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prmation private and public, and net exports of goods
and services plus the net factor incomes received from
aroad.

Giross domestic product at market prices is the
market value of the product, before deduction of pro-
sisions for the consumption of fixed capital, attribut-
able to factor services rendered to resident pro-
gacers of the given country. It is identically equal fo
e surn of consumption expenditure and gross domestic
| capital formation, private and puhblic, and the net ex-
prts of goods and services of the given country. It
differs {rom the gross nationzl product at market
prices by the exclusion of net factor incomes received
from abroad.

Net domestic product at factor cost is the value at
factor cost of the product, after deduction of provi-
sions for the consumption of fixed capital, attributable
to factor services rendered to resident producers of
| the given countiry. It differs from the gross domestic
1 product at market prices by provisions for domestic
fixed capital consumption and the exclusion of the
excess of indirect taxes over subsidies.

Net national product at factor cost is the value at
factor cost of the product, after deduction of pro-

visiops for the consumption of fixed capital, attri-
butable to the factors of production supplied by the
normal residents of the given country. It is identically
equal to the national income.

National income is the sum of the incomes aceruing
to factors of production supplied by normal residents
of the given country before deductionof direct taxation,

Personal income is the income {rom all sources of
households and private non-profit institutions. It con-
sists of compensation of employees, the income of
unincorporated enterprises, dividends, interest (netof
interest on consumers' debt), net rent and current
transfers received by households and private non-
profit institutions. It differs from the national income
by the exclusion of factor incomes not received by
households and private non-profit institutions and the
inclusion of current transiers to them,

Disposable income of persons is the income {rom all
sources of households and private non-profit institu-
tions after deduction of direct taxes and other current
transfers paid by them, It is identically equal to the
sum of the consumption expenditures and saving of
households and private non-profit institutions.




18

A System of National Accounts and Supporting Tables

THE STANDARD ACCOUNTS

Account 1. Domestic Product
1.1 Net domestie product at factor costs (2.9 1.5 Private consumption expenditure {m
1.2 Provisions for domestic fixed capital consump- 1.6 General government consumption eXpend)j
tion {3.4 4 4,14 4 5.17) {(5.1) B
1.3 Indirect taxes {5.8) 1.7 Gross domestic fixed capital formation (3.1
1.4 less subsidies ~(5.2) 1.8 Increasse in stocks {3.2)
1.9 Exports of goods and services (6.1} :
1.10 Less imports of goods and services -(6.4y
Gross domestle product at market prices Expenditure on gross domestie product
Account 2. National Income
2.1 Compensation of employees (4.7) 2.9 Net domestic product at factor cost (1.1} :
2.2  Income from unincorporated enterprises (4.8) 2.10 Net factor income from the rest of the worl
2.3 Income from property {4.9) (6.2
2.4 Baving of corporations (3.3)
2.5 Direct taxes on corporations (5.9}
2.6  Genersl government income from property and
entrepreneurship (5.6)
2.7 Lese interest on the public debt (5.7)
2.8 Less intereston consumers’ debt -(4.2)
National Income Net pational product at factor cost
Account 3. Pomestic Capital Formation
3.1 Gross domestic fixed capital formation (1.7) 3.3 Saving of corporations (2.4} :
3.2 Increase in stocks (1.8) 3.4  Provisions for fixed copital consumption i’
vorporations (1.2¥) :
3.5  Net capital transfers to corporations (5.14 -4 6.8 ;
~4.15) 4
3.6 Net borrowing of corporations -(4.18 4 5194
+ 6.11)
Finance of gross capital formation in corporn-
tions :
8.7 Finance of gross capital formation in non- :
corporate private sector (4.12)
3.8 Finance of pross capitel formation in non- |-
corporate public sector (5.13) :
Gross domestic capital formation Finance of gross domestice capital formation
Account 4, Households and Private Non-profit Institutions
Current Account
4.1  Consumption expenditure (1.5) 4.7  Compensation of employees (2, 1)
4.2 Interest on consumers' debt—(2.8) 4.8  Income from unincorporated enterprises (2.2)
4.3 Direct taxes (5.10) 4.9 Income from property (2.3)
4.4 Other current transfers to general government 4.10 Current transfers from genexal government (5.3}
5.11) 4.11 Current transfers from rest of the world {6.3%}
4.5 Current transfers to rest of the world (6.5)
4.6 Saving {4.13)

Income of houscholds and
institutions

lvat ~profit
Disposal of income private non-p

Note: An asterisk denotes "part of? item listed.
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—_—
Account 4. Households and Private Non-profit Institutions (continued)
Capital Reconciltation Account
P
112 Finance of gross capital formation in non- 4.13 Saving {4.6)
g corporate private sector (3.7} 4.14 Provisions for fixed capital consumption (1.2%)
4,15 Nel capital transfers from corporations {3.5%)
4.16 Net capital transfers from general government
{5.15}
4.17 Net capital transiers from rest of the world (6.9}
4.18 Net borrowing -{3.6 + 5.19 4+ 6.11)
Disbursements Receipts
Account 5. General Government
tld Current Account
51 Consumption Expenditure (1.6) 5.6 Income from property and entrepreneurship (2.6)
59  Subsidies—(1.4) 57 Less Interest on the public debt (2.7}
5.3 Current transfers to households (4.10) 5.8 Indirect taxes {1.3)
54  Current transfers to rest of the world (6.5) 5.9 Direct taxes on corporations (2.5)
5.5 Saving (5.16) 5.10 Direct taxes on households (4.3}
5.11 Other current tramsfers from households (4.4)
5.12 Current transfers from rest of the world (6.3%)
Disposal of current revenue Current revenue

Capital Reconciliation Account

i 513 Finance of gross capital formation in non- 5.16 Saving (5.5)

"I corporate public sector {3.8) 5.17 Provisions for fixed capital consumption (1.2%)
8 514 Net capitnl {ransfers to corporations (3.5%) 5.18 Net capital iransfers from rest of the world
© 14515 Net capital transfers to non-corporate private {6.1L0)

g sectoxr (4.16) 5.19 Net borrowing -{3.6 4 4.18 - 6.11)

b Bisbursements Receipts

- Account 6. External! Transactions (rest of the world account)

§ ki Current Account
;61 Exports of goods and non-factor services (1.9)

6.4 Imports of poods and non~-factor services~(1.10)
-4:82 Net factor income from rest of the world (2.10) 6.5 Current transfers to restof the world (4.5 - 5.4)
463 Current transfers from rest of theworld (4.11 + 6.6 Surplus of nation on current account {6.7)

i 5.12)
Current receipts Disposal of current receipts
Capital Reconciliation Account
Surplus of nation on current account (5.6) 6.11 Net lending to rest of the world ~(3.5 - 4.18 4
Net capital transfers from rest of the world to 5.19)

corporations (3.5%)

Net capital transfers from rest of the world to
households (4.17)

Net capital transfers from rest of the world to
general government (5.18)

Receipts : Disbursemenis

Note: An asterisi denotes "part of" item listed.



Chapter IV
THE STANDARD TABLES

122. In this chapter eleven standard tables are set
out. In general it is the function of these tables to
present detailed and, in some instances, alternative
classifications of the major flows included in the set
of standard accounts. Thig information could not be
given as a part of that accounting system without
everburdening it unduly.

123, The eleven standard tables are related to the
entries in the national accounts given in the preceding
chapter, The general nature of the tables may briefly
be defined as follows:

(i} Expenditure on gross national product (Tabie I).
Down to the fofal * expenditure on gross domestic
product” this table is a slight amplification of the
credit side of Account 1. Fixed capital formation is
divided into four items, namely that undertaken by
private enterprises, by public corporations, by govern-
ment enterprises and by general government. There
is also shown in this table the net factor income pay-
ments from the rest of the world in order to indicate
the relationship between expenditure ongross domestic
and on gross national product,

(i1} Industrial origin of gross domestic product at
factor cost (Table I1}. Grossdomestic product at factor
cost is equal to net domestic product at factor cost
phus provisions for consumption of fixed capital and
this table shows its subdivision by industrial origin.
Gross domestic product at factor costfor each industry
is equal to the sum of employee compensation, pro-
fits before direct. taxes and provisions for capital
consumption, interest and rent originating in the in-
dustry. Looked at from the point of view of production
the contribution of an industry to gross domestic
product is egual to sales, plus the value of goods and
services produced by such producers for own consump-
tiornt or capital formation, plus the value of the increase
in stocks, plus subsidies, less current business pur-
chases and indirect taxes. The classification in the
table is based to 2 large extent on the International
Standard Industrial Classification, Departures from it
are explained in Appendix 1 in which the two classgi-
fications are reconciled.

(iii) National  income

by type of organization
(Table II}. In this table the national income appearing
in Account 2 is classified by legal type of organiza-
tion with further subdivision of some of the items by
type of industry and by type of income originating.
The operating surpluses appearing in this latter
subdivision include all forms of income originating,
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except the compensation of employees, that ig
Incorporated enterprise income, net rents, interey’
and the operating profit of corporations ang 4
operatives,

(iv) Distribution of the national income (Table Iv
This table represents an elaboration of the depy
side of Account 2 in which most of the items appear:
ing there are further subdivided.

{(v) The finance of gross domestic capital formatj
(Table V). This table isa consolidation of the domes; §:
capital formation account and the capital reconciljy. |,
tion accounts for households and private non-profy |
institutions, general government and external trapg. |
actions. When this consolidation is performed theq:
sources of gross domestic capital formation appes;”
a5 provisions for the consumption of fixed capita]',"",g
saving, and the deficit of the nation on current ae.|
count. In addition, further classifications are givenof |
the first two named sources of finance. ;

(vi) Composition of gross domestic capital forma. |
tion (Table VI, This table shows three possible classi- |-
fications of the debit items in Account 3. These are, ‘1

respectively: by types of capital goods, by industrial
use and by type of purchaser,

(vii) Receipts and e endifures of households and
Private non-profit institutions {Table VI), This iable
corresponds to Account 4.

{viii) Composition of private consumption expendi- ‘1’
ture (Table VII). This tabie gives a subdivision of
private consumption expenditure which appears in
Table VII. In Appendix 2 the detailed composition of
the various entries ig set out and a reconciliation is kR

given with the Standard International Trade Clagsifi-
cation as far as is possible.

(ix) General povernment revenue and expenditure
{Table IX). This table corresponds to Account 5 with
a further subdivision of some of the items,

(x} Composition of general overnment consumption
expenditure (Table X). This table shows three possible
classifications of general government consumption
expenditure appearing in Table IX. These are, re-
spectively: by type of expenditure, by purpose and by
type of authority,

(xi) External transactions (Table XI). This table
corresponds to Account 6 with a further subdiviston
of most of the items,
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PREFACE TO SECOND EDITION

At the request of the Statistical Commission the
statistical Office published in July 1953 proposals for
a standard system of national accounting in the report
- A System of National Accounts and Supporting Tables
(Studies in Methods, Series F, No. 2) drafted by a group
of experts under the Chairmanship of Mr. Richard
Stone. In taking note of this publication, the Commis-
sion At its seventh session requested the Secretariat
to collect comments and information on the experience
obtained by countries in applying the concepts and
clagsifications proposed in the report, so as to pro-
vide a basis for further recommendations relating to
international standards in the field. At its ninth ses-
sion, April 1056, the Commission reviewed the more
| important comments which had been received up to
that date. In the light of this review, the Commission
decided that, while no'major changes were immediately
necessary, several minor modifications were desirable
io maintain or improve comparahility with related
International standards, and to take account of clarifi-
cations and adjustments sought by governments and
international organizations, Accordingly, it requested
the Secretariat to formulate proposals for the amend-
ment of the existing system, to circulate these pro-
posals to governments for comments, and o report

to the Commission at its tenth session in April 1958,
At this session the Commission recommended that a
revised text should be prepared, taking into account
the comments of countries and of delegatestothe Com-~
mission. The present text is in conformity with this
recommendation.

In accordance with the Statistical Commission
recommendation that only minor amendments be made,
the existing text has been retained, except for such
amendments as have been adopted. It is envisaged
that, at some {uture date, the United Nations System of
National Accounts will be extended to include flow of
funds and input-output tables, in the {irstinstance, and
national balance sheets as a longer-term objective,
Many national statistical offices have made Progress
with, or areatpresent examining the possibility of, ex-
tending their national accounts inthese directions and it
seems likely that, sooner or later, it will become
necessary to establish international standards in re-
gard to them. Such extensions will inevitably involve
some important revisions in the existing system as
far as it goes, an anticipation which constitutes an
added reason for maintaining, in the present revision,
the existing text as far as possible.

vii
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PREFACE TO FIRST EDITION

The Statistical Commission, at its fourth and fifth
sessions, recommended that the Secretariat should
continue its work on proposals for providing a uni-
form basis for reporting national income statistics
and stressed the need for establishing standards in
this {ield as soon as possible, The Statistical Com-~
mission envisaged that, in order to take account of
the experience of different countries in this field,
experts from different countries should participate
in this work,

The General Assembly and the Economic and Social
Council have repeatedly stressed the importance of
the preparation of national income estimates by
countries, especially under-developed countries, and
have requested the Secretary-General of the United
Nations and the specialized agencies concerned to
give the most favourable consideration possible to
requests for technical assistance made for this
purpose (General Assembly resolutions 238 A (1)
and 403 (V), Economic and Social Council resolutions
288 E (XI) and 369 (XIN)). It is expected that the
present report will be of assistance to countries
wishing to undertake these studies.

The purpose of this report, which was prepared in
partial fulfilment of the recommendations of the
Statistical Commission, is to set out a standard
national accounting system in order to provide a
framework for reporting national income and product
statistics which is of general applicability. It is a
sequel to an earlier report entitled Meagsurement of
Natiopal Income and the Construction of Social Ac-
tounts published in 1947. While the principles under~
lying the two reports are similar, a large amount of
experience in the field of national acecounting has been
(Obtained in the last five years and the present report
incorporates the fruits of this experience,

The practical uses of national accounting are sur-
veyed in chapter I, and the system which forms the
- subject of this report is placed against the background
_Of related fields of investigation. In chapter II the

brinciples underlying the construction of national

‘Accounts are described. Chapters IT and IV contain
-Tespectively a standard system of accounts and a
~#andard set of tables which are believed to be suit-
. ible for general use. In chapter V detailed definitions
.ire piven of the flows which enter the standard ac-
~founts and tables. The report concludes with two
_pendices which relate to problems of industrial

nd commodity classification,

In drawing up the definitions and classifications
{ Poposed here, account has been taken of the ex-
“Perience of various countries compiling and publish-
)./ Ing official statistics of national income and expendi-
T8, and of the experience of the Statistical Office in
Wilysing the publications received and in making
Preliminary proposals for international standards in
S field, The experience of other international
{Teanizations, and particularly the work of the Na.

tional Accounts Research Unit of the Organisation
for European Economic Co-operationona standardized
system of national accounts has also contributed
substantially to the work which is embodied in this
report.

The standard accounts and tables presented in this
report differ from earlier reports in two major
respects. First, the needs of under-developed coun-
tries have been explicitly taken into account through-
out the present document, both in the formulation of
concepts and in the tables and definitions presented,
Secondly, the accounts have been further elaborated
to give information about transactions of 2 capital
nature.

This report is confined to national accounts ex-
pressed in current money terms. For many purposes
it is necessary to make comparisons over time in
terms of constant prices. The many conceptual and
statigtical problems involved in obtaining the infor-
mation for such comparisons are not examined in
this report. It may be noted, however, that the major
step that can be taken in this direction is the prepar-
ation of measures of the physical volume of the
national product. This task can be approached in two
different ways which in principle should yield identi-
cal results. Index numbers of praduction originating
In the various industries can be aggregated to yield
measures of total production, Alternatively index
numbers of the real volume of expenditures on final
products can be aggregated to yield the same total.
Bach of these measures can, in principle, be obtained
either by direct quantity measurement or by the de-
flation of series of current money valges by appro-
priate price index numbers. The most efficient
combination of these methods will depend on the type
of statistical information that is or can be made
available in the various countries.

It is desirable that recommendations formulated by
international agencies responsible for developing
standards in economic and financial statistics and
national accounts be consistent and well integrated,
Therefore, in drawing up the present report, carehas
been taken to ensure congistency with definitions and
classifications already used or recommended by the
United Nations and the specialized agencies inrelated
statistical fields,

Since the purpose of this report is to set outa
system of national accounts, with particular emphasis
on the development of international standards for
concepts and classifications, no attention is given to
the statistical problems of compiling and measuring
the items entering into the accounts, For a detailed
discussion of problems of measurement, reference
is made to other reports that the Secretariat intends
to issue in the future,

This report is the work of an international group of
experts and the recommendations contained in it
represent their conclusions. It has been submitted to



the Member States and interested organizations for
their information,

The views and tomments received have been pre-~
sented to the Statistical Commission at its geventh
session (E/2365, paragraphs 43-52). At the request
of the Commission, the present slightly revized ver-
sion of the report is circunlated for further comments
and information on the experience obtained by coun-
trieg in applying the concepts and classifications
Proposed, so as to provide a basis for further recom-
mendations relating to intermational standards in
thig field.

The group of experts, appointed by the Secretary-~
General, was composed of: Loreto M. DomInguez,
Department of Economic and Social Alfairs, Pan
American Union; Kurt Hansen, Ministry of Finance,

Statistical Office of the United Nationg
New York
July 1953

Denmarlk; George Jaszi, Chief, National Income IV
vision, United States Department of Commerce; Mdf{g
Mohan Mukherjee, Statistician, Nationa]l Income Un;f%
Ministry of Finance, Government of India; Riﬂhar'"‘
Stone, Director of the Department of Applied Eegl
nomics, University of Cambridge. At the invitagjq,
of the group, Richard Stone acted ag Chairman,

‘The Secretariat, on behalf of the United Natmn;;é

wishes to express appreciation to these exXperts fof;
the contribution which they have made with regard ty
this highly important and comparatively unexplops.

field of statistics, A debt of gratitude is also dye ;-

B L T




1, SYSTEMATIC DESCRIPTIONS OF THE
ECONOMIC STRUCTURE

1. The production, distribution and use of goods and
services involves many complex processes and to
understand these processes better an increasing
amount of information is being gathered all over the
world. All this information belongs to the realm of
economic statistics. As the volume of this informa-
tion grows there is an increasing need to systematize
it and to put together the mass of detail into a coherent
picture of economic structure. The efforts to do thig
have taken a number of distinet, but partially related,
forms. One group of investigators has beenconcerned
mainly with the concept and measurement of national
income and product and their development into a sys-
tem of national accounts, Another group has approached

- | the general problem of the interdependence of com-

+ st

modity flows from a somewhat different point of view
which has resulted in the establishment of input-oufput
tables which display the structure of commodity flows
between industries. Yetanother group has concentrated
on tracing the purely financial flows in the economy
and has particularly emphasized the role of the money
and banking system whichplaysa comparatively minor
part in the other two approaches. Others have inter-

ested themselves in stocks rather than flows, in wealth
- rather than income and product, and have constructed
- -balance sheets for the economy and its various parts,
" These investigations have been done primarily for
individual countries but in recent years the inter-
relationships among international commodity trans-
dctions have also been subjected to systematic investi-
{ pgation. All these systems are expressed in current
Toney terms and it has beenfound necessary to develop
‘quantity and price information on a broad scale in
~order to decompose current money flows into volume
-and unit value components. This work on quantity and
" Price information has on the whole been somewhat less
. Systematized but there are signs thatin some countries
the position in this respect is now changing.

2 It is possible to conceive of these related systems
: being put fogether inioa still more comprehensive 5ys~
tem for individual countries and ultimately of the link~

g of these systems. Thus, if a start is made with a
“System of national accounts suchasis described in this
. fepart, the production account could be subdivided so
/28 1o display the commodity flows between industries
:¥hich are the central feature of input-output studies.
4 similar way, by a suitable elaboration of the ac-
Counts, it would be possible to introduce all relevant
"ancial flows into the same system. The accounting
FooMucture could then be completed by adding balance
Iii'fEIBEts for the different sectors of the economy. Finally
2.t Would be possible to express in constant prices the
ieipal product flows and stocks in this system,

o The actual construction of such a comprehensive
“Counting system is hardly possible at the present

Chapter |

THE DEVELOPMENT AND USES OF NATIONAL ACCOUNTING

time, as far as most countries are concerned, Nor,
given the practical needs and resources, should it be
the immmediate objective of economie statisticians en~
gaged in this fieid. What is important is a realization
that all these inquiries are interrelated and that each
would gain in value if the definitions and classifications
used were as far as possible the same.

2. THE DEVELOPMENT OF NATIONAL
ACCOUNTING

4. This report is confinedtoan exposition of the con-
cepts and definitions underlying the construction of a
standard system of national accounts, using this term
in its usual and more restricted sense. There has been
a great deal of activity in this field in recent years and
the principal change that has taken place is that the
national income and product totals, which at one time
formed the sole centre of interest, have now been fitted

into a closed network of economic transactions.

5. The main impetus for this development was the
practical need for information about the working of
the economic system as a whole and the way in which
its various parts are related to one another. The prac-
tical need arose largely from the preat depression of
the 1930's and the subsequent problems of economic
mobilization and war finance in the Second World War.,
In the post-war period the information was desired
to throw light on problems of economic reconstruction
and development and, more generally, for assessing
economic change as a background for economic deci~
sion-making in connexion with public policy,

3. THE USES OF THE NATIONAL ACCOUNTS IN
PUBLIC POLICY

6. While national accounting information is useful in
all fields of economic decision-making because of the
factual background which it provides, its outstanding
use has been in connexion with public policy and the
following discussion will be in terms of this use,

7. In formulating economic policy it is usually neces-
sary to assess the probable situation as it would ma~
terialize if no additional policy measures were taken
and to formulate measures that are needed to bring
the situation nearer toadesired goal, Boththe assess-
ment of probable developments and the formulation
of the economic goal will be zided by information on
the factors relevant to the situation and the manner
in which they are related to one another. National
accounting is of material aid in providing this type of
information especially when the problems under con-
sideration involve the economic system as a whole
rather than isolated parts of it. Its usefulness lies in
the fact that it gives a systematic presentation of the
major economic flows in the framework of a compre-
hensive accounting system and that it facilitates the
understanding of the statistical relationships among
these fiows,
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8. Even a simple inspection of the figures, for a given
year or over a period of time, yields information on
certain structural properties of the economy which is
a useful, if not essential, background for public policy
formulation. For insfance, it is relevant to know what
part of the fotal product of an economy is devoted to
consumption as opposed to capifal formation; the ex-
tent to which the economy is:dependent on foreign
trade; the part which is played by foreign aid in pro-
viding the goods and services absorbed by the economy;
the relative amounts of production originating in
various industrial sectors, suchas agriculture, manu-
facturing and trade; the extentand the manner in which
different parts of the economy make saving available
for capital development; and other pieces of informa-
tion of a similar kind.

9. Useful conclusions c¢an be derived from such
factual information without any elaborate analysis.
Even a rough guantitative picture of the economy is
valuable for many administrative purposes and for
this reason national accounting studies should be
undertaken even if in the short run they cannot be ex-
pected to attain a high degree of guantitative precision.

10, This simple kind of analysis can achieve con-
sideiable practical importance in co-ordipating dif-
ferent claims on the productive system so as to meet
certain general requirements, such as the stability of
the econpomic system as awhole, which cannotbe taken
into account if each of these claims is considered in
isolation. Such co-ordination of plans is one of the
major achievements of national budgeting; that is, the
matching of the supply and demand of productive re-
sources and their finance in the form of a budget. In
countries in which the government takesanactive part
in the direct allocation of resources it is necessary,
in order to draw up such a budget, to assemble from
time to time representatives of administrative depart-
ments in order to establish realistic programmes or
estimates. The consequence of this is a realization of
the relative magnitude of competing claims and of the
fact that their sum total must be adjusted fo a largely
given amount of available resources, Even though the
national budgets so formulated often difier irom the
actual outcome of events, because of the emergence
of new elements in the situation thatcould hardly have
been foreseen, this budgeting is useful because it
ensures that in the formulation and carrying out of
departmental plans the interaction of the plans with
one another and with the various supply elements in
the situation is taken into account in terms of quan-
tities the order of magnitude of which can in many
instances be foreseen. Atthe same time this procedure
makes it possible to evaluate the character and exfent
of the fiscal and monetary measures necesgsary toen-
sure economic stability, given the demands on re-
sources which are resulting from specific decisions
already taken and the extent of control found to be
acceptable.

11. National budgeting of this type has been appliedin
recent years in many western couniries but the need
for it is becoming increasingly apparent for under-
developed countries as well. One of the major problems
with which these countries are confronted is the en~
largement of their productive capacity on a substantial
scale. Their plans for capital development must be co-

ordinated with one another and with other claimg
the total of available resources which often manifoy
themselves in a strain on the balance of Paymepis| |
and on the internal financial position. &

12, In countries that mainly rely on monetary ap |-
fiscal measures as instruments of general economg |
policy, national accounis are also useful becaysge they
provide a systematic framework for assessing fhyy
probable course of economic developments and ‘the'- !
nature and extent of the adjustments needed in g |
available instruments of government policy. A

13. While even comparatively rough informationca, |
make an effective contribution in this type of analysig |
the position could, of course, be improvedby increag. }: |
ing the accuracy of the data and by introducing mars |
knowledge of the statistical relationships. Even i thiy
can be done, however, itisclear thatthere will always
remain some influences on the situation which came |
be introduced into the relationships and must be ap- |
praised in the light of historical experience the inier.
pretation of which involves an element of individual } .
judgement. Comprehensiveness of statistical data an |-

the elaboration of relationships expressing economic { |

behaviour assume a preater imporfance the smaller |
the pumber of variables that are determined in aé-
vance by acts of public policy. A consideration of
special importance in under-developed countries is
that the mere attempt to set up a comprehensive set of
national accounts directs attention fo gaps in basic
statistical data which must be filled #f these countries
are to expand economically with prudent rapidity.

4, A STATISTICAL PROGRAMME FOR
NATIONAL ACCOUNTING

14, It has been found by experience that nationalac-
counts, in the widest sense of the word, provide an
excellent means of appraising any actual or proposed
scheme for the collection of economic statistics since
a place for virtually all these statistics is provided
systematically somewhere in these accounts, Inprac-
tice it will not be feasible inthe short run to establish
a complete system of economic reporting, and statis-
tical data collection in each country should be adapted
to that country's main needs.

15, The data that are gathered should, however, be
capable of assimilation into the broader system and
the needs for international comparability should be
kept in mind. In the remaining parts of this report
standard definitions and classifications for natiomal
accounts in the more restricted sense are set oul
Countries which prepare national accounts for their
own internal purposes may of course modify them in
various ways to suit their own needs, but they should
try as far as possible so to arrange their work that
the standard set of accounts and tables canbe derived.

16. In the present situation one of the major practical
choices appears to be the relative emphasis given {0
flows within the productive system and to flows within
the rest of the system. The former, which involves the
construction of an input-output table, is of particular
relevance in the study of detailed production possibili-
ties. The latter, which leads to the construction of na~
tional accounts asdeveloped inthis report, is sufficient
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for the allocation of resources among types of end
yse, and is relevant to problems of effective demand
and its finance.

17. In most actual situztions some combination of
these two approaches will be effective. In addition it
will often be desirable to be able to study some parts
of the system in greater detail. For instance,a separa-

tion of the accounts of the money and banking system
may be of interest in the analysis of financial problems.
A regional classification of income and product flows
may be of interest in countries which are geograph-
ically heterogeneous. The precise nature of the modi-
fications that are called for must be determined by
individual countries in the light of the actual economic
problems confronting them.



Chapter {1

BASIC CONCEPTS

1, INTRODUCTION

18, The aim of national accounting is todescribe the
structure of an economic gystem in terms of transac-
tions. Production may be taken as a basic concept and
section 2 of this chapter is devoted to a definition of
the value of production. Production may be subdivided
according to its uses and the main distinctions in this
respect are set out in section 3. So far the concepts
defined relate to products and their valuation. In sece
tion 4 the finance of the expenditure onthese products
is considered and is traced back toits ultimate source
either in domestic productive activity or inthe rest of
the world. By setting out the matter in this way a com-
plete description is givenof the transactions inan eco~
nomic system. It is apparent, however, that when this
stage has been reached great advantiages accrue from
presenting the network of transactions in terms of a
system of accounts, This is done in section 5.

2. THE DEFINITION OF THE VALUE
OF PRODUCTION

(a) The boundary of production

19, Production is a basic concept which can be de~
scribed as the provision of goods and services., Not all
production, however, in this broad sense is included
in the concept of economic production which enters
into national accounting. It is, therefore, necessary to
state as clearly as possible the line of distinction be-
tween production that is, and production that is not so
included. This may be done conveniently by drawing a
production boundary and, accordingly, the object of
this section is to explain how this should be done.

20. In a2 monetary economy all goods and services
are included inthe conceptof production if they are ex-
changed for money. However, it isobviousthata mere
summation of commodities traded during a period
would result in a measure of gross commodity trans-
actions or turnover rather than in one of the true,
unduplicated, production of the economy. Accordingly
Some means must be found either of excluding the
value of intermediate products, that is commodities
which are used up in the production of other com-
modities, or of isolating final products, that is com-
modities which have not been purchased and charged
to current cost by other producers in the same pericd
and so cannot, in that period, form part of the value
of the production of other commodities. It should be
noted that the term "goods and services™ is conven-
tionally employed to refer to "goods and 'non-factor’
services". It should alwaysbe interpretedas excluding
factor services.

21. The required total of production free of duplica~
tion can be obtained in two ways. The {irst is to sum
the value of the gross output {(salespiusthe increase in
stocks) of all producers and to deduct from this total
the purchases of these producer ¢ from other producers,

the intermediate products referred to inthe lastpg
graph, A net figure of this kind can be obtaineq {5
each producer separately and represents the valig
added by him to the value of the intermediate prog:
ucts with which he starts and hence his contributigy
to the total value of production. Looked at fromy
different point of view this value added representsih;
wages, profits and other forms of income that acery
in productive activity. :

22, The second method of obtaining the same produc. | i
tion total is suggested by the fact that in the above
calculation of net outputs, the value ofall intermediat
products appears positively as the output of one pro-i

ducer and negatively as the input of another producer, =1

As a consequence all intermediate products may hg}

cancelled out and the value of total production may ",

be obtained by summing all final products as defined

above,

23. These ways of deriving the totalvalue of produc- | |
tion are equivalent but their subdivision leads tothree 1
distinet classifications of this total. Ageregate value .
added may be subdivided to show the portion of total :
production originating in various producing units |
which may be grouped together by industry, by legal .
form of organization or by other insiitutional cafe- |

gories. The income shares which make up these values

added may be recombined to yield the aggregate of
each type of income generated in production. Lastly, |-

the total value of final products may be classified by

product to show the composition of the final output of |

the economy.

24. In order to apply the foregoing ideas, a definition
of producer is needed. As afirstapproximation it may
be supposed that transactors, that is the producingand
consuming entities in the economy, can be exhaustively
and exclusively classified as either enierprises or
households and that producers can be identified with
the former caiegory, Given this definition of producer,
it emerges that two types of final output may be dis-
tinguished. The first of these represent purchases by
households from enterprises and the second represents
purchases by enterprises which have notbeen charged
by them to current expense. The former is usually
termed consumption expenditure when viewed from
the standpoint of the households and the latier consists
of capital formation in fixed assets and stocks,

25, In other words the production boundary isdrawn
iy first separating households from enterprisesandby
then separating two types of purchases by enterprises,
namely those whichare and those which are not charged
to current cost. The boundary is drawn around the
production accounts of enterprises which contain all
sales but only the purchases of enterprises which are
charged to current expense. Sales which are not 5
charged flow across the boundary to households or t¢
the capital accounts of enterprises and are final pro-
duct. Sales which are so charged begin and end within
the boundary and are intermediate product.
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26, The distinction between enterprises and house-
holds isnot inall cases sulficientto draw a satisfactory
production boundary, In the simplest case, households
may buy direct services, such as domestic services,
from other households and it seems reasonable to
regard these services as part of production, This can
be done by recognizing a limited amount of production
within households. The household that buys the direct
services rendered by other households is thoughtof as
buying at cost, in its capacity asaconsumer, the direct
services from a production account to whichis debited
the cost of the services, This production account, like
any other, lies within the production boundary and
what flows out of it is part of final product.

27. In addition to this case, in which households
render direct services to each other, the separation of
transactors into households and enterprises raises
problems because of the existence of many other
examples of households engaging in activities which
it seems reasonable to regard as part of production.
For instance, farm households are not only households
from the consuming point of view but also enterprises
which engage in agricultural production. These two
aspects of their activity must be separated and this
may be done by setting up a production account to which
purchases and sales in respect of their productive
activity are debited and credited and a consumption
account to which is credited their income and to which
is debited their consumption expenditure, These house-
kolds usually produce agricultural products for their
own consumption as well as for the market and it is
desirable to impute a sale by their production account
to their consumption account in respect of the value
of the produce which they consume. It will be evident
that the costs incurred in producing output for home
-eensumption will have to be debited to the production
account in the same manner as the cost incurred in
preducing for the market, Consequently, the netprofit
shown on the debit side of the production account and
" fransferred to the consumption account will include
‘In addition to the net return on marketing a net return
~-also on the value of home consumed output,

-~ 28, In industrialized economies, in which monetary
‘exchange and the division of labour have progressed
far, the separation of households from enterprises and
the inclusion in total product of production for home
-fonsumption do not constitute important practical
;Problems in national accounting because by far the
:Breater part of production takes place for sale in the
. harket by enterprises which in most cases are clearly
: defined, In under-developed countries, however, the
Teverse is the case and so it is important to set up
Clearly defined rules for drawing the production
~boundary

2. The following rules have as their object the in-
sion in production of household activities that are
i 7Uearly akin to those which are usually undertaken in
i Merprises and the exclusion of those for which the
- Malogy with enterprises becomes tenuous and which
0 not lend themselves to any precise definition. It is
Venient in stating these rules to draw a distinction
Btween primary and other producers,

. In the case of primary producers, that is those
"gaged i agriculture, forestry, hunting, fishing,
Minng and quarrying, all primary production whether

exchanged or not and all other goods and services pro-
duced and exchanged are included in the total of pro-
duction. In the case of other producers, that is, those
engaged in all other industries listed in the Inter-
national Standard Industrial Classification, the total
of their primary production is included as for primary
producers. In addition there is included the total of
their other production which is exchanged together
with the unexchanged part of their production in their
own trade. As a result of these rules there is omitted
from production the net amount of all non-primary
production performed by producers outside their own
trades and consumed by themselves. Non-primary
production may be defined broadly as the transforma-
tion and distribution of tangible commodities as well
as the rendering of services.

31. These rules are in close agreement with the im-~
putation procedures used for industrialized economies.
The farming imputation made for such economies ac-
cords with the rules given for primary producers and
the rental imputation accords with the rules given for
other producers H account is taken of the fact that
home-ownership is regarded as a trade. In practice,
no other imputations of this kind are made since pri-
mary production and the consumption of their own
produce by non-primary producers is of little or no
importance.

32. The existence of government activity gives rise
to further problemsin drawing the production boundary
and these are solved in exactly the same way as for
households. Government engages in selling and pro-
ducing activities analogous to those which take place
in business enterprises and these activities are sepa-
rated from those of the general government by setting
up production accounts for them. General government
activities are treated like the activities of households.
The hiring of the direct services provided by civil
Servants and members of the armed forces involves
the setting up of a production accountasin the case of
households. The capital formation by general govern-
ment is treated in the manner described in section 1
{c) of chapter V.

33. A production account similar to that for civil
servants and members of the armed forces is not set
up for the lenders of funds to general government. If
this were done the product originating in general
government would become dependent on past and pre-
sent methods of financing government expenditures.
This would be inappropriate since it would result in a
concept of product at variance with the concept adopted
for enterprises. In the caseof enterprises, the concept
of product depends on the difference between output
and input and is therefore invariant to the method of
financing adopted, Interest on consumers’ debt is
treated in the same way as intereston the public debt,

34. The production boundary must also be defined
with respect to private non-profit institutions although
quantitatively the activities of these institutions will
usually be of comparatively minor importance, The
treatment in this case is the same ag that adopted for
households and government,

35. In drawing the production boundary no distinction
has been made so far between legal andillegal opera-
tions. It is proposed to include in production only
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activities in which the receipts are obtained with the
unenforced consent of the payer. Distributive activi-
ties in black markets would form part of production
under this definition while the proceeds of thievery
would, in accordance with the usual treatment of
illegal operations in the concept of national product,
be excluded.

36. Once the boundary has been drawn around the pPro-
ductive system the region within it can be further
subdivided in various ways. One of these is by the
industry in which the production originates and this
is the probiem of industrial classification which is
considered in section 5 (b) of this chapter,

{b) Intermediate and final products

37. Once the production boundary has been estab-
lished for an exchange economy certain flows will be
found to cross the boundary. Those which flow out of
the region could be said to make up the constituents of
final product. The concept of final product which would
be obtained by taking these transactions will not be
altogether satisfactory because the production accounts
of actual enterprises will not necessarily show just
the flows which it is reasonable to regard as passing
the boundary. For instance, coal mining companies
sometimes provide free coal to their employees
which, however, they do not show as part of wages
but instead as coal consumed in interaal operations,
Since from the standpoint of the miners it is reason~-
able to assume that the free coal which they receive is
part of their consumption, an imputation of sales of
coal to miners by the mining company is made in the
production account matched by a corresponding flow
of imputed wage paymentis in the opposite direction.
As a consequence the free coal received by miners
flows across the production boundary and intermediate
products are converted into final products, The sum
total of final products is thus made larger by the
imputation.

38, In principle the converse of this situation may
arise and products actually crossing the production
boundary, and hence constituting final products, may
be deemed to represent intermediate products. For in-
stance, under certain contractual agreements, miners
are required to purchase working tools such aslamps
and explosives out of their monetary wages. It would
be reasonable to regard these expenditures as direct
business costs. This would involve a downward adjust=
ment in the wage payments of the mining company
and a corresponding upward adjustment in its inter-
mediate purchases. As a consequence the sales of
working tools would cease to flow across the preduc-
tion boundary and would be channelled directly to the
production account of the mining company. In this
instance final products would be converted into inter-
mediate products by the impuiation and the sum total
of final producis would be diminished. In practice,
imputations of this type are rarely made in national
accounting.

39. As a general rule these types of imputation in
national accounting are confined to cases in which a
clearcut benefit, supplementary to monetary wages,
accrues to employees and to the opposite cases in
which parts of wage payments must be diverted to
purchases that have obviously no direct utility to the

Wwage earners. No allowance is made for the br
range of business costs which coniribute to the ame
ties of working life such as better sanitary condif,
in factories, Similarly noadjustmentsare made for
fact that many expenditures by consumers, such gy
expenditures ,on the journey to work, contaiy 1
element akin to business expense, -

40. In the case of government similar problemsg ari
when expenditures of use to business are provideqd
the government. These expenditures appear as fj,

products even though it might be possible to regayy

Instance, seeq -
fertilizers and other supplies given free of charge {5
farmers through agricultural experiment stationg

them as intermediate products. Tor

might be treated as intermediate products by replacing
the government purchases of these
imputed subsidy to farmers. The production account
of farmers would then be deemed to buy directly frop

products by ap

business the products actually bought by the goverp. | .

ment. It is difficult to think of quantitatively imporfay; -
cases in which a clearcut separation of the businegs |

element in government services could be made and i .2

practice such imputations are not attempted in natiopg]
accounting.

41, So far the distinction between final and interme- :

diate products has involved the precise definition of
consumption expenditures. Similar problems are en-
countered in distinguishing capital formation from
intermediate production. These involve no new prin-
ciples and will be discussed in section 3 {b} of this
chapter,

{c) Gross and net concepts

42. Fixed capital used up inthe process of production
has not been included so far in the commodities pur-
chased by production accounts in the different indus-
tries, Consequently product has been defined only ona
gross basis, that is, before any provision for the con-
sumption of fixed capital, Since this consumption is
similar to the consumption of raw materials and the
like, it is desirable to have a concept of net product in
which a provision for the consumption of fixed capital
is deducted from the gross total,

43. In a stationary economy, in which the quantity of
fixed assets in use remains the same and does not
change in quality, these provisions can be defined §¢
that in each year they are equal fo the replacement
needed. In an economy, however, in which the steck
of assets is changing in gquantity, it is not equally
simple to setup corresponding rules and if the rules
appropriafe to'a stationary economy are applied it may
be found that the provision will no longer be equal to
the required replacement. The problem of defining pro-
visions for the consumption of fixed capital are further
complicated in an economy which is characterized by
changes in demand or by technical change whichleads
to obsolescence and the replacement of assets by
different assets,

44. It seems reasonable to make these provisionson
a straight-line basis with reference to the expected
economic lifetime of the different kinds of fixed asset.
It will be found that this rule may result in excessive
provisions when the volume of fixed capital increases
or when assets are repldced by more efficient types of
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asset. No means have been found of stating general
rules in such cases. No provision should be made for
unforeseen obsolescence, which should be treatedasa
capital loss,

45. Charges made for the depletion of exhaustible
patural respurces are not included in the provisionsfor
the consumption of fixed capital, The only items with
respect to these resources which enter capital forma-
tion are the construction and equipmentused in making
them available. Provisions for the consumption of these
items should be made according to the rules just given,
but further provision for the consumption of the irre-
placeable resources themselves should not be made
in national accounting,

(d} National and domestic concepts

46. If the production accounts of all domestic pro-
ducers are consolidated, the resulting total will
measure the production taking place in what is called
the domestic territory of the country. Some of the value
added in this production accrues to foreign suppliers
of factor services rather than to normal residents of
the country. These residents derive, in addition to
income which accrues to them from domestic produc-
tion factor, income from abroad, If the totalof domestic
product is adjusted for these external flows of factor
income by subtracting the outward flow and by adding
the inward flow there results a total termed the na-
tional product, This tota] refers not to production
originating with the territory but to the total of pro-
duction all over the world attributable to factors of pro-
duction supplied by normal residents of the territory,

47, As an alternative formulation of the definition of
domestic product given in the preceding paragraph,
domestic product can be defined as the product attri-
butable to factor services rendered to resident pro-
ducers. Factor services rendered to resident pro-
ducers of the given couniry when they are located
abroad, Including resident institutions functioning
abroad, are included in domestic product. Domestic
and national product can thus be defined in analogous
terms: domestic product as the total of production
attributable to factor services rendered to resident
Producers of the given country; national product as
the total of production attributable to factor services
Supplied by residents of the given country,

48, The domestic territory of a country is here
defined to exclude overseas territories and possessions
ind to Include, in addition to the territory lying within

3 political frontiers, ships and aireraft operated by
Uomestic carriers even while in theterritorial waters
| Y another country or intheair aboveit, The operation
9 ships on time-charter should be treated as ap
enterprige activity of the country in which the ships’
Operatorg are resident, the value added in production

that enterprise being net of the charter fee paid to

¢ ships' owners. This charter fee would constitute

. payment for g non-factor service produced in the
Lountry of the owner. The ships involved would remain

Fart of the domestic capital of the countries owning
- M. The construction of buildings for use by embag-
_'5 ©8, consulates and international governmental agen-

in similar fashion remain
capital,

part of domestic fixed

49. In the case of concerns operating in several
countries, complicated problems will often arise in
allocating their activities to different territories and
in deciding what part of their profits accrue to resi-
dents. The principle adopted here in conformity with
the practice of the Internationat Monetary Fund, is
that production and the income arising therefrom
should be ascribed to the territory in which the pro-
duction takes place » €osts and proceeds being caleulated
as if the concern in question bought or sold at market
prices even if, in fact, some part of what it receives
from, or transfers to, other unitg of the complex of
which it is a member is omitted from its records or
entered only at a nominal value, Commercial agencies
transacting business for foreign principals should be
treated as resident institutions of the country of loca-
tion when the agencies’ transactions are for their own
account. When they act as agents for account of g
foreign principal the transactions would be ciassified
according to the country of the principal rather than
according to the country of the agencies, Where trans-
portable assets, such as ships or aircraft, are owned
and operated jointly by a number of countries, an allo-
cation should be made according to the participation
of each country inthe financial capital of the enterprise,

90. 'The profits of branches and of subsidiaries in
which the parent holds 100 per cent or near 100 per
cent of the share capital, whether distributed or un-
distributed, should be credited to the parent concern
but only the distributed profits of cther subsidiaries
should be so credited. In the case wherea subsidiary,
or branch is directed from abroad the income to be
ascribed to the country in which it is located should
be reckoned after charging the appropriate proportion
of head office expenses.

51. The term resident, which will include both indi-
viduals and institutions such as government agencies,
Corporations and non-profit inst_itutions, isheredefined
in the manner adopted by the International Monetary
Fund. Thus tourists or commercial travellers of a
given country travelling abroad are treated as residents
but citizens of a given country whousually live abroad
are not. The official diplomatic and consular repre-
sentatives of a given country, including members of
official missions and members of armed forces sta-
tioned abroad, are to be considered extraterritorial
by the country in which they are locatedand therefore
as residents of the given country, They are considered
to contribute to the domestic product of the countries
in which they are residents, Wages and salaries paid
to locally recruited staff of foreign diplomatic and
military establishments are regarded asfactor income
paid by these establishments and the corresponding
factor services would be included in the national byt
not the domestic product of the country of location,
Civil servants of the metropolitan countries who are
engaged in the general administration of associated
territories and who are located in these territories
should be treated as residents of thege territories,
Payments made by metropolitan governmentg to such
civil servants constitote international transfers,

§2. International agencies, such as political, ad-
ministrative or financial organizations in which the
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members are governments, are not treated as resi-
dents of the country in which they are located. It is
convenient, however, to treat the permanent staff of
these agencies as normal residents of the country
in which the organization is located. Wages and
salaries paid to the permanent staff are repgarded as
factor income paid by the international agencies, The
wages and salaries paid would thus be included in the
national but not the domestic product of the country
of location,

53. In practice, many unimportant borderline cases
are likely to arise in which it is difficuit to decide
whether a given individual is tobetreatedas a normal
resident or as a foreigner. In such casesit is difficult
to give exact rules and an elemént of convention is
unavoidable. Where this situation is encountered, the
same treatment should be adopted as is used in sub-
missions to the International Monetary Fund.

(e} Market valuation

54, Production should as far as possible be valued at
market prices, Thus the monetary purchases of house-
holds are valued at the prices actually paid and the
same is true of purchases by private non-profit insti-
tutions, general government, and purchases on capital
accounts. In the case of non-monetary transactions,
that is, barter and production for own use, the prices
to be applied are those at whichthe producer sells, or
if he does not sell, those at which producers of similar
products sell in the same or neighbouring localities.
I producers provide their employees with goods and
services which they do not produce themselves these
should be valued at the price paid by the employer for
them.

56, Minor modifications have sometimes to be made
to these general rules, For instance, it is convenient
to value own-account construction at the cost to the
enterprise undertaking it exclugive of the profitmargin
which might be realized by a contractor producing a
similar product. This profit margin will ultimately be
reflected in the profit obtained from the main business
of the own-account constructor. Further problems
arising in the valuation of capital formation are dig-
cussed in section 3 (b} of this chapter,

96. The valuation of illegal operations does not in-
volve any new principles but is likely tolead to practi-
cal difficulties owing to the clandestine nature of these
transactions.

(f} Market prices and factor costs

57. In a system in which there are indirect taxes
and subsidies the market vaiue of all final products
will exceed the total of incomes accruing to the
factors of production by the excess of indirect
taxes over subsidies. In these circumstances it
is convenient to value final products at market
prices, that is to say, inclusive of indirect taxes and
exclusive of subsidies, since these are the prices
actually paid by the final buyers. It would be possible,
in principle, to value final products at factor cost but
it is more interesting to adopt this procedure in the
classification of production by industrial origin. The
reason is that in this way the distribution of the ser-
vices of factors of production can be approximated
more closely since, in competitive conditions at any

rate, it is reasonable to suppose that indirect taxeg
influence relative market prices rather than factoy
incomes. This, indeed, is the object of making {p,
distinction between indirect taxes and subsidies onihy
one hand and direct taxes and transfer payments o,
the other. This distinction, which improves the in. o
variance of the concept of factor income with respegl -
to changes in the tax structure, is not immediately'ii

applicable as a criterion for classifying taxes and

in many
cases it would not result in an exclusive classificat}oa g

government grants to producers because

of all taxes into one category or another, Accordinglyl'- ;
the following definitions are adopted, :

58. When paid by business, indirect taxes are thosg
chargeable to business expense; when paid by indivig. o -

uals these taxes are those not levied regularly on in. | 5
come or wealth, and in the assessment of whichnp .

account is taken of the personal circumstances of the J .

taxpayer,

59. In principle, subsidies may be defined as negative 3 :

indirect taxes which contribute fo factor incomes *f . ;

although they do not enter into market prices, In

practice all current grants toproducersare treatedas |:
subsidies because it isdifficult todistinguish subsidies |

from transfer payments i the latter are made to
enterprises,

3. THE USES OF TOTAL PRODUCT

(a) Ultimate uses and the production boundary

60. Once the production boundary hasbeendrawnang
final products have been distinguished {rom inter-
mediate products, the concept of final use as it is
understood in national accounting has been defined,
The goods and services bought by final buyers may
be combined by them indifferent ways to serve various
purposes. If it were thought desirable to include these
activities in production it would be necessary to extend
the region inside the production boundary so that these
further activities would fall within it. Such an extension
of the production boundary is not attempted in national
accounting because clearcut general criteria have not
been found. The distinction that is made is, however,
of interest because it results in a concept of produc-
tion that islargely invariant to changes in living habits.
This is so because, under normal circumstances, the
amount of factor services available inside the produc-
tion boundary asdefined in this wayisto a considerﬂb}e’
extent independent of the amount and type of activity
going on outside it.

(b} The distinction between consumption
and capital formation

61. The two basic uses of production, namely con-
sumption and capital formation, were briefly introduced
in section 2 (a} of this chapter. The fundamental dis-
tinction is between final product used up in the period
of account and firal product the benefits from which
accrue partly in the future,

62. Capital formation is confined to tangible asgets in
national accounting. Services, such as education, re-
ceived by individuals are excluded, even though their
benefits are realized at a later date, becauge human
beings are not treated as capital assets. Expenditures
by business the benefits from which may be expected
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to accrue in the future but which are not embodied in
tangible assets, for example expenditure on anadver-
tising campalgn or that associated with long-term
research and development, are conventionally excluded
irom capital formation.

63, Capital formation can conveniently be discussed
gnder the headings of fixed capital formation and stocks,
Fixed capital formation includes the value of the pur-
chases and own-a&ccount construction of fixed assets
(land and buildings, civilian construction and other
works, machinery and equipment) by enterprises,
private non-profit institutions in their capacity as
landowners and general government. Changes in stocks
of purchased materials, work in progressand finished
products are included in capital formation if they are
held by enterprises or aspartof the stockpiling opera-
tions of general government, Durable goods other than
construction acquired by households are excluded from
fixed caplital formation. The whole of the change in
stocks held by households, private non-profit institu-
tions and general government is exciuded with the ex-~
ception of the change in the stockpiles of general
government just referred to. These excluded items will
in all cases appear as consumption expenditure andas
in the case of all other consumption expenditure their
further use is not taken into account.

64. It would be desirable to adopt 2 more compre-
hensive and uniform treatment of capital formation
especially in the general area of durable goods ac-
quired by households, but lack of statistical information
makes such an extension impracticable at this time,

5. Capital formation like all other product flows is
valued at market prices. The application of this rule
gives rise to certain problems in the case of own-
account construction, consumption of fixed assets and
the treatment of stocks, Own-account construction, as
explained in section 2 (g} of this chapter, is valued at
the cost incurred by the transactor undertaking the
tonstruction. Provisions for the consumption of fixed

capital are valued at current market prices, This in-
_volves a valuation of the physical components of the

Provisions for the consumption of fixed capital already
described, These are expressed in terms of apropor-

{ tion of the assets that are being used up in production
and should be valued in terms of the current market
:PFices of thege assets.

; _66. Depreciation charges include charges for fore-
©5een obsolescence since they are based onthe concept

of the expected economic lifetime of the assets, In addi-
tion, provisions for the consumption of fixed capital
Include charges for accidental damage which should

"-_.he determined by reference to the unexpired lifetime
“0f the assets and valued at the current market prices
- such assets.

.. 87, Gross additions to stocks are valued at purchase
i Price or at cost to the producing enterprise if internal
| Plocessing of these stocks is involved. Stocks with-

Srawn and charged to current expense are valued at
furrent market prices or at current costpricesin the
ga_se of internal processing. This method of inventory
Cﬂounting ensures that whenever a stock is either
%0ld or withdrawn and used in production a charge will
p': Made in the production account that is sufficient to

"Ovide for its physical replacement at current prices.

In this way the provision for replacing stocks is
identical in concept to that made for the replacement
of fixed assets through the valuation of provisions
for the consumption of {ixed capital at current prices,

68, In periods in which the physical volume of stock
is increasing the proposed method of inventory ac-
counting is identical in principle to the last-in-first-
out method because the items last purchased by the
inventory account are purchased in the currentperiod
at current market prices. The method proposed ap-
plies the principle of current vaiuation alsoincircum-
stances in which the physical volume of stocks is
falling. Application of the last-in-first-out method
under these circumstances, however, results ina valu-
ation of inventory consumption at original cost asdoes
the first-in-first-out method and as also does, in the
cage of {ixed capital formation, the original costbasis
of valuing the provisions f{or the consumption of fixed
assets.

69. As in the case of other adjustments of the pro-
duct flows discussed in this chapter, the proposed
treatment of net fixed capital {formationand the change
in stocks calls for corresponding adjustments on the
income side of the production accounts. In this case
the adjustments will affect the concept of profit.

{c} The treatment of an open economy

70. In an open economy the concept of final product
is not exhausted by consumption and capital formation,
Exports represent an additional demand which is{inal
from the standpoint of the exporting country. Simi-
larly intermediate products are no longer confined to
purchases from domestic production accounts but will
include all goods and non-factor services imported
from abroad,

4, THE FINANCE OF PRODUCT FLOWS

(a) The finance of final products absorbed
by an econgmy

;

71. The final products absorbed by an economy con-
sist of consumption and capital formation. The expendi-
tures of individuals and institutions for these purposes
are basically financed out of the incomes which arise
in the preoduction of these products. Actually, how-
ever, this circular {low of incomes and expenditures
forms a complicated network of commodity and money
flows determined by the structure of the economy.
This process may be studied by an analysis of the
actual transactions into which all individuals and insti-
tutions of the economy have entered during a certain
period of time. Such a study will, of course, not reveal
the casual relationships in the process of income gen~
eration but will only show the actual receipts and
disbursements of individuals and others during the
period. The financing of expenditure on {final pro-
ducts described here shows consequently only the
sources of finance as they are manifest in the actual
records of the transactors. It is convenient todiscuss
these financial flows by considering in turn private
consumption expenditures, general government con-
sumption expenditures and capital formation.

72. The finance of private consumption expenditure,
If the immediate finance of thezse expenditures is con-
sidered it is apparent that households have three main
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sources of finance available for all purposes, These
are the incomes they receive from their participation
in productive activity, transfers which they receive
from other parts of the economy and borrowing,

73. Since the expenditures on final products were
classified into consumption and capital formation it is
appropriate to consider separately the finance of these
two types of expenditure. This involves drawingadis-
tinction between current and capital receipts. The
former includes the incomes derived from participa~
tion in productive activity and also transfers received
in so far as they may be said to take the place of or to
suppiement such income. Transfers which would be
included in income under this definition are, for
example, unemployment and health insurance bene-
fits, public assistance, old-age pensions, payments to
veterans and family allowances paid to the general
public. These transfers are distinguished from factor
income payments in that they are not paidin exchange
for the rendering of factor servicesin current produc-
tion, -

74. The sum of these two fypes of receipt constitutes
the income of households, The whole of itis not avail-
able, however, for consumption or saving since house-
holds make, as well as receive, transfer paymentsg, for
instance in the form of direct taxes regularly levied
on income, If these outgoing transfers are deducted
a net amount is reached which is termed disposable
income and is available to finance consumption. If the
whole of it is not spent on consumption a surplus will
result which is termed saving, If there is an excess
of consumption over disposable income the resulting
deficit is termed dissaving.

75. The finance of general government consumption

expenditure. Whereas households usually receive the
greater part of their income from participation in eco-
nomic activity, general government usually receives
only a small amount from this source and depends for
the greater part on taxes transferred from the private
sector of the economy. In analogy with the treatment
of households the sum of these two items may be re-
garded as the income of general government from
which outgoing transfers may be deducted to yvield a
total available to finance general government con-
sumption expenditure, The balance, positive or nega-
tive, is termed the saving or dissaving of general
government,

76. The finance of capital formation. For the nation
as a whole, domestic capital formafion isfinanced from
four sources. The first of these is the saving of the
nation which comprises the saving of households,
private and public corporations and general govern-
ment. The second source is the provisions for the
consumption of fixed capital which are charged as
expenses in production accounts. The third source is
the borrowing by the nation from abroad, Internal
borrowing by one sector from another cannot con-
tribute net to the finance of domestic capital formation
as a whole since it is in each case matched by lending
by another sector and the pairsof lending and borrow-
ing items will cancel out. The final source is what are
here called international transfers, that is to say,
transfers such as reparations, economic aid and the
net inflow of migrants' capital. The sum of the last two
sources is equal to the deficit of the nation on current

account, that is to say, to the excess of imports g
factor incomes and current transfers paid abpg,
over exporis, factor incomes and current frangfs
received from abroad,

7. As in the case of borrowing,
may take place between two sectors of the eCconomp

These transfers cancel out and do not provide a pg

source for the finance of total domestic capital formy;
tion aithough they may of course contribute to gy,
finance of capital formation in individual sectorg,’
Examples of such transfers are capital levies, esta,’
duties, war damage payments and grants for capity)’
development,

(b) The aggregation of financing flows

78. So far only the immediate sources of financefoﬁ

the different types of expenditure onfinal producthaye :{
been considered. The ultimate sources from whichthig |
finance is derived can be seen clearly H the immediate
sources of the finance of consumption and capita] |
formation are consolidated, In such a consolidation all ]
transfers between households and government cancel
out and what remains falls into two main categories, |
The first is derived from production and is equalto -} ¢
the sum of factor incomes, indirect taxes less subsidies -

and provisions for the consumption of fixed capital
which in turn is equal to the value of production,

that is the gross domestic product at market prices,

described in section 2 above. The second is derived
from the rest of the world and is equal to the sum
of the net factor incomes, net international transfers
and net borrowing accruing to the nation,

5. THE CHARACTERISTICS OF A SYSTEM OF
NATIONAL ACCOUNTS

(a)} Criteria for classifying transactions

79. It will be evident from what has been said above
that there are certain relationships between the con-
cepts that have been formulated in defining total pro-
duction and its uses and the accompanying flows of
finance. For instance, value added in the different
industries equals the total value of final productionand
in a closed economy this total in turn equals the sum
of consumption and capital formation, These relation-
ships suggest that it may be worthwhile to record all
transactions that take place in the economy by means
of a comprehensive accounting system. The principles
underlying the construction of such a system are dis-
cussed in the remaining part of this chapter.

80. In drawing up such a system three main criteria
for classifying transactions are adopted. First, trans-
actors are grouped into different sectors. Second,
different forms of activity are distinguished, Third,
different types of transaction are kept distinct, Each
of these criteria of classification must be discussed
in turn.

(b} The sectors of the economy

81. First, transactions are entered into by various
types of transactor and since these are very numerous
and fall into broadly distinguishable classes, it has
been found useful to group them together into distinct
sectors, such as enterprises, households, and general
government, and to establish a separate set of accounts

capital transiera.

——
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or each of these sectors. This broad grouping of sec-
ors could be extended by increasing the number of
.lasses within each group which are regarded as dis-
inct. For instance the enterprise sector could be
subdivided by industry, by legal form of organization
ind in many other ways. Similarly households could
se further subdivided, for instance by the size or by
heir principal source of income. General government
spuld be subdivided by type of authority, such as
-entral, state, and local government,

82. The definition of the three basic sectors is as
lollows:

{1} Enterprises include all {irms, organizations and
institutions which produce goods and servicesfor sale
at a price intended approximately to cover the cost of
production. The class of enterprise includes the
following categories:

{a} All unincorporated private enterprises such as
farms, retail shops, craftsmen established on their own
ageount and independent professional men.

{b) All households and private non-profit institutions
in their capacity as landlords of dwellings whether
or not they occupy their own properties,

{c) All private corporations other than private non-
profit institutions serving households. It will be con-
venient to include enterprises organized on a co-
operative basis in this group.

(d) Non-profit institutions serving enterprises, for
example, different kinds of associations and research
units which, while not principally engaged in commer~
cial activity, are established by particular branches of
husiness in order to increase their efficiency ortheir
earning capacity., These institutions are included
among enterprises even though they are not covered
by the general definition above.

{e) A1l public enterprises, that is, in general, all
enterprises as defined above which are owned or con-
trolled by public authoriiies, Where public enterprises
are permanently subsidized, they should be shown as
receiving subsidies, not as incurring business losses.
Many public enterprises such as nationalized indusg-
tries, the post office and local authority housing
estates, are clearly recognizable but it is convenient
to include in this category certain other government
agencies the enterprise character of which is less
tlear, These are government agencies which provide
services to other government agencies of akind which
ire ofien provided by private enterprise and which are
established independently of the agencies which they
Service. Examples are munitions factories, repair
shops for motor vehicles and navy dockyards. I such
fctivities are undertaken exclusively for another
department they will be included here only if they do
Wt form a minor part of a general government agency,

s rule also applies to government printing and
PMublishing establishments whichare only included here
i working independently of other individual govern-
Zent agencies. The operation of public hospitals and
Schools will in general not be included among enter-
brise activities.

: 53_- For certain purposes it is convenient to make a
Istinction in "public enterprises®, between govern-
H?ent énterprises and public corporations,

Government enterprises include all public enter-
prises which are financially integrated with general
government and do not keep their own reserves apart
{rom working balances.

Public corporations include, in the first place, cor-
porations formally established and regulated by public
law, their shares being wholly or mainly owned by
public authorities and their management mainly chosen
by public authorities. In the second place, private
corporations should be included if they can be con-
sidered to he controlled by public authorities. The
borderline between private corporations, as the term
is used here, and government-controlled corpora-
tions must, therefore, often be arbitrarily drawn be-
cause of the vagueness of the concept of control,

84, Generally, government ownership of a predomi-
nant part of the shares will be a decisive criterion,
In view, however, of the many forms in which a govern-
ment may exercise control over business enterprises
it is hard to provide a single criterion suitable for all
cases buf the important factor isan effective influence
in all the main aspects of management and not merely
such influence as is derived from the use of public
regulatory powers of a general kind.

85, (2) Households and private non-profit institutions
comprise all individuals who are normal residents
and private organizations, whether or not in the form
of corporations, such as associations, clubs and
foundations, which are not established primarily with
the aim of earning a profit and are not mainly render-
ing services to enterprises. The institutions included
here are maintained principally through fees anddues
from members and grants from enterprises, house-
holds and government, In addition, however, they will
frequently obtain revenue from the direct saleg of
their services in such forms as fees to private hos~
pitals and schools, and sales of publications,

86, These ingtitutions include organizations such as
trade unions, charitable bodies, clubs and non-pro-
fessional sperts associations purchasing goods and
services only on behalf of their members, private
research ingtitutions (not serving business)and certain
private schools, universities and hospitals,

g1, Pensiar; funds set up for employees of either
enterprises or government are also included in this
sector.

88. (3) General povernment comprises government
agencies, whether central, state or local, which under-
take all forms of activity, for example administra-
tion, education, defence and health services, other
than those performed by agencies included inthe cate~
gory of government enterprises. The function of general -
government is to organize for, but not normally to
sell to, the community those common sexrvicesg which
cannot otherwise conveniently and economically be
provided and to aet as the administrative agency for
the economic and social policy of the community.
These agencies of government are included independ-
ently of their treatment in the actual government ac-
counts and it is immaterial whether they are accounted
for in ordinary or extraordinary budgets or in extra-
budgetary funds.
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89. It is convenient to include here, in addition to
government agencies in the narrower sense, social
security arrangements, (excluding pension funds) even
if they are not already formally part of government,
if their activities may e regarded as an instrument
of the social policy of the government. This will be the
case with schemes imposed by government which
involve compulsory contributionsby employees and/or
employers and in which the whole community is in-
cluded, though possibly subject to certain exceptions,
Irrespective of occupation or industry. Even if a
scheme does not fulfil these conditi/ons it may never-
theless be found useful to include it'in the government
sector particularly if, by way of public regulation and
supervision or by virtue of the existence of a system
of government grants, the scheme clearly forms part
of the socialpolicy of the government. Similar schemes
organized by private initiative are excluded, while
schemes run by the government for its own employees
are included with other government agencies.

80, If any sector ig further subdivided it may be
found difficult to allocate each transactor included in
it exclusively to one of the possible subdivisions, In
the enterprise sector, for example, a manufacturing
firm may also be engaged in retail trade and its ex-
clusive allocation to manufacturing or trade may be
inappropriate, In these circumstances the boundary
between the different types of production that are to
be distinguished does not coincide with those of the
firm and it becomes necessary to set up separate
production accounts for those activities combined in
one firm which belong to separate categories of the
proposed classification. In making an industrial classi-
fication of total product it is usually sufficient in
practice to take establishments (rather than firms) as
the elements to be classified. This is so because
establishments are engaged in more homogeneous
types of activities than are firms. It may be found
that the activities of a single establishment are classi-
fiable into more than one industrial division. In these
cases it would be desirable to distinguish further
among the various departments of the establishment,
The construction of separate production accounts for
the departments of an establishment which is implied
in this procedure is usually a difficult matter. Since
it is not thought that inpractice sodetailed a principle
of classification can be generally adopted the prob-
lems which would result in its actual application are
not discussed here.

91, Similar classification problems arise if other
sectors of the economy are further subdivided, For
instance, if households are classified according to
size of income it becomes necessary to define the
precise concept of the family.

(¢} Forms of economic activity

92. Three major forms of economic activity, pro-
duction, consumption and capital formation, must
be distinguished, Corresponding to each of these
activities an account is set up for each sector. In
addition, as will be seen, it is convenient to set up
a fourth account for each sector into whichare entered
its external transactions, that is, itstransactions with
all other sectors.

93, The logic of this arrangement of accounts y
their content is as follows:

(1) The production account of a sector shows {
revenues and expenses connected with its Produsty
activity, On the credit side it shows the '
ceeds (including the value of production for owy s
and subsidies accruing to the sector including
item for the value of the physical increase of stop
held by the sector. On the debit side it shows t
expenses of production consisting of materialg o
chased {rom outside the sector, the values of materia)y:
produced for own use, indirect taxes and provisions:
for the consumption of fixed capital. The remaini
item on the debit side is the net value added by ty
sector which in turn is equal to the factor incoms
generated in the sector. This amount represents thy’
gain of the sector as a whole from its productive zel’
tvity, In this gain is included compensation of em..

ployees and operating surplus. The latter includeg

interest, net rent and operating profit, The gainof thy
sector as a whole is transferred to 5

(2) The appropriation account, In addition to the gaix;

from productive activily the credit side of this ac.'|
count shows for the given sector income from invest-{ &
ments and current transfers from other sectors -
cluding the sectors of other countries. On the debit .
side this account shows the appropriation of this tota] -

to current outlays which may be income payments, cur- | i
rent transfers (including those in respect of direct
taxation) and consumption or to saving. This saving |

is transferred to

(3) The capital reconciliation account of the sector

which also receives on its credif side the provisions {

for the consumption of fixed capital transferred from

the production account of the sector together with |

capital transfers and borrowing from other sectors
including the sectors of other countries. On the debit
side of this account there appears the capital forma-
tion of the sector together with the capital transfers
it makes and its lending.

{4) The external account of the sector contains as
credits all the debit items of the other zccounts of
the sector which are not also credit items of one of
those accounts, In a complementary way it containsas
debits all the credit items of the other accounts of
the sector which are not also debit items of one of
those accounts,

{d) Types of transaction

94. The object of setting up a system of national ac-
counts is to group transactions in such a manner as
to give a meaningful picture of the structure of the
economy. To a large extent this has been achieved by
the division of the transactors in the economy into
sectors and by the establishment of a2 common set of
accounts for each of them. In this manner all flows
between different pairs of accounts are distinguished
from each other. No further distinctions are made,
however, by this means among transactions between
and given pair of accounts although they are needed
in many instances. Such distinctions could be made
by increasing the number of sectors or of types of
account. To achieve these further distinctions in this
manner would, however, defeat the object of pro-
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yiding a concise presentation of the economic struc-
ture. It is more convenient to obtain the desired addi-
tional information by a further listing of types of
transaction to be kept distinct. For instance, even
in & most general set of accounts it is desirable to
distinguish between transactions involving goods and
gervices, those representing the purchase of financial
claims, and transfers to which no guid pro quo cor-
responds. In addition to these basic distinctions cer-
tain supplementary classifications are necessary, No
general principles can be suggested but many appli-
cations can be found in the standard accounts and
tables in the next two chapters,

(e} The basis of recording transactions

95. The transactions which reflect economicactivity
do not generally occur at one precise moment but
stretch over a period of time and might be recorded at
any one of a numnber of stages, Thus in the case of sales
the change of ownership, the delivery of the poods,
the presentation of an account and the receipt of the
amount due may occur at moments separated by con-
siderable lapses of time. If all these operations always
gecurred during a given accounting period their would
be no need to choose oneparticular stage in the trans-
action as the basis of record. As ithappens, however,
many transactions are begun but not completed within
a single accounting period.

96. The general rule adopted here istorecord trans-
actions at the moment when 2 sum of money, or the
eguivalent, becomes due and assignable in respect of
obligations to, goods sold or services rendered by, an

. enterprise, institution or person. The magnitudes ap~

pearing in the system must therefore in principle be
considered not as actual payments and receipts, but
as flows of payables and receivables, Ordinarily the
majority of these payables and receivables will have
been matched by payments and receipts within the

{ period. It is only the debtor and creditor positions at

the accounting dates which affect the adjustment to a

1 receivable-payable basis.

97. The procedures adopted in applying the above

4 “principle need to be elaborated further, In the case of
1. transactions in goods and services a payable is deemed
7 toarise atthe dateat which the property legally passes
7. and need not {though it usually will} involve an actual
. delivery; for example, property may pass althoughthe
17 seller agrees temporarily to store the goods for the
1. ‘tuyer. In the case of foreign trade in particular many

difficulties will arise in recording transactions on a
eCeivable-payable basis, Statistics of imports and ex-
orts are, in fact, made at the moment of compliance
%ith customs formalities for final admission into the
ountry or final exit from the country, When no other
nformation is available it does not seem unreasonable

5 ._;”tﬁ tonsider these statistics as an approximation tothe
1. Information required, Equally, when equipment takes
g4 §0ng time to construct, as in thecase of heavy elec-

Tlcal equipment or ships, the increase in the value of
¥ork under contract for buyers abroad which is un-
Inished at the end of the accounting period will be
tcorded as a positive item in the capital reconcilia-
o account of the producer.

98, Thig treatment, which differs from that adopted
" the case of similar work in progress for normal

residents (explained in section 1 (¢} of Chapter V
below), is not affected if the buyer tsunder an obliga-
tion to make progress payments inadvance of delivery
and such payments are treated simply astrade credits,
The converse case in which the buyer is not obliged to
pay until a period following the date of delivery in-~
volves, if the date of delivery and of payment fall into
different accounting periods, a trade credit advanced
by the seller to the buyer. It is convenient to treat
hire-purchase in the same way even if in this case the
ownership of the goods does not change until the last
instalment has been paid,

99. In many cases, such as standing charges, rents
and local property taxes, obligations arise to which a
time period is attached. The usual practice is to ap-
portion the liability to different periods by reference
to the time involved.

100. In the caseof indirect taxes an obligation usually
arises at some clearly stated point inthe manufacture
or sale of the goods. This point of time may differ
slightly from the time at which payment is due to the
government but the discrepancy involved is not likely
to be large. In the case of certain subsidies the same
is true but examples arise where the position is less
clear. An important case is that in which the subsidy
takes the form of a difference between the buying and
selling price of a government trading service. In this
case the subsidy is deemed to be payable to the govern-
ment trading service at the date when the goods enter
its inventory. This treatment implies that such in-
ventories are valued at the selling price charged by
the trading service to the buyer.

101, Other transfers do not as a rule give rise to
much difficulty, In the case of social security obliga-
tions, for example, a time element isusually attached,
benefits are frequently payable on a weekly basis. A
difficulty, often a very complex one, however, arises
in the case of direct taxes and especially income tax.
Here several dates can be distinguished; for example,
the dates of earning, of assessment, of demand and of
payment. The position is complicated by the {act that
assessment is frequently based on the earnings of a
preceding year and that demand is made at the begin-
ning of the year {ollowing assessment, In principle it
would be possible to consider the tax payable at the
date of the earning of income but in practice this would
be difficult and would involve a corresponiling change
in the accounts of the government sector, Accordingly
it is proposed here that taxes should be recorded as
of the date when they are due tobe paid without penalty,
but it would be useful to calculate an addition to tax
reserves, included as part of saving, which allowsior
the difference (modified where necessary by past ad-
justments needed, for example, where rates of taxa-
tion have been changing) between the liability at cur-
rent tax rates on the current earnings of the period
and the amount demanded by the tax authority in the
period. Similarly, dividends should be recorded when
payable, rather than when earned or declared.

102. The general rule given above accords with that
adopted in ordinary business practice. Furthermors,
statistics of production and sales reflect essentially the
output and, where inventory changes are recorded, the
transference of goodsand services rather than the cor-
regponding financial settlements which are involved.
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As a consequence, over a considerable part of the authorities which are usually on a receipts and pa_y;
trangactions to be recorded in a system of national ments basis and which, inprinciple at any rate, I“eqnir'é
accounts, the information ordinarily available will adjustments before they can be introduced into .
approximate the desired basis of recording. There are national accounting system. In a similar way, infoy.
however, ceriain exceptions where important groups mation on foreign transactions provided by eXchange "
of transactions are normally recorded on a receipts controls frequently relates to actual payments ang -
and payments basis. The most cbvious example relates receipts and also stands in need of adjustment if it is
to the transactions recorded in the accounts of public to be fitted into the system described here,




Chapter |1l

A STANDARD ACCOUNTING STRUCTURE

1. THE STANDARD ACCOUNTS

103. The standard accounts presented in this chapter
are essentially an example of the system the properties
of which were explained in chapter II. The standard
system consists of sixaccounts which can be deseribed
in terms of the sectors and accounts defined in that
chapter. In certain cases some rearrangement of the
entries has been made largely with the object of making
each of the six accounts relate to one of the familiar
and important aggregates, such asthe national income,

104. (i} The domestic product account (account 1} is
the consolidated production account of the given
economy. This account, as described in section 5 (c)
of the last chapter, would not, however, show the gross
domestic product and the expenditure on it asthe sum
of the debits and credits respectively. To achieve this
end two rearrangements have been made. First, sub-
sidies have been transferred from the credit side of the
account and are shown as a deduction from the debit
side. Second, purchases of goods and services from the
rest of the world (the imports of the given country)
are transferred from the debit side of the account
and are shown as a deduction from the credit side,

105. The credit side of the account shows separately
the consumption expenditure of the economy subdivided
into private consumption, namely that of households
and private non-profit institutions, and into consump-
tion expenditure of the general government. Capital
formation is gross and is divided into fixed capital
formation and the increase in stocks, In an ocpen
economy exports represent another use of product
which is final from the point of view of the economy.
These exports are listed next in the account. The
sum of the items just mentioned gives the total value
of goods and services emerging from the productive
system but exceeds the value of domestic production
by the value of imports incorporated in it. The deduc-
tion of these imports gives a total equal to the gross

- domestic product at market prices,

106, The debit side of the account shows at market
Prices the sum of the product values added at each
stage of production and is equal to the gross domestic

- Product at market prices, The first component is net

domestic product at factor cost and to this'is added

: Provisions for domestic fixed capital consumption to

yleld gross domestic product at factor cost. The ad-

. dition of indirect taxes less subsidies is necessary

to obtain gross domestic product at market prices,

107, (ii) The national income account {account 2),
This account differs from the appropriation account

- O enterprises in that the value added in production
- taking place in other sectors and the whole of the net

r

factor income from abroad are routed through it,
his procedure is adopted because it is desirable to
ave a single presentation of the national income total,
Or this purpose the total of net domestic product at
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factor cost is transferred to the national ingome ac-
count from the domestic product account, and ail net
factor income from abroad is added.

108, The resulting total, that is the net national
product at factor cost, is equal invalueto the national
income, the distribution of which is shown on the debit
side of the account, The first three items represent
income payments which accrue in various forms to
households and private non-profit institutions, The
entire net income of unincorporated enterprises, in-
cluding farmers and independent profesional men, is
assumed to be withdrawn from the business system by
the owners of these enterprises in their capacity as
consumers. Hence the next item enumerated, the saving
of corporations, is confined to public and private
corporations and co-operatives,

109, General government income from property and
entrepreneurship includes, in addition to net rents,
interest and dividends received, the profits of govern-
ment enterprises. The other source of governmental
revenue appearing on the debit side of this account is
direct taxes on private and public corporations. As
interest on consumer debt and on the public debt
are included in the above totals either directly or
transmuted into other forms of income, for instance
saving of corporations, the total of these two interest
flows is deducted at the end to arrive at national
income,

110. (iii) The domestic capital formation account
(account 3) represents the capital reconciliation ac-
count of enterprises, Inaddition to the capital formation
of enterprises proper, it includes that undertaken on
behalf of households, private non-profit institutions and
the general government. The ownership and operation
of capital assets is regarded as an enterprise activity
and accordingly the acquisition of all assets by all
these types of purchaser appears in this account.

111. The debit side of the account accordingly gives
a comprehensive statement of gross domestic capital
formation,

112. On the credit side appears the source of finance
of gross domestic capital formation. This is divided
into the finance of gross capital formationin Corpora-
tions (comprised of saving of corporations, provi-
sions for fixed capital consumption in corporations, net
capital transfers to corporations, and net borrowing of
corporations}, and the finance of gross capital forma-
tion in the non-corporate private gsector and in the non-
corporate public sector. The non~corporate private
sector consists of unincorporated enterprises, house-
holds and private non-profit institutions, The non-
corporate public sector comprises government agen-
cies, whether central, state, or local, whichundertake
all forms of activity, for example administration,
defence, and health services other than those per-
formed by agencies included inthe category of govern-
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ment enterprises. Government enterprises and public
corporations are included in the corporate sector.

113, (iv} The current -and capital reconciliation ace

counts of households and private non-profit institutions

(account 4), The current account of households and
private non-profit institutions is identical tothe corre-
sponding apprapriation account in the system described
in chapter II. It shows the incomes of households and
private non-profit institutions derived from all sources
and the disposition of these incomes among consump-
tion expenditure, direct taxes, other current transfers
to general government and saving,

114, The saving item is transferred to the capital
reconciliation account which is identical with the
corresponding account in the system described in
para. 93. Apart from the fact that it does not include
capital formation, the items entering it are similar to
those which appear in the domestic capital formation
account and reguire no further discussion,

115. (v) The current and capital reconciliation ac-
counts of general povernment (account 5). The current
account of general government is identical with the
corresponding account described in chapter IF and
similar to the current account for households and pri-
vate non-profit institutions. The saving item is trans-
ferred to the capital reconciliation account the nature
of which needs no further description.

116, (vi) The current and capital reconciliation ac-
counts for external transactions (account 6) represent
a consolidation of the external accounts of the various
sectors described in chapter II. These accountsdo not
distinguish between current and capital items. But a
distinction of this type, analogous to that for the sectors
of the economy is made in account 6,

117. The items included in the current account are,
in the terminology of the International Monetary Fund,
essentially those relating to goods and services {in-
cluding transfers).

118. The balance of the items in the currentaccount
is described here as the surplus of the nation on cur-
rent account and is transferred to the capital recon-
ciliation account for external transactions. All inter-
national transfers of a capital nature are included in
the capital reconciliation account, and serve to recon-
cile the surplus of the nation on current account with
its net lending to the rest of the world. This item
torresponds to the total movement of capital and
monetary gold in the terminoclogy of the International
Monetary Fund.

2. RELATIONSHIPS AMONG THE ENTRIES
IN THE ACCOUNTS

119, Although thereare only six separately numbered
accounts in the standard accounting structure, three of
these are {further subdivided, making nine in all. Also
the net borrowing or lending eniries in accounts 3, 4,
5, and 6 are not fully articulated. To achieve full
articulation of the system, a tenth zccount would have
to be set up, comprising the fourborrowing or lending
items, totalling zero. Accordingly, ten relationships
can be found connecting the entries in the system.
These relationships are obtained by equating the sum
of the entries on the credit side of a given account to

the sum of the entries on the debit side of the Sama
account. It is clear, however, that not all thege T
lationships are independent since the tenth relatipp
ship can always be derived if any nine of them ap,y
given. Numerous other relationships can alsg ha
derived by the substitution from other relationshipg
for one of the terms in a given relationship, The
following example shows how these relationships cay
be manipulated, It can be seen from account i that:’

net domestic product

consumption gy
at factor cost plus penditure plus
provisions for domes-{ equals {gross  domestg

tic fixed capital con-
sumption plus indirect
taxks net of subgidies

capital formatigy
plus net exportg

Similarly, it can be seen from account 2 that:

net domestic product at factor
cost plus net factor income
from the rest of the world

national
income f:q_u&:l_s
If a substitution be made for net domestic product at
factor cost from the second of these relationships
into the first it can be gseen that:

consumption expenditure plus .
net domestic capital forma- .

national equals tion plus net exports plus net :
income S35 ) factor income from the rest |

of the world less indirect 4
taxes net of subsidies :

From account 6 it can be seen that:

net exports

plus  net surplus of the nation on cur-
factor in- equalg ) Fent account less net current
come from transfers from the rest ofthe

the rest of world |
the world 1

By combining the last two relationships it canbe seen
that:

consumption expenditure plus
net domestic capital formation
plus surplus of the nation.on
current account less net cur-
rent transfers from the rest
of the world less indirect
net of subsidies

national

income 99—‘1..__3"18

120. Any relationships connecting entries in the vari-
ous accounts which are not obvious from the way the
accounts are set up can be worked out on similar
lines,

3. SHORT DEFINITIONS OF THE |
MAIN AGGREGATES

121. While the nature of the main aggregates and
their relationship to one another have been described
above, it is convenient at this stage to pive ghort
definitions of the more important aggregates,

Gross national product at market prices is the market
value of the product before deduction of provisions for
the consumption of fixed capital, attributable to the
factors of production supplied by the residents of the
given country. It is identically equal to the sum of
consumption expenditure and gross domestic capital
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formation private and public, and net exports of goods
and services plus the net factor incomes received from
abroad.

Gross domestic product at market prices is the
market value of the product, before deduction of pro-
visions for the consumption of fixed capital, attribut-
able to factor services rendered to resident pPro-
ducers of the given country. It is identically equal to
the sum of consumption expenditure and grossdomestic
capital formation, private and public, and the net ex-
ports of goods and services of the given country. It
differs from the gross national product at market
prices by the exclusion of net factor incomes received
from abroad,

Net domestic product at {actor cost is the value at
factor cost of the product, after deduction of provi-
sions for the consumption of fixed capital, attributable
to factor services rendered to resident producers of
the given country, It differs from the gross domestic
~product at market prices by provisions for domestic
fixed capital consumption and the exclusion of the
excess of indirect taxes over subsidies.

. Net national product at factor cost is the value at
. factor cost of the product, after deduction of pPro-

visions for the consumption of fixed capital, attri-
butable to the factors of production supplied by the
normal residents of the given country, It isidentically
equal to the national income,

National income is the sum of the incomes aceruing
to factors of production supplied by normal residents
of the given country before deduction of direct taxation,

Personal income is the income from all sources of
households and private non-profit institutions. It con-
sists of compensation of employees, the income of
unincorporated enterprises, dividends, interest {netof
interest on consumers' debt}, net rent and current
transfers received by households and private non-
profit institutions. It differs {rom the national income
by the exclusion of factor incomes not received by
households and private non-profit institutions and the
inclusion of current transfers to them,

Disposable income of persons is the income from ail
sources of households and private non-profit institu-
tions after deduction of direct taxes and other current
transfers paid by them. It is identically equal to the
sum of the consumption expenditures and saving of
households and private non-profit institutions,
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THE STANDARD ACCOUNTS
At

Account 1, Domestic Product

Net domestic product at factor costs (2.9)

——
1,k 1.6 General government consumption expengdy,
1.2 Provisions for domestic fixed capital consump- {6.1)
tion (3.4 -4 4.14 4+ 5.17) 1.7 Gross domestic fixed capital formation (3, 1
1.3  Indirect taxes (5.8) 1.8  Increase in stocks (3.2}
1.4 lLess: subsidies -(5.2) 1.9  Exports of goods and services {6.1)
1.5 Private consumption expenditure {4.1) 1.10 Less: imports of gpoods and services ~(6.4)
Gross domestic product at market prices \ Expenditure on gross domestic product
Account 2. National Income
2.1  Compensation of employees {4.7) 2.7 Less: interest on the public debt -(5.7)
2.2 Income {rom unincorporated enterprises (4.8) 2.8 Less: interest on consumers' debi ~{4,2)
2.3 Income from property (4.9) 2.8  Net domestic product at factor cost (1.1}
2.4 Saving of corporations {3.3) 2.10 Net factor income from the rest of the world
2.5 Direct taxes on corporations (5.9) (6.2)
2.6 General government income {rom property and
enirepreneurship {5.6)
National Income Net national product at factor cpst
Account 3. Domestic Capital Formation
3.1  Groes domestic fixed capital formation {1.7)
3.2 Increase in stocks (1.8) ¥ £ t . _
3.3 Saving of corporations (2.4) itr;g.lr-::e of gross capital formation in corpora- -
3.4 Trovisions for fixed capital consumption in :
corporations (1.2%) 3.7 Tinance of pgross capital formation in non-
3.5  Net capital transfers to corporations {(5.14 4 6.8 corporate private sector (4.12) ;
~4.15) 3.8 Finmnce of gross capital formation in non- -}
3.6 Net borrowing of corporations -{4.18 + 5.19 corporate public sector (5.13)
4 8.11)
Gross domestic capital formation Finance of gross domestic capital formation
Account 4. Households and private non-profit institutions
Current Account
4.1 Consumption expenditure (1.5) 4.6 Saving (4.13)
4.2 Interest on consumers' debt (2.8} 4.7 Compensation of employees (2.1}
4.3 Direct taxes {5.10) 4.8 Income from unincorporated enterprises (2. 25
4.4 Other current transfers to general government 4.9 Income from property (2.3}
(5.11) 4.10 Current transfers from general government (5.3) %'
4.5 Current transfers to rest of the world (6.5} 4.11 Current transfers {rom rest of the world (5. 3*)
\ Income of households and private non-profit
Disposal of income institutions s
1
Capital Reconciliation Account
4.12 Finance of pross capital formation in nonw 4.16 Net capital transfers from general government
corporate private sector (3.7) {5.18)
4.13 Saving (4.6) 4.17 Net capital transfers from restof the world (6.9
4.14 Provisions for fixed capital consumption {1,2%) 4.18 Net borxowing «(3.6 + 5.19 + 6.11) 1
4.15 Net capital transfers {rom corporations {3,5%) f
Disbhursements Receipts (
Note: An asterisk denotes "part of” item listed.
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Account 5. General Government

Current Account
1 Consumption Expenditure (1.8}
Subsidies {1.4)
3 Current transfers to households (4, 10}
4 Current transfers to rest of the world {6.5)
5 Saving (5.16)
8 Income from property and entrepreneurs}ﬁp {2.8)

Less: Interest on the public debt (2.7)

Indirect taxes {1.3)

Direct taxes on corporations (2.5)

Direct taxes on households (4.3)

Other current transfers from households {4.4)
Current transfers from rest of the world {6.3%)

1o o en en
bt et 1 D En
b2

Disposal of current revenue

Current revenue

Capital Reconciliation Account

513 Finance of pgross capital formation in nop- 5.16 Saving {5.5)

corporate public sector {3.8) 5.17 Provisions for fixed capital consumption (1.2%)
514 Net capital transfers to corporations (3,5%) 5.18 Net capital transfers from rest of the world
515 Net capital transfers to non-corporate private (6.10)

sector {4.16) 5.19 Net borrowing —(3.6 4 4.18 ~+ 6.11)

Disbursements Receipts
Account 6. External Transactions (rest of the world account)
Current Account

81 Exports of guods and non-factor services (1.9) 6.4 Imports of goods and non-factor services {1.10}
82 Net factor income from rest of the world {2.10n 6.5 Current transfers to restof the world (4.5 4 5.4)
6.3 Current transfers from rest of the world (4.11 4 6.6  Surplus of nation on current account (6.7)

5.12)

Current receipts

Disposal of current receipty

Capital Reconciliation Account

7 Surplus of nation on current acoount (6.6)

8 Net capital transfers from rest of the world to
corporations (3.5%)

§ Net capital transfers from rest of the world to
households {4.17)

6.10 Neti capital transfers from

rest of the world to
general government {5.18)

8.11 Net lending to rest of the world (3.6 4 4.18 4
5.19)

Receipts

Disbursements

———
Note: An asterisk denotes "part of" {tem listed.




Chapter IV
THE STANDARD TABLES

122, In this chapter eleven standard tables are set
out, In general it is the function of these tables to
present detailed and, in some instances, alternative
clagsifications of the major flows included in the set
of standard accounts, This information could not be
given as a part of that accounting system without
overburdening it unduly,

123, The eleven standard tables are related to the
entries in the national accounts given in the preceding
chapter. The general nature of the tables may briefly
be defined as follows:

(i) Expenditure on gross national product (Table I).
Down to the iotal “expendilure on gross domestic
product” this table is a slight amplification of the
credit side of Account 1. Fixed capital formation is
divided into four items, namely that undertaken by
private enterprises, by public corporations, by govern-
ment enterprises and by general government. There
is also shown in this table the net factor income pay-
mernts from the rest of the world in order to indicate
the relationship between expenditure on gross domestic
and on gross national product,

{ii) Industrial origin of gross domestic product at

factor cost (Table II). Gross domestic product al factor
cost is equal to net domestic product at factor cost
plus provisions for consumption of {ixed capital and
this table shows its subdivision by industrial origin.
Gross domestic product at factor cost for each industry
is equal to the sum of employee compensation, pro-
fits before direct taxes and provisions for capital
consumption, interest and rent originating in the in-
dustry. Looked at from the point of view of production
the contribution of an industry to gross domestic
product is equal to sales, plus the value of goods and
services produced by such preducers for own consump~
tion or capital formation, plus the value of the increase
in stocks, plus subsidies, less current business pur-
chases and indirect taxes., The classification in the
table is based to a large extent on the International
Standard Industrial Classification, Departures from if
are explained in Appendix 1 in which the two classi-
fications are reconciled.

(iii) National _income by type of organization
(Table IT). In this table the national income appearing
in Account 2 is classified by legal type of organiza-
tion with further subdivision of some of the items by
type of industry and by type of income originating,
The operating surpluses appearing in this latter
subdivision include all forms of income originating,

20

except the compensation of employees, that ig m
incorporated enterprise income, net rents, intereg
and the operating profit of corporations and o
operatives,

(iv) Disgtribution of the national income {Table vy
This table represents an elaboration of the dep
side of Account 2 in which most of the items appear.
ing there are further subdivided,

(v) The finance of gross domestic capital formatis
(Table V). This table isa consolidation of the domesi;
capital formation account and the capital reconcili

tion accounts for households and private HON-profit
institutions, general government and external trans.”

actions, When this consolidation is performed the

sources of gross domestic capital formation appear’
as provisions for the consumption of fixed capital, :
saving, and the deficit of the nation on current ac.’
count. In addition, further classifications are given of -

the first two named sources of finance.

(vi} Composition of gross domestic capital forma-
tion (Table VI). This table shows three possible classi-
fications of the debit items in Account 3, These are, |-
respectively: by types of capital goods, by industrial -

use and by type of purchaser,

(vii) Receipts and expenditures of households and

private non-profit_institutions (Table VII), This fable |

corresponds to Account 4,

(viit} Composition of private consumption expendi- K

ture (Table VIII}. This tabie gives a subdivision of

private consumption expenditure which appears in - 3
Table VIL In Appendix 2 the detailed composition of - L
the various eniries is set out and a reconciliation is

given with the Standard Inmternational Trade Clagsifi-
cation as far as is possible.

{ix) General government revenue and expenditure

(Table IX). This table corresponds to Account 5 with

a further subdivision of some of the items.

(x) Composition of general government consumption
expenditure (Table X). This table shows three possible
classifications of general government consumption
expenditure appearing in Table IX. These are, re-
spectively: by type of expenditure, by purpose and by
type of authority,

{xi) External transactions (Table XI). This table
corresponds to Account 6 with a further subdivision
of most of the items.

R A R
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Table 1. Expenditure on gross national product

: 1, Private consumption expenditure

-9, General government consumption expenditure

- | 8. Gross fixed capital formation of private enterprises

1] 4. Gross fixed capital formation of public corporations

"1 5. Gross tixed capital formation of povernment enterprises
6. Gross lixed capital formation of general government
7. Inerease in stocks

THE STANDARD TABLES

Table II. {continued)

{ Expenditure on consumption and gross capital formation
§. Exports of goods and services

Expendifure on gross domestic product and imports
9, Less imports of goods and services

Expenditure on gross domestic product

+ | 10, Net factor income payments from the rest of the world

Expenditure on gross national product

Table H. Industrial origin of gross domestie
product at factor cost

L, Agriculture, forestry, hunting and fishing
a. Agriculture and livestock production
b. Forestry and logging
¢. Hunling, trapping and game propagation
d. Fishing

2, Mining and quarrying
a, Coal mining
b. Metal mining
¢, Crude petroleum and natural gus
d. Stone quarrying, clay and sand pits
€. Other non-metallic mining and quarrying

3. Manufacturing
a. Food
b, Beverages
¢. Tobacco
Textiles
Footwear, other wearing apparel and made-up textile
goods
» Wood and cork products, except furniture
» Furniture and fixtures
- Paper and paper products
- Printing, publishing and allied industries
- Leather and leather products except footwear
. Rubber products
1. Chemicals and chemical products
2. Produets of petroleum and coal
B. Non~metallic mineral products, except products
of petrolewm and coal -
- Basic metal industries
« Metal products except machinery and transport
equipment
% Machinery except electrical machinery
I. Electrical machinery, apparatus, appliances and
supplies
8. Transport equipment
L Miscellaneous manufacturing industries

- £ Construgtion

A
.

Teen fpass L ETTOG [rom

bt

1
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;5 Electricity, gas, water and sanitary services

& Electric light and power

b, Gas manufacture and distribution

- & Steam heat and power, water and sanitary services

6. Transportation, storage and communication
a. Water transportation
b. Railroad transportation
¢. Other transportation and storage
¢, Communication

7. Wholesale and retail trade
a, Wholesale trade
b. Retail trade

8. Banking, insurance and real estate
A. Banks and other financial institutions
b. Insurance
€. Real estate

8. Ownership of dwellings
10. Public administration and defence

11, Services
a. Education
b. Medical and health
¢. Recreation and entertainment
d. Domestic services
e. Hotels and restaurants
f. Laundries, barber shops and other personal services
g. Religious organizations, welfare institutions, legal
~  services, trade associations, etc,

Gross domestic product at factor cost

Table HI, Natioral income by type of organization

1. Private enterprises
a. Agriculture and livestock production
(1} Compensation of employees
(ii) Operating surplus of corporations
(1ii) Operating surplus of unincorporated enter—
prises
b. Other industries
{i) Compensation of employees
{ii) Operating surplus of corporations
{tii) Operating surplus of unincorperated enter—
prises

2, Public corporations
a. Compensation of employees
b, Operating surplus

3. Government enterprises
a. Compensation of employees
b. Operating surplus

4. Households and private non-profit institutions
5. General government

6. Net factor income payments from the rest of the world

National income

Table IV, Distribution of the national income

1, Compensatior of employees
2, Wages and salaries
b. Pay and allowances of members of the armedforces
£. Employers' contributions to social security
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Table IV, (continued)

2. Income from farms, professions and other unircorpo~
rated enterprises received by households
a, Farm income
b. Income of professions
¢. Income of other unincorporated enterprises

3. Income from property received by households and
private non-profit institutions
a. Rent
b. Interest
¢. Dividends
d. Corporate iransfer payments to households and
private non~profit institutions

4. Saving of corporations
#. Saving of private corporations
b, Saving of public eorporations

5, Direct taxes on corporations
2. Private corporations
b. Public corporations

6. General government income from property and entre-
preneurship
a. Profits of government enterprises
b. Rent, interest and dividends

7. Less interest on the public debt

8. Less interest on consumers' debt

Table VI, (continued)

National income

Table V. The finance of gross domestic capital formation

1. Provisions for the consumption of fixed capital
a. Private enterprises
b. Public corporations
¢. Government enterprises
d. General government

2, Saving
a, Saving of general government
" (i} Central government
{ii) State governments
{iii) Local authorities
{iv) Bocial security funds
b. Saving of public corporations
¢. Saving of private corporations
d. Saving of households and private non-profit institu~
tions

3. Deficit of the nation on current accounnt

B, By industrial use

1. Fixed capital formation in:
a. Agriculture, forestry and fishing
b. Mining and quarrying
€. Manufacturing
d. Construction
e. Electricity, gas and water
i. Transportation, storage and communicationg
- Wholesale and retail trade
+ Banking, insurance and real estate
1. Ownership of dwellings
J» Public administration
k. Berviee indusiries

=i

2. Increase in stocks in:
a. Agriculture, forestry and fishing

{i) Livestock

{ii} Other
. Mining, manufacturing and construction
. Wholesale trade
. Retail trade
« Public administration and defence
. Other

trad 3 3010 T

Gross domestic eapital formation

C. By type of purchaser

1. Fixed capital formation
a. Private enterprises
b, Public corporations
€. Government enterprises
d. General government

2. Increase in stocks
a. Private enterprises
b. Public corporations
¢. Government enterprises
d. General government

Gross domestic capital formation

Table V. Receipts and expenditures of households and
private non~profit institutions

Grose domestic capital formation

Table Vi. Compasition of gross domestic capital formation

1. Compensation of employees

2. Income from property and entreprensurship
3. Less interest on consumers' debt

4. Current transfers from general government
5. Current transfers from the rest of the world

Income

A. By type of capital good
1. Fixed capital formation

a. Land
&, Dwellings
¢. Non-residential buildings
d. Other construction and works
e. Transport equipment
1. Machinery and other equipment

2. Increase in stocks
2. Raw materials
b. Work in progres
€. Finished goods held for sale

Gross domestic capital formation

6, Consumption expenditure

7. Direct taxes

8. Other current transfers to general government
9. Current transfers to the rest of the world

Expenditures

10, Saving

11. Provisions for fixed capital consumption in the noo
corporate private sector

12, Net capital transfers received

13. Less finance of gross capital formation in the non”
corporate private sector

Net lending
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“F qable VIIL Composition of private consumption expenditure

Table IX. (continued)

L

: 1, Food 5. Direct taxes on bhousebolds and private non=-profit
2. Bread and cereals institutions
b. Meat a. Total cortributions to social gecurity
¢c. Fish

d. Milk, cheese and egps

e. Qils and fats

f. Fruit and vegetables

£. Sugar, preserves and confectionery
h. Coffee, tea, cocoa, ete,

i, Other food

2, Beverages
a. Non-aleoholic
b. Aleoholic

3, Tobacco

4, Clothing and other personal effects
a. Footwear
b, Clothing other than footweax
¢. Other personal effects

5, Hent, rates and water charges
6. Fuel and light

7. Furniture, furnishings and household equipment
a. Furniture and furnishings
b, Household equipment

8, Household operation
a. Domestic services
b. Non~durable household goods
c. Household services

9. Personal care and health expenses
a. Personal care
b. Health expenses

10. Transportation and communication
a. Personal transportation equipment
b, Operation of personal transportation equipment
¢. Purchased transportation
d. Communieation

i1, Recreation and entertainment
2, Entertainment
b. Hotels, restaurants and cafés
¢. Books, newspapers and magazines
d. Other recreation’

12, Miscellaneous services
4. Financlal services
b, Education and research
¢. Other services

13, Lesg value of gifts in kind sent abroad (net)

Private consumption expenditure in the domestic market

: ,‘::'14- Expenditure abroad of residents
15' Less expenditure in the country of non-residents

3
Consumption expenditure of households and private
non~profit institutions

Table I¥. General government revenue and expenditure

L Income from property and entrepreneurship
2 Lsgg interest on the publie debt

» Indirect tayves

» Direct taxes on corporations

b. Other direct taxes

6. Other current transfers from households and private

non~profit institutions

7. Current transfers from the rest of the world

Current revenue

8. Consumption expenditure
9. Subsidies

10. Current transfers to households and private non-profit

institutions

2. Education and research

b. Health

¢. Social security and assistance
d. Other transfers

11, Current transfers to the rest of the world

Current expenditure

12, Saving

13. Provisions for fixed capital consumption in ron-cor—

porate public sector

14. Net capital transfers received from the rest of the

world

15. Capital transfers from households and private non-

profit institutions
&. Death duties ete.
b. Capital levies

€. Other

16, Capital transfers from corporations
17. Less capital transfers to households and private nop~

profit institutions

18. Less capital transfers to corporations

19, Less finance of gross capital formation in DON“COIDOT

ate public sector

Net lending

Table X. Composition of geuersl povernment consumption

expenditure

A, By type of expenditure

1. Compensation of employees
2. Wages and salaries
b. Pay and allowance of members of the armed forces

2. Purchases from enterprises and abroad

a. Military purposes
b, Civilian purposes

3. Less purchases by households and enterprises

General government consumption expenditure

B, By purpose

1. General administration
2. Defence
3. Justice and police
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Table X. (continued)

Table XI. (continued)

4. Education and research

5, Health services

§. Special welfare services

7. Transport and communication facilities
8, Other services

General government consumption expenditure

C. By type of authority
1., Central government
2, Btate governments
3. Local authorities
4. Social security funds

General government consemption expenditure

Table XJ, International Transactions

3. Curzent transfers from the rest of the world
2. To households and non~profit institutions
b. To general government

Current receipts

4, Imports of goods and non-factor services
Recorded merchandise imports e.i.f.
Less freight and insurance paid to residents
Plus or minus other adjustments

a. Imports, freight and insurance (balanceof
f.0.b, basis)

. Transporiation n.e.s.

Passenger fares

. Travel

e, Other non-factor services

Lo 1T

5. Factor services
a, Investment income
b. Other factor services

6. Current transfers to the rest of the world
a. From households and non-profit institutions
b, From general government

Disposal of current receipts

1, Exports of goods and non-factor services

Recorded merchandise exports £.0.b.
Plus frelght and insurance received by residents
Plus or minus other adjustments

a. Exports, {reight and insurance (balance of payments

f.o.b, basis}

b. Transportation n.e.s.

c. Passenger fares

d. Travel

e, Other non~factor services

2., Factor services
a. Investment income
b. Other factor services

7. Surplus of the nation on current account

B, Capital transfers from the rest of the world
2. To households and non-profit institutions
b. To general government

8. International transfers from the rest of the world to
corporations

10, Less capite] transfers to the rest of the world
a, From households and non—profit institutions
b, From general government

11. Lees intermational transfers to the rest of the world
from corporations

Net lending to the rest of the world
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124. This chapter gives the definitions of the
various flows entering into the standard national acw
gounts and fables presented in chapters I and IV.
The basic concepts and definitions which determine
the character of the system have already been set out
it chapter II and the present chapter is therefore de-
voted only to the various preoblems which arise when
hese basic definitions are translated into their
empirical correlates.

125, Broadly speaking, the flows are discussed in
the order in which they appear in the system of ac-
counts, the first four sections being, in fact, defini-
tions of the flows appearing in Accounts 1 and 2. The
remaining items are described in the last three sec-
tions defining transfer payments and finpancial trans-
actions,

l. EXPENDITURE ON GROSS DOMESTIC PRODUCT
(Account 1 and Table 1)

126. The main flows of {inal expenditure are shown
on the credit side of Account 1 and are presented in
greater detail in Tables VI, VIII, X and X1

(a) Private Consumption Expenditure
{flow 1.5 and Table VIII)

127. This flow records the value of final expenditure
by households and private non-profit institutions on
turrent goods and services less sales of similar
goods and services {mainly second-hand transactions)
Plus the value of gifts in kind (net) received from the
rest of the world. Current expenditure is defined, for
this sector, to include the purchase of goods, whatever
their durability, with the exception of land and build-
‘Ings, In defining this flow it is necessary to decide
first what commodities purchased by or otherwise
" icruing fo households are to be treated as final and,
_Secondly, how final expenditures are to be allocated
“between different sectors.

{128, As regards the first of these questions, the

|-rules to be followed have already been set out in
1:Sections 2 (g) and 2 (b) of chapter II, and important

'.;:Cases of specific imputations are described later in
this chapter and in appendix 2.

o 129, As regards the second question it is necessary
10 consider the allocation of expenditure between the
|- frrent accounts of households and general govern-
{7ment., The problem arises since in numerous cases
Mrchases are actually debited to one or the other of
.{f:_thﬁse accounts 2lthough the other contributes wholly
% partly to their finance, In such cases the general
Minciple adopted here is that the purchase should be
entered as an expenditure of the sector whichactually
Tmakes the purchase. Thus, for example, where there
‘8 n0 national health service a government agency
M2y nevertheless provide free medicine fo the poorer
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members of the community. In such a case the cost
of the free medicine is regarded as a purchase by the
general government sector and is entered in general
government consumption expenditure. Where a national
health service is in existence the treatment is a little
more cemplicated. If the governinent subsidises the
individual the total of medical and hospital charges is
included In private consumption expenditure and a
current transfer from government to households is
made equal to the amount of the subsidy. If the subsidy
is paid directly to the doctors and hospitals only the
amount actually paid by households is included in
private consumption expenditure. Where a purely
nominal charge is levied on households under a
national health plan the general government sector
should be regarded as the purchasing sector and the
nominal charge entered as a transfer from house-
holds to general government.

130. This general principle may be applied to the
treatment of fees and similar charges paid by house-
holds to general government, These fees and charges
are here grouped together under two heads. The first
comprises purchases {rom general government, such
as the purchase of catalogues and posteards from
museums, which are comparable with purchases
irom enterprises since the decision to purchase rests
with the individual and is in no circumstances re-
quired of him by the public authority. This category
is included in consumption expenditure. In most
circumstances the amounts involved will be small
since if any purchases of this kind become at all
large it is likely that the government agency con-
cerned will be classed as a public enterprise. The
second category comprises payments made in respect
of services the primary purpose of which is to serve
as an instrument of government policy and which are
compulsory in the only circumstances in which they
are useful. Examples of such fees are those payable
in respect of passports, driving tests and applications
to the courts. School fees and charges required under
a general medical service payable to general govern-
ment are also included in this category. Such charges
are treated as transfers from households to general
government and do not appear in private consumption
expendifure.

131. Charges, such as motor vehicle duties, are
mainly made for revenue purposes and do not involve
the provision of a service to the payer. This category
of charge is treated as indirect taxation and is ip-
cluded in consumption expenditure as part of the pay-
ment to productive activity which in this system is
made responsible for the transfer of all indirect
taxes to general government.

132, A classification of consumption expenditure by
type of commodity and service purchased by house-
holds and private non-profit institutions is given in
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Table VHI, Some general problems of allocation and
valuation are discussed below, while the detailed
composition of these groups in terms of specific
goods and services is given in appendix 2 where the

groups used here are also related to the Standard

International Trade Classification.

133. SBome instances arise in which the products
reaching consumers are a composite of two or more
goods or ‘services which it is convenient to keep
distinct. The most important cases are the food,
beverages and tobacco sold together with specific
services in restaurants, hotels and boarding houses.
The food, beverages and tobacco purchased in these
places are included in items 1, 2 and 3 in Table VIII
respectively and are valued at ordinary retail prices
while the balance of consumer expenditures in such
places is included in item 11.b,

134. Similarly, the total expenditure of boarding
schools, colleges, clubs and other private non-profit
institutions is allocated to the respective product
groups (such as education) after a deduction for the
food, etc. supplied by them which is included in item
i, ete,

135, Dealers' margins on second-hand iransactions
are allocated to the respective product groups.

136. The following main items of consumption ex-
penditure are shown in Table VI,

Food: All food ipcluding purchases in restaurants,
ete., consumption of own producis by producers and
food provided to employees including members of the
armed forces.

Beverages: Includes soft drinks and all alcoholic
beverages.

Tobacco.

Clothing and other personal effects: All tlothing
including footwear and personal effects such as
leatherware, jewellery and watches.

Rent, rates and water charges: All gross rent paid
by tenanis, imputed pross rent on owner-occupied
dwellings, and indoor repairs and upkeep paid for by
tenants.

Fuel and light: Purchase of coal, gas, electricity,
firewood, ete.

Furniture, furnishings and household eguipment:
All purchases of durable household goods such as
furpiture, household textiles, electrical appliances,
wireless sets, etc.

Household operation: Includes wages paid to do-
mestic servants, purchases of non-durable household
goods and all repair, insurance and similar services
incidental to durable household gdods and clothing.

Personal care and health expenses: Purchases of
toilet articles and medicines, payments to doctors
and hospitals.

Transportation and communication: Purchases and
operating cost of transport equipment, purchases of
transportation and communication services.

Recreation and entertainment: Expenditures onen-
tertainment, hotels, restaurants, hobbies, and pur-
chases of books and other printed matier.

Miscellaneous services: Actual and imputed p,
charges, operating expenses of life insurance co
panies, administrative charges of private Densigy
schemes, household {finance companies and Othe;
financial institutions rendering services to hoyg,.
holds, education and research and various Persong)
services.

Expenditure abroad of residents: All expendityy
on foreipgn travel except that part which is charpeg ! :

{o buginess expense.

137. Since expenditure of non-residents in the |3, '

country and gifts in kind sent abroad normally cappg
be deducted from each item of private expenditure

adjustments in respect of both these items are mady :

in TFahle VII.
(b) General government consumption expendituf
{flow 1.6 and Table X)

138. This flow represents the current expenditur
on goods and services undertaken by general govern

ment. 1t comprises compensation of employees, pur-:
chages by general government {rom enterprises and.
from the rest of the world less purchases from |
general government of goods and services, other thay |-

surplus stores, by enterprises and households,

139, In defining general government consumption’|-"
expenditure it is necessary to decide what purchases’
are to be trealed as consumption expenditure as,
distinct from capital formation. In this connexion
expenditure for defence purposes, excluding civil
defence, is freated as consumption expenditure where--
as all expendifure on capital formation for civilian.

purposes, as defined in flow 1.7, is excluded from
this flow and included with gross domestic capital
formation.

140, The allocation of final expenditures between

households and government was discussed in con-:
nexion with flow 1.5, The principle outlined there:
determines the content of general government con-:
sumption expenditure as compared with private con- .

sumption expenditure,

141, Transfers between general government andthe E
rest of the world whether in cash or in kind are ex- .

cluded from the consumption expenditure of the

government making the grant and are treated as:

international transfers except that military equipment
purchased for use by another government is included
in the consumption expenditure of the government
making the purchase,

142, In ‘Table X general government consumption
expenditure is classified (A} by type of expenditure,
(B) by the purpose for which the expenditure is in-
curred and (C) by the type of government authority
which undertakes the expenditure, These classifica-
tions are defined as follows.

(A) Type of expenditure
Compensation of employees (item A.1)
Wages and salaries (item A.1.a)

143, This item comprises the remuneration of
general government employees except that of the
members of the armed forces included in the follow-
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an |y item (A.1.b). Wages and salaries include social
'm. feeurity contributions and contributions to pension
oy funds in respect of government employees {or, in
ber [jpu, the pensions actually paid),

|my and allowances of members of the armed forces
naj
itern AL1.D}

144. This item includes all remuneration of the
members of the armed forces regardless of the type
md duration of their service. Such payments include
e value at cost of food and standard clothing (in-
he fuding uniforms) provided free.

purchases from enterprises and abroad (item A.2)
4 |Military purposes (item A.Z.a)
Mpitary purposes

145, This item comprises all purchases for military
arposes other thanthe pay andallowances of members
fe |of the armed forces. It includes such expenditure as
fat on arms, munitions, aircraft, road vehicles,
ships, the cost of new buildings for military use and
of military works, such as the construction of military
arfields, training grounds, etc., together with al)
d repair and maintenance of military buildings and works
and other operating expenses in connexion with mili-
lary service.

Civilian purposes (item A.2.h)

146, This item comprises all purchases for civilian
purposes other than compensation of general govern-
ment employees, I includes the cost of operating
services such as schools, hospitals, social service,
police forces, roads and other transport installations
including gross rent in respect of buildings.

e wea w3

147, Such rent comprises all rent of buildings used
by the civilian branches of general government, in-
tluding the imputed gross rent on buildings owned and
scupied by the government. Imputed rent is only
estimated in respect of buildings such as office
fremises, schools and hospitals but not in respect of
historical buildings, museums, etc. Provisions for
e depreciation of government buildings are included
in the imputed gross rents,

148. No imputed interest or depreciation is charged
in respect of other general government construction
tuch a5 roads and traffic installations,

Purchases by households and enterprises (item A.3)

149, Purchases from general government by house~
lolds and enterprises, which are to be deducted from
Mrehases by general government, comprise the sale
of goods and services by general government agencies
Whick, although not treated as enterprises, sell goods
and services to the private sector of the economy.
¥amples of such transactions are admission fees
nd sales of catalogues and postcards by museums.

150. Sales of surplus stores are excluded from this
[ ltem apq treated in flow 1.8 below.

(B) Purpose of expenditure

1_ 151, I classifying general government consumption
i 2penditure according to its purpose two general re-
. "4tks should be kept in mind, First, sales of goods
:“ Services (item A.3 above) are deducted from the
[k

:;;genditure on the appropriate government activity

Second, the contributions to pension schemes (or

pensions actually paid) in respect of government em-
ployees are allocated together with wagesand salaries
to the appropriate government service.

General administration {item B.1)

152. Expenditure for general administration is
shown under this heading. It comprises expenditure
connected with heads of state, parliaments, depart-
ments and administrative offices. It includes expen-
diture on offices charged with the control of business,
the foreign office, the fiscal administration {(including
tax, customs, ireasury and audit departments), the
administration of social security schemes, the supply
of information to the public and similar general
services.

Defence {item B.2)

153. This item comprises all expenditure on the
armed forces and in the running of defence depart-
ments including all capital expenditure undertaken for
defence purposes but excluding civil defence.

Justice and police {item B.3)

154, This item includes expenditure on law courts,
police and prisons.

Education and research (item B.4)

155. This item includes expenditure on schools,
technological institutes, universities and general re-
search and the costs of operating public libraries
and museums,

Health services (item B.5)

156. This item includes the expenditure on the
operation of hospitals and medical services and the
benefits in kind under a general health scheme.

Special welfare services (item B.6)

157, This item includes the maintenance, treatment
and education of the deaf, dumb and blind, mental
defectives and the aged, and outlays on child welfare
and similar services,

Transport and communication facilities (item B.T)

158, The outlays for the maintenance and repair of
roads, canals and transport facilities and equipment
are shown under this heading. They include main-
tenance and repair of installations for the control of
road, sea and air traffic such as lighthouse and pilot..
ing services, and expenditure on radic and meteoro-~
logical services provided in conjunction with trans-
port facilites.

Other services (item B.B)

159, This item comprises all other current govern-
ment expenditure. It includes expenditure comnected
with public parks, sanitation services, fire services,
religious activities and government pensions not
included elsewhere.

(C) Type of authority

180, This classification shows the expenditure un-
dertaken by the various types of government authori-
tes. The number of government authorities will
differ from country to country but in general the
types of authority are central, state and local goverp-
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ments and the administration of social security funds
if independent funds have been set up for this purpose.
All expenditures incurred by state and local govern-
ments should be stated regardless of whether any
loans or grants-in-aid are received from the central
government,

{c) Gross domestic capital formation
{(flows 1,7 and 1.8 and Table VI)

161. Gross domestic capital formation represents
the gross value of the goods which are added to the
domestic capital stock of the pation. It comprises
both expenditure on the acquisition of fixed assets
and the value of the physical change in stocks. De-
tailed information regarding capital formation is set
out in table VI, which shows both the types of capital
goods which have been acquired, the industrial uses
to which these capital goods have been put and the
institutions which have undertaken the capital outlay,
This information is given both for fixed asset for-
mation and increase in stocks,

162. It is convenient, therefore, to follow these
classifications in defining capital formation more
precisely.

(1} Gross {ixed capital formation (flow 1.7)

163. Gross fixed capital formation includes the
value of the purchases and own-account construction
of fixed assets (land, civilian construction and werks,
machipery and equipment) by enterprises, private
non-profit institutions in their capacity as landlords
and general government. Non-transportable fixed
assets are included only if they are located in the
ferritory of the country.

164, This component also includes the value of the
change in work in progress on domestic account in
dwellings and non-residential buildings. Changes in
the work in progress on other durable goods are in-
cluded with changes in stocks.

165, In valuing fixed capital formation only expen~
ditures directly related to iis production or acquisi-
tion are included. These expenditures comprise the
purchase price of the capital goods including customs
and other taxes plus transportation, delivery and
installation charges as well as all direct preliminary
outlay connected with the capital formation such as
site clearance, fees paid to architects and engineers
and all legal costs, including fees paid to government,
Indirect expenditures such as flotation costs including
underwriters’' fees and commissions and expenses
connected with special advertising campaigns are
excluded from capital formation and treated as a
current expenditure in the year in which they are
incurred even if they are not written off in one ac-
counting period by the businesses that made them.

166. The products included in capital formation are
described in greater detail in the statement of the
product classification given below, As a general rule
all durable producers' goods with an expected life-
time of more than one year, which accordingly are
not entirely written off in the accounts of the year in
which they are purchased, should be included. In
practice, however, it is convenient to exclude from
capital formation and to charge to current expense,
small items, many of which will be recurrent, such

a8 expenditure on hand tools, motor tires, office g
equipment and the like, irrespective of their Lifetimg
In particular this is the case with those goods Whip
most enterprises would customarily charge to

eur.
rent expense, g

167. A similar problem arises as regardg th
treatment of expenditures on repair and maintenane
In principle, expenditure on repairs over anpd aboy
what is needed to keep the capital goods in a state
constant repair should be included. As a practie
solution, however, it will often only be possibie

include instead the costs of major alterations and’ ?

renewals., Thus, even repairs which involve the rg

placement of durable parts with a lifetime longe; :

than one year will generally have to be exclude

168, The detailed classifications of gross fixe
capital formation in Table VI are defined as follow

Bection A shows gross {ixed capital formation clas-.'f.i
sified into the following groups.

Land (item A.1.3).

169. This item comprises nef expenditures, includ.
ing legal and other transfer fees, connected with the
acquisition of land. Land is here defined as including .
inland waters and natural sub-soil deposits but ag
excluding buildings on sites. Land reclamation is.
included here if i represents an addition to total land
availability. Expenditures on reclamation resulting |
from flomds, ete., should be included in item A.ld.

"Other construction and works®.
Bwellings {item A.1.b)

170. This item represents all expenditure on new

construction and major alierations to residential |

buildings including the value of the change in work in
progress, but excluding the value of the land before

improvement. The expenditure covers the cost of

external and internal painting and all permanent
fixtures such as furnaces, fixed stoves, central heat-
ing and water supply installations and all equipment
customarily installed before renting. Furniture and
household equipment are excluded from this item and
included in consumption expenditure. Where trans-
actions in existing buildings are concerned, if it is
impossible to separate the value of the land from
that of the building then the total value of land and
building should be included in either "dwellings" of
"non~residential buildings”. As indicated in para. 165

legal charges, etc., should be included in fixed capital
formation.

Non-residential buildings (item A.1.c)

171, This category comprises ali buildings other
than dwellings. It includes indusirial buildings, ware-
houses, office buildings, stores, restaurants, hotels,
farm buildings and buildings for religious, educi-
tional and similar purposes.

Other construction and works {(item A.1.4)

172, This item comprises such projects as the
permanent ways of railroads, subways and tunnels,
marine construction, piers and other harbour facili-
ties, car parking facilities, airports, athletic fields,
roads, streets and sewers, electricity transmission
lines, gas mains and pipes and communication sys~
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jems such as telephone and telegraph lines, etc, The
porderline between current and capital expenditures
js very difficult to draw for construction and works
on farms, but large expenditures for irrigation
rojects, flood control, forest clearance, land recla-
mation resulting from {loods, ete., should always be
considered as capital expenditure.

Transport equipment (item A.l.e)

i73. Transport equipment inciudes ships, motor
cars, trucks and commercial vehicles, aircraft,
tractors for road haulage, vehicles used for public
transport systems, railway and tramway rolling stocl,
carts and wagons,

Machinery and other equipment (item A.1.f)

174. This item covers all capital expenditure not
included  in the above groups. It includes power-
generating machinery, agricultural machinery and
implements, tractors {other than for road haulage),
office machinery, equipment and furniture, metal
working machinery, mining, construction and other
industrial machinery and equipment and instruments
ised by professional men. Items of small value such
as hand tools and office desk equipment, even though
possessing a long life, are excluded on practical
grounds if the customary accounting procedure is to
treat them as a current expense.

175. In Section B the capital goods are classified
acording to industrial use. The classification of
industries adopted there is the same as in Table II
except that only the major groups are shown. Dwellw
ings bought or built by enterprises for their own
employees should be classified under the industry
"ownership of dweilings".

I76. Section C shows gross fixed capital formation
udertaken for private enterprises, including house-
wlds and private non-profit institutions in their
tapacities as landlords, public corporations, govern-
ment enterprises and general government. In this
tlassification government capital formation excludes
Works carried outfor the private sector of the ecanomy
With financial support from the government in the
form of loans and grants.

117, In the classifications of fixed capital forma-
im by industry of use and sector of purchase,
¥quisitions of land should be treated as acquisitions
O used capital assets. Acquisitions by the industry
public administration and defence” will include the

A velue of land purchased or rented for defence purposes

¥hile acquisitions by the industry "ownership of
‘__dWellings" will include the value of land purchased
 rented for residential or private recreational
urposes,

S, 1 setting out the classifications in Sections B
» it is necessary to decide whether gross or

i "t flows or both are to be shown. Although the move-

-Zent of aiready existing capital goods between enter-
-Mises does not increase the total quantity of capital
8005, 3t does affect the capital stock of individual
- Merprises, both in physical and in value terms. The
22 0f either gross or net flows give identical results
h.: the economy as a whole but may differ substan-
=24 for individual sectors., Since gross flows are
Ore Tealistic, acquisitions of capital goods should

be defined as all purchases of new and used assets
less sales of used assets.

179. Changes in the work in progress in dwellings
and non-residential buildings included in {ixed capital
formation should be treated as capital formation in
the sectors or industries which are to use the assets
when completed.

{2) Increase in stocks {flow 1.8)

180. The value of the change in stocks represents
the value of the physical change in raw materials,
work in progress (other than the work in progress on
dwellings and non-residential buildings which are
included in fixed capital formation) and finighed goods
which are held by enterprises and in government
stockpiles.

181. Care should be taken to see that the coverage
of stock changes agrees with the definition of imports
and exportsl/ This involves including the changes in
stocks of commodities owned by normal residents but
located abroad and excluding the changes in stocks of
commodities owned by non-residents and held in the
given country.

182. Changes in farm stocks such as grainand live-
stock are included in this flow, while increases in
natural resources due to growth, as in the case of
forests and standing crops, and to new discoveries,
as in the case of mineral deposits, are excluded from
capital formation. Changes in stocks in the hands of
marketing authorities are included here.

183, Net increases in private hoards of gold should
be included in this flow and not regarded as an ele-
ment of foreign investment. Increases in such private
hoards should be recorded separately whenever their
value is substantial,

184. In certain cases it may be found convenient to
include certain government transactions in this flow
instead of freating them as either government con-~
sumption or stocks held by public enterprises. Changes
in these general government stocks are shown initem
B.2.e (alternatively C.2.d) of Table VI. This item is
intended primarily to reflect the movements in those
stocks held on government account which are not
acquired and regulated as a link in the current eco-
nomic operations and policies of the government (such
stocks would here be treated as stocks of government
enterprises) but are related to purposes of special
importance fo the nation such as building up stocks
of strategic materials or emergency stocks of im-
portant commodities. Sales of other goods which were
originally bought for government consumption will
ordinarily be treated as a deduction from current
purchases of goods and services when such trang-
actions are part of the regular operations of the
administration. In the case of large extraordinary
disposals of goods such as the sales of surplus stores
after a war, it is, however, more appropriate to treat
these sales as a decrease in general government
stocks {even if they were originally charged to cur-
rent account) so as to avoid a distorted picture of

i/ Cf. Balance of Payments Manual {International Monetary
Fund, January 1950, Reprinted, October 1950, Washington,
D.C.}, Table II.
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government consumption. Sales of surplus stores
therefore appear negatively in this ftem.

185, In principle, the value of the physical change
in sftocks which is entered here represents the
difference between gross additions to stocks in the
course of the period valued at purchase prices or
cost and gross withdrawals from stocks valued at the
prices current when the withdrawals are made (see
section 3.b of chapter 00}, In practice, however, it may
not always be possible to adhere strictly to this
evaluation procedure and instead the difference be-
tween stocks at the beginning and at the end of the
period, both valued at some average of prices ruling
over ithe period, may have o be used as an approxi-
mation,

186. The value of changes in stocks as calculated
by these methods will frequently differ from the in-
ventory changes actually shown in business accounts
which are established on other principles of stock
evaluation, consequently the profits calculated for
national accounts purpeses will also differ from
actual business profits. The difference between these
two calculations of profit represents capital gains or
losses arising from differences between the current
value of stocks charged to current expense and the
value at which they appear in the books of the enter-
prise.

187. These capital gains and losses are not shown
in the accounts and tables but since the unadjusted
figures for stock changes and profits may be useful
for several purposes it is sugpgested that countries
which prepare estimates of this adjustment should
indicate its amount.

188, Sections B and C of Table V1showthe increase
in stocks classified in the same way as fixed capital
formation excepi that the industrial classification in
section B is given in a slightly different amount of
detail.

{d) Exports of Goods and Non-Factor Services
{flow 1.9 and item 1 of Table XI)

189. This flow represents the value of goods and
services sold to the rest of the world. These goods
and services comprise merchandise andcharges made
for the provision of transport, insurance and other
services. The flow includes the value of gifts in kind
and other exports which are fimanced by means of
international transifers but exclude the  value of
military equipment transferred between governments.
The definitions of the various components of this flow
are in general the same as those adopted by the
International Monetary Fund and outlined in its Bal-
ance of Payments Manual.

190, In Table XI several components of this flow
are shown separately, These items are defined as
follows:

Exports, freight, and insurance (item 1.a)

This item records the pross movement of goods
from domestic i{o foreign ownership, together with
freight and insurance received by domestic firmsfrom
overseas firms, and it is composed (as indicated in
the table) of récorded merchandise exports {.0.b, plus

freight and insurance received by residents plyg i
minus) other adjustments made for balance of ni
ments purposes. This Hem corresponds to grey
items 1, 2 and 3 in Table 1 of the revised Balape,
Payments Manual with the exception of miljy
equipment transferred from the government to othe
governments. Sales to foreign visitors are eXcludeg
from exports of merchandise. In accordance wy.
international standards for recorded trade statistie
recorded merchandise exports includes saleg
foreign ships (bunkers etc.). For balance of paymen,
purposes such sales are included as a negative entry
in "other adjustments” and are included as a posityy
entry in item 1.b {Transportation).

)

Transportation (item 1.b)

This item corresponds io credit items 4.2, 4.3 upf
4.4 in Table 1, of the revised Balance of Payment;
Sdance Ol raymenis.

Manual. A

Passenger fares (item 1.c)

This item corresponds to credit item 4,1 in Table 14’y :

of the revised Balance of Payments Manual.
Travel {item 1.4d)

This item corresponds to item 5 of Table 1 of the.|"

revised Balance of Payments Manual, i

Other non-factor services (item 1.e)

This item corresponds to the total of items '1.2,:'
7.3, 8.2 and B.3 of the revised Balance of Payments
Manual.

As regards insurance transactions, the treatment}
adopted in the Balance of Payments Manual is nol |
wholly appropriate from the standpoint of the national |
accounts. In principle there should be included under-| -
this heading the administrative expenses ineluding.i"
profits, which are not necessarily the same as the |

excess of premiums received over ¢laims paid, This

excess is reflected in the eniries adopted in the
Balance of Payments Manual which shows in exports |

premiums plus claims received and
premivms plus claims paid,

in imports

{e} Imports of Goods and Services
{flow 1.10 and item 4 of Table XI)

191, This flow comprises the value of goods and
services purchased by the nation from the rest of
the world. It iz defined and classified in 2 similar
manner to that adopted for exports of goods and
services in flow 1.9,

192. In accordance with international standards
recorded merchandise imports are shownc.i.f. Freight
and ipsurance paid to domestic transport and insur-
ance firms are deducted and other adjustments aré
added to produce balance of payments imports,
freight and insurance. This latter item represents
total payments to the rest of the world for merchan~
dise imports, Where recorded imporis are showl
f.o.b, a comparable estimate is obtained by adding
freight and insurance paid to foreign transport and
insurance firms and other adjustments to recorded
merchandise imports f.0.b,
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{or 2. GROSS DOMESTIC PRODUCT

iyf 193. The expenditure iterns defined in the previous
di cection will, when added up, be equal to gross do-
o gestic product at market prices. The concept of
Ty gross domestic product has been defined and related
:2; i the other major aggregates in chapters I and I,
ith| 194. Table I shows a detailed classification of the
5 gross domestic product by the industries in which it
to sriginates. In order to avoid the distortions to the
Us{ .ontributions of the trades which follow {rom the un-
Tyl squal incidence of indirect taxes and subsidies, the
Ye| jptal which has been classified in Table II is the
gross domestic product at factor cost (flow 1.1 plus
flow 1.2). The adjustments in respect of indirect
tzxes and subsidies which are necessary in order to

?d srrive at this concept are defined in section 5 below.
s

195. The entry in Table I for each trade is equal
{o its contribution {0 gross domestic product, that is,
| me sum of compensation of employees, operating
11| gurplus and provisions for the consumption of fixed
= [ rapital, irrespective of whether any part of these
factor incomes accrue to normal residents or to
| foreigners. Correspondingly, all factor incomes re-
be | ceived by residents from abroad are excluded from
| the table.

186, The basic definitions of income and product

2 which underlie these contributions are set out in
t.'; chapter I and only the main principles are sum-
= | marized here.

n{ 197, In the case of business enterprises the con-
- ribution is equal to the sum of compensation of
empioyees, profit, interest, net rent and provisions
for the consumption of fixed capital originating in the
enferprise or, if analysed from the point of view of
preduction, to the value of the sales at market prices
5 tlus the value of the physical increase in stocks less
the market value of all current purchases from other
enterprises and all pet indirect taxation. Goods or
services produced in the enterprise for capital for-
| mation in the enterprise or for consumption by the
| owner or his employees are included in accordance
with the rules set out in chapter 1.

-1
—

198, This evaluation of the contribution to domestic
product is valid in the case of both private and public
enterprises except that, as regards the latter, the
-extent to which their surpluses or deficits are fo be
‘lreated as indirect taxes or subsidies has to be
‘decided (see section 4 below).

[].7199, In those cases where oufput is not sold ata
§.Hearly recognizable market price a problem of
-®aluation arises. Apart from the cases mentioned in
- thapter I, this is particularly so as regards banks
-#nd similar financial intermediariés which maintain
-_:f‘ﬁlemSeives principally by virtue of the margin be-
| een interest rates on deposits and loans and which,
L®refore, would show a negligible Jr even pegative
-fontribution to domestic product if this were evaluated
A the basis of the treatment adopted for other enter-
Tlses. The contribution of banks, ete., to gross
YMestic product is here evaluated as the sum of
Umpensation of employees, profits, net rent and
'ovisions for the consumption of fixed capital by
Puting to depositors a service charge equal to the

excess of investment income accruing to these insti-
tutions over deposit interest accruing to their de-
positors. This imputed service charge is then divided
between enterprises and households. The enterprise
share becomes a cost to enterprise reducing their
profits pro tanto. An imputed interest receipt, equal
to the imputed service charpe, is entered in the
appropriation account of enterprises, thus maintain-
ing unchanged the saving of enterprises. The house-
hold share becomes an item of expenditure of house-
holds but it is balanced on the income side by an im-
puted interest item of the same amount, The general
effect of this treatment is therefore to increase gross
domestic product and other apggregates by the amount
of the imputed service charge to households. The
main problem in applying this rule is of a statistical
character and arises from the fact that statistics on
the distribution of bank deposits, which would be a
convenient eriterion for allocating the impuiations,
are only seldom available. Since, however, the total
amount involved in most countries is small and the
probable inaccuracies hardly any greater than those
which follow from other estimating procedures, it
will in most cases be satisfactory to use a more
readily available criterion,

200. In the case of households, private non-profit
institutions and general government, the contribution
to gross domestic product is conventionally evaluated
at factor cost and consists of compensation of em-
ployees {in cash and kind} plus rent and interest on
buildings other than dwellings. The actual payments
of interest on consumers' and public debt are thus
neglected in this context and are {reated asa transfer
payment.

201, The industrial classification of the gross
domestic product adopted in Table II corresponds in
most respects to that shown in the International
Standard Industrial Classification of All Economic
Activities (ISIC}; a detailed reconciliation of the two
classifications is made in appendix 1., In one respect,
however, it has been found desirable to deviate from
the ISIC pamely as regards the real estate industry
as is explained below. The unit of classificationin the
ISIC is the establishment (ef. ISIC, pp. 5-7) and in
conformity with this the estimates of the contribu-
tions of the different trades are to be drawn up on
this basis, The adoption of the establishment as the
unit of classification for this purpose will, however,
give rise to some difficuilties.

202, In the first place, it must be recognized that
in many cases, depending to some extent on the basic
statistical material, it may be difficult or even im~
possible to ascertain certain iems, the most im-
portant of which are profits, on an establishment
basis. In such cases it may be found necessary ine
stead to use the firm as the unit of classification,
although the information clearly diminishes in value
the more widely the unit of classification is defined.

203. A similar problem cccurs in respectof income
arising from the use of land and buildings. If the
establishment is used as the unit of classification it
would seem appropriate to include such income among
the contributions of the trades actually using the land
and buildings, irrespective of the ownership of these
assets. This procedure, which has been adopted here,
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Tequires, however, that a specific entry be made as
regards the utilization of dwellings which is a cate-
gory not explicitly shown in the ISIC, Accordingly,
Table II contains, in addition to the groups from the
ISIC, one item, 9, where the compensation of emw
ployees and the gross operating surplus originating
from the use of dwellings are entered. The group
"real estate" which is still found in Table II (item 8.c)
is therefore only intended to comprise the activities
of firms such as house and estate agents, rent col-
lecting agents, ete,

204. The application of this procedure may involve
serioug statistical difficulties which may only be over-
come by defining item 9 to include the contribution
to gross domestic product originating {rom the use of
dwellings owned by individual Jandlords {(including
rented as well as owner-occupied dwellings) and in
corporate and non-corporate enterprises principally
engaged in hiring out premises to other transactors,
leaving all other income from the rent of land and
buildings in the industry which receives it.

205. The third problem which is encountered in the
use of the establishment basis relates to the treat-
ment of general government activities, because item
10 in Table II in accordance with the ISIC only covers
a rather narrowly-defined range of government opera-
tions while the rest is transferred to other Eroups.
Thus, for example, traffic installations (lighthouses,
pilot services, etc.) will be in item 6 while educa-
tional and health services will be in item 11.a apd
11.b respectively.

206. The total contribution of general government
agencies to the domestic product cannot, therefore,
be derived from Table I but it is entered explicitly
in Table II which also shows the contributions of
private and public enterprises and of households and
private non-profit institutions,

3. PROVISIONS FOR THE CONSUMPTION OF FIXED
CAPITAL
{flow 1.2 and item 1 of Table V)

207. These provisions are made for the purpose of
ensuring that the value of {ixed capital used up during
the current period is charged as a cost against the
operating revenue of that period, The provisions are
designed to cover wear and tear and foreseen cbso~
lescence of all fixed capital as well as accidental
damage to it. Unforseen ohsolescence should e treated
a5 a capital loss at the time at which it actually
occurs.

208. In principle, the scope of capital equipment
for which these provisions should be made is given
by the definition of gross capital formation (see sec-
tion 1l.c of this chapter). However, because of the
practical difficulties, depreciation is not charged in
respect of general government assets apart from
buildings (see section 1.b above), No provisions are
charged for the depletions of natural resources,

209. In general, enterprises base their methods of
computing the annual provisions for depreciation and
obselescence on the concept of maintaining the money
value of their capital intact by allocating the original
cost of the asset over its expected lifetime. This
procedure is open to objection since, as prices and

techniques change, the cost of using fixed assetg 1o

be greater or less than that obtained by Such g ¢qi);

culation. Accordingly, these provisions shoulg fak
into account the cost of replacing the assets g,

year for which the provision is being caiculated-:in

accordance with the rules set out in chapter 11,

210. A calculation of this character is, howeye

very difficult to malke since in most cases the mﬁy’-;

available data are the provisions actually
enterprises. Information about the prices :
parable capital goods and, inparticular, about Changeg
in the productivity of the capital poods

made }

ment cost basis is very inadequate,

211. In view of the considerable changes in the prics |
that some adjys. |
ment of the provisions actually made shouldbe under- |
taken even if all the factors mentioned above cannet | -

level, it is nevertheless important

be introduced into the calculation. In estimating thiz.
adjustment no attempt should be made
arrears of depreciation arising from the fact f_ha't__

earlier provisions have been made at a lower price: %
level since depreciation is treated as a current cost

of production.

212. The adjustment made to actual charges mayhe. .

which i
needed to convert the actual charges to a replace.|

to allow forl:

considerable and subject to a large margin of error |-

and so it is suggested that countries in a positionto |

do so should indicate the size of the adjustment fag
in the case of inventory valuation adjustments) the

more so since the actual charges and the incomes|.

calculated on the basis of these may be useful for
several purposes.

213. The remaining component of this flow consists
of provisions for the value of accidental damage to
fixed capital the greater part of which will frequently
be covered by way of insurance {premiums less ad-
ministrative costs of insurance companies),

214, In Table V the provisions set aside by private
enterprises, public corporations, government enter-
prises and general government respectively are
shown separately.

4., NATIONAL INCOME
(Account 2 and Tables II and V)

215. As appears {rom Account 2, the national in-
come may be derived irom the net domestic product
by adding in the net factor incomes received from the
rest of the world,

(a) National Income by Type of Orpanization
{Table )

216. This table provides a classification of the
national income principally by the type of organisa-
tion in which it originates. Of the six main entrigs
the five show the contributions to net domestc

FOE

-~ -

product of private enterprises, public corporations, j

government enterprises, households and private non-
profit institutions and general government, Since
these contributions include remuneration to factorsof
production supplied both by normal residents and by
foreigners, all factor income received by normal
residents from abroad is added in order fo convert
the table to a national income basis, The gross flows
of factor payments between normal residents and
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oreigners are shown in Table XI, items 2 and 5. In
yrinciple, these transactions are valued gross of
axes and consumption expenditure incurred abroad.
[hese items distinguish between investment income
wxcluding capital gains and losses and net of pro-
:-isicms for fixed capital consumption) and other factor
ncome (wages and salaries should be gross of pen-
sion premiums paid by an employee or by an employer
on his behalf).

917. The contributions to net domestic product of
public and private enterprises have been subdivided
so 28 to show the major distributive shares within
ecach type of organization. Furthermore, since these
chares may be considerably differeat in agriculture
and in other industries, these two industrial groups
pave been separated out within the sector of private
epterprises, agriculture being defined as in item 1.2
of Table 0O,

718. Within the sectors for households and private
pon-profit institutions and for general government,
o apalysis of the distributive shares has beenunder-
tisen since the amount of non-labour income arising
in these sectors (that is, net rent and interest on
mildings occupied by private non-profit institutions
and by general government) is so trifling that it may
e neglected for this purpose.

219, The major classification of the distributive
ghares recognized in the table is that between com-
pensation of employees (defined in the comments on
Table IV) and other income, Since this is a classifi-
cation of the contribution to domestic product, other
income (here termed operating surplus) is equal to
the sum of distributed and undistributed profits, rent
and net interest (all measured before tax) originating
in the sector. Within the two subdivisions of the
private enterprise sector the operating surpluses of
corporations and unincorporated enterprises are
shown separately.

(b) National Income by Distributive Shares
{Table IV)

220, In this table the analysis of the distribution of
- the national income given in Table I can be thought
| of a8 carried one step further soasto show the forms
.in which it accrues to what are for most practical
“purposes the final recipients of the income.

.71221, In the case of compensation of employees this
“step is very simple, since it only involves an adjust-
‘mept of the labour~income originating in groups 1
“through 5 in Table HI in respect of the net compen-
“Bation of employees received from abroad included
“Initem 6 of that table.

222, As repards the distribution of the operating
‘Bupluses in items 1 through 5 of Table III and the
- :het property income from abroad in item 6 of Table
‘, it must be recognized that this part of the na-
- Honal income reaches the final recipients in avariety
I'forms depending on the struciure of the economy
'nd the institutional framework of society. For this
' ;.‘1.3051 the property income flows shown in Table IV

0-not reflect the remuneration of the various factors
LProduction but simply record the forms in which
-incomes are received.

223. In making this classification it is convenient
to include, in addition o the operating surpluses, the
payments of interest on the public debt and on con-
sumers' loans hecause these interest payments largely
enter into the funds which are available fo enter-
prises for distribution and saving and thus form an
indistinguishable part of other property incomes in
the system. In order to make the sum of incomes
received equal to the national income, this procedure
necessitates an adjustment at the end of the table in
respect of interest on the public debt and on con-
sumers' loans.

224, Taken as a whole, the sum of items 2 through
8 in Table IV will thus be equal fo the sum of the
operating surpluses and the net property income from
abroad in Table III.

225, The first three items (1, 2 and 3) of Table IV
record the income accruing to households and private
non-profit institutions in various forms, item 4 re-
cords the sums retained by private and public cor-
porations and items 5 and 6 record the sums re-
ceived by general government by way of taxes on
corporations, property income and the surpluses in
government enterprises.

926. The components of Table IV are then defined
as follows:

(1) Compensation of employees (flow 2.1)

227, This flow includes ail the wages, salaries and
supplements, whether in cash or in kind, payable to
normal residents employed by private and public
enterprises, households and private non-profit insti-
tutions and the general government, as well as the
labour income payable by the rest of the world to
normal residents of the given country. The definitions
of the three items into which this flow is divided in
Table IV are as follows:

Wages and salaries (item 1.a)

228. This item represents all the wages and salaries
of employees before deduction of their contributions
to social security. It includes supplements such as
commissions, bonuses and receipts from profit-
sharing arrangements as well as tips to waiters,
fees paid to directors and ministers of religion, etc.
It also includes the premiums paid by employers in
respect of private pension and similar schemes which
are not inciuded under social security. The value of
income in kind such as food, lodging and clothing
provided by employers should be included at cost to
the employer in so far as it represents an additional
benefit to the employees.

229, The following items are excluded from this
flow:

(1) 'Travelling and other expenditure incurred for
business purposes and refunded by the employer;

(i) Expenditure by employees on working tools '
and equipment for use in their work;

(1if) Family allowances not financed directly by
the employer.
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Pay and allowances of members of the armed forces

Dividends (item 3.¢)

(item 1.b)
230. This item isthesameasitem A.1.b of Table X.
Employers' contributions to social security (item1.c)

231. This item comprises payments by all em-
ployers to social security agencies on behalf of em-
ployees who are normal residents.

(2) Income from farms, professions and other un-
incorporated enterprises received by households
{flow 2.2}

232, This flow records the income in money and
kind accruing to individuals in their capacity as sole
proprietors or partners of enterprises and as inde~
pendent professional men. Accordingly it may be re-
garded as consisting of elements which are the re-
muneration of both the labour and capital provided by
the entreprenpeur. If includes all the sums retained
and invested in the enterprise. Income from the owner-
ship of land and buildings and the possession of finan-
cial assets is excluded.

233, The individual components of this flow shown
in Table IV are defined as follows.

Farm income {item 2.a}

234, Consists of income in cash or in kind earned
from farming activities as defined In item 1.a of
Table II.

Income of professions (item 2.b)

235, Includes all income from independent profes-
sional practices such as those carried on by doctors,
dentists, lawyers, engineers, architects, etc,

Income of other unincorporated enterprises (item 2.c)

236. Consists of the net income of sole proprietors
and partners other than those engaged in farming and
the proiessions.

(3) Income from properiy received by households
and private non-profit institutions {flow 2.3}

237, This flow records all actual or imputed pay-
ments to individuals and non-profit institutions in
their capacity as owners of financial assets, land and
buildings.

238, The content of the items in Table IV compos-
ing this {low is as [ollows.

Rent (item 3.a)

239, Comprises all net income from the possession
of land and buildings accruing to households and
private non-profit institutions. It is net of costs of
operation such as insurance, repairs, ratesand taxes,
water charges, depreciation and mortgage interest.
Net rent includes actual rents paid as wellas imputed
rents on owner-occupied dwellings. Royalties received
from patents, copyrights and rights to natural re-
sources are also included in this flow.

Interest (item 3.b}

240. Comprises all actual interest payments re-
ceivable by households and private non-profit insti-
tutions including interest on government bonds and
imputed interest receivable Irom life insurance, banks
and similar financial intermediaries.

241, Comprises all dividends accruing to hoyg
holds and private non-profit institutions from g
porations and co-operatives.

Corporate transfer payments to households a—nd-P_L
vate non-profit institutions (item 3.d)

242. This item covers all current account prap
made by corporations to households and private ng
profit institutions serving households including g
lowances for bad debts but excluding grants i
bonuses to employees. The operating surplus o’
corporations as shown in Table III is calculatéd be:
fore the deduction of these transiers.

(4) Saving of corporations {(flow 2.4}

am ]

243. This flow is composed of the following tws
items shown in Table IV, -

Saving of private corporations (item 4.a)

244, Comprises that part of the income earned iy
private corporations and co-operatives which re.:
mains after direct taxes are paid and dividends:
distributed. aE

Saving of public corporations {item 4.b)

245, Comprises that part of the income earnedby
public corporations as defined in section 5 (b o
chapter II which remains after direct taxes are paid 7'
and dividends distributed. '

246, In some countries these institutions will in-
clude aunthorities set up to administer marketing and |,
price stabilization schemes a part of the incomedf |
which is set aside for future distribution to the pro-
ducers on whose behalf the schemes were set up. The |-
undistributed profits of sach authorities will appear
in this item and, where important, they should be
shown separately. It must be recognized, however, .
that schemes of this kind may be established under 2
different form of legal organization, for example, as
government enterprises,

{5) Direct taxes on corporations {flow 2.5)

247. Direct taxes on corporationg and co-operatives
are those which are levied at regular intervals on the
profits, capital or net worth of these enterprises.
Corporate income and excess profits taxes, taxes on
undistributed profits or on capital stock are included
here. Capital levies and similar non-recurrent pay-
ments should be treated as capital transfers and not

as charges against current profits. i

{6) General government income from property and
entrepreneurship {flow 2.6)

248. This flow records the sums receivable by the
general government {rom government enterprises a8
well as the net rent, interest and dividends accruiif
to it from the ownership of buildings or financial
assets.

249. The conditions under which certain gt:wernnneﬂt
enterprises operate often make it difficult to decide
whether the surpluses or deficits of these enterprises
should be included in this flow or treated as indirect
taxes or subsidies. The profits of state monopolies
such as those for tobacco and alcohol, are best treaté
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g indirect taxes since it is impossible to make an
sppropriate allocation. In the case of all other govern-
ment enterprises there is a prima facie reason to
record their surpluses or deficits in this flow,
especially if these enterprises operate in competition
with other domestic or {oreign producers., While it is
difficult to formulate rules of general applicability,
some assistance may be gained by an analysis of the
price policies pursued by these enterprises.

profits of government enterprises (item 6,a)

250. These are defined in the same way as the
profits of private enterprises.

fent, interest and dividends (item 6.h)

251, Comprises all income accruing to the general
government in its capacity as an owner of financial
assets, land and buildings as well ag imputed net rent
on buildings owned and occupied by the government,

{1} Interest on the public debt (flow 2.7)

252. This flow consists of interest on all kinds of
general government debt whether owed by central,
state or local authorities,

{8} Interest on consumers' debt (flow 2.8)

253. This flow consists of interest on all debt owed
by households and private non-profit institutions in
their capacity as consumers,

5, CURRENT TRANSFERS BETWEEN GENERAL
GOVERNMENT AND THE REST OF THE DOMESTIC
ECONOMY

254, The definition of the varions domestic current
transfers is as follows:

{a) Indirect taxes (flow 5.8)

435. Taxes on goods and services that are charge-
tble o business expense and taxes on the possession
o use of goods and services by households are
treated as indirect taxes. The main categories are
import, export and excise duties, local

business licences, stamp duties, motor vehicle duties,
tixes on the operation of wireless and television sets,
etc. The profits of state monopolies, such as tobacco
ind alcohol monopolies, should also be included,

' '._Zﬁﬁ. Real estate and land taxes are treated as in-
; -F“_FECE taxes unless they are considered merely ad-
?:;T%istr&tive devices for the collection of income
| taxes,

(b) Subsidies (flow 5.2)
- 257, Subsidies consist of the currentgrants madeby

.| Pblic authorities to producers. They may take the
1 m of direct payments to producers or of a dif-
Lirential between the buying and selling prices of
'{ EVerament trading organizations. The value of cou-
{708 made available by government to specific groups

% the population to enable them to obtain goods at
5 lower than the current market prices are not

hcluded here but in government transfers to house-
"0lds (flow 5.3).

(¢} Interest on the public debt (flow 5.7)

88, See section 4 (v}, flow 2.7.

{1} Direct taxes on corporations (flow 5.9)
259, See section 4 (b), flow 2.5,

(e} Direct taxes on households and private non-
profit institutions {flow 5.10)

260. This flow includes all taxes levied as a charge
on the income of households and private non-profit
institutions such as personal income taxes, surtaxes,
etc, Since social security contributions of both em-
ployers and employees are considered to be part of
the compensation of employees these contributionsare
included here,

() Current transiers from general government to
households and private non-profit institutions
{flow 5.3 and Table IX)

261. Current transfers from peneral government to
households and private non-profit institutions com-
prise zll those unilateral payments other than interest
on the public debt made by general government which
are considered to provide additions to the recipients’
incomes.

262. The classification of this flow as set out in
Table IX may be defined as follows,

Education and research (item 10.a)}

263. These payments include scholarships and main-
temance allowances for educational purposes, wages
and allowances paid to industrial trainees and grants
{other than for investment purposes) to private non-
profit universities, technical institutes, schools and
research centres and the arts.

Health {item 10.b}

264. These payments include sickness and maternity
benefits, grants to private non-profit hospitals, sana~
toria, etc, and payments from social security funds
which are reimbursements for health expenditures
included in private consumption.

Social security and assistance (item 10,¢)

265, This item includes unemployment benefif and
relief payments, old-age pensions, widows' and guard-
fang' allowances, family allowances, accident and
injury benefits and grants to private non-profit
institutions which wundertake social welfare work.

Other transfers (item 10.d)

266, This item comprises other current transfers
such as war bonuses, pensions and service grants
and grants to households and private non-profit
institutions not included above.

{g) Other current transfers from households and
private non-profit institutions to pgeneral goy-
ernment (flow 5.11)

267, Includes certain payments by households and
private non-profit institutions that are not included in
consumption expenditure, as, for instance, school
fees, fees for passports, driving tests and identifica-
tion papers and fines and other penalties paid to
general government,
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6. CURRENT TRANSFERS BETWEEN THE DO-
MESTIC ECONOMY AND THE REST OF THE WORLD

268, The definition of the various current transfers
is as follows:

{2} Current Transiers between Households (includ-
ing Private Non-Profit Institutions) and the Rest of
the World ({lows 4.5 and 4.11 apd Table XI)

269, These two flows represent the value of all
unilateral payments between households and private
non-profit institutions and the rest of the world. They
include personal and institutional remittances and
migrants' transfers, whether in cash or in kind, and
allowances for bad debts. Real and {inancial assets
transferred abroad by migrants, and also legacies,
are to be recorded as capital transfers, while ordi-
nary migrants' remittances, such as remiftances to
dependent relatives, are recorded as current trans-
fers. These flows correspond to items 3.a and 6.a of
Table XI,

(1) Current Transfers between General Government
and the Rest of the World (flows 5.4 and 5,12 and
Table XI)

270. These flows represent ali unilateral current
payments, whether in cash or in kind, between general
government and the rest of the world (including inter-
national organizationg)apart {rom transfers of military
equipment, They include all grants in cash andin kind
used by the government for consumption purposes.
Theseflows correspond to items 3.band 6.bof Table XI.

7. SAVING, CAPITAL TRANSFERS AND LENDING
(a) Saving (Table V)

271. As set out in chapter II the balancing items on
the current accounts of enterprises, households and
private non-profit institutions and general govern-
ment represent the saving of these sectors, that is,
the surplus of current incomings over current out-
goings. For the nation as a whole total saving will be
equal to the sum of net domestic capital formation
and the surplus of the nation on current account with
the rest of the world,

272. These relationships are presented in Table V
which is, in fact, a consolidation of account 3 and the
capital reconciliation accounts in accounts 4, 5 and
6. Flow 5.5, saving of general government, is given
for each type of authority. Since saving is always
defined in terms of the other entries in the system
no further comments on these {lows are called for.
It will be noticed that these entries may dilfer con-
siderably from what is found as "saving™, "current
surplus”, etc., in the accounis of businesses and
goverament because of differences in the accounting
principles adopted as regards, for example, inventory
valuation, provisions for depreciation, capital gains,
cash versus accrual basis of recording transactions
and the definition of capital formation.

{b} Capital transfers (Table VI, IX and XI}

273. Apart f{rom the effects of capital gains and
losses which have not been recorded in this system,
the saving of a sector would, in the absence of capital
iransfers, represent the net increase in the wealth of
the sector and hence be equal tothe sum of net capital

formation and net lending recorded on itg cap)
reconciliation account. Also on these assumptiopg s
surplus of the nation on current account y;
naturally be equal to the net increase in the for,
assets of the nation. However, as already Streg
in chapter II, it is useful to introduce a distipe
between current and capital transfers, the firg
these categories taking place between the CUT g}
accounts of the sectors and the latter betweep W
capital reconciliation accounts. The rationaie of

distinction is that capital transfersasunderstogd hes
are not, in general, considered by the recipient g
the payer) as adding to {or reducing) his Curre
income and therefore influence the level of consy
tion only indirectly through the effects on the amogpl 7
and composition of the assets of the recipient {or 53"
payer), These payments are thus in their effeqls} o
considered to be more akin to capital pgains and
losses and might therefore be entirely excluds
from the accounting system. Since, however, thes
transactions in some cases have formed an importaﬁs :
element in the economic policies of governments a5
since also the distinction between current and eapitai] .
transfers frequently may be difficult to draw, it hisji
been found appropriate to include them in the systeny
where they are shown as taking place between thel
capital reconciliation accounts.

274, Tt will readily be seen that these transactions
which are defined primarily in terms of the concep [ 5!
of private income will most clearly be recognized 2| !
the relationship between the public and the private]
sector (or within these sectors) while, as regards]
transfers between countries, the most important o d.ﬁ,";
which take place between governments, it is more|f
difficult to make this distinction, f lne

275, Before the capital transfers are dealt with o
some detail it should be mentioned that the systemof | '(i
accounts presented in chapter III, in order to provide
a comprehensive view of domestic capital formation,
has included all private and public capital formation}:2
in one account while still preserving separate capital bt
reconciliation accounts for households and general { %
government, To obtain this result it is convenientis j =
define capital transfers from households and govers-
ment to include the net capital formation of thest
entities in capital transfers,

276, The various flows of capital transfers appear-
ing in the system are then defined as follows.

1
(1} Finance of gross capital formation in the noa-
corporate private secter (flow 3.7).

277. This notional flow covers the value of &l
capital formation (both in fixed assets and in stock!‘f}
in all unincorporated enterprises, private non-profil
institutions and owner-opccupied houses.

(2) Finance of gross capital formation in the non
corporate public sector (flow 3.8).

218. Included in this notional flow is the value ?‘
all capital formation (both in fixed assets and 1P
stocks) in general government,

(3} Net capital transfers to households and privai®
non-profit institutions {rom corporations (flow 4,18




srapts between corporations and househclds and
;rgvate non-~profit institutions, such ag grants from
corporations to foundations,

{4) Net capital transfers to households and private
non-profit institutions from general government {flow
4,16}

280. Details of this flow are recorded in itemg 15
and 17 of Table IX. Item
death duties, gift taxes,

(5} Net capital transferg to households and private
nos-profit institutions from the rest of the world
{flow 4.17),

281, This flow records all unilateral payments he-

tween these two sectors involving items of a capital

(6} Net capital transfers tg corporations from
general government {flow 5.14),

{283, This flow consists of all net capita] transfers

from general Eovernment to Corporations and co-

gperatives, It wi}l mainly ineclude such transactions

is capital levies, confiscations, etc, ag well ag war-
{damage payments ang investment grants made to
‘torporations and co-operativeg and provisions for the
“finance of net capital formation by government enter-
prises. Gross flows are given in items 16 and 1§
of Table IX,

{7) Net capital transfers to general EOVernment
from the rest of the world (flow 5.18).

283. This flow consists of all net capital transfers
between the two sectors such as grants which have
been made brincipally with a view to financing a defj.
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778, This fiow comprises the net flow of capita) cit in foreign transactions (e.g. ER P, grants ete.},

reparation payments, grants for investment purposes
in overseas territeries, etc, Gross flows are shown
in items 8.b and 10.b of Table XI,

{8) Net capital transfers to corporations from the
rest of the world ({low §.8).

284. 1t is assumed that transferg between these two
sectors are of a capital nature and hence this flow

{¢) Lending and borrowing
o 208 Dorrowing

285. The balancing items on the capital reconcilia-
tion accounts

this would require a greater number of sectorg in-
cluding, in particular, a separate sector for banks
and other financia} intermediaries. These are now
consolidated with other Corporations in account 3 and
the present flows of lending and borrowing have
therefore a relatively limited analytical significance,

286. The following items of net borrowing are
Tecognized in the system of accounts,

(1) TFlow 3.6 comprises the net borrowing of public
and private corporations and Co~operatives,

(2) Flow 4.18 comprises the net borrowing of
households and private non-profit Institutions, Bor-
rowing by unincorporated enterprises ig included
here.

(3} Flow 5.19 tomprises the net borrowing of
general government and government enterprises both
at home and abroad,

{4} Flow 6.11 Comprises the net increase or de-
Crease in the foreign claims of the nation,




Appendix 1.

INDUSTRIAL CLASSIFICATION OF DOMESTIC PRODUCT

The industrial classification of gross domestic
product given in chapter IV, Table I follows very
clésely the one set out in the International Standard

Industrial Classification of All Ecconomic Activities

{Statistical Office of the United Nations, Statistical
Papers, Series M, No. 4, Lake Success, N.Y., 1949}.
A reconciliation of the two classifications is presented
below where Tahle II has been defined in terms of
the ISIC,

The only difference between the two classifications
concerns the treatment of dwellings and other real
estate, This problem is discussed in detail in section
2 of chapter V.

RELATIONSHIP BETWEEN PROPOSED INDUSTRIAL
CLASSIFICATION AND THE INTERNATIONALSTANDARD
WDUSTRIAL CLASSIFICATION OF ALL ECONOMIC
ACTIVITIES

Dijvi- Major
sion group Group
1. Agriculture, forestry, hunting and
fishing 0
a. Agricultture and livestock
production 01
b. Forestry and logging 02
¢, Hunting, trapping and game
propagation 03
d. Fishing 04
2., Mining and guazTying 1
a. Coal mining 11
b. Metal mining 12
¢, Crude petroleum and natural
gas i3
d. Stone quarrying, clay and
sand pits 14
e. Other non-metallic mining
and quarrying 19
3. Manufacturing 23
a. Food _ 20
b. Beverages 21
¢. Tobacco 22
d. Textiles 23
e. Footwear, other wearing ap-
parel and made-up textile
goods 24
{, Wood and cork products, ex-
cept furniture. 25
g. Furniture and fixiures 26
h. Paper and paper products 27
1. Printing, publishing and al-
lied indusiries 28
j. Leather and leather products
—  except foofwear 29
k. Rubber products 30
1. Ghemlcals and chemical
products 3t
m, Products of petroleum and
coal 32

38

1. Non-metallic mireral prod-
ucts, except products of
petroieum and coal

o. Basic metal industries

p. Metal products except ma-

chinery and transport
equipment
q. Machinery except electrical
~  machinery

I, Electrical machinery ap-
paratus, appliances and
supplies

Transport equipment

Miscellaneous mamifacturing
industries

8.
t.
4. Construction

5. Electricity, gag, water and sani-
tary services
a. Electric light and power
b. Gas manufacture and distri-
bution
¢. Steam heat and power, water
~  and sanitary services

6. Transportation,
communication
a. Water transportation
b. Railroad transportation
c. Other  transportation
storzge
d. Communication

7, Wholesale and retail frade
a. Wholesale trade
b. Retail frade

8. Banking, insurance and real egiate
a, Banks and other financial
" institutions
b. Insurance
¢, Real estate

gtorage and

and

9, Ownership of dwellings
10. Public administration anddefence

11. Services
a. Education
b. Medical and health
¢, Recreation and entertainment
d. Domestic services
e. Hotels and resiaurants
f. Laundries, barber shops and
other personal services
. Religious organizations, wel-
fare institutions, legalser-
vices, trade nssoclations,
eic.

1aq

* Part

Major
group

33
34

51

51
51~52

73

82
82

B4

84
84

82

521—522_-:’-I

715716 | 1
|
712-TI4 |




Appendix 2.

The classification of private consumption expendi-
{ure presented in Table VI and chapter V is here
Y gescribed in detail. In view of the wide range of goods
Jand services purchased by consumers, the list ap-
‘boparing in this appendix is by no means exhaustive
ifad is intended only to cover the more important
i} goods and services, giving at the same time an idea
‘1.t the contents of the items of Table VIIIL

In order to amplify this necessarily brief list and
Aas0 to provide a guide to the use of trade and pro-
‘Faction statistics for estimates of consumption ex-
'l genditure, it has been found useful to add to the
ifgescription of each item a reference to the Standard
 wternational Trade Classification (Statistical Office
o the United Nations, Statistical Papers, Series M,
Yg. 10, Second Edition, New York, 1951) whenever
: Jangible commodities are involved.

il The classification in Table VII cannot, however,
‘o entirely reconciled with the SITC. The classifica-
tion of consumption expenditure aims primarily at
Yoresenting a picture of the amounts spent by con-
1 wmers for various purposes, while the SITC is a
‘dlassification of commodities, irrespective of their
Juse for production, consumption or capital formation,
bk is therefore in many cases difficult to decide

d.

CLASSIFICATION OF PRIVATE CONSUMPTION EXPENDITURE

Milk, cheese and egps
Fresh, evaporated, condensed
and dried milkk and cream,
cheese and curd, eggs in-
cluding treated eggs

Qils and fats
Butter, margarine, lard and
other edible fats and oils

Fruits and vegetables
Potatoes and potato products,
fresh, dried, frozen and pre~
served vegetables and {ruit,
nuts, fruit and wvegetable
juices

. Bugar, preserves and con~

fectionery

Sugar, syrup, jam, marma=-
iade, honey, chocolate and
sugar confectionery, table
jellies and ice cream

Coffee, tea, cocoa, ete,
Coffee, tea, cocoa, ete, and
their substitutes

Division Group  Item

39

| whether certain groups of the SITC should be included i
‘Land to allocate goods which appear together in the 1-%@?—& d food .
FHTC to different groups of consumption expenditure. mtiémssp;czss and iood prepa
Finally the SITC does not include the services which T
‘Janter into the various items of consumption expendi- 2, Beverages
ture, a, Neon—azleoholic
~In the following reconciliation of the two classifica- I:ilfl,:e;;lnk: aters and othex
{lions no account has therefore been taken of the fact ;
lhat the goods mentioned in the SITC may be used b. Aleoholic . :
both for consumption and production. When the word Beer, wines, spiritsandcider
art” has heen used in connexion with an S8ITC item 3. Tobagco
tonsequently only means that the commodity in " Cigars, cigarettes and other
gstion may enter into several groups of the con- tobacco for personal con-
mer expenditure classification. sumption
Standard International 4. Clothing and other personal ef-
Trade Classification facts

a. Footwear

Food All footwear including rub-
i, ggea& and cereals 04 e —- bers
cece, iﬂour andott.her cegeals, b, Clothing other than foolwear
b‘re::it P reg{ara lgnii! Ig alf, Al}l made-up clothing and
isculis, cake and other bak— . . .
ploting malersls nchudng
nd ar )
Arrowroot custom tailoring and dress—
x b. Meat [1)3 s - making
Fresh, chilled and frozen ¢, Other personal effects
meat, baconand ham, poultry, " Umbrelas, travel goods
fame, sausages, offal, ca:}ned handbags :md similar artil
meat and meat preparations cles, precious stones, jewel-
¢ Fish 03 e - lery and watches
Fresh, frozem, canned and
Preserved fish and other sea e
food and fish preparations ¥ Part,

Standard International

Trade Classification

Division Group  ltem
02 021 —
gz2 —
024 e
025 -—
02 023 -
09 091 —
41 - —
05 {exclud-
ing item
053~03) =
02 oz6 —
029 -
05 053  053-03
08 — —
ov 073 -
o7 071 —_
072 s
074 —
-09 099* aae
07 075 —~
08 099% —
27 272 272-05
11 111 —
11 12 —
12 122 -
85 - -
G5 651%m5% -
84 - -
67 672 e
673% —
23 — -
86 B64  B864~01
89 89S  BRU~03,
04
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5.

o2
*

1.

8.

Division Group

Rent, rates and water charges
All gross rent, (actual and im=
puted gross rents on owner-oc—
cupied houses as well as actual
and imputed ground rents payable)
including water charges and local
rates., Rent will in general be
space rent covering heating and
plumbing facilities, lighting fix—
tures, {ixed stoves, wash basins
and other similar equipment which
is customarily installed in the
house, before selling or letting.
Payments by sub-tenants for use
of furniture, ete., areaccordingly
excluded and such surchargesare
to be found in item B b,
Expenditures of tenants on indoor
repair and upkeep (for example,
indoor painting, wall paper, deco-
rating, etc.) are included,

Reooms in boarding houses are
included here, while hotel rooms
are in item 11.b,

Fuel and light
Coal, coke, briguettes, heating
and lighting oils, firewood and
charcoal, electirieity, gas and
purchased heat

Furniture, furnishings andhouse-
held equipment
&, Furniture and furnishings
Furniture, fixtures, pianos,
curtains, coverings, etc.

b, Household equipment
Pottery, glassware, house-
hold utensils, cutlery and
silverware, heating and cook—
ingappliances, refrigerators,
electrical appliances and {fit-
tings, sewing machines, wire-
iess and television seis,
gramophones and records,
clocks and baby carriages

Household operation
a. Domestic services
Remuneration in cash and in
kkind of domestic servants,
cleaners, ete,

b, Non~durable household goods
Household pgoods of limited
cdurability such as matches,
household soap, scourers,
polishes, cleaning materials,

* Part

Standard International

Trade Classification

24
31

85

82
89

66
67
6%
71
72
a1

89

55
64

69

Item
241 -
311 e
313 313-02,
03
314 ——
315 -
B55*md*
655 655-04F
05,% 09*
656 656-03,
4, 65~09
657 -
891  891~03
899  899-21*
665  665-02
666 —
673 G73-01%
699 699-12,
13,14,15,
16,17
716  71i6-11
721 721-04,
08, 12*
812 812-D4
B64  B64=02
891 891i-01,
02
89% B99-07,
08,13,*
15%
552 bHE2-(2%*
03
641 64103
642  642-01
698 699-08

household paper products,
candles and electric hulbs,
repairs to all household dur—-
ables (item 7).

c. Household services
Repairs to footwear, clothing
and householdtextiles, clean-
ing, dyeing and laundering,
hire of household durables,
net premiwms on fire and
theft insurance of household
property, moving and storage
of household goods

9. Personal care and kealth expenses

a, Personal care
Toilet articles and prepaza-
tions including shaving equip-
ment, services of barber and
beauty shops, baths andmag-
sage parlours

b. Health expenses
Medicinal and pharmaceuti~

cal products and therapeutic
equipment, services of phy-
siclang, nurses and related
practioners. Fees to private
hospitals other than non-
profit institutions. Expendi-
tures of private non-profit
hospitals, Net payment to
private accident and health
insutrance companies and
agsociations

10. Transportation and eommunica~

tion
a, Personal
equipment
Cars, trailers, motorcycles
and bicycles, including the
mark-up on second-hand
purchases

transportation

b. Operation of personal trangs—
portation equipment
Parts and accessories, tires,
tubes, gasoline, oils and
greases, parking, garaging,
repairs and net insurance
payments, Dbridge, tummnel,
ferzy and road tolls, motor
vehicle licences

¢. Purchased transportation
Fares on railways, trams,
buses, cabs, ships and air—
lines, Dbaggage transfers,
storage and excess charges,
tips to porters, etc,

d. Communication
Postal, telephone and tele-
graph services

11. Recreation and eptertainment

a, Enfertainment
Expenditure on theatres,
cinemas, sports and other
places of public amusement

* Part

Standard Internpy
Trade Classificatiz
Divigion Group

72
89

55
62

T2

54
62
72
86

73

31

62
73

721
899

5562
829

T7é41
899

628
721
861

732

733

313

529
732

733

Ong)

tion
Lo
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Standard International
Trade Classification
Division Group  Hem
LI Oh wToun 2em

b, Hotels, restaurants andcafés
Expenditure Tn restaurants,
etc., over and above the re-~
tail value of the fpod, drink
and tobaceo consumed, in-
cluded in item 1~3, Tips are

included,

¢. Books, newspepers and 64 642  642-03,
magazines ’ 03
Books, newspapers and other 89 882 —
printed matter, stationery 8989  BOg-16
and writing materials

d, Other recreatjon 29 282 292-05,
Private flying and sailing in- 06, 07

cluding purchases of aero- 59 58  5%1-01
planes, yachts and boats, 64 642  642-09
hunting, shooting and fishing, 65 6566  656-02
dog and gun licences, radio 69 681 69102

licences, musical instru- 73 734 o
ments not included in item 7, 735  735-09
photography and other ex—~ gg 861  B61-02
penditure  comnected  with B62 -
hobbies, services rendered 89 891  B91I-03
by clubs, purchases of toys, 898  890-14,
flowers, pets, pipes and 15,%18,
lighters 21*

12, Miscellaneous services

a, Fipancia] services
Operating expenses of life
insurance companies, actua}
and imputed bank charges

brokerage charges and in-
vestment counselling, money
order fess, and administrg-
tive charges of private pen=-
slons schemes, household
finance companies and other
financial institutions render—
ing services to households.

b. Education apd research
Education and research (fees
to private schools and uni-
versities other than private
Ron-profit institutions, ex-
benditures of private non-
profit institutions and other
educational expendifures),

. Other services
Legal services, employment

—
* Part

Division Croup
—ml 2 TOUp

agencies and trade uniens,
profegsional associations,
religious and political activi~
ties, dealers’ margins on
purchases from pawnbrokers,
undertaking and other funeral
services

13, Expenditure of residents abroad

All consumption expenditure
of residents abroad. This
item corresponds to debit
item 3 in table I of the
Balance of Payments Manual
excluding expenditures in-
curred for business purposes
plus personal transportation
expenditure andthe CoORSuUmMp~
tion expenditures of Seamen
included in item 4 ip table I
of the Balance of Payments
Manua] and the consumption
expenditures of diplomats
and members of the military
forces stationed abroad in-
cluded in item 7 in Table I
of the Balance of Payments
Manua}

14, Less expenditure of non~yesidents

—= 5= expendilure of non~residents

in the count

All expenditure for consum-
ers' goods and services by
non-residents  within  the
country, This item corre-
sponds to credit item 3 in
Table I of the Balance of
Payments Manual plus the
expenditures of foreign sea-
men, diplomats and members
of the military forces within
the country included in {tems
4 and 7 in Table 1 of the
Balance of Payments Manual

15. Less value of gifts (net) sent

abroad

Value of gifts in kind (net)
sent abroad by households
and private non-profit ingti-
tutions. This item should
cover both goods and ser-
vices included in items 1-12
and gifts in form of goods
bought in a previous year,

Standard Internationaj
Trade Classification

Hem
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Inincorporated enterprises 110, 277
aluation of 165

4ita) gaing and losses 44, 186187, 207
.‘Pital levies 7, 247, 280

ipital receipts 73

3ital transfers 273-284

Wil defence 139, 153

WMpensation of employees 143144, 227-231
terns, international 49

“stant prices, accounts in ix
"truction and works 63, 172

_“hlﬂ humbers refer to paragraphs; Roman numerals refer to pages,
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Consumption expenditure:
clagsification of 136-137, 142~160
general govermment 75, 123, 138-160
private T2-74, 123, 127-137
Contributions to wension schemes 143, 228
Co~pperative enterprises, 82, 108, 244
Corporations:
private 82, 244, 247
public 83~84, 245-248
Current receipts 73

Death daties 280
Defence experditures, see military expenditures
Deficit of the nation on current account 76
Depletion, see capital consumption
Depreciation, see capital consumption
Development costs 165
Diplomatic and consular staffs 51
Direct taxes:
corporations 247
households and private non-profit institutions 260
recording of 101
Disposable income 74, 121
Dissaving 74
Distributive shares 220-253
Dividends 101, 241
Domestic product:
defined 46-47, 78
net at factor cost 121
gross at market prices 78, 121
industrial origin of gross 123, 193-206
Domestic territory 48
Durable goods 63, 166
Dwellings 82, 170, 203~204

Epterprises 82, 187, 232-236
Establishment reporting 80, 201-202
Estate duties 77
Excess profits tax, see direct tuxes
Lxpenditure:
private consumption 72-74, 123, 127-137
general government 75, 123, 138~160
Exports of goods and services 189-190

Factor costs 57
Factor income to and from abroad 46, 51-52, 76, 121, 216
Farm income 234
Fees:
to architects ete, 165
to general government 130, 148, 165, 267
to non-profit institutions 85
Final products, see product
Financial assets, income of 240-241, 248
Financial intermediaries 199
Fines 267
Food 136
Foreign:
branches and subsidiaries 50
travel 136, 190
Foundations 85, 279

General government:
capital consumption 148, 208
capital formation 32, 115, 176, 278
consumption e,xpenditure 7a 123 138~160
definition 88-~89
income 75
income from property and entrepreneurship 248-251
production 32~33, 200
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rent of government buildings 147
services to business 40
social security, see social security
type of authority 160
Gifts 127, 137, 189
Gold 183
Government enterprises 83, 112, 248--250
Grants:
corporate grants to households 242, 279
for capital development 77, 279-284
international 141, 281, 283~284
to employees 242

Hand tools and office desk equipment 166, 174
Hire-purchase 98
Home consumed output 31, 54
Hoespitals:
private 86, 136
public 82, 156
Households and non-profit institutions:
consumption expenditure 72~74, 123, 127-137
definitiorn of 85-87
income from property 237-242
mroduction boundary 26-31, 34
transfers 261269, 279-281

Blegal transactions 35, 56
Imports of goods and services 191
Imputation:
{inancial intermedizries 136, 199, 240
hotne consumption 27, 54
inlermediate and final products 37-41
owner-occupied dwellings 31, 136, 203~204, 239
rent of government buildings 147
Income:
from property and entrepreneurship 237-242, 248-251
from use of land and buildings 203-204, 238, 251
in kind 37, 54, 228
of unincorporated enterprises 234~236
of households and non~profit institutions 225-242
national 121-122, 216-253
personal 121
Income tax, see direct taxes
Indirect taxes:
definition of 58
motor vehicle duties as 131
recording of 160
{ransfers 255-256
Industrial classification 30, 57, 193-206
Installation costs of fixed capital 155
Insurance:
life 136, 240
international 190
other 136, 213, 239
Interest:
consumers' debt 33, 223, 253
defined 240
public debt 33, 240, 252
Intermediate products, see product
International agencies 52, 270
International concerns 49
International Monetary Fund 51, 53, 117, 18%~180
International Standard Industrial Classification 30, 123,
201205
Inventories, see stocks, changes in
Investment, see capital formation

Land and buildings:
land 169
income from 203-204, 239, 251
faxes 255
Lending and borrowing 76=77, 112, 285-286

Machinery and other equipment §3, 163, 174
Maintenance and repair 145, 167
Market prices 54-56

Marketing and price stabilization schemes 246
Medical care, provision of 119, 136
Military expenditures 138, 145, 153, 189-190, 270

National budgets 10
National income:
defined 121
distribution of 123, 220-253
by type of organization 123, 216~219
National product:
defined 46-47
expenditure on gross 123
gross at market prices 121
net at factor cost 107-108, 121
Natural resources 45
Non-profit institutions:
serving enterprises 82
serving households, see households and mo
institutions
Non-residential building 171
Normal resident 51-53

Obsolescence, see capital consumption
Operating surplus 123, 219, 223, 242
Own~account construction 45, 63, 163
Owner~occupied dwellings a1, 136, 203-204, 239

Pensions:
as current transfers 73, 265-266
as part of wages and salaries 143, 159, 228
Personal income 121
Price level, adjustment for 211=212
Private consumption expenditure 72-74, 123, 127-137
Producer 24
Product:
final 21~23, 37-40, 70
intermediate 21-23, 37-40, 70
national, see mationsl product
Production, see production boundaries
defined 1%
non~monetary 54
primary 30
valuation of 54~56
Production boundaries of 19-41, 60
general government 32-33
households 26-31
private non-profit institutions 34
rural enterprises 27
under-developed countries 28
Productive activity:
general government 32
households 26-31
private non-profit institutions 34
rural enterprises 27
Professional income 235
Frofit 69, 186~187, 202
of state monopolies 249
Property income 223, 237-242
Pubiic corporations 83, 245-246
Public enterprises:
defined 82-84
surplus or deficits 198, 249

Real estate industry 203
Real estate taxes 256
Rent:
as consumers' expenditure 136
defined 239
of government buildings 146-147
Repairs and maintenance 145, 187
Reparations 76, 283
Replacement cost 207-212
Research expenditures §2
Resident, normal 49«53
Restaurants 136
Royalties 239
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qries 143, 228-229
os o {oreign visitors and ships 190

.
'ﬁg}(ucorpomtions 76, 108, 112, 243-246

of general government 75~76, 115

of househoids 74, 76, 113~114

of the nation 76, 271

AEH

Th{;;rivnte 85~-86

public 82; 146, 155

&wnd—hand transactions 127, 135, 178

dors of the economy 81-91

ps and aircraft 48

G clearance 165

sicial security:

| administration of 146

es part of compensation of employees 143, 228
as paxt of taxes 260

g5 part of the general government sector 89
as part of transfers from government 265
recording of 101

ris associations 86

fandard International Trade Classification 123, 132

'.f‘,j nzte monopolies 249

“hocks, changes in:

farm 182

in hands of marketing authorities 182
located zbroad 181

- of government 184

.. strategic materials 184

surplus stores 138, 150, 184

valuation of 67-69, 100, 102, 185187

ilihsidies:

1 defined 57, 59, 257

recording of 100

:'i' Surpius of the pation on current account 119, 271-272

Haxes, see direct taxes and indirect taxes
‘{Twls and materials furnished by employees 38, 229

Trade unions 86
Transactions:
classification of 79-81
recording of 95-102
types of 94
Transactor 24, 81-90
Transfers:
capital 273-284
corporate transfer payments 242
current 129, 200, 254~270
international 141, 268~270
recording of 100-101
source for finance of final products 73~77
Transport equipment 173
Transportation charges 165

Undistributed profits tax, see direct taxes
Unincorporated enterprises:
borrowing of 286
capital formation of 112, 277
definition of 82 ‘
income of 232-236
Used capital goods 178

Valuation:
factor cost 57-59
market prices 5759
replacement cost 6768, 209212
Value added 21~23, 79

Wages and salaries 143, 228-229

War damage payments 77, 280

Working tools 38, 229

Work in progress:
dwelling and non-residential buildings 164, 179~180
stocks 63, 87, 164, 180





