Text Comparison

Documents Compared
Chapter 1 V1.pdf - Adobe Acrobat Professional

Chapter 1 post UNSC cf.pdf - Adobe Acrobat Professional

Summary
3077 word(s) added
4278 word(s) deleted
8463 word(s) matched
200 block(s) matched



To see where the changes are, scroll down.



Chapter 1 V1.pdf - Adobe Acrobat Professional

= Fhre=S Nt e . : ] : . — ] : .
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accommtingroles—itprovidesacomprelrensiveaceonntingframeworkwithirwiteheeomomte-data—ean be compiled and
presented in a format that is designed for purposes of economic analysis, deetstorretakimg and policy-making. The

accounts themselves present in a condensed way a great mass of detailed information, organized according to economic
principles and perceptions, about the working of an economy. They provide a comprehensive and detailed record of the
complex economic activities taking place within an economy and of the interaction between the different economic
agents, and groups of agents, that takes place on markets or elsewhere. ¥ practice the accounts are compiled for a
succession of time periods, thus providing a continuing flow of information that is indispensable for the monitoring,
analysis and evaluation of the performance of an economy over time. The SNA=prevides-informationrrot-eoniy-—about

eeoromte-aetivitres; but also about the levels of an economy’s preduetive-assets—amd=thre—wealtiroftts—trirabitants—at
partrettar-pomtsoftimre—TFmatty; the SNA includes an external account that displays the links between an economy and

the rest of the world.

+2  Fire-SNA—mmay be implemented at different levels of aggregation: at the level of individual economic agents, or
institutional units as they are called in the System; for groups of such units, or institutional sectors; or at the level of the
total economy. Ztthougirtradttiomatiy-deseribed-as—asystenrotratioma-accounts; - foraraty trca-purposes-tire-SzA-irrs
to-bemmptenented-attowertevelsofaggregatior [n order to understand the workings of the economy, it is essential to
be able to observe and analyse the economic interactions taking place between the different sectors of the economy.
€ertatrkey-aggregate-statistics;suchras-gross-domestre-product-t6BP); that are widely used as indicators of economic
activity at the level of the total economy, are defined within the System, but the calculation of such aggregates has long
ceased to be the primary purpose for compiling the accounts.

99 FiremSNA—; " : ot —dhesi i . ysis—dveoisi i ok

mraferrgs whatever the industrial structure or stage of economic development reached by a country. The basic concepts
and definitions of the System depend upon economic reasoning and principles which should be universally valid and
invariant to the particular economic circumstances in which they are applied. Similarly, the classifications and
accounting rules are meant to be universally applicable. There is no justification, for example, for seeking to define thre
components-of-a-produectionacconnt-—output;-intermediate-consumption—and—gross-valune-added—= differently in less
developed than in more developed economies, or in large relatively closed economies than in small open economies, or
in high- inflation economies than in low-inflation economies. Certain definitions, or accounting rules, specified in the
System Tmray=beconre-superfirous=frcertairircumstances (g wirernrthere=ts no inflation), but it is nevertheless
necessary for a general system sweh=as=thre=SN# to include definitions and rules covering as wide a range of
circumstances as possible.

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

1l
w be complled and presented in a format that is de5|gned for purposes of economic anaIyS|s decision-
taking and policy-making. The accounts themselves present in a condensed way a great mass of detailed information, organized
according to economic principles and perceptions, about the working of an economy. They provide a comprehensive and detailed record
of the complex economic activities taking place within an economy and of the interaction between the different economic agents, and
groups of agents, that takes place on markets or elsewhere. Ihe framewark of the System nrovides accounts that are:

12 i intin fi ince in practice the accounts are compiled

for a succession of time periods, thus prowdmg a contlnumg flow of |nformat|on that is indispensable for the monitoring, analysis and

evaluation of the performance of an economy over time. The System provides information nat only about economic activities faking

place within a_periad but also about the levels of an economy’s
paintsaftime Lo addition, the SNA includes an external account that displays the links between an economy and the rest of the world.

13  Certain Key aggregate statistics such 35 GDP that are widely used as indicators of economic activity at the level of the total economy, are
defined within the System, but the calculation of such aggregates has long ceased to be the primary purpose for compiling the accounts.
In order to understand the workings of the economy, it is essential to be able to observe and analyse the economic interactions taking
place between the different sectors of the economy. Ihe System is designedtq be implemented at different levels of aggregation: at the
level of individual economic agents, or institutional units as they are called in the System; for groups of such units, or institutional sectors;
or at the level of the total economy.

14  Ihe System is designed for economic analysis_decision-taking and policy-making, whatever the industrial structure or stage of economic
development reached by a country. The basic concepts and definitions of the System depend upon economic reasoning and principles
which should be universally valid and invariant to the particular economic circumstances in which they are applied. Similarly, the
classifications and accounting rules are meant to be universally applicable. There is no justification, for example, for seeking to define
pads.afthe System differently in less developed than in more developed economies, or in large relatively closed economies than in small
open economies, or in high-inflation economies than in low-inflation economies. Certain definitions, or accounting rules, specified in the

System might become superfluous in cerfain circumstances (for example if there were no inflation), but it is nevertheless necessary for a

general system to include definitions and rules covering as wide a range of circumstances as possible.

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

developed countries,
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B—iey-features-of-the-System
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++2 Freaecommtsof-the-Systenrare-destgred-toprovide-amratytreaty-usefat information about the behaviour of institutional
units and the activities in Wthh they engage, m&umurmmmmmm

mﬂunrmrh'mhu-mmwu-pmm Data on transactions provide the basic source material from

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

2. The institutional sectors of the economy

+13 Fhrepurposcof-thisscetioristo-dicatevery-bricfiywiat-arc-threrranrseetorsof-the-ccomromy—for-wirclhrt-tsposstbie
to-compite-thre-futt-serremce-of-accomTts-surmmmartzed-irthe-previous—seetior:.: Two main kinds of institutional units, or
transactors, are distinguished in the Systermr——houschotds—amd—tegat-entittes—Hre—tatter are either entities created for
purposes of production, mainly corporations and non-profit institutions (NPIs), or govermmrerrt-urmts;—Tretudmg-socrat
seeurtty-fords—instituttonaumntts-are-essentraty-mts=thrat=are capable of owning goods and assets, incurring liabilities

and engaging in economic activities and transactions with other units in threr=owmrrigitt: For the purposes of the
System, institutional units that are resident in the economy are grouped together into five mutually exclusive sectors
composed of the following types of units:

Nemfi ok .
- i .
s rts—irreherds ot stroferere
NPfsservimgtrouschotds-@PEStsy
Households.
The five sectors together make up the total economy. Each sector ts=atso-divided=rto-sub=scetors—For example, the

non-financial and financial corporations sectors are divided to distinguish corporations subject to control by
Govermmmemts or foreign units from other corporations. The System makes provision for a complete set of flow
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18 Data on transactions provide the basic source material from which the values of the various elements in the accounts are built up or
derived. The use of transactions data has important advantages. Ihe first of these is that the prices at which goods and services are
exchanged in transactions between buyers and sellers on markets provide the information needed for valuing, directly or indirectly, all the
items in the accounts. Secondly, a transaction that takes place between two different institutional units has to be recorded for both parties
to the transaction and therefore generally appears twice in a system of macroeconomic accounts. This enables important linkages to be
established in the System. For example, output is obtained by summing the amounts sold, bartered or transferred to other units plus the
amounts entered into, less the amounts withdrawn fram, inventories. In effect, the value of output is obtained by recording the various
uses of that output by means of data on transactions. In this way, flows of goods and services can be traced through the economic system
from their producers to their eventual users. Some transactions are only internal bookkeeping transactions that are needed when a single
unit engages in two activities, such as the production and consumption of the same good or service, but the great majority of transactions
1akes place between different units on markets.

2. The institutional sectors of the economy

19 Two main kinds of institutional units, or transactors, are distinguished in the System: househalds and legal entities | egal entities are
either entities created for purposes of productlon malnly corporatlons and non- proflt mstltutlons (NPIs) or gatities created by political

capable of owning goods and
assets, incurring liabilities and engaging in economic activities and transactions with other units in jfs.own right,

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

a Nan-financial cornoratians:
N Einancial cornorations:

o Government units_including social secuurity funds:
d NElsservinghouseholds (NPISHS).

& Households.

The five sectors together make up the total economy. Each sector mayhefurther divided inta sub.sectars. far example, the non-financial
and financial corporations sectors are divided to distinguish corporations subject to control by gavernments or foreign units from other

corporations. The System makes provision for a complete set of flow accounts and balance sheets to be compiled for each sector, and
sub-sector if desired, as well as for the total economy. The total number of accounts that may be compiled is therefore potentially quite
large, depending upon the level of disaggregation that is required and feasible. Only by disaggregation into sectors and sub-sectors is it

Chapter 1 nast LINSC 4[9/2008 12
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accounts and balance sheets to be compiled for each sector, and sub-sector if desired, as well as for the total economy.
The total number of accounts that may be compiled is therefore potentially quite large, depending upon the level of
disaggregation that is required and feasible. Only by disaggregation into sectors and sub-sectors is it possible to
observe the interactions between the different parts of the economy that need to be measured and analysed for purposes

of policy-making. Firecompictesctofaccommtsat-tic-tevetof-tirc-frrermanrseetorsTsshowmrnranmrex—v=at-thrc-cmd-of
thfs-TrraTroat

++4 Institutional units that are resident abroad form the rest of the world. The System does not require accounts to be
compiled in respect of economic activities taking place in the rest of the world, but all transactions between resident and
non-resident units have to be recorded in order to obtain a complete accounting for the economic behaviour of resident
units. Transactions between residents and non-residents are grouped together in a single account, the rest of the world
aCTOTTTt

3 e " .

- o L . ek > ; : . ] reserilret
mranT-featares—ot-the=Systerrbefore—drscussimg-otherretated=tsswes: [t is impossible to do justice to the wealth of
information contained in the System in a short section of this kind, and reference should be made to chapter H=for=a
compreiensTveUverview ot the-Systenr—Breforesummrarzimg-the-seruenceotaceonnts; Ttshoutd=beroted=that although
it is necessary to present the accounts in a particular order, the activities they describe should not be interpreted as
taking place sequentially in time. For example, incomes are generated continuously by processes of production, while
expenditures on the outputs produced may also be taking place more or less simultaneously. An economy is a general
equilibrium system in which interdependent economic activities involving countless transactions between different
institutional units are carried out simultaneously. Feedbacks are continually taking place from one type of economic
activity to another.

+=3  Fhre-Systemris-butt-arennd a sequence of interconnected flow accounts linked to different types of economic activity
taking place within a given period of time, together with balance sheets that record the values of the stocks of assets and
liabilities held by institutional units or sectors at the beginning and end of the period. Each flow aeeeunt relates to a
particular kind of activity such as production, or the generation, distribution, redistribution or use of income. Each
account is balanced by introducing a balancing item defined residually as the difference between the total resources =
usesrecorded-omrthe-two-stdes-of-the-aceomnt: The balancing item from one account is carried forward as the first item
in the following account, threreby-rmakirg-tire-sexuremee of accounts an articulated whole. The balancing items typically
encapsulate the net result of the activities covered by the aeeommnts in question and are therefore economic constructs of
considerable interest and analytical stgrrifreamee=—forexmmple; value added, disposable income and saving. There is
also a strong link between the flow accounts and the balance sheets, as all the changes occurring over time that affect
the assets or liabilities held by institutional units or sectors are systematically recorded in one or another of the flow
accounts. Fhe-ctosmeg=batarce=sheet-ts—foty-—determmed=by-the-openrme—batarce—sheet-anmd=the-transzctions—or-otirer
flows-recorded-in-the-sequence-of-accounts:
Fhe-sequence-of-accounts
Gurrent-accounts

+5  Fhese accounts record the production of goods and services, the generation of incomes by production, the subsequent
distribution and redistribution of incomes among institutional units, and the use of incomes for purposes of
consumption or saving.
Protrctionrreconmt

+6  The production account records the activity of producing goods and services as defined within the System. Its

balancing item, gross value added, is defined as the value of output less the value of intermediate consumption and is a
measure of the contribution to GDP made by an individual producer, industry or sector. Gross value added is the source
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possible to observe the interactions between the different parts of the economy that need to be measured and analysed for purposes of
policy-making.

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

112 Ihissection gives a very brief summary of the accounts of the System, It is impossible to do justice to the wealth of information
contained in the System in a short section of this kind, and reference should be made to chapter 2fara.caomprehensive avenziows,

114 Ihisbasicidentity is elaborated within the System intg a sequence of interconnected flow accounts linked to different types of economic

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

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

Cucrent accounts

1168 Ihecurrent accounts record the production of goods and services, the generation of incomes by production, the subsequent distribution
and redistribution of incomes among institutional units, and the use of incomes for purposes of consumption or saving.

117 The production account records the activity of producing goods and services as defined within the System. Its balancing item, gross value
added, is defined as the value of output less the value of intermediate consumption and is a measure of the contribution to GDP made by
an individual producer, industry or sector. Gross value added is the source from which the primary incomes of the System are generated
and is therefore carried forward into the prlmary dlstrlbutlon of income account. Value added a.n.d_G.D.E may also be measured net by
deductlng consumption of fixed a

a—-(Generated by praduction,
L. Distributed to institutional units with claims on the value added created by praductian.

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

Chapter 1 oost LINSC 422008 13
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from which the primary incomes of the System are generated and is therefore carried forward into the primary
distribution of income account. Value added may also be measured net by deducting consumption of fixed eapited

Bt . .
Gerrerated-by-production
Distributed to institutional units with claims on the value added created by procretion

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

Evermtuatty=wsed by households, government units or non-profit institutions serving households (NPISHs) for
purposes of final consumption or sevres

+8  Fre—batarermrg item emerging from the complete set of income accounts is saving. The income accounts have
considerable intrinsic economic interest in themselves. In particular, they are needed to explain the behaviour of
institutional units as final eomswmrers= that is, as users of the goods and services emramatimg=fromrproduetion for the
satisfaction of the individual and collective needs and wants of households and the community. The balancing item,
saving, is carried forward into the capital account, the first in the System’s sequence of accumulation accounts.

Accumulation accounts

Fhrescare f:” .’"]w"’] thmt record-the ”q“”"’ulﬂ a’:& drsposat ”f' frremretat-zre- o TSt rbritres-by

The capital account records acquisitions and disposals of non-financial assets as a result of transactions with other
units or internal bookkeeping transactions linked to production (changes in inventories and consumption of fixed
capital).

The financial account records acquisitions and disposals of financial assets and liabilities, also through
transactions.

volume of assets account, records changes in the amounts of the assets and liabilities held by institutional units or
sectors as a result of factors other than transactions; for example, destruction of fixed assets by natural disasters.
Fhe-seeond;-therevatratior-aeeomnt; records those changes in the values of assets and liabilities that result from
changes in their prices.

++6 The link between the accumulation accounts and the frreomre accounts is provided by the fact that saving =thrat=1s;
mmﬁmﬁwmﬁmm When saving is negative, the excess
of consumption over disposable income must be financed by disposing of assets or incurring liabilities. The financial
account shows the way in which funds are channelled from one group of units to another, especially through financial
intermediaries. Access to finance is a prerequisite for engaging in many types of economic activities.

Balance sheets

+=+ The balance sheets show the values of the stocks of assets and liabilities held by institutional units or sectors at the
beginning and end of an accounting period. As already noted, the values of the assets and liabilities held at any moment
in time vary awtematteatly whenever any transactions, price changes or other changes affecting the volume of assets or
liabilities held take place. These are all recorded in one or another of the accumulation accounts so that the difference
between the values in the opening and closing balance sheets is entirely accounted for within the System, provided;of
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d_Llsed by households, government units or non-profit institutions serving households (NPISHs) for purposes of final consumption or
saving.

ilah) ot Lat !

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

119 Ihelhalancing item, saving, is carried forward into the capital account, the first in the System’s sequence of accumulation accounts.

Accumulation accounts

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

L. The financial account records acquisitions and disposals of financial assets and liabilities, also through transactions.

Lelbe.gther changes inthe volume of assets account, records changes in the amounts of the assets and liabilities held by institutional
units or sectors as a result of factors other than transactions; for example, destruction of fixed assets by natural disasters.

d__The revaluation accaunt records those changes in the values of assets and liabilities that result from changes in their prices.

121 The link between the accumulation accounts and the curent accounts is provided by the fact that saving musthe used to acquire financial

fi ] i i i When saving is negative, the excess of consumption over disposable

income must be financed by disposing of assets or incurring liabilities. The financial account shows the way in which funds are

channelled from one group of units to another, especially through financial intermediaries. Access to finance is a prerequisite for
engaging in many types of economic activities.

Balance sheets

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

Qtheraccounts of the System

123 Ihe System is a rich and detailed economic accounting system that extends well beyond the sequence of accounts to encompass other
accounts or tables that either contain information that cannot be included in the main accounts or present information in alternative ways,
such as matrices, that may be more appropriate for certain types of analysis. It is not proposed to list all these various elements at this
point, as they are described in chapter 2, but it is useful to draw attention to two specific elements which play a major role in the System.

Supply and use tables

124 In addition to the flow accounts and balance sheets described earlier, the central framework of the System also contains detailed supply
and use tables in the form of matrices that record how supplies of different kinds of goods and services originate from domestic industries
and imports and how those supplies are allocated between various intermediate or final uses, including exports. These tables involve the
compilation of a set of integrated production and generation of income accounts for industries by.dtawing upon detailed data from
industrial censuses or surveys. The supply and use tables provide an accounting framework within which the product flow method of

ili i the total supplies and uses of individual types of goods and services have to be balanced with each
ather, can be systematically exploited. The supply and use tables also provide the basic information for the derivation of detailed inputs

autput tables that may be used for purposes of economic analysis and projections.
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course; that the assets and liabilities recorded in the balance sheets are valued consistently with the transactions and

other elratrges—trat-israt-entrent-prices:
d—Otirer-features-of-the-System

+=+5 Fre=-5N# is a rich and detailed economic accounting system that extends well beyond the mem sequence of accounts to
encompass other accounts or tables that either contain information that cannot be included in the main accounts or
present information in alternative ways, such as matrices, that may be more appropriate for certain types of analysis. It
is not proposed to list all these various elements at this point, as they are described in chapter #; but it is useful to draw
attention to two specific elements which play a major role in the System.

Supply and use tables

++6 In addition to the flow accounts and balance sheets described earlier, the central framework of the System also contains
detailed supply and use tables in the form of matrices that record how supplies of different kinds of goods and services
originate from domestic industries and imports and how those supplies are allocated between various intermediate or
final uses, including exports. These tables involve the compilation of a set of integrated production and generation of

income accounts for industries =tirat=iss-grevps-ot-estabrlishmrents-as-distinet-frominstitutional-units—thrat-are-alrie-te

draw upon detailed data from industrial censuses or surveys. The supply and use tables provide an accounting

framework within which the cormmodity-flow-rretiod-ofcompiimg-ratiomat-acconmnts=—fr-witrch the total supplies and

uses of individual types of goods and services have to be balanced with each wtirer= can be systematically exploited.
The supply and use tables also provide the basic information for the derivation of detailed mrputoutput-tattes-tirat-are
extemstvety used for purposes of economic analysis and projections.

RrceandroameTeasered

++F The System also provides specific guidance about the methodology to be used to compile an integrated set of price and
volume indices for flows of goods and services, gross value added and GDP that are consistent with the concepts and
accounting principles of the System. It is recommended that annual chain indices should be used where posstbie;
..
””g] . ; : : . b ] b 1 sereE

++8 Rates of inflation and economic growth appropriately measured by price and volume indices for the main aggregates of
the System are key variables both for the evaluation of past economic performance and as targets for the formulation of

economic policy-making. They are an essential part of the Systermespectatiy-givertire-enrergemce-of-itatromras—an
errderTe-teoToTTe-provtenr T Tany-conntrres:  1he System also recognizes that the growth in the volume of GDP and

the growth of an economy’s real income are not the same because of trading gains or losses resulting from changes in
international terms of trade.

C. Uses of the SNA

+=3+ Fhemamrobiectrre-ot-thre=S¥# is to provide a comprehensive conceptual and accounting framework wirelt can be used
to create a macroeconomic database suitable for analysing and evaluating the performance of an economy. The
existence of such a database is a prerequisite for informed, rational policy-making and decision-taking. Some of the

more specific uses of the SA~arc-deseribed-rtie-fottowmmz-scetioms:
Momiterima-the-behery »

+32 National accounts data provide information covering both different types of economic activities and the different
sectors of the economy. It is possible to monitor the movements of major economic flows such as productlon
household consumption, government consumption, capital formation, exports, imports, ; ; ; :
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The System also provides specific guidance about the methodology to be used to compile an integrated set of price and volume indices for
flows of goods and services, gross and.net value added and GDP that are consistent with the concepts and accounting principles of the
System. It is recommended that annual chain indices should be used where passihle,

Rates of inflation and economic growth appropriately measured by price and volume indices for the main aggregates of the System are
key variables both for the evaluation of past economic performance and as targets for the formulatlon of economrc pollcy makmg They
are an essential part of the 2 The
System also recognizes that the growth in the volume of GDP and the growth of an economy’s real income are not the same because of
trading gains or losses resulting from changes in international terms of trade.

Uses of the System

Zhe_main ohjactive af the System is to provide a comprehensive conceptual and accounting framework that can be used to create a
macroeconomic database suitable for analysing and evaluating the performance of an economy. The existence of such a database is a
prerequisite for informed, rational policy-making and decision-taking. Some of the more specific uses of the System are described in the
following.sections,

toring the hehaviour of i

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

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

. :

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

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

Economic policy-making and decision-taking take place at all levels of government and also within public and private corporations.
Large corporations such as multinationals have the ability to build their own macroeconomic models tailored to their own requirements,
for which they need national accounts data. The investment programmes of major corporations must be based on long-term expectations
about future economic developments that require national accounts data. There are alsa specialist agencies that provide forecasts for
individual clients in return for fees. Such agencies typically require very detailed national accounts data.
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information is provided about certain key balancing items and ratios which can only be defined and measured within an
accounting framrework— for example, the budget surplus or deficit, the share of income whtehTs=saved;ornrvested; by
individual sectors of the economy or the economy as a whole, the trade balance, etc. Nattenel-aecounts-atse-previde the
background against which movements of short-term indicators, such as monthly indices of industrial prodeetiomrorof
CoTSTTITer-oT-prodteer-prices; can be interpreted and evaluated. The monitoring of the behaviour of the economy may
be significantly improved if at least some of the main aggregates of the System are compiled quarterly as well as
annually, although many of the accounts, tables or balance sheets of the System are not usually compiled more
frequently than once a year.

168 FhremGN . : i . : . I trtes—desherred—F . ;
mmmwmmdm key aggregates of the System, such as GDP and GDP per head of

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

9GP Forotetiom—Fhe-tevelofprodretom s 1 SPT—— st ]
camrafford-toconsume-and-itaiso-affectsthre-fevelofemployment:

" . .

+33 National accounts are also used to investigate the causal mechanisms at work within an economy. Such analysis
usually takes the form of the estimation of the parameters of functional relationships between different economic
variables by applying econometric methods to time series of data at-beothcorrent-amd-constantprices compiled within a
national accounting framework. The types of macroeconomic models used for such investigations may vary according
to the school of economic thought of the investigator as well as the objectives of the analysis, but the System is
sufficiently flexible to accommodate the requirements of different economic theories or models, provided only that they
accept the basic concepts of production, consumption, income, etc. on which the System is based.

+35 Feomomic policy in the short term is formulated on the basis of an assessment of the recent behaviour and current state
of the economy and a view, or precise forecast, about likely future developments. Short-term forecasts are typically
made using econometric models of the type just described. Over the medium- or long-term, economic policy has to be
formulated in the context of a broad economic strategy=witchmray-rreed-to-be-gquantfred-rthe-formrofaplar—iviostof
the elements which make up a medium- or long-term economic plan consist of national accounts flows, and it may be

1E ” T Il'l' ”ng . et ey ) T

+36 Economic policy-making and decision-taking take place at all levels of government and also within public and private
corporations. Large corporations such as multinationals have the ability to build their own macroeconomic models
tailored to their own requirements, for which they need national accounts data. The investment programmes of major
corporations must be based on long-term expectations about future economic developments that require national
accounts data. There are atsorof-course; specialist agencies that provide forecasts for individual clients in return for
fees. Such agencies typically require very detailed national accounts data.
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3 lnternational comparisons

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

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

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

D. Theboundaries of the System
L  DNon.mopetary fransactions

1368 \hen gaadsand services prodiced within the scanamy are sold in monetary transactions, their values are automatically included in the
accounts of the System. Many goods or services are not actually sold but are nevertheless supplied to other units: for example, they may
be bartered for other goods or services or provided free as transfers in kind. Such goods and services must be included in the accounts
even though their values have to be estimated. The goods or services involved are produced by activities that are no different from those
used to produce goods or services for sale. Moreover, the transactions in which the goods and services are supplied to other units are also
proper transactions even though the producers do not receive money in exchange. It is misleading to describe such output as “imputed”.
For example, the services of financial intermediaries which are measured indirectly in the System do actually take place. hut theirvalueg
have to be measured indirectly It isthe value not the transaction that is “imputed=,

L3Z When goods or services are retained for own use, no transactions with other units take place. In such cases, in order to be able to record
the goods or services in the accounts, internal transactions have to be Lecarded whereby producers allocate the goods or services for their
own consumption or capital formation and values also have to be estimated for them.

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

139 Inpractice the System does not record all outputs, however, because domestic and personal services produced and consumed by members
of the same household are omitted. Subject to this one major exception, GDP is intended to be a comprehensive measure of the total
gross value added produced by all resident institutional units. GDP is confined to outputs produced by economic activities that are
capable of being provided by one unit to another. Not all activities that require the expenditure of time and effort by persons are
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+=37  Fhre-SNArts-thre-system—used=for-reporting-to—internattonal-or-supranationat-organizattens national accounts data that

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

+38 Levels of GDP or, alternatively, gross national income (GNI) per head in different countries are also used by
international organizations to determine eligibility for loans, aid or other funds or to determine the terms or conditions
on which such loans, aid or funds are made available. When the objective is to compare the volumes of goods or
services produced or consumed per head, data in national currencies must be converted into a common currency by
means of purchasing power parities and not exchange rates. It is well known that, in general, neither market nor fixed
exchange rates reflect the relative internal purchasing powers of different currencies. When exchange rates are used to
convert GDP, or other statistics, into a common currency the prices at which goods and services in high-income
countries are valued tend to be higher than in low-income countries, thus exaggerating the differences in real incomes
between them. Exchange rate converted data must not, therefore, be interpreted as measures of the relative volumes of
goods and services concerned. Levels of GDP, or GDP per head, in different countries are also used to determine, in
whole or in part, the size of the contributions which the member countries of an international organization make to
finance the operations of the organization.

+35 Hithoughrrtermatoma-orgamzatiors—ose-tre=S*A in order to be able to collect internationally comparable national

accounts data, the SN has not been created for this purpose. It has become the standard, or universal, system used
with little or no modification by most countries in the world for their own national purposes. National statistical offices
and government agencies have a strong vested interest in ensuring that the SN+ meets their own analytic and policy
requirements and have taken an active part in the development of the System for this reason.

+72 Wiremrgoods—amd-services—produced are sold in monetary transactions, their values are automatically included in the
accounts of the System. Many goods or services are not actually sold but are nevertheless supplied to other units: for

example, they may be bartered for other goods or services or provided free as transfers in kind. Such goods and
services must be included in the accounts even though their values have to be estimated. The goods or services
involved are produced by activities that are no different from those used to produce goods or services for sale.
Moreover, the transactions in which the goods and services are supplied to other units are also proper transactions even
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paductive in an econamic sense, for example, activities such as eating, drinking or sleeping cannot be produced by one person for the
benefit of another.

Ihe production boundary

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

Household production

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

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

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

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

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

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

Zhe System i designed to meof 2 wide range of analytical and policy needs. A balance has to be struck between the desire for the
accounts to be as comprehensive as possible and the need to prevent flows used for the analysis of market behaviour and disequilibria

from being swamped by non-monetary values. The System therefore includes all production of goods for own use within its production
boundary, as goods can be switched between market and non-market use even after they have been produced, but it excludes all
production of services for own final consumption within households (except for the services produced by employing paid domestic staff
and the own-account production of housing services by uner-accuniers) The services that are excluded are consumed as they are
produced and the links between their production and market activities are more tenuous than for goods production, such as agricultural
gaads, which households may produce partly for own final consumption and partly for sale, or barter, on the market. The location of the
production boundary in the System is a compromise, but a deliberate one that takes account of the needs of most users. In this context it
may be noted that in labour force statistics economically active persons are defined as those engaged in productive activities as defined in
the System. If the production boundary were extended to include the production of personal and domestic services by members of
households for their own final consumption, all persons engaged in such activities would become self-employed, making unemployment
virtually impossible by definition. This illustrates the need to confine the production boundary in the System and other related statistical
systems to market activities or fairly close substitutes for market activities.

Other production boundary problems

Certain natural processes may or may not be counted as production depending upon the circumstances in which they occur. A necessary
condition for an activity to be treated as productive is that it must be carried out under the instigation, control and responsibility of some
institutional unit that exercises ownership rights over whatever is produced. For example, the natural growth of stocks of fish in thehigh
seas is not counted as production: the process is not managed by any institutional unit and the fish do not belong to any institutional unit.
On the other hand, the growth of fish in fish farms is treated as a process of production in much the same way that rearing livestock is a
process of production. Similarly, the natural growth of wild, uncultivated forests or wild fruits or berries is not counted as production,
whereas the cultivation of crop-bearing trees, or trees grown for timber or other uses, is counted in the same way as the growing of annual
crops. However, the deliberate felling of trees in wild forests, and the gathering of wild fruit or berries, and also firewood, counts as
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though the producers do not receive money in exchange. It is misleading to describe such output as “imputed”. For

example, the services of financial intermediaries which are mdireetiy=mreasured—in—the=System——are—not—imputed:
Howerer—theirvairestarreto-becstimrarted:

When goods or services are retained for own use, no transactions with other units take place. In such cases, in order to
be able to record the goods or services in the accounts, internal transactions have to be mmputed whereby producers
allocate the goods or services for their own consumption or capital formation and values also have to be estimated for
them. Neverthetessasrtirc-cascof o moTnctary-tramsactioms-betweer s, thre-goods-amd-services-tiremscives—are
ottt

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

In practice the System does not record all outputs, however, because domestic and personal services produced and
consumed by members of the same household are omitted. Subject to this one major exception, GDP is intended to be a
comprehensive measure of the total gross value added produced by all resident institutional units. GDP ts;-of-course;
confined to outputs produced by economic activities that are capable of being provided by one unit to another. Not all

activities that require the expenditure of time and effort by persons are produetive-framrceomome-semse—~ for example,
act1v1t1es such as eating, drmkmg or sleepmg cannot be produced by one person for the beneﬁt of another. emsrm

+26

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

Household production

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

€@ The production of agricultural goods by household enterprises for own final consumption;

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

@ The production of housing services for own final consumption by owner occupiers;
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production. Similarly, rainfall and the flow of water down natural watercourses are not processes of production, whereas storing water in
reservoirs or dams and the piping, or carrying, of water from one location to another all constitute production.

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

Jhe consumption boundary

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

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

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

: | lari

The accounts of the System are compiled for resident institutional units grouped into institutional sectors and sub-sectors, The concept of
residence is the same as that used in the Balance of Payments and loternational lnvestment Position Manual of the lnternational
Manetary Eund (AME) _koown as BDME, An institutional unit is said to be resident within the economic territory of a country when it

maintains a centre of economic interest in that territory, that is, when it engages, or intends to engage, in economic activities or
transactions on a significant scale either indefinitely or over a long period of time, usually interpreted as one year.

JIhe GDD of o cauntng viewed as an aggregate measure of praduction, is equal to the sum of the gross walue added of all resident

institutional units engaged in production (plus any taxes, and minus any subsidies, on products not included in the value of their outputs).
This is not exactly the same as the sum of the gross ualue added of all productive activities taking place within the geographical
boundaries of the national economy. Some of the production of a resident institutional unit may take place ahraad, for example, the
installation of some exported machinery or equipment or a consultancy project undertaken by a team of expert advisers working
temporarlly abroad. Conversely, some of the production taking place within a country may be attributable to nanaresident institutional
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@ The production of domestic and personal services for consumption within the same household: the preparation of
meals, care and training of children, cleaning, repairs, etc.

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

+22  Fhe-ShAtsrrmrittporposesysterr—itTsdestgmed-to-mreetwidea range of analytical and policy needs. A balance has

to be struck between the desire for the accounts to be as comprehensive as possible and the need to prevent flows used
for the analysis of market behaviour and disequilibria from being swamped by non-monetary values. The System
therefore includes all production of goods for own use within its production boundary, as goods can be switched
between market and non-market use even after they have been produced, but it excludes all production of services for
own final consumption within households (except for the services produced by employing paid domestic staff and the
own-account production of housing services by owmer-oeeaprers)—FHhese-serviees—are consumed as they are produced
and the links between their production and market activities are more tenuous than for goods production, such as
agricultural geods which households may produce partly for own final consumption and partly for sale, or barter, on the
market. The location of the production boundary in the System is a compromise, but a deliberate one that takes account
of the needs of most users. In this context it may be noted that in labour force statistics economically active persons are
defined as those engaged in productive activities as defined in the §N#A= If the production boundary were extended to
include the production of personal and domestic services by members of households for their own final consumption,
all persons engaged in such activities would become self-employed, making unemployment virtually impossible by
definition. This illustrates the need to confine the production boundary in the §¥# and other related statistical systems
to market activities or fairly close substitutes for market activities.

Other production boundary problems

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

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

8—TFre-consumptiomboundary

25 The coverage of production in the System has ramifications that extend considerably beyond the production account
itself. The boundary of production determines the amount of value added recorded and hence the total amount of
income generated by production. The range of goods and services that are included in household final consumption
expenditures, and actual consumption, is similarly governed by the production bowmdary;=for example, these
expenditures include the estimated values of the agricultural products consumed by households that they have produced
themselves and also the values of the housing services consumed by owner occupiers, but not the values of “do-tt=
yoursel repairs and maintenance to vehicles or household durables, the cleaning of dwellings, the care and training of
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Final consumption, intermediate consumption and gross fixed capital formation

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

consumption, Consumptlon isan actrvrty in WhICh |nst|tut|onal units use up goods or senum.h.u.t.th.er;e are two qurte dlfferent klnds of
consumption. Intermediate consumption consists of gaads.and servicesused up in the course af praduction within the accounting period.
Final consumption consists of goods and services used by individual households or the community to satisfy their individual or collective
needs or wants. The activity of gross fixed capital formation, like intermediate caonsumption, is restricted to institutional units in their
capacity as producers, being defined as the value of their acquisitions less disposals of fixed assets. Fixed assets are produced assets

wmwuwwm that are used repeatedly or contlnuously |n productlon over several

accounting periods (more than one year)

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

examples are given below,

Human capital

be classified as gross fixed capital formation as a form of
investment in human capital. The acquisition of knowledge, skills and qualifications increases the productive potential of the individuals
concerned and is a source of future economic benefit to them. However, while knowledge, skills and qualifications are clearly assets in a
broad sense of the term, they cannot be equated with fixed assets as understood in the System They are a.l:q.l.l.l.:ed.t.hmug.h.l.ea.ml.n.g.

The education services produced by
schools colleges unlversmes etc. are m.uea.ted.as.hem.g. consumed by students in the process of their acquiring knowledge and skrlls

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

E. IheSystem as.acoordinating framewark for statistics
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children, or similar domestic or personal services produced for own final consumption. Only the expenditures on goods

utilized for these purpeser—cmrecannEmatein—arcmoracdirnous choTa e consurap Hoirexpenditaress

S—Fre-asset-boundary

+26

Balance sheets are compiled for institutional units, or sectors, and record the values of the assets they own or the
liabilities they have incurred. Assets as defined in the System are entities that must be owned by some unit, or units,
and from which economic benefits are derived by their owner(s) by holding or using them over a period of time.
Financial assets and fixed assets, such as machinery, equipment and structures which have themselves been produced as
outputs in the past, are clearly covered by this definition. However, the ownership criterion is important for
determining which ratoratiy-occurrimg——TcTomrproduccd——asscts=arc-rrctuded-nrthe-Systerm—Naturaty-oceurrmg
assets such as land, mineral deposits, fuel reserves, uncultivated forests or other vegetation and wild animals are
included in the balance sheets provided that institutional units are exercising effective ownership rights over threrr= that
is, are actually in a position to be able to benefit from them. Assets need not be privately owned and could be owned by
government units exercising ownership rights on behalf of entire communities. Thus, many environmental assets are
included within the System. Assets-that-are-not-inecluded-are-trose-suehas-tire-atmesplrere-er-eopen seas, over which no
ownership rights can be exercised, or mineral or fuel deposits that have not been discovered or that are=wmworkabte—=
Tesfreapatte of bringing any benefits to their owners, given the technology and relative prices existing at the time.

Elrargesrtirevatresofmaturatty-ocearrimgassets owned by institutional units between one balance sheet and the next

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

+28

The accounts of the System are compiled for resident institutional units grouped into institutional sectors and sel=
seetors:  The concept of residence is the same as that used in the Balance of Payments varmrat-of-tire=tmtermatiomrat
Memetary=Fumd=HvHS: An institutional unit is said to be resident within the economic territory of a country when it
maintains a centre of economic interest in that terrtory== that is, when it engages, or intends to engage, in economic
activities or transactions on a significant scale either indefinitely or over a long period of time, usually interpreted as
one year. Asamaggregatemeasureotproduction;-the-GBP-ofacountry is equal to the sum of the gross vatwes added of
all resident institutional units engaged in production (plus any taxes, and minus any subsidies, on products not included
in the value of their outputs). This is not exactly the same as the sum of the gross vatwes added of all productive
activities taking place within the geographical boundaries of the national economy. Some of the production of a
resident institutional unit may take place =broad== for example, the installation of some exported machinery or
equipment or a consultancy project undertaken by a team of expert advisers working temporarily abroad. Conversely,
some of the production taking place within a country may be attributable to forergrrrstitetiorrat-omts:

Ty £ CBP-and-the—role—of-esti "’ .

48

The contents of the accounts are determined not only by the conceptual framework, definitions and classifications of the
System but also by the ways in which they are interpreted and implemented in practice. Hewewer simple and precise
concepts and classifications may appear in principle, there are inevitably difficult borderline cases which cannot easily
be fitted into predetermined categories. These points may be illustrated by considering a fundamental distinction in
economics and in the System, namely, the distinction between consumption and gross fixed capital formation (or gross
fixed investment, as it is often described in other contexts).

42- Final consumption, intermediate consumption and gross fixed capital formation

49

Consumption is an activity in which institutional units use up goods or services—Firere are two quite different kinds of

consumption. Intermediate consumption consists of mpets=trto-processes-of-productionrtiat-arc-used=up within the

accounting period. Final consumption consists of goods and services used by individual households or the community
to satisfy their individual or collective needs or wants. The activity of gross fixed capital formation, omthe-othertramd;
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Ihe System has a very important statistical function by serving as a coordinating framework for economic statistics in two different
senses: inthe first place the System is seen as the conceptual framework for ensuring the consistency of the definitions and classifications
used in different, but related, fields of stafistics. in the second the Svstem acts as an accounting framework to ensure the numerical
consistency of data drawn from different sources, such as industrial inquiries, household surveys, merchandise trade statistics, VAT
returns and other administrative sources.

Cansistency hetween different statistical systems enhances the analytical usefulness of all the statistics involved. The System has always
occupied a central position in economic statistics because the data from more specialized systems, such as balance of payments or labour
force statistics, typically have to be used in conjunction with national accounts data. Ihe.nsed forhacmanization af the System and related
statistical systems, such as financial statistics or balance of payments statistics, leads.to the practice of revising other statistical systems in
parallel with, and in close collaboration with, that of the System._This coardination eliminates conceptual differences between them other
than a few exceptions that can be specifically justified in terms of the special characteristics of different kinds of data, or the special
requirements of different kinds of users. Harmonization between the System and other major systems has. praoved tg be largely successful
and has been achieved by making changes to the Systemasawell.as o the other systems,

¢ micro-data f ) , :

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

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

Most households are unlikely to keep accounts of the kind needed by the System. Micro-data for households are typically derived from
sample surveys that may be subject to significant response and reporting errors. It may be particularly difficult to obtain reliable and
meaningful data about the activities of small unincorporated enterprises owned by households. Aggregates based on household surveys
have to be adjusted for certain typical biases, such as the under-reporting of certain types of expenditure (on tobacco, alcoholic drink,
gambling, etc.) and also to make them consistent with macro-data from other sources, such as imports. The systematic exploitation of
micro-data may also be restricted by the increasing concerns about confidentiality and possible misuse of such databases.

It may be concluded therefore that, for various reasons, it may be difficult, if not impossible, to achieve micro-databases and
macroeconomic accounts that are fully compatible with each other in practice. Nevertheless, as a general objective, the concepts,
definitions and classifications used in economic accounting should, so far as possible, be the same at both a micro and macro level to
facilitate the interface between the two kinds of data.
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is restricted to institutional units in their capacity as producers, being defined as the value of their acquisitions less

disposals of fixed assets. Fixed assets are produced assets (mestiy-meehirery—eequipment=butdings-or-otirer-struetures
bot—atso—tretudrg—somrc—Trtangiie—assets) that are used repeatedly or continuously in production over several

accounting periods (more than one year).

#4568 The general nature and purpose of the distinction between gross fixed capital formation and consumption, whether
intermediate or final, is clear. The distinction is fundamental for economic analysis and policy-making. Nevertheless,
the borderline between consumption and gross fixed capital formation is not always easy to determine in practice.
Certain activities contain some elements that appear to be consumption and at the same time others that appear to be
capital formation. In order to try to ensure that the System is implemented in a uniform way decisions have to be taken
about the ways in which certain difficult, even controversial, items are to be classified. Semre—examples—are—given
betow-

Saeeation

+52 fisofterproposcd-tiratexpemdtturesomreducatiomrshontdatse be classified as gross fixed capital formation as a form of

investment in human capital. The acquisition of knowledge, skills and qualifications increases the productive potential
of the individuals concerned and is a source of future economic benefit to them. However, while knowledge, skills and
qualifications are clearly assets in a broad sense of the term, they cannot be equated with fixed assets as understood in

the System. They are Wmm
arcTrottremseivesprocessesotproductiomr: The education services produced by schools, colleges, universities, etc. are
consumed by students in the process of their acquiring knowledge and skills. Fducattomrasscts—arc—cmbodred=TT

+54 Another, less familiar, example of the intrinsic difficulty of trying to draw a dichotomy between consumption and gross
fixed capital formation is provided by repairs and maintenance. Ordinary maintenance and repairs undertaken by
enterprises to keep fixed assets in good working order are intermediate consumption. However, major improvements,
additions or extensions to fixed assets, both machinery and structures, which improve their performance, increase their
capacity or prolong their expected working lives count as gross fixed capital formation. In practice it is not easy to
draw the line between ordinary repairs and major improvements, although the System provides certain guidetires=for
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L83 The accounting rules and procedures used in the System are based on those long used in business accounting. The traditional daubles
entry bookkeeping principle, whereby a transaction gives rise to a pair of matching debit and credit entries within the accounts of each of
the two parties to the transaction, is a basic axiom of economic or national accounting. For example, recording the sale of output requires
not only an entry in the production account of the seller but also an entry of equal value, often described as the counterpart, in the seller’s
financial account to record the cash, or short-term financial credit, received in exchange for the output sold. As two mafching entries are
also needed for the buyer, the transaction must give rise to four simultaneous entries of equal value in a system of macroeconomic
accounts covering both the seller and the buyer. In general, a transaction between two different institutional units always requires four
equal, simultaneous entries in the accounts of the System (that is._quadruple entry accounting) even if the transaction is a transfer and not
an exchange and even if no money changes hands. These multiple entries enable the economic interactions between different institutional
units and sectors to be recorded and analysed. However, transactions within a single unit (such as the consumption of output by the same
unit that produced it) require only two entries whose values have to be estimated.

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

165 Business accounts commonly (but not invariably) record costs on an historic basis, partly to ensure that they are completely objective.
Historic cost accounting requires goods or assets used in production to be valued by the expenditures actually incurred to acquire those
goods or assets, however far back in the past those expenditures took place. In the System, however, the concept of opportunity cost as
defined in economics is employed. In other words, the cost of using, or using up, some existing asset or good in one particular process of
production is measured by the amount of the benefits that could have been secured by using the asset or good in alternative ways.
Opportunity cost is calculated with reference to the opportunities foregone at the time the asset or resource is used, as distinct from the
costs incurred at some time in the past to acquire the asset. The best practical approximation to opportunity cost accounting is current
cost accounting, whereby assets and goods used in production are valued at their actual or estimated current market prices at the time the
production takes place. Current cost accounting is sometimes described as replacement cost accounting, although there may be no
intention of actually replacing the asset in question after it has been used.

166 Mhen there is persistent inflation even at maderate lsvels, the use of historic costs tends to underestimate the opportunity costs of

production in an economic sense so that historic cost profit may be much greater than the operating surplus as defined in the System.
Profits at historic costs are liable to give very misleading signals as to the profitability of the production processes to which they relate by
systematically undervaluing inputs compared with outputs. They can lead to mistaken decisions at both a microeconomic and
macroeconomic level.

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

. i Talel the Cf ing.d , ehald sectar represents the maximum
amount avallable toa household for purposes of consumptlon after malntamlng its net worth mtact maummﬂmmm
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this purpose. Some analysts, however, consider that the distinction between ordinary repairs and maintenance and
major improvements and additions is neither operational nor defensible and would favour a more “gross” method of
recording in which all such activities are treated as gross fixed capital formation.

E The SNA inatine-& Iforstatiot

+43 Fre-Systenratso has a very important statistical function by serving as a coordinating framework for economic statistics
in two different senses: first; as the conceptual framework for ensuring the consistency of the definitions and
classifications used in different, but related, fields of statistresramd=secondiyas-amraccomtirgframreworleftor-cnsurire
the numerical consistency of data drawn from different sources, such as industrial inquiries, household surveys,
merchandise trade statistics, VAT returns and other administrative sources.

defimtroms—amd=classifications:  Natfomat—acconmts—trave always occupied a central position in economic statistics
because the data from more specialized systems, such as balance of payments or labour force statistics, typically have to
be used in conjunction with national accounts data. ‘Comststercy-betweemtiredifferemt systems enhances the analytical
usefulness of all the statistics involved. The hrarmemzattor-ofthe-SN+#r and related statistical systems, such as financial

statistics or balance of payments statistics, fras-beemromeofthredrivimg-forces-behimd-threrevistoroftire-Systen

+45 Revistons-of-othrer-statistreal-systems=hrave-been-eondueted in parallel with, and in close collaboration with, that of the
SNA-trorder-to—etmmimate conceptual differences between them other than a few exceptions that can be specifically

justified in terms of the special characteristics of different kinds of data, or the special requirements of different kinds of

users. Harmonization between the SNA-armd-other-mmajor-systerrs—as-been largely successful and has been achieved by
making changes to the SNA-as-weH-as-to-the-other-systers-
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Llnlike commercial accaunting, the System excludes from the calculation of income any assets received or disposed of as a result of
capital transfers that merely redistribute wealth between different units, and also any assets received or disposed of as a result of events
not connected with production, such as earthquakes or other natural disasters, or acts of wact..Real holding gains or losses on assets or
liabilities due to changes in their relative prces.are.alsa.excluded from incame inthe System.

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

In some cases, the System explicitly insists on flexibility. For example, two alternative methods of sub-sectoring the general government
sector are proposed in chapter 4 without either being assigned priority. Similarly, although the System suggests sub-sectoring the
households sector on the basis of the household’s principal source of income, it stresses that this is only one possible criterion for subs
sectoring. In some cases, it may be more appropriate to sub-sector on the basis of socio-economic criteria or the type of area in which the
household is located or, indeed, to carry the disaggregation of the households sector further by using two or more criteria together in a
hierarchical manner.

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

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

In a market economy, the prices used to value different goods and services should reflect not only their relative costs of production but
also the relative benefits or utilities to be derived from using them for production or consumption. This establishes the link between
changes in aggregate production and consumption and changes in welfare. However, changes in the volume of consumption, for

example, are not the same as changes in welfare. liswidely accepted that_otherthingsbeing.equal increased expendifure an goodsand

a(l 0 1h dSea \Wellg e 1 d
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+64 The sequence of accounts and balance sheets of the System could, in principle, be compiled at any level of aggregation,
even that of an individual institutional unit. It might therefore appear desirable if the macroeconomic accounts for
sectors or the total economy could be obtained directly by aggregating corresponding data for individual units. There
would be considerable analytical advantages in having micro-databases that are fully compatible with the corresponding
macroeconomic accounts for sectors or the total economy. Data in the form of aggregates, or averages, often conceal a
great deal of useful information about changes occurring within the populations to which they relate. For example,
economic theory indicates that changes in the size of distribution of income may be expected to have an impact on
aggregate consumption over and above that due to changes in the aggregate level of income. Information relating to
individual units may be needed not only to obtain a better understanding of the working of the economy but also to
monitor the impact of government policies, or other events, on selected types of units about which there may be special
concern, such as households with very low incomes. Micro-data sets also make it possible to follow the behaviour of
individual units over time. Given the continuing improvements in computers and communications, the management
and analysis of very large micro-databases is becoming progressively easier. Data can be derived from a variety of
different sources, such as administrative and business records, as well as specially conducted censuses and surveys.

+65 In practice, however, macroeconomic accounts can seldom be built up by simply aggregating the relevant micro-data.
Even when individual institutional units keep accounts or reeords the concepts that are needed or appropriate at a micro
level may not be suitable at a macro level. Individual units may be obliged to use concepts designed for other purposes,
such as taxation. The accounting conventions and valuation methods used at a micro level typically differ from those
required by the System. For example, as=atready-mroted; the widespread use of historic cost accounting means that the
accounts of individual enterprises may differ significantly from those used in the System. Depreciation as calculated
for tax purposes may be quite arbitrary and unacceptable from an economic wrewpomt: In such situations, it is
impractical to try to adjust the individual accounts of thousands of enterprises before aggregating them. H-rray-berroch
easter-to—adjust-tire=data after they have been aggregated to some extent. Of course, the data do not have to be
aggregated to the level of the total economy, or even complete sectors or industries, before being adjusted and it is
likely to be more efficient to make the adjustments for smaller and more homogenous groups of units. This may
involve compiling so-called intermediate systems of accounts. At whatever level of aggregation the adjustments are
made, the inevitable consequence is to make the resulting macro-data no longer equivalent to simple aggregations of the
micro-data form which they are derived. When the micro-data are not derived from business accounts or administrative
records but from censuses or surveys designed for statistical purposes, the concepts used should be closer to those
required, but the results may still require adjustment at a macro level because of incomplete coverage (the surveys being
confined to enterprises above a certain size, for example) and bias from response errors.
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3 Consider
the effects of an exceptlonally severe winter comblned Wlth an |nf|uenza epldemlc Other thlngs being equal, the production and
consumption of a number of goods and services may be expected to rise in response to extra demands created by the cold and the
epidemic; the production and consumption of fuels, clothing and medical services will tend to increase. As compared with the previous
year, people may consider themselves to be worse off overall because of the exceptionally bad weather and the epidemic, notwithstanding
the fact that production and consumption may have increased in response to the additional demand for heating and health services. Total
welfare could fall even though GDP could increase in volume terms.

180  This kind of situation does not mean that welfare cannot be expected to increase as GDP increases, other things being equal. Given the
occurrence of the cold and the epidemic, the community presumably finds itself much better off with the extra production and
consumption of heating and health services than without them. There may even be a general tendency for production to rise to remedy
the harmful effects of events that reduce people’s welfare in a broad sense. For example, production may be expected to increase in order
to repair the damage caused by such natural disasters as earthquakes hurrlcanes and floods Given that the disaster has occurred the
extra productlon presumably increases Welfare 3
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+66 Most households are unlikely to keep accounts of the kind needed by the System. Micro-data for households are
typically derived from sample surveys that may be subject to significant response and reporting errors. It may be
particularly difficult to obtain reliable and meaningful data about the activities of small unincorporated enterprises
owned by households. Aggregates based on household surveys have to be adjusted for certain typical biases, such as
the under-reporting of certain types of expenditure (on tobacco, alcoholic drink, gambling, etc.) and also to make them
consistent with macro-data from other sources, such as imports. The systematic exploitation of micro-data may also be
restricted by the increasing concerns about confidentiality and possible misuse of such databases.

+67 It may be concluded therefore that, for various reasons, it may be difficult, if not impossible, to achieve micro-databases
and macroeconomic accounts that are fully compatible with each other in practice. Nevertheless, as a general objective,
the concepts, definitions and classifications used in economic accounting should, so far as possible, be the same at both
a micro and macro level to facilitate the interface between the two kinds of data.

6 Linteawithbusi . | ol

+58 The accounting rules and procedures used in the System are based on those long used in business accounting. The
traditional dewbte=entrs bookkeeping principle, whereby a transaction gives rise to a pair of matching debit and credit
entries within the accounts of each of the two parties to the transaction, is a basic axiom of economic or national
accounting. For example, recording the sale of output requires not only an entry in the production account of the seller
but also an entry of equal value, often described as the counterpart, in the seller’s financial account to record the cash,
or short-term financial credit, received in exchange for the output sold. As two entries are also needed for the buyer, the
transaction must give rise to four simultaneous entries of equal value in a system of macroeconomic accounts covering
both the seller and the buyer. In general, a transaction between two different institutional units always requires four
equal, simultaneous entries in the accounts of the System =resquadrapte-emtry-aeeomrtmmz= ceven if the transaction is a
transfer and not an exchange and even if no money changes hands. These multiple entries enable the economic
interactions between different institutional units and sectors to be recorded and analysed. However, transactions within
a single unit (such as the consumption of output by the same unit that produced it) require only two entries whose
values have to be estimated.

+59 The design and structure of the System draws heavily on economic theory and principles as well as business accounting
practices. Basic concepts such as production, consumption and capital formation are meant to be rooted in economic
theory. When business accounting practices conflict with economic principles, priority is given to the latter, as the
System is designed primarily for purposes of economic analysis and policy-making. The difference between business
accounting and economic theory can be illustrated by the concept of cost of production used in the System.

+66 Business accounts commonly (but not invariably) record costs on an historic basis, partly to ensure that they are
completely objective. Historic cost accounting requires goods or assets used in production to be valued by the
expenditures actually incurred to acquire those goods or assets, however far back in the past those expenditures took
place. In the System, however, the concept of opportunity cost as defined in economics is employed. In other words,
the cost of using, or using up, some existing asset or good in one particular process of production is measured by the
amount of the benefits that could have been secured by using the asset or good in alternative ways. Opportunity cost is
calculated with reference to the opportunities foregone at the time the asset or resource is used, as distinct from the
costs incurred at some time in the past to acquire the asset. The best practical approximation to opportunity cost
accounting is current cost accounting, whereby assets and goods used in production are valued at their actual or
estimated current market prices at the time the production takes place. Current cost accounting is sometimes described
as replacement cost accounting, although there may be no intention of actually replacing the asset in question after it
has been used.

=6t Wirer—thrcre=rs—persstentiriiatiom——cver-moderate—mrtatrom; the use of historic costs tends to underestimate the

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

+62 Current cost accounting has ramifications that permeate the entire System. It affects all the accounts and balance sheets
and their balancing items. A fundamental principle underlying the measurement of gross value added, and hence GDP,
is that output and intermediate consumption must be valued at the prices current at the time the production takes place.

BNSE-verston 342668 =t+5
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Firrs-rmpites-that-goods—wrthdrawmrfronrrremntorres=by-producers must be valued at the prices prevailing at the times

the goods are withdrawn and not at the prices at which they entered inventories. This method of recording changes in
inventories is not commonly used in business accounting, however, and may sometimes give very different reseits==
especially when inventory levels fluctuate while prices are rising. Similarly, consumption of fixed capital in the System
is calculated on the basis of the estimated opportunity costs of using the assets at the time they are used, as distinct from
the prices at which the assets were acquired. When there is persistent inflation, the value of consumption of fixed
capital is liable to be much greater than depreciation at historic costs, even if the same assumptions are made in the
System and in business accounts about the service lives of the assets and their rates of wear and tear and obsolescence.
To avoid confusion, the term “consumption of fixed capital” is used in the System to distinguish it from “depreciation”

as typically measured in business aeeonntsjust-as-thre-term=operating-surplusi-ts-used-instead-of--profit-or-operating
profrt

trrottonerfer-chormotimet e ttemstorekmt e - rrothretror—tht——r

redheretiremtl . epinprodetion-tas-distinet-frommt et l P
events not connected with productlon such as earthquakes or other natural disasters, or acts of war;-sucirtosses-bemg

Even when the fixed assets used up are not
actually replaced, the amount of consumption of fixed capital charged as a cost of production should be sufficient to
enable the assets to be replaced, if desired. ‘Strritartytirecomcept-ofdisposatbtc-ircomeused-rtire-Systerris-based-on
thre-umdertyimgtdea-thrat=t represents the max1mum amount avallable to a household for purposes of consumption after
maintaining its net worth intact, res the System
excludes from the calculation of income any assets received or disposed of as a result of capltal transfers that merely
redistribute wealth between different units, and also any assets received or disposed of as a result of “ether-velumre
changesi=as-deseribed-irehapter>cH—tt-atso-exectrdes—amy=reat holding gains or losses on assets or liabilities due to
changes in their relative prices==—At-a=maere=level=-the-ageregate--income-of--a=gronp-of-nnits—ts-not-changed=by
redistributimg=wezithrwithrthre-group—Fhe-Systenrtakeszccommt-ofcapitai-transfersTother-volomre-—chamrges—amnd-reat
hrotds . ] 1 Fromthremmin-t} ot e ; o et
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+46

Fhe-SN# is designed to be sufficiently comprehensive that individual countries, whatever their economic structures,
institutional arrangements or level of development, can select from within it those parts of the System wirrch are
considered to be most relevant and useful to implement in the light of their own needs and capabilities. The SN is
meant to be implemented in a flexible manner and the accounts and tables, classifications and sectoring presented in
this volume should not be regarded as fixed. In some cases, the System explicitly insists on flexibility. For example,
two alternative methods of sub-sectoring the general government sector are proposed in chapter ¥¥ without either being
assigned priority. Similarly, although the System suggests sub-sectoring the households sector on the basis of the
household’s principal source of income, it stresses that this is only one possible criterion for sub=seetorimg: In some
cases, it may be more appropriate to sub-sector on the basis of socio-economic criteria or the type of area in which the
household is located or, indeed, to carry the disaggregation of the households sector further by using two or more
criteria together in a hierarchical manner.

Ways in which the System may be adapted to meet differing circumstances and needs are speetfreatty=addressed=m
ehapter=>€P& For example, classifications of institutional units, transactions and assets may be implemented flexibly in
order to adapt them to the data availability and special circumstances of different countries. The flexible use of
classifications does not change the basic concepts and definitions of the System. Hewever;-as—exptamed-m—chapter
26t flexibility may be taken a stage further by developing satellite accounts that are closely linked to the main System
but are not bound to employ exactly the same concepts or restricted to data expressed in monetary terms. Satellite
accounts are intended for special purposes such as monitoring the community’s health or the state of environment.
They may also be used to explore new methodologies and to work out new accounting procedures that, when fully
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developed and accepted, may become absorbed into the main System in the course of time, in the way that input-output
analysis, for example, has been integrated into the System.

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

1.76

In a market economy, the prices used to value different goods and services should reflect not only their relative costs of
production but also the relative benefits or utilities to be derived from using them for production or consumption. This
establishes the link between changes in aggregate production and consumption and changes in welfare. However,
changes in the volume of consumption, for example, are not the same as changes in welfare. Fire=dfstirctiomrbetween
e ; = ' : T 5 . i . "
e gl emierd orrt Ft .].!] 5]] g]” ,5 et 1.5..

I . " (o

Consider the effects of an exceptionally severe winter combined with an influenza epidemic. Other things being equal,
the production and consumption of a number of goods and services may be expected to rise in response to extra
demands created by the cold and the epidemic; the production and consumption of fuels, clothing and medical services
will tend to increase. As compared with the previous year, people may consider themselves to be worse off overall
because of the exceptionally bad weather and the epidemic, notwithstanding the fact that production and consumption
may have increased in response to the additional demand for heating and health services. Total welfare could fall even
though GDP could increase in volume terms.

This kind of situation does not mean that welfare cannot be expected to increase as GDP increases, other things being
equal. Given the occurrence of the cold and the epidemic, the community presumably finds itself much better off with
the extra production and consumption of heating and health services than without them. There may even be a general
tendency for production to rise to remedy the harmful effects of events that reduce people’s welfare in a broad sense.
For example, production may be expected to increase in order to repair the damage caused by such natural disasters as
earthquakes, hurricanes and floods. Given that the disaster has occurred, the extra production presumably increases
welfare.
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