision is made in the accounts of
the SNA for value added, and all subsequent balancing
items that depend on value added, to be measured gross or
net of consumption of fixed capital. Operating surplus and
mixed income may therefore both be expressed as gross or
net.

Operating surplus or mixed income is a measure of the
surplus accruing from processes of production before
deducting any explicit or implicit interest charges, rent or
other property incomes payable on the financial assets, land

Table 7.1:The generation of income account - concise form - uses

Uses
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£ 8% ®E £ 2 § 3_ o8

T g s 8 29 3 (%2} = 52 3 § 5
Transactions and balancing items 28 £8 858§ £ < 2 £g 388 2
Compensation of employees 986 44 98 1 1 1150 1150
Taxes on production and imports 235 235
Subsidies -44 -44
Operating surplus, gross 292 46 27 84 3 452 452
Mixed income, gross 61 61 61
Consumption of fixed capital on gross operating surplus 157 12 27 15 3 214
Consumption of fixed capital on gross mixed income 8 8
Operating surplus, net 135 34 0 69 0 238 238
Mixed income, net 53 53 53
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or other natural resources required to carry on the
production. It is, therefore, invariant as to whether:

a. The land or other natural resources used in production
are owned or rented by the enterprise; and

b. The inventories, fixed assets, land or other natural
resources owned by the enterprise and used in
production are financed out of own funds (or equity
capital) or out of borrowed funds (or loan capital).

Although operating surplus or mixed income is invariant to
the extent to which land is owned or assets in general are
financed, it needs to be sufficient to cover both any explicit,
or implicit, rent on land and the explicit, or implicit, interest
charges on the value of all the assets owned by the
enterprise in order to justify their continued use in
production. The implicit interest costs of using the
enterprise’s own funds to purchase inventories, fixed assets
or other assets are the opportunity costs of using the funds
in this way rather than to acquire financial assets on which
interest could be earned. These costs are captured in
estimates of capital services. The amounts of rent and
interest actually payable on rented land and borrowed funds
are recorded in the allocation of primary income account
and the entrepreneurial income account.

The operating surplus or mixed income of an individual
producer unit is not invariant, however, to the extent to
which the fixed assets used in production are owned or
rented. When buildings, other structures, machinery or
equipment are rented by an enterprise, the payments of
rentals under an operating lease are recorded as purchases
of services. These services form part of intermediate
consumption. Thus, as explained in chapter 17, the
payment of the rental on a fixed asset tends to reduce gross
value added below what it would be if the producer owned
the asset. The impact on net value added is mitigated by the
fact that a tenant, or lessee, incurs no consumption of fixed
capital. However, even net value added will tend to be
lower when a fixed asset is rented as the rental has to cover
the lessor’s operating and interest costs. At the level of the
total economy, the lower surpluses accruing to tenants or
lessees will tend to be counterbalanced by the operating
surpluses earned by the lessors.
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The distribution of income accounts

The allocation of primary income account

Whereas the generation of income account focuses on
resident institutional units or sectors in their capacity as
producers whose activities generate primary incomes, the
allocation of primary income account (shown in table 7.2)
focuses on resident institutional units or sectors in their
capacity as recipients of primary incomes. The allocation of
primary income account shows where the items payable in
the generation of income account are receivable and also
includes the amounts of property incomes receivable and
payable by institutional units or sectors. As already noted,
the generation of income account, being related to
production activities, can be compiled for establishments
and industries as well as for institutional units and sectors.
However, the allocation of primary income account has no
such direct link with production and can only be compiled
for institutional units and sectors.

Enterprises may invest surplus funds in financial assets or
even land, especially in times of uncertainty and high
interest rates. Considerable property income may be
received from such investments. The property income paid
out by a corporation will be influenced by the amount of
property income received as well as by its operating
surplus. Thus, it is not appropriate to record all the property
income paid out by an enterprise as if it were chargeable
against operating surplus. Some interest costs, especially
implicit costs, may be attributable to assets other than those
used in production. For this reason, the explicit and implicit
interest costs payable by an enterprise ought not to be
recorded in the generation of income account in which the
resources consist only 