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Chapter 2: Overview

Introduction

Thls chapter prowdes an WMMWHMWW—WM

aﬁmmmmmm some of the ways in whrch the central framework may be
applled erX|ny, dependlng on specn‘lc country requwements Fhese-presentations-are-basee-omrthe-point-of-riew-that-rationat-acecounts

As-statec-rrcirapter=t the central framework descrrbes the essentral phenomena whrch constrtute economic ffe=productiom=irconTe;

CeRsEmpHeRascamEIan AT GR e WG AE e representation of this set of
phenomena and their interretetions:

Fhrecentrat-framework-isarmrimtegrated-sy sterm—Tratisthe-sarme-conceptsdefimitrons-amd-classifreatioms-are applied to all accounts and
" " ; ; ; " .

sub-accounts. For example, : : =

AT eW e EISaIseee SISy s e=How-er-ateel=s measured identically for the parties involved. This
con3|stency is achleved by applylng throughout the System the same concepts and definitions and also by using a single set of accounting
rules for all entries in the System. e'f-euurse- the actual data comrng from the accounts or statlstlcs provrded by elementary unrts will not
be fully consistent for various ree asaes ey 2 SEHeRG 8 e aeieHtiona=we

Basically, the purpose of a system of national accounts is to record economic flows and stocks. Economic flows can be thought of in
various ways. Consider the question “Who does what?” “Who” refers to the economic agent engaged in doing something, the operator.
“What” is connected with the kind of action this agent is undertaking. In a few cases, the answer to this simple question provides a good
preliminary characterization of an economic flow.

B in general the question is too simple to provide even a rough economic description of a specific flow. Take the example of somebody
buying a loaf of bread. In order to characterize the flow, it is necessary to consider from whom this loaf of bread is bought (a retedter or a
supermarket) and what is given in exchange (a coin or a note). So the starting question is transformed into “Who does what with whom in
exchange for what?” This rather simple flow involves two operators (a buyer, a seller), two main actions (a purchase, a sale), two
secondary actions (a payment, a receipt) and two objects (bread, a coin or a note). Again, a complete description would require more
information: at least the weight, kind and price of the bread.

The picture in the real world is still more complicated. Before this flow occurred, the seller had a certain quantity of bread in his shop;
efterwrard he has less bread but more money. The buyer had a certain amount of money, now he has less money but some bread (before

Chapter-s-v /46872008 ep
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Chapter 2: Overview

Introduction

This chapter provides an gue

iofly | . - : i ;
As_exm.amad_m_gh.a.pmu. the central framework descrlbes the essential phenomena which constltute economlc behavigur:_production,

a representatlon of thls set of

JLabhe consistent _each ecanomic flow ar staclc lovel apnearing in the System muist he measured identically for the parties involved. This

consistency is achieved by applying throughout the System the same concepts and definitions and also by using a single set of accounting
rules for all entries in the System. Ln.p.l;ar.t.l.f;a the actual data comlng from the accounts or statlstlcs prowded by elementary unlts WI|| not

be fully consistent for various rea
wark,

L__Analysing flows and stocks

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

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

240 However, the various ways of looking at this example have not yet been exhausted. Before the baker can sell bread, he has to bake it. He
uses flour, water, electricity, e=kreeding=treughy etc. So, an additional question is “Who does what by what means?” What he does can
also be characterized in two ways: his activity (to bake) and the result of it (a product: bread).

2=+  With respect to the buyer one can ask “Why does he buy bread?” The obvious purpose is fer-eeting=t—ta-feec=howerer—t-cotid=be
eifferent-fer-giving=i to a beggar, as charity. This raises the question “Who does what for what purpose?”

232  hiximg all the questions together results in a rather complex combination of simple links: “Who does witet=by=rrivat-rmeans=for-rrivat

prrpese=with=-whem-t-exehenge=for=whet with what changes in stocks?” Answering these questions for all economic flows and stocks
and operators in a given economy would provide an enormous amount of information describing the complete network of economic

interrelations. However, it would require an enormous amount of basic data, which are not always eveitelsterrer-compiete=(irethey
cover only certam aspects of the complex chaln of queetrene)—l-n-eeld-men- it is necessary to organrze the recordlng of economrc flows and
stocks in

243 Users needs set certain requirements for the accountmg framework st it should provide a picture of the economy, but the pietarerte
by covering all important
aspects in a balanced way W|thout neglecting or glvmg too Ilttle emphasis to some aspects or giving others too much prominence.
Finally, it should portray all S|gn|f|cant economlc be-lmm- |nterrelat|ons and the results of economic activity. Although meeting these
requirements is necessary, they are eentragictory=to-g-eertatn-eydent—rrehicving=the=Fight-balanee-am eRg them is not easy. Too great a
simplification can lose sight of or neglect |mportant aspects of economrc +rlie—1ioo-e-lose a portrayal of reality can overburden the picture
and reduce # -

2=dd  Fo-mect-these-reguirementa-the-Systerm=aaes——Firat: a limited number of basic categorles to analyse and aggregate certain aspects (Who?
What? What purpose? What stocks?) of the very numerous elementary flows.

mmmmmmm System 5|mpl|f|es the picture it gives of the economic interrelations by not recording

~~~~ e deplct the network of flows between the varlous types of operators.

mmmmm the “what in exchange for what?” question; that is, it

does not indicate, for example, the specific nature of the financial counterpart (currency or deposit or short-term loan, etc.) ef the
purchases of goods and services or the payment of taxes.

246 The-fact-that-the-Systemmis-integratedatthoungh-net-fotiy-artiestateer does not reduce its consistency requirements. In effect, the purpose

of the System is to get national accounts that are as consistent as they would be if they were fully articulated; each economic flow or stock
should be measured identically for both parties involved. The consistency in the System is achieved by applying thresgheti=the-same

een-eepts-and-deﬁmmone and also by usrng a srngle strict set of accounting rules. Fhese-aecernting=retes-are-alse=presentec=briefhy=i
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themselves, flows modify stocks. Flows and changes in stocks are intrinsically connected. The previous question is again transformed
into “Who does what with whom in exchange for what with what changes in stocks?”

27 However, the various ways of looking at this example have not yet been exhausted. Before the baker can sell bread, he has to bake it. He
uses flour, water, electricity, haking.equigment, etc. So, an additional question is “Who does what by what means?”” What he does can
also be characterized in two ways: his activity (to bake) and the result of it (a product: bread). With respect to the buyer one can ask

“Why does he buy bread?”” The obvious purpose is toeat_as foad: however it could be to give to a beggar, as charity. This raises the

question “Who does what for what purpose?”

28  Adding all the questions together results in a rather complex combination of simple links: “Who does what_with whom_in exchange for
wdhat_bywhat means_forwhat purpase, with what changes in stocks?” Answering these questions for all economic flows and stocks and
operators in a given economy would provide an enormous amount of information describing the complete network of economic
interrelations. However, it would require an enormous amount of basic data, which are not always available nor complete in that they
may cover only certain aspects of the complex chain of guestions _Eucther, it is necessary to organize the recording of economic flows

and stocks in a.camprehensible way asdiscussedin the nextsection,
2—Recording flows and stocks

29 Users’ needs set certaln reqmrements for the accounting framework. Wﬁ.ﬁhﬂl it should prowde a plcture of the
economy, but the pi

MWMM by covering all important aspects in a balanced way without neglecting or g|V|ng too little

emphasis to some aspects or giving others too much prominence. Finally, it should portray all significant economic interrelations and the

results of economic activity. Although meeting these requirements is necessary, they are samewhat contradictory _Achieving the right
halance hetween them is not easy. Too great a simplification can lose sight of or neglect important aspects of economic hehaviour; toq

detailed a portrayal of reality can overburden the picture and reduce jinsight. too mich sophistication can lower comprehension and
iislead some ysers:and.so.on,

210 Iameotthese requirements the System ises a limited number of basic categories to analyse and aggregate certain aspects (Who? What?
What purpose? What stocks?) of the very numerous elementary flows. Hawewer_the System simplifies the picture it gives of the

economic interrelations by not recording the—from-whom:to-whom?” guestion in a fully systematic way- that is_it does not always depict
the network of flows between the various types of operators C.Q.ns.i.d.euh.nee units A_B.and C ea.rh af \Am.makﬁ.pa.)amems.of.the

213 Anather case where the System introduces a simplification is in terms af the “what in exchange for what?” question; that is, it does not

indicate, for example, the specific nature of the financial counterpart (currency or deposit or short-term loan, etc.) fac the purchases of
goods and services or the payment of taxes.

does not reduce its consistency
requwements In effect, the purpose of the System is to de.uxe national accounts that are as consistent as they would be if they were fully
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B- Mamrecategories

Fre-SitiAmcontainsernumber-of-classifications-witichira-sense-constitute=tie=skeetetor of the System and permit various aspects of the
questions raised above to be enswered:

s hthatoraamieandscerers e

They are presented in turn.

1.

249

Institutional units and sectors

Fhre-forcamentat-umits-identifrec-are-thre-ecomormieumitswiner are capable of owning assets and incurring Iiabilities on their own behalf.

responsiyitity; institutional units are centres of decmon -making for all aspects of economic HFh-pmheHmmmd-m
eomtrot others and thus in such cases autonomy of decision is not total and may vary over time. Legally independent holding of assets and
liabilities and autonomous behaviour do not always coincide. In the System, preference is generally given to the first aspect because it
provides a better way to organize the collection and presentation of statistics even if its usefulness is limited in some cases.

Institutional sectors

The institutional units are grouped together to form institutional sectors, on the basis of their principal functions, bekevieti—ane

Ubieetiﬂes.
- Nen=firancial-corperations=Hstitational=trits=wireh are principally engaged in the production of market goods and non-financial
serviees

. General-government=institotionat=tmits=wiriely; in addition to fulfilling their political responsibilities and their role of economic
regulation, produce primeipaty=rom=rmearket services (possibly goods) for individual or collective consumption earre=redistrisate
treemeanasnean

. Houseletds=a-physical-persons-in-the-economywitirtire-institutional-uit-in-the-lreuseheote=seeter consisting of one individual or a
group of |nd|V|duaIs Aeeordimg—to-tie—criterregiver—for—efimmg—tie=tnstitotiora—omit—te=houseloid—of~the—owrer-of-an

of market g.oods and non-financial (possibly financial) services

- Non-profit institutions serving households (NPISHs): legal entities wieR are principally engaged in the production of non-market

services for households erewiese-meairresetreesare-volontary-contributions-by-househotes:

comprises entire institutional units, and each institutional unit belongs to only one sub-seeter=—hradeiten
#ve distinction between public, national private and foreign controlled corporations and between various socio-economic groups of
households is ermphasized in the System in order to respond to policy concerns.

Chapter 2 % 874672008 2-4
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articulated; each economic flow or stock should be measured identically for both parties involved. The consistency in the System is

achieved by applying the same concepts and definitions throughaut and also by using a single strict set of accounting rules.

k of the System and permit various aspects

of the questions raised above to be answered These cancentsare.

&—BPurpases (why2),
They are presented in turn.

1. Institutional units and sectors

and are capable of

ownmg assets and mcurrlng Ilabllmes on thelr own behalf. wwmmmmam
W institutional units are centres of decision-making for all aspects of economic hehaviaur__In practice _some

others and thus in such cases autonomy of decision is not total and may vary over time. Legally
independent holding of assets and liabilities and autonomous behaviour do not always coincide. In the System, preference is generally
given to the first aspect because it provides a better way to organize the collection and presentation of statistics even if its usefulness is
limited in some cases.

Institutional sectors

217 The institutional units are grouped together to form institutional sectors, on the basis of their principal functions, hehaviour and

aNon-financial_corporations: institutional units fhat are principally engaged in the production of market goods and non-financial

SGeneral_government:_institutional units that, in addition to fulfilling their political responsibilities and their role of economic
regulation, produce services (possibly goods) for individual or collective consumption maialy on a non-market basis and redistribute
income and wealth;

d_Hmmhnlds_msnnmma.l.m consisting of one IndIVIdual ora grOUP of IndIVIduaIs &Wﬁc{w

£. Non-profit institutions serving households (NPISHSs): legal entltles that are principally engaged |n the production of non-market
services for households

senm: comprlses entlre mstltutlonal units, and each |nst|tut|onal unit belongs to only one sub W&Wﬁ
passible__The distinction between public, national private and foreign controlled corporations and between various socio-economic

groups of households is jncluded in the System in order to respond to policy concerns.
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Delimitation of the total economy and the rest of the world

222  The total economy is defined in terms of institutional units. It consists of all the institutional units which are resident in the economic
territory of a country. The economic territory of a country, although consisting essentially of the geographical territory, does not coincide
exactly; some additions and subtractions are made (see chapter 9= The concept of residence in the System is not based on nationality
or legal criteria. An institutional unit is said to be a resident unit of a country when it has a centre of economic interest in the economic
territory of that eswmtry== that is, when it engages for an extended period (one year or more being taken as a practical guideline) in
economic activities on this territory. The institutional sectors referred to above aregroupsofrestentomits:

223  Resident units engage in transactions with non-resident units (that is, units wiieR are residents of other economies). These transactions
are the external transactions of the economy and are grouped in the account of the rest of the world. Strictly speaking, the rest of the
world is the account of transactions occurring between resident and non-resident units, but it may also be seen as the whole of non-
resident units that enter into transactions with resident units. Ses=a the System’s accounting structure, the rest of the world plays a role
similar to that of an institutional sector although non- reS|dent unlts are |ncluded only in so far as they are engaged in transactlons Wlth
re5|dent institutional units. ¢ : 8 A 3 Y

wrrermptoyed: In all aspects of their economlc functlons and actlvmes they undertake a great number of elementary economlc actions.
These actions result in economic flows, which, #=eee " 3 o
transform, exchange, transfer or extinguish economic value they involve changes in the volume composmon or value of an |nst|tut|onal
unit’s assets or liabilities. The economic value may take the form of ownership rights on eorerete objects (a loaf of bread, a dwelling) or
intangible assets (a film original) or of financial claims (liabilities being understood as negative economic value). In all cases, #

representsereertaimguantomrofabstract-ecomomicratue=wiriel is potentially usable to acquire goods or services, pay wages or taxes, etc.

226 Most economic actions are undertaken by mutual agreement between institutional units. They are either an exchange of economic value
or a voluntary transfer by one unit to another of a certain amount of economic value without a counterpart. These actions undertaken by
mutual agreement between two institutional units are called transactions in the System. The System also treats es=tremseetions certain
economic actions |nv0IV|ng only a single |nst|tut|onal uﬁ-rt-whreh are similar in nature to actlons undertaken by mutual agreement by two
different institutional "

226 However, not all economic flows are transactions. For example, certain actions undertaken unilaterally by one institutional unit have
consequences on other institutional er#ssy without the latter’s consent. The System records such actions only to a limited extent,
essentially when governments or other institutional units take possession of the assets of other institutional units, including non-resident
units, without full compensation. In reai=ifertmitaterai-ecomomicactions-earimgconseguenceseitier-positively-orregatively; on other
economic units (externalities) are much breeder—ewever such externalities are not recorded in the System. Adseshemer action may
result in the transfer of natural assets to economic activities and the subsequent transformation of these assets. These phenomena are
recorded in the System as economic flows, etrargimg-tire-amoumt-ofecomomic-ratre—oreover-mormeconomic phenomena, such as wars
and natural disasters, may destroy economic assets, and this extinction of economic value must be accounted for. Adse=te value of
economic assets and liabilities may change during the time they are held as stocks, as a consequence of changes in prices. These and
similar flows that are not transactions, which are called other economic flows in the System, are described in chapter &=

=27  Fhe-eeomomie flows can be actual, observable flows or they can be built up or estimated for analytical purposes. Certain flows may be
directly observed in value terms. This is the case for monetary transactions between two institutional units, such as a perelesefsale of a
good or the payment of a tax. Other two-unit flows are observable but cannot be immediately valued. These flows include barter of
goods and services or education services consumed by students and provided free of charge by government; a value in money terms has to
be attributed to them. Botirof-these-types-of-trortmit-transactions—rmeay-or-may-rot-invotre-e—tguit-pro-guoX=that is, a flow in one
direction is linked to a counterpart flow in the opposite eireetion= Barter is an example of a two-unit flow involving a geie=pre-gue=a
social assistance benefit in cash is a two-unit flow that does not involve a quid pro quo. Another kind of flow involves only one
institutional unit. ey may be physically observable, as in the case of eutput—ewn=aeeomnt consumption or capital formation, or
destruction by natural catastrophes. A value has to be attributed to them (this may be fairly easy in certain cases, such as when output is
mostly sold). Other intra-unit, or internal, flows may not be observable as such; accounting entries are then constructed for-the=sake-of
measuring economic performance correctly. This is the case for the consumption of fixed capital or the revaluation of assets and
liabilities. Certain inter-units flows, like the=retnvestec=earnings-en-direet=fereign investment, are also accounting entries created for
analytical purposes. Finally, some observable monetary transactions are not recorded as they are observed in practice because they are of
a composite nature (nominal interest, total insurance premiums) or their legal nature does not correspond to their economic one (financial

leasing). Consequently, for the System, they are split up into various components enefer-ther-elassification-ane-retting-is-medified:

fomcamentat-basts-for-vatutng-flows-imnationat-aceomnts: The relative importance of non-monetary transactions varies according to the

Chapter 2 V1 3/18/2008 95
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Delimitation of the total economy and the rest of the world

219 The total economy is defined in terms of institutional units. It consists of all the institutional units which are resident in the economic
territory of a country. The economic territory of a country, although consisting essentially of the geographical territory, does not coincide
exactly; some additions and subtractions are made (see chapter 28). The concept of residence in the System is not based on nationality or
legal criteria. An institutional unit is said to be a resident unit of a country when it has a centre of economic interest in the economic
territory of that cauntry: that is, when it engages for an extended period (one year or more being taken as a practical guideline) in
economic activities on this territory. The institutional sectors referred to above include anly recidentiinits,

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

2Transactions and other flows

221 lostitutignalunits fulfil various economic functions; that is, they produce, consume, save, invest, etc. They

i i i i i i In all aspects of their
economic functions and activities, they undertake a great number of elementary economic actions. These actions result in economic
flows, which, hawewver they are characterised (wages taxes fixed capital formation otc), create, transform, exchange, transfer or
extinguish economic value; they involve changes in the volume, composition or value of an institutional unit’s assets or liabilities. The
economic value may take the form of ownership rights on physical objects (a loaf of bread, a dwelling) or intangible assets (a film
original) or of financial claims (liabilities being understood as negative economic value). In all cases, ecanamicvalus is potentially
usable to acquire goods or services, pay wages or taxes, etc.

222  Most economic actions are undertaken by mutual agreement between institutional units. They are either an exchange of economic value
or a voluntary transfer by one unit to another of a certain amount of economic value without a counterpart. These actions undertaken by
mutual agreement between two institutional units are called transactions in the System. The System also treats certain economic actions

|nv0IV|ng only a smgle institutional mwwwwmu

Wﬁm are similar in nature to actions undertaken by mutual agreement by two dlfferent |nst|tut|onal

2232 However, not all economic flows are transactions. For example, certain actions undertaken unilaterally by one institutional unit have
consequences on other institutional wnits without the latter’s consent. The System records such actions only to a limited extent,
essentially when governments or other institutional units take possession of the assets of other institutional units, including non-resident
units, without full compensation. In fact_unilateral ecanomic actions hearing. consequiences either pasitive ac negative, on other
economic units (externalities) are much hrgader but such externalities are not recorded in the System. Human action may result in the
transfer of natural assets to economic activities and the subsequent transformation of these assets. These phenomena are recorded in the
System as economic flows, hringing.inecanomicyvalue _Nanceconomic phenomena, such as wars and natural disasters, may destroy
economic assets, and this extinction of economic value must be accounted for. Ihe value of economic assets and liabilities may change
during the time they are held as stocks, as a consequence of changes in prices. These and similar flows that are not transactions, which
are called other economic flows in the System, are described in chapter 12

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

Chapter 2 past.LINSC 4[2/2008 2-4
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type of economy and the objectives pursued by the accounting system. # is generally greater for less developed economies than for
developed ones, =wririel=Rewever: it is not negligible.

Main types of transactions and other flows

229 Elementary transactions and other flows are innumerable. They are grouped into a relatively small number of types according to their
nature. The System’s main classification of transactions and other flows includes four first-level types, with each subdivided according to
a hierarchical classification. It is designed to be used systematically in the accounts and tables of the central framework and eress=
etasstfied with institutional sectors, industry and product, and purpose classifications.

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

23% Distributive transactions consist of transactions by which the value added generated by production is distributed to labour, capital and
government and ef transactions involving the redistribution of income and wealth (taxes on income and wealth and other transfers). The
System draws a distinction between current and capital transfers, with the latter deemed to redistribute saving or wealth rather than

income-(seechapter-vH-

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

Sheteseecthspe=as

233 Other accumulation entries cover transactions and other economic flows not teker-inte-aecommt-efere=wirietr change the quantity or value
of assets and liabilities. First=tirey=etute-consomptiormof-fixed=capitat-amd acquisitions less disposals of non-produced non-financial
essets—Fhen=they=-eever other economic flows of non-produced assets, such as discovery or depletion of subsoil resources or transfers of
other natural assets-to~economic-aetivities—TFhey-atse~eover the effects of non-economic phenomena such as natural catastrophes and

political events (wars for exarmptey=Fimaty; they include holding gains or losses, due to changes in prices, and some minor items (see

chapter k3=
5 - : . o

234 In order to provide more useful answers to the questions raised in the analysis of flows, some transactions are not recorded in the System
as they might be directly observed. at=the System often uses categories which are more closely identified with an economic concept.
For example, gross fixed capital formation, a sub-category of transactions in goods and services, is broader than the limited coverage
thought of as “purchases of fixed assets”. In order to be closer to an economic concept, it covers the acquisition of new and existing fixed
assets, through purchases, barter transactionsorrraceotnt-capital-rormation-or-irrestment-grants—receivetkine—tess-the-gisposalof
existingrassetsthrougirsaleshartertransactionsorinvestmentgrantsmeade-riind:

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

236 Although monetary transactions have a basic role in the valuation of flows in the System, non-monetary transactions are also significant.
They include flows of goods and services that take place between institutional units for which values have to be estimated and also some
flows that are assumed to take place within units. #t=is-often~destrabterthereforer-to-show-monetary=-transactions=separately-frormmon-
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Although monetary transactions have a basic role in the valuation of flows in the System, non-monetary transactions are also significant.
They include flows of goods and services that take place between institutional units for which values have to be estimated and also some
flows that are assumed to take place within units. The relative importance of non-monetary transactions varies according to the type of

economy and the objectives pursued by the accounting system. Althaugh the volume of non.manatang flows is generally greater for less
developed economies than for developed ones, gxenforthe latter it is not negligible.

Main types of transactions and other flows

Elementary transactions and other flows are innumerable. They are grouped into a relatively small number of types according to their
nature. The System’s main classification of transactions and other flows includes four first-level types, with each subdivided according to
a hierarchical classification. It is designed to be used systematically in the accounts and tables of the central framework and crasss

classified with institutional sectors, industry and product, and purpose classifications. A-fullset.aftransactionsand theiccades appearin
annex. 1,

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

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

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

System (see chapter 11),

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

istics.af lons ot

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

through purchases, barter tansactions.or own-account capital formation. less the disposal of existing assets. through sales or barter
lransactions.

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

3.-Assets andliabilifies

233

Assets and liabilities are the components of the balance sheets of the total economy and institutional sectors. In contrast to the accounts
that show economic flows, a balance sheet shows the stocks of assets and liabilities held at one pomt in tlme by each unlt or sector or the
economy as a whole. Rala a a

result from the accumulatlon 0f prior transactions and other flows and they are

Www
modified by future transactions and other flows. Ihusstacksandflowsare clasely related,

The coverage of assets is limited to those assets which are subject to ownership rights and from which economic benefits may be derived
by their owners by holding them or using them in an economic activity as defined in the System. Most consumer durables, human capital
and natural resources that are not capable of bringing economic benefits to their owners are outside the scope of assets in the System.
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240 Assets and liabilities are the components of the balance sheets of the total economy and institutional sectors. In contrast to the accounts
that show economic flows, a balance sheet shows the stocks of assets and liabilities held at one point in time by each unit or sector or the
economy as a whole. Hewever=stocks-are-conmectedwith=-flovws=they result from the accumulation of prior transactions and other flows,
and they are modlfled by future transactlons and other flows Sereratiy-recordedat-tie-poimntirtimewherarirventory-istranwmruptirey

24+ The coverage of assets is limited to those assets which are subject to ownership rights and from which economic benefits may be derived
by their owners by holding them or using them in economic activity as defined in the System. Most consumer durables, human eepited
ewttere-as=swretr and natural resources that are not capable of bringing economic benefits to their owners are outside the scope of assets in
the System.

242 The classification of assets distinguishes, at the first level, financial and non-financial (produced and non-produced) assets (see chapter

9= Most non-financial assets generally serve two purposes. They are primarily objects usable in economic activity and, at the same
time, serve as stores of value. Financial assets are direetty stores of value, although they may also fulfil other functions.

4. Preotuerguhits-ard-produets
e .

243  Institutional units such as corporations may produce various types of goods and services. These goods and services result from processes
of production which may differ as regards materials and supplies consumed, kind of equipment and labour employed and techniques used.
In other words, they may come from different ecomermeactivities:

244 To study production and production functions in detail, it is necessary to refer to more homogeneous units. The ideal solution would be to

meubh- In practice, it is not always feasible to

and=for-wiieh-the-recessary-daterare-tvaHabie-se-that some secondary activities that cannot be separated are covered. For that reason, e
ShtA-uses-for-tire-tgetatted-stady-of-preduetion a unit which, in addition to its principal activity, may cover secondary activities. As it is

also necessary to give a picture of the distribution of production in space, this unit etse=kas-e be in a single location or nearby sites. Fhis

245 Establishments that have the same principal activity are grouped i industries according to the International Standard Industrial
Classification of All Economic Activities (ISIC, Revision 8

2-46  Given the fundamental role played by the market in modern economies, the SN# distinguishes, as an essential feature of its structure,
between establishments wrirteh are market producers producers for own final use and ether-nem-market-procuecers=iviarket-estaptishments

e sa es=wririelr are economically significant. Producers for own final use produce mesy

goods-end-semees for flnal consumptlon or flxed capital formation by the owners of the enterprises in which they are produced. ©thes
mem=market establishments supply most of the goods and services they produce without charge or at prices witehare-mot-economicatly

significant.

2=4% There is a hierarchical relationship between institutional units and establishments. An institutional unit contains one or more entire

establishment(sy—etther-market—producers—for-ownmfinat—use—or-other-mor=market—n establishment belongs to one and only one

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

| . .
Broducts

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

ihree types,
. .

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

To study production and production functions in detail, it is necessary to refer to more homogeneous units. The ideal solution would be

to he able to identify and abserve units that engaged in only one production activity, As it is also necessary to give a picture of the

dlstrlbutlon of production |n space, this unlt sh.g.u.l.d.a.l.sn be in a smgle Iocatlon or nearby sites. In practlce |t |s not always fea5|ble to

W some secondary activities that cannot be separated are covered For that reason, MWW
the System yses a unit which, in addition to its principal activity, may cover secondary activities. Ihisunitisthe establishment,

Establishments that have the same principal activity are grouped iata industries according to the International Standard Industrial
Classification of All Economic Activities (ISIC, Revision 4),

Given the fundamental role played by the market in modern economies, the System distinguishes, as an essential feature of its structure,
between establishments that are market producers, producers for own final use and

nan-market pradiicers Market astablichmenis pradiice
goods and services mostly for sale at prices that are economically significant. Producers for own final use produce gaoods and services

mastly for final consumption or fixed capital formation by the owners of the enterprises in which they are produced. Nanzmarket
establishments supply most of the goods and services they produce without charge or at prices thatarenat ecanomically significant,

There is a hierarchical relationship between institutional units and establishments. An institutional unit contains one or more entire
establishment(sk.an establishment belongs to one and only one institutional unit.

2._Purposes

242

C.

243

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

Ly purpase isdescribed in the context of the supnly and lise fablesin chapter 14,

Rules of accounting
Introduction
Terminology for the two sides of the accounts

Ihe System utilizes the term resources for transactions which add to the amount of economic value of a unit or a sector appear. For
example, wages and salaries are a resource for the unit or sector receiving them. Resources are by convention put on the.tightzhand.side

of the current accounts._The left-hand side of the accounts. which includes transactions that reduce the amount of economic value of a

unit or sector, is termed uses. To continue the example, wages and salaries are a use for the unit or sector that must pay them.
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C.

Predaets

Goods and services, also called products, are the result of production. They are exchanged and used for various pepeses: as inputs in the
production of other goods and services, as final consumption or for investment. Here again the Sh#A makes a conceptual distinction
between market, own final use and ether non-market goods and services, allowing in principle any kind of good or service to be etther
#ype= In order to study transactions in goods and services in detail, the System uses the Central Product Classification (CPC).

Purposes

The concept of purpose, or function, relates to the type of need a transaction or group of transactions aims to satisfy or the kind of
objective it pursues. Transactions are first analysed in the System according to their nature. Then, for certain sectors or kind of
transactlons they are analysed from the expendlture S|de by purpose answerlng the earller questlon “for what purpose”” tramy-anatysts

Rules of accounting
Introduction

Terminology for the two sides of the accounts

e transactions which add to the amount of economic value of
a un|t ora sector appear. For example wages and salarles are a resource for the unit or sector receiving them. Resources are by

convention put on the-right-side—TFhe-lefi-side-of-the-aecountswhich-relates-te transactions that reduce the amount of economic value of a
unit or sector, is termed uses. To continue the example, wages and salaries are a use for the unit or sector that must pay them.

Balance sheets are presented Wlth Ilabllltles and net worth (the difference between assets and liabilities) on the right-stele-ane-assets-on-the
: a W ve bala gets changes in liabilities and net worth and changes in assets.

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

Pouble-entrylguatirapte-entry

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

by construction. This is shown in section D below (and also in chapter >H—=which-deseribes=the-other-ehanges= volume of assets
account and the revaluation account).

The implications of the double entry principle are easy to grasp in a number of cases: a household’s purchase on credit of a consumer
good will appear as a use under final consumption expenditure and as an incurrence of a liability under loans, for example. If this good is
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244  Balance sheets are presented with liabilities and net worth (the difference between assets and liabilities) on the right-hand.side and assets
an the left-hand side _Comparing twa successive balance sheets _gives changes in liabilities and net worth and changes in assets.

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

250 For a unit or sector, national accounting is based on the principle of double entry, as in business accounting. Each transaction must be
recorded twice, once as a resource (or a change in liabilities) and once as a use (or a change in assets). The total of transactions recorded
as resources or changes in liabilities and the total of transactions recorded as uses or changes in assets must be equal, thus permitting a
check of the consistency of the accounts. Economic flows that are not transactions have their counterpart directly as changes in net worth,

by construction. This is shown in section D below (and also in chapter 12_which describes the ather changes in the volume of assets

account and the revaluation account).

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

252 lopdociple the recording of the cansequencesaf an action asitaffects all unitcand all sectarsis based on a principle of quadruple entry,
because most transactions involve two institutional units. Each transaction of this type must be recorded twice by gach_of the two
transactors involved. For example, a social benefit in cash paid by a government unit to a household is recorded in the accounts of
government as a use under the relevant type of transfers and a negative acquisition of assets under currency and deposits; in the accounts
of the household sector, it is recorded as a resource under transfers and an ach|5|t|0n of assets under currency and deposns Ihe
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paid for in cash, however, the picture is less simple: the counterpart of a use under final consumption is now a negative acquisition of
assets, under currency and deposits, for instance. Other transactions are even more complicated. Output of goods is recorded as a
resource in the account of a producer, its counterpart among uses is recorded as a positive change in inventories. When the output is sold,

there is a negative change in imventores—tirat-isaregative-acouisitiorof-assets—= balanced by a positive acquisition of assets, for

instance under currency and deposits.

In many instances, as explained earlier, the difficulty of seeing how the double entry principle applies is due to the fact that the categories
of transactions in the System are compacted.

e based on a principle of quadruple entry, because most transactions
|nv0Ive two |nst|tut|0nal unlts Each transactlon of this type must be recorded twice by the two transactors involved. For example, a
social benefit in cash paid by a government unit to a household is recorded in the accounts of government as a use under the relevant type
of transfers and a negative acquisition of assets under currency and deposits; in the accounts of the household sector, it is recorded as a
resource under transfers and an acquisition of assets under currency and deposits.

teke-advantage-of=them=in=praetiee: The accounts of the nation are not kept in the same way as a business unit or geverament= that is, by

actually recording all flows occurring in a given period. They rely on accounts of various units that are not always consistent, complete or
even available. For household accounts in particular, other statistics such as those from household surveys have to be used. Hewever-tie

W‘ i } g

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

The general principle in national accounting is that transactions between institutional units have to be recorded when claims and
obligations arise, are transformed or are eareeHed=—that=ia=e@ an accrual basis. Transactions internal to one institutional unit are
equivalently recorded when economic value is created, transformed or extinguished. Generally speaking, all transactions, epert=frem=tretr
ntrinsiemetore; can always be viewed as dealing with economic value.

One has thus to distinguish carefully between a transaction and the corresponding cash movement which takes place, except for a
transaction in kind, at a given point of time. Even when a transaction (a pereleasefsale of a good, for example) and the peymentireceipt
are simultaneous, the two aspects exist. The purchaser ts=imeurring-e-trabiity-the-seter-aceumirimg a claim as a counterpart of the delivery
of the good. Then HebHity-ane claim are cancelled by the payment. In most cases there is a delay between the actual transaction and the
corresponding peyentfreceipt. In principle, national accounts record actual transactions, not on a cash basis, but on an accrual basis.
Conceptually they follow the same principle as business accounting.

# the principle is clear, its implementation is far from simple. Institutional units do not always apply the same rules. Even when they do,
differences in actual recording may occur for practical reasons such as delays in communication. Consequently, transactions may be
recorded at different times by the transactors involved, sometimes met-everrr=tive=sare accounting period. Discrepancies exist which
national accounts must eliminate by after-the-fact adjustments. In addition, because the time at which a etetfliability arises is not always
unambiguous, further implementation problems arise. The rules and conventions adopted in the System for particular transactions are

specified trétireretevanti-chaptersisee-aisochapterti):

F—Veluater

2=6F

269

Lorine

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

Transactions are valued at the actual price agreed upon by the transactors. Market prices are thus the basic reference for valuation in the
System. In the absence of market transactions, valuation is made according to costs incurred (non-market services produced by

government) or by reference to market prices for analogous goods or services (servicesofowner-oceupiet-twetings):

Pasets-ane-Heabiities-are-vetued-at-eurrent-priees at the time to which the balance sheet relates, not at their original priees= Theoretically,
national accounts are based on the assumption that essets-ene-HebHitiesare-continvousiy-revelved-at-current-prices—everif-estimates-are
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The accounts of the nation are not kept in the same way as a busmess unit orgmemmam_ that is, by actually
recording all flows occurring in a given period. They rely on accounts of various units that are not always consistent, complete or even
avallable For household accounts |n partlcular other statlstlcs such as those from household surveys have to be used Racanciling

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

255 The general principle in national accounting is that transactions between institutional units have to be recorded when claims and
obligations arise, are transformed or are gancelled _This time of recording is called an accrual basis. Transactions internal to one

institutional unit are equivalently recorded when economic value is created, transformed or extinguished. Generally speaking, all
transactions, howeyver they are described, can always be viewed as dealing with economic value.

2806 One has thus to distinguish carefully between a transaction and the corresponding cash movement which takes place, except for a
transaction in kind, at a given point of time. Even when a transaction (a pucchasear sale of a good, for example) and the paymentar
receipt are simultaneous, the two aspects exist. The purchaser jncursa liability _the seller gcquires a claim as a counterpart of the delivery
of the good. Then the liability and the claim are cancelled by the payment. In most cases there is a delay between the actual transaction
and the corresponding paymentar receipt. In principle, national accounts record actual transactions, not on a cash basis, but on an accrual
basis. Conceptually they follow the same principle as business accounting.

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

transactions are specified insubsequent chapters in particularin chapter 3,
3. Valuation
-

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

2809 Transactions are valued at the actual price agreed upon by the transactors. Market prices are thus the basic reference for valuation in the
System. In the absence of market transactions, valuation is made according to costs incurred (farexamaple, non-market services produced

by government) or by reference to market prices for analogous goods or services (farexample _services of owner-occupied dwellings),

260 Assets and liabilities are recorded af _cirrent values at the time to which the balance sheet relates, not at their original waluation,
Theoretically, national accounts are based on the assumption that theaalues.af assets and liahilities are continuaushy uip-rated to current
yalues even if in fact un-rating accurs only periodically. The appropriate valuation basis for assets and liabilities is the yalue at which
they might be bought in markets at the time the valuation is required. ldeally_values observed in markets or estimated from observed
market ualues.shauld bhe used \hen thisisnat passible curcent valies may be approximated for balance sheet valuation in two other
Ways, by accumulating and revaluing transactions over time or by estimating the discounted present value of future returns expected from
a given asset (see also chapter 13).

261 lofernal fransactions are valued at currenf valies at the time these transactions occur, not at the-ariginalvaluation, These internal
transactions include entries in inventories, withdrawals from inventories, intermediate consumption and consumption of fixed capital.

Methods of valuation

282 Various methods of treating taxes on products, subsidies, and trade and transport margins in valuing transactions on products (goods and
services) exist.

282 The preferred method of valuation of output is at basic prices, although producers’ prices may be used when valuation at basic prices is
not feasible. The distinction is related to the treatment of taxes and subsidies on products. Basic prices are prices before taxes on
products are added and subsidies on products are subtracted. Producers’ prices include, in addition to basic prices, taxes less subsidies on
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r=feet=meeie only periodically. The appropriate valuation basis for assets and liabilities is the priee at which they might be bought in
markets at the time the valuation is required. P#ees observed in markets or estimated from observed market priees-shete-preferabiy-be
wsee—Current=priees may be approximated for balance sheet valuation in two other wweys* by accumulating and revaluing transactions
over time or by estimating the discounted present value of future returns expected from a given asset (see also chapter Y&

2=70 ‘hterrel-transections-are-vatded-at-eurrent=priees at the time these transactions occur, not at erigired=priees: These internal transactions

include entries in inventories, withdrawals from inventories, intermediate consumption and consumption of fixed capital.
Methods of valuation

2=  Various methods of treating taxes on products, subsidies, and trade and transport margins in valuing transactions on products (goods and

services) exist. Fortire-sake-of-integrating-tihe-Systerm-the-same-methodsare-folowed-imthe-institationai-sector-accounts-anc-the-centrat
Suppyranaras S lastesseeseate -t aenge

2=f2  The preferred method of valuation of output is at basic prices, although producers’ prices may be used when valuation at basic prices is
not feasible. The distinction is related to the treatment of taxes and subsidies on products. Basic prices are prices before taxes on
products are added and subsidies on products are subtracted Producers’ prices include, in addition to basic prices, taxes less subsidies on
t three valuations of output may be encountered: at basic

prices, at producers’ prices in the absence of value added type taxes, and at producers’ prices in the presence of value added type taxes.

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

2=4  The various methods of valuing output, with intermediate consumption always at purchasers’ prices, imply consequences for the content
and uses of value added (the difference between output and |ntermed|ate consumptlon) by a

- to Iabour and capltal only taxes less

subsidies on production other than taxes less subsidies on products; eses eda ee : = taxes,

less subsidies, on products other than value added type taxes (which means aII taxes less subsidies, on products when value added type

taxes do not exist). A complementary definition of value added is at factor cost, which excludes taxes on production of any kind.

The changes over time in the current values of flows of goods and serwces
and of many kinds of assets can be decomposed into changes in the prices of these goods and services or assets and changes in their
volumes. Flows or stocks et-eenstemt=priees take into account the changes in the price of each item covered. TFhey=are=sate=to=be=in
votomre=terms:  However, many flows or stocks do not have price and quantity dimensions of their own. Their current values may be
deflated by taking into account the change in the prices of some relevant basket of goods and services or assets, or the change in the
general price level. In that case, flows or stocks are said to be in real terms (at constant purchasing power). For example, the System
provides for the calculation of income in real terms.

2=+8  Inter-spatial comparisons raise 5|m|Iar but even more complex problems than inter- temporal comparlsons The addltlonal dlfflculty is due
mainly to the fact that

29 Both inter-temporal and inter-spatial measures are discussed in chapter >&v4=
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pcoducts ather than valiie added tyne taxes _Thus three valuations of output may be encountered: at basic prices, at producers’ prices in

the absence of value added type taxes, and at producers’ prices in the presence of value added type taxes.

2684 In the same set of accounts and tables, all transactions on the uses of goods and services (such.as final consumption, intermediate
consumption, capital formation) are valued at purchasers’ prices. Purchasers’ prices are the amounts paid by the purchasers, excluding
the deductible part of value added type taxes. Purchasers’ prices are the actual costs to the users.

2685 The various methods of valuing output, with intermediate consumption always at purchasers’ prices, imply consequences for the content
and uses of value added (the difference between output and intermediate consumption) by a praducer_a.sector.aran industns, \\hen
output js valued at basic prices value added includes besides primary incomes due to labour and capital, only taxes less subsidies on
production other than taxes less subsidies on products; when.autput is valued at producers’ prices_valie added includes taxes, less

subsidies, on products other than value added type taxes (which means all taxes, less subsidies, on products when value added type taxes
do not exist). A complementary definition of value added is at factor cost, which excludes taxes on production of any kind.

The changes over time in the current values of flows of
goods and services and of many kinds of assets can be decomposed into changes in the prices of these goods and services or assets and
changes in their volumes. Flows or stocks in.ualume terms take into account the changes in the price of each item covered. However,
many flows or stocks do not have price and quantity dimensions of their own. Their current values may be deflated by taking into
account the change in the prices of some relevant basket of goods and services or assets, or the change in the general price level. In that
case, flows or stocks are said to be in real terms (at constant purchasing power). For example, the System provides for the calculation of
income in real terms. Inter-spatial comparisons raise similar but even more complex problems than inter-temporal comparisons. The

additional difficulty is due mainly to the fact that cauntries.at different stages.of development are involved,
2687 Both inter-temporal and inter-spatial measures are discussed in chapter 15,

. lidati .

: L

268 Consolidation may cover various accounting procedures. In general, it refers to the ellmlnatlon both from uses and resources, of
transactions which occur between units thata 3 3

269 Earsub.sectarsarsectors asa matter of principle flows hetween constituent units are nat cansalidated, However, consolidated accounts
may be built up for complementary presentations and analyses. Even then, transactions appearing in different accounts are never
consolidated to avoid changing the balancing items. Caasalidation may be useful, for example, for the government sector as a whole,

thus showing the net relations between government and the rest of the economy. Ihispassibilityiselaboratedinchanter22,

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

221 Consolidation must be distinguished from netting. For current transactions, netting tefars to offsetting uses against resources. The
System does this only in a few specific instances: for example, taxes on products may be shown net of subsidies on products. For changes
in assets or changes in liabilities, netting may be envisaged in two ways. JIhefitst.case isawhere various types of changes in assets (for
example, entries in inventories and withdrawals from inventories) or various types of liabilities (for example, incurrence of a new debt
and redemption of an existing debt) are netted. Ihesecqnd.case.swhere changes in financial assets and changes in liabilities (or, in the
balance sheet, financial assets and liabilities themselves) related to a given financial instrument are netted. As a matter of principle, the
System discourages netting beyond the degree shown in the classifications of the System. Netting financial assets (changes in financial
assets) against liabilities (changes in liabilities) is especially to be avoided. Netting is discussed in chapters 3.and.11.

D. TIheaccounts
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280 Consolidation may cover various accounting procedures. In general, it refers to the elimination, both from uses and resources, of

transactions which occur between units witerrtire-tatter-are-groupedant-to-tire-etimimatiorofreciprocal-fimancial-assetsame-talititres:

or-seb-secters-or-sectersHows-betweer-constiaentaris-ares setidatedras-emmeatter-of-prinetpte: However, consolidated accounts
may be built up for complementary presentatlons and analyses iih-n may be useful for example for the government sector as a whole,
thus showing the net relations between government and the rest of the economy. Even then, transactions appearing in different accounts
are never consolidated to avoid changing the balancing items.

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

284 Consolidation must be distinguished from netting. For current transactions, netting refers;-outside-the-context-of-consotidation-of various
wAits; to offsetting uses against resources. The System does this only in a few specific presentetions: for example, taxes on products may
be shown net of subsidies on products. For changes in assets or changes in liabilities, netting may be envisaged in two ways. fFrst;
various types of changes in assets (for example, entries in inventories and withdrawals from inventories) or various types of liabilities (for
example, incurrence of a new debt and redemption of an existing debt) are netted. Seeeredy=ly changes in financial assets and changes in
liabilities (or, in the balance sheet, financial assets and liabilities themselves) related to a given financial instrument are netted. As a
matter of principle, the System discourages netting beyond the degree shown in the classifications of the System. Netting financial assets
(changes in financial assets) against liabilities (changes in liabilities) is especially to be avoided. Netting is discussed in chapters Hi=aned
4

D. Theaccounts
1. Introduction

2=85  With the tools introduced in sections B and C above, all flows and stocks can be recorded. This is done in the accounts of the System.

- Rest-of-the-world-(external-transactions)
- Assetsand-Habiities

. tisl . .
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1__lniroduction

222  With the tools |ntr0duced in sectlons B and C above, aII flows and stocks can be recorded. This is done in the accounts of the System

Wﬂmﬂ. Balancmg |tems are meanlngful measures of economic performance in themselves. When caluua.tad
for the whole economy, they constitute significant aggregates.

functional analyses whereby certain transactlons of |nst|tut|onal sectors are presented according to the purpose they w
inanumber af chaptersincluding chapter 14,

217 Before presenting the full sequence of accounts for institutional units and sectors, some preliminary remarks are useful. The purpose of
this sub-section is to explain the accounting structure of the System in general, not to show the precise content of the accounts for each
specific unit or sector. The accounting structure is uniform throughout the System. It applies to all institutional units, sub-sectors, sectors
and the total economy. However, some accounts may not be relevant for certain sectors. Similarly, not all transactions are relevant for
each sector and, when they are, they may constitute resources for some sectors and uses for others.

228 Another remark relates to the way the classification of transactions is used when presenting the general structure of the accounts. Section
B above shows only the main categories of transactions, not the detailed ones which are displayed in the relevant chapters of the manual.
However, in order to make the accounts clear, it is necessary to include a number of specific transactions. This is done by using the actual
classification of transactions in the System at a level of detail sufficient for a good understanding of the accounts. However, definitions of
these transactions are not given at this stage, unless absolutely necessary. However the coding schemes yused in the accounts is included,
Lhefull list of transactions other flows and assetswith their associated codes appearsin Annex. 1,

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

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

Jable 2.1 The production account
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the-totat-of-abititiesofarinstitatiomad-omit-or-seetor: Balancing items are meaningful measures of economic performance in themselves.
When semmee=ap for the whole economy, they constitute significant aggregates.

&) TFhe-three-cimensienat analysis of financial transactions and stocks of financial assets and liabilities, #=wrieh-the-relations-between

Fhe-foretionat-aneatysisimwririer certain transactions of institutional sectors are presented according to the purpose they serveremed

2

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

Cureent accounts deal with production the generation distribution and use of income. Each account starts with thebalancing item af the
aweviaus.ane recarded. as.resources.  The last balancing item is saving which, in the cantext.af the System, is that part of income

originating in production, domestically or ahroad that is not used for final consumption,

Accumulation accounts cover changes in assets and liabilities and changes in net worth (the difference for any institutional unit or group
of units between its assets and liabilities). Ihe.accaunis.concerned are the capital account financial account the other changes in the
yolume of assets account and the revaluation account_The accumulation accounts show all changes which occur between two balance
sheets. Balancesheets.present stacks.of assets.and liabilities.and natworth Qpening.and closing.balance sheets.are included with. the full
sequence of accounts,  Even when balance sheets are not compiled, a clear understanding of the conceptual relationship between
accumulation accounts and balance sheets is necessary if the accumulation accounts themselves are to be correctly elaborated.

Zhe production account

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

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

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

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

The axi f

The primary distribution of income account shows how gross value added is distributed to labaur, capital, government and, where

necessary, flows to and from the rest of the World mew

mmm;amm.(mmmmﬁmmmmmmmmmmmmmmmsmsm as far as
they are included in the valuation of autpuf).The distribution to capital apnears asthe halancing item in thisaccaunt operating surplus ot
mixedincome,

Ihe allocation of primary_income account (table 2 3) shows the remaining part of the primary distribution of income. li_contains
aperating.surplus acmixed incame as.aresaurce, It records, for each sector, property income receivable and payable, and compensation
of employees and taxes, less subsidies, on production and imports receivable by households and gavernment respectively, Since

transactions of this kind may appear in the rest of the world account, these must be included also.
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Before presenting the full sequence of accounts for institutional units and sectors, some preliminary remarks are useful. The purpose of
this sub-section is to explain the accounting structure of the System in general, not to show the precise content of the accounts for each
specific unit or sector. The accounting structure is uniform throughout the System. It applies to all institutional units, sub-sectors, sectors
and the total economy. However, some accounts may not be relevant for certain sectors. Similarly, not all transactions are relevant for
each sector and when they are, they may constltute resources for some sectors and uses for others Fhe-precisecontent-of-the-accomnts

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

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

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

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

2=402=—=Current-accotmistealwitirproductiom=imcome-and=use-of-imeeme:  Accumulation accounts cover changes in assets and liabilities and

changes in net worth (the difference for any institutional unit or group of units between its assets and liabilities). Batarrce-streets-present
S G a5 anahas g e anarn e CWa TR

Chapter-s-v /46872008 )
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292 Eornon-financial and financial corparations, the allocation of primary income account is further subdivided in order to show an additional

balancing item, entrepreneurial income, which is closer to the concept of current profit hefare tax familiar in business accounting. This
balancing item and the related sub-accounts are shown in chapter Z,

WUW records as resources, in addltlon to balance of primary incomes, current taxes on

income, wealth, etc. and other current transfers except social transfers in kind. On the uses side, the same types of transfers are also
recorded. Since these transfers are resources for some sectors and uses for others also, their precise content varies from one sector to

anather

294 It is worth explaining in some detail here the way social contributions are recorded in the System. Although employers normally pay
social contributions on behalf of their employees directly to the social insurance schemes, in the System these payments are treated as if
they were made to employees who then make payments to social insurance schemes. In terms of the accounts, this means that they first
appear as a component of compensation of employees in the use side of the generation of income account of employers and the resource
side of allocation of primary income account of households (adjusted of course for external flows in compensation of employees). Then
they are recorded as uses in the secondary distribution of income account of households (and possibly of the rest of the world), and as
resources of the sectors managing social insurance schemes. All employers’ social contributions follow this route. This way of recording
transactions as if they followed another course is often called “rerouting”.
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2=+63—recummutation accounts show all changes which occur between two balance sheets. Even when balance sheets are not compiled, a clear
understanding of the conceptual relationship between accumulation accounts and balance sheets is necessary if the accumulation accounts
themselves are to be correctly elaborated.

2=4+06—Currentaccoumtsdeawitrproductiomdistributiomofimeeme and use of income. Each account starts with the-reeordingas-resourcesrof
The last balancing item is saving which, in the SNA=eentex is that part of income originating in

the balancing item of the previous one:
production, domestically or ebreat—which-isnot-used-for-final-consumption:
Production account (Account 1)
2-308-—Fhe=productionaccount-(see-tabte=2-F—Accomt-His-tesigned=te~-emphasize value added as one of the main balancing items in the

System. Consequently, it does not cover all transactions linked with the production process, but only the result of production (output) and
the using up of goods and services when producing this output (intermediate consumption). Intermediate consumption does not cover the
progressive wear and tear of fixed capital. The latter is recorded as a separate transaction (consumption of fixed capital) meting the
difference between the gross and net balancing items.

Production-account =—->  Valueadded

which-is-measured-hothrgross-ant-net—7As-atready-exptainet-(see-section-€-3-above); different types of valuation of output may be used
according to the choice made between basic prices and producers’ prices and, in the latter case, the existence or absence of value added
type taxes. Consequently, the extent to which taxes (less subsidies) on products are included in value added differs.

2449 All institutional sectors have a production account. However, in the production account of institutional sectors, output and intermediate
consumption are shown in total only, not broken down by products.

cstribmtiorrot-

2=+3+ The process of distribution and redistribution of income is so important that it is worth distinguishing various steps and depicting them
separately in different accounts. As long as all kinds of distributive current transactions included in the System are actually measured,
increasing the number of accounts adds very little to the work already done, but it allows the introduction of balancing items that are
meaningful concepts of income.

2=#4#2 The distribution of income is decomposed into three main steps: primary distribution, secondary distribution and redistribution in kind.
The first-refers-to~the-distributionrof-vatue-added-to-factors-of-tabour-and-capitat-and-to-government=(through-taxes—tess-subsidieson
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297 Ihepurpose of thisaccount is fourfold In the first place it aims at giving a clearer picture of the role of gavernment as the provider of
goaods and services to individual hauseholds, Secondly, it delivers a more complete measure of household income. Thirdly, it facilitates
international comparisons and comparisons over time when economic and social arrangements differ or change. Fourthly, it gives a more
complete view of the redistribution process between sub-sectors or other groupings of households. Redistribution of income in kind is a
tertiary distribution of income.

mwmwmm dlsposable income or adjusted dlsposable income is aIIocated between flnal
consumption and saving. In addition _both variants of the uise of income account include, for households and for pension funds, an
adjustment item (D.Zchange in pension entitlements) which relates to the way transactions between households and pension funds are
recorded in the System. This adjustment item, which is explained in chapter Quis.natdisciissed here,

2101 Final consumption expenditure covers transactions on final consumption of goods and services for which a sector is the ultimate bearer of
the expense. Government and NPISHs produce non-market goods and services in their production account, where intermediate
consumption or compensation of employees are recorded as uses. Final consumption expenditure of these producers relates to the value
of their output of non-market goods and services, less their receipts from the sale of non-market goods and services at prices which are
not economically significant. However, it also covers goods and services that are purchased by government or NPISHs for ultimate
transfer, without transformation, to households.

2102 Actual final consumption of households covers goods and services which are effectively available for individual consumption by
households regardless of whether the ultlmate bearer of the expense is government NPISHs or households themselves Actual final

2103 At the total economy level, disposable income and adjusted disposable income are equal, as are final consumption expenditure and actual
final consumption. They differ only when considering the relevant sectors. For each sector, the difference between final consumption
expenditure and actual final consumption is equal to social transfers in kind, provided or received. It is also equal to the difference
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2=4++3 The primary distribution of income account shows how gross value added is distributed to feeters-ef=telverr=are capital, government and,
where necessary, flows to and from the rest of the world. #s=satemcing-iteristire-batanrceofprimary-incomes:

QHW as far as they are |ncluded in the valuatlon of omput-éserpemgmphé-ﬁ—?he
Patareimg-iterrisoperating-surplus/mixed-inconme:

RGNS CRUGTeT R FEGeEaEE Neesan =2 shows the remaining part of the primary distribution of income.
It records for each sector property income recewable and payable and compensation of employees and taxes, less subsidies, on

production and imports reeeivaisierrespectively-hy-rousehotdsamd-government:  Since transactions of this kind may appear in the rest of
the world account, these must be |ncluded also. m%mmwmmmmﬁw

the allocation of
prlmary income account is further subd|V|ded in order to show an addltlonal balancmg |tem entrepreneurlal income, which is closer to the
concept of current profit familiar in business accounting. This balancing item and the related sub-accounts are shown in chapter ‘H=
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W the resources 5|de and consumptlon on the uses srde dn"fer by the same amount.

2104 The balancing item of the use of income account, in its two variants, is saving. Saving ends the sub-sequence of current accounts.

kses Resaurces
=1 DRispasable income
Dz Change inpension entiflements Y/ Change in pension entitlements
B2 Saung.

klsas Resaurces
BZ Adjusted dispasable income
B4 Actualfinal cansumption 24
RZ Changein.pension cntitlements v, Change.inpensian entitloments
B3 Saung
Lhe accumulation accounts

2105 Saving, being the balancing items of all current fransactions or accounts is the starting element of accumulation accaunts,

2108 A first group of accounts covers transactions which would correspond to all changes in assets.or liahilities. and net worth if saviog and
capital transfers were the only sources of changes in net worth. Iheaccounts.cancerned are the capital account and the financial account.
These two accounts are distinguished in order to show a balancing item which is useful for economic analysis, that is, net lending or net

Dorrowing,

2107 A second group of accounts relates to changes |n assets, liabilities and net worth due to other factors. Examples are discaveries.or

umun.of.ammu.ama.ammms.subd.mdad.het.wee.nmmmﬂxaﬂm@am&mmmmmaandmamwnm;mwm

JIhecapital account

2108 __The capital account (fable 2 8) records transactions linked to acquisitions of non-financial assets and capital transfers involving the
redistribution of wealth. The gight-hang side includes saving, net, and capital transfers receivable and capital transfers payable (with a
minus sign) in order to arrive at that part of changes in net worth due to saving and capital transfers. Ihe capital.account includes among
uses the various types of investment in non- flnanC|aI assets. Because consumptlon of flxed capltal isa negatlve change in flxed assets, it
is recorded with a negatlve S|gn on the Left X

ing. i i i iti asucing the net amount a unit or a sector finally has
avallable to flnance drrectly or |nd|rectly, other units or sectors, or net borrowrng when negative _correspanding to the amount a unit or a
sector finally is obliged to borrow from others.

i ial

2110 __The financial account (table 2 9) records transactions in financial instruments for each financial instrument. These transactions in the
System show net acquisition of financial assets on the lefizhand side or net incurrence of liabilities on the right-hand side,

a,mmm.t_ In pr|n<;|ple net Iendlng or net borrowmg is measured identically mwwmm In practice,
achieving this identity is one of the most difficult fasks.in.campilingnational accounis,

Chapter 2 oost LINSC 422008 214
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>4++9=—Frrs=areeommt records as resources, in addition to balance of primary incomes, current taxes on income, wealth, etc. and other current
transfers except social transfers in kind. On the uses side, the same types of transfers are also recorded. Since these transfers are
resources for some sectors and uses for others also, their precise content varies from one sector to emetirer:

2428 It is worth explaining in some detail here the way social contributions are recorded in the System. Although employers normally pay
social contributions on behalf of their employees directly to the social insurance schemes, in the System these payments are treated as if
they were made to employees who then make payments to social insurance schemes. In terms of the accounts, this means that they first
appear as a component of compensation of employees in the use side of the generation of income account {Aeeetrt=H=2=43 of employers
and the resource side of allocation of primary income account ¢Aeeesnt=H=+=2y of households (adjusted of course for external flows in
compensation of employees). Then they are recorded as uses in the secondary distribution of income account @&eeeumt=H=2) of
households (and possibly of the rest of the world), and as resources of the sectors managing social insurance sehemes=(essenrtiety
govermment: All employers’ social contributions follow this route. This way of recording transactions as if they followed another course
is often called “rerouting”.

saving.

mmtems- For non- flnanC|aI and financial corporatlons dlsposable income is income mmmmmm&w

2422 The redistribution of income in kind account (see

PdPd—The-pripese-af-this-aeeeunit-ia-fourfole=—r st it aims at giving a clearer picture of the role of gewverament Secondly, it delivers a more

complete measure of household income. Thirdly, it facilitates international comparisons and comparisons over time when economic and
social arrangements differ or change. Fourthly, it gives a more complete view of the redistribution process between sub-sectors or other
groupings of households. Redistribution of income in kind is a tertiary distribution of income.

&  Yseofincomeaceotn-tAeeotntHd)
2=4+25—Fhre-use-of-imcome-accommt={see-talyte—2-treccommt=H4)-strows—for-those-sectorswicirtrave-sorme-fima-comsomptiorm=how disposable

income or adjusted disposable income is allocated between final consumption and saving. In

RSy Stiemmonny gavarmmenac i Sraand
heusehotds-have-fina-consomption—iraddition-the-use-ofincome-accoumt-ietades; for households and for pension funds, an adjustment

item (D.G=djustrent=for-tie—change=imrrret-couity-of-houselrotds—ompenstor=fumds)y which relates to the way transactions between
households and pen5|on funds are recorded in the System. This adjustment item, which is explained in chapter #é=is=rot-gisenssec-here:
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hat cause not only the value but
also the volume of assets and Ilabllltles to vary. In addltlon to the kind of events referred to above, such as the consequences of war or
earthquakes, this account also includes some adjustment elements such.as changes in classification and structure which may or may not
have an influence on net worth (see chapter 12). The balancing item, changes in net worth due to other changes in volume of assets, is

recorded on the gight-hand side,

liabilities since the beginning

of the accounting period or the time of entry and the time of exit or the end of the accounting period.

2114 Just as transactions and other flows in assets appear on the left of the account and transactions in liabilities on the right, so nominal gains

or losses on assets appear on the left-hand side of the revaluation account_while nominal gains and losses on financial liabilities are
recorded on the right-hand side A _paositive revaliation of financial liabilities is equivalent to a nominal holding loss; a negative

revaluation of liabilities is equivalent to a nominal holding gain.

2115 __The balancing item of fhe revaluation account is changes in net worth due to nominal holding gains.and losses.
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2427 Final consumption expenditure covers transactions on final consumption of goods and services for which a sector is the ultimate bearer of
the expense. Government and NPISHs produce non-market goods and services in their production account, where intermediate
consumption or compensation of employees are recorded as uses. Final consumption expenditure of these producers relates to the value
of their output of non-market goods and services, less their receipts from the sale of non-market goods and services at prices which are
not economically significant. However, it also covers goods and services that are purchased by government or NPISHs for ultimate
transfer, without transformation, to households.

= Actual final consumptlon of households
covers goods and services Wthh are effectively available for individual consumptlon by households regardless of whether the ultlmate
bearer of the expense is government, NPISHs or households themselves 5 2 5

2429 At the total economy level, disposable income and adjusted disposable income are equal, as are final consumption expenditure and actual
final consumption. They differ only when considering the relevant sectors. For each sector, the difference between final consumption
expendlture and actual final consumptlon is equal to social transfers in kind, provided or received. It is also equal to the difference

2430 The balancing item of the use of income account, in its two variants, is saving.
H=2=gs-imeome=m the resources side and consumption on the uses side differ by the same amount. Saving ends the sub- sequence of
current accounts.

Accumutation-accounts

2=+33 Saving, being the balancing items of all current

2435 A first group of accounts covers transactions which would correspond to all changes in essetsfiabitities=ane=net=weorth=if-saving-aned
votumtary-transfers-of-weatthr were the only sources of changes in net worth. A second group of accounts relates to changes in assets,
liabilities and net worth due to other factors.

the capital account and the financial account. These two accounts are distinguished in
order to show a balancing item which is useful for economic analysis, that is, net tending/retborrowing:

(a)—Capital-account-(Account-HH-=1)
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shows the revaluation in proportion to the general

price Ievel which is obtalned by applylng during the same periods of time, an index of the change in general price level to the initial value
of all assets or liabilities, even to those that are fixed in monetary terms. The results of this operation are called neutral holding gains.and

losses because all assets and liabilities are revalued sa.astapresenve exactly theic purchasing pawer,

Iosses there isa real holdlng galn due to the fact that on average the actual prlces ofm&asswmn have
increased more (or decreased less) than the general price level. In other words, the relative prices of its assets have increased. Similarly,

in rolative rices of assets | L holding |

2118 Each of the three types of holding gains or losses are subdivided according to the main groups of assets and liabilities, a decomposition

WhICh |s necessary even in a S|mpllf|ed accountlng presentatlon Wﬁ&n@gﬂw

Assets and I|ab|I|t|es as prewously explalned are valued at the prices of the date a balance sheet is establlshed



Chapter 2 V1.pdf - Adobe Acrobat Professional

P4 S7=—TFire-capital-accotmt{see-taisie=2-4recommt=Hi=t) records transactions linked to acquisitions of non-financial assets and capital transfers

involving the redistribution of wealth. The riglt side includes saving, net, and capital transfers receivable and capital transfers payable
(with a minus sign) in order to arrive at that part of changes in net worth due to saving and capital transfers. #eeewmt=Hi=+ includes
among uses the various types of investment in non- flnanC|aI assets. Because consumptlon of flxed capltal |s a negatlve change |n flxed
assets, it |s recorded, W|th anegatlve sign, on the tef=s 7 shen 8 :

mreasares the net amount a unit or a sector finally has available to finance, directly or indirectly, other units or sectors, or net borrowing ¢
F=wirieh-eerrespenes to the amount a unit or a sector finally is obliged to borrow from others.

P=3-30—TFhe=finaneiat-tceotni-(see=table-2-d—Areotmt=H=2) records transactions in financial instruments for each financial instrument. These

transactlons in the System show net acquisition of flnanC|aI assets on the +eit S|de or net |ncurrence of liabilities on the right=site=—Tae

2439 In principle, net lending or net borrowing is measured identically whiekheveraeeount-is-eonsidered: In practice, achieving this identity is
one of the most difficult tergets-of-rationat-accotnts:

cause not only the
value but also the volume of assets and liabilities to vary. In addition to the klnd of events referred to above, such as the consequences of
war or earthquakes, this account also includes some adjustment elements e changes in classification and structure which may or may
not have an influence on net worth (see chapter >4#9= The balancing item, changes in net worth due to other changes in volume of assets,

is recorded on the right=siee:

I|ab|I|t|es since the beglnnlng of the

accounting period or the time of entry and the time of exit or the end of the accounting period.

2=+43 Just as transactions and other flows in assets appear on the left of the account and transactions in liabilities on the right, so nominal gains

or Iosses on assets appear on the Hmdmmméﬁmmwlosses on financial liabilities are recorded on the rigit

: g financial liabilities is equivalent to a nominal holding loss; a negative
revaluatlon of s I|ab|I|t|es is equwalent toa nomlnal holding gain. Fe-batereing=item=of=te account is changes in net worth due to

nominal holding geinsfHesses:

Chapter-s-v /46872008 )



Chapter 2 post UNSC cf.pdf - Adobe Acrobat Professional

FEEE
FEE

FEEE

EEE |FEEE

FEEE
FEEE

J2C) Networfh

2123 Itis now possible to put together the various elements which have been introduced in the previous sub-sections and to present in detail the
integrated economic accounts. JIable2 13 gives a simplified version of the integrated current accounts It is formed by taking each of
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shows the
revaluation in proportion to the general price level which is obtained by applying, during the same perlods of time, an |ndex of the change
in general price level to the initial value of all assets or liabilities, even to those that are fixed in monetary terms. The results of this

operatlon are called neutral holdlng gms#losses because aII assets and Ilabllltles are revalued m-meﬂ-y-t'hﬁme-pmpumm—?he

geinsfossesarehigherthamrthenentrat-hotdinggainstlosses, there is a real holding gain, due to the fact that on average the actual prices of
Ha=-g99ets have |ncreased more (or decreased Iess) than the general price level. In other words, the relative prices of its assets have
|ncreased

2446 Each of the three types of holding gains or losses are subdivided according to the main groups of assets and liabilities, a decomposition
which is necessary even in a simplified accounting presentation.

th-e-n-g-ht S|de Assets and Ilabllltles as prewously explalned are valued at the pnces of the date a balance sheet is establlshed Het-mn-h-
thre-differerce-tetweermassetsam-rabittes Ts-te-atarcmg-itermof-ratarcesteets—it-s equwalent to the present value of the stock of

economic value a unit or a sector holds.
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2125 __The integrated econamic accaunts give a complete picture of the accounts of the total economy including balance sheets, in a way which
permits the principal economic relations and the main aggregates to be shown. This table shows, simultaneously, the general accounting

structure of the System and presents a set of data for the institutional sectors, the economy as a whole and the rest of the world.

2127 The integrated economic accounts provide an overview of the economy as a whole. As already indicated, the integrated presentation
contains much more than what has actually been included in the table and may be used for giving a more detailed view if so desired.
Columns might be introduced for sub-sectors. The rest of the world column gan subdivided according to various geographical zones. The
column for goods and services may show market goods and services separately. The classification of transactions in the rows might be
used at more detailed levels..and.soon. However including.mare detail directly in this scheme at the same time would result in a very
complicated and unmanageable table. For this reason, more detailed analysis of production and transactions in goods and services,
transactions in financial instruments, detailed balance sheets, as well as analysis by purpose are done in other frameworks. These are
presented inthenextsectian and their links with the integrated economic accounts ate.alsa.explained,

Lherest of the world accaunts

2128 The rest of the world account covers transactions between resident and non-resident institutional units and the related stocks of assets and
liabilities wdererolovant,

2129 As the rest of the world plays a role in the accounting structure similar to that of an institutional sector, the rest of the world account is
established from the point of view of the rest of the world. A resource for the rest of the world is a use for the nation and vice versa. If a
balancing item is positive, it means a surplus of the rest of the world and a deficit of the nation, and vice versa if the balancing item is
negative.

2130 The external account of goods and services is shown at the same level as the production account for institutional sectors. Imports of
goods and services (499) are a resource for the rest of the world, exports (540) are a use. The external balance of goods and services is (-
41). With a positive sign, it is a surplus of the rest of the world (a deficit of the nation) and vice versa. Iathisare added or deducted the

various klnds of taxes compensatlon of employees and other current transfers MMMM&MM

ms.l.l'.um.l.g.n.l.t.mm.l.lld.h.e a surplus of the rest of the world (a deficit of the nation).
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F1td

2=+63 The rest of the world account covers transactions between resident and non-resident institutional units and the related stocks of assets and
liabilities wriverretevent:

2364 As the rest of the world plays a role in the accounting structure similar to that of an institutional sector, the rest of the world account is
established from the point of view of the rest of the world. A resource for the rest of the world is a use for the nation and vice versa. If a
balancing item is positive, it means a surplus of the rest of the world and a deficit of the nation, and vice versa if the balancing item is
negative.
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SSerEsEthEGE SEtheente consiaereareTraTparie : ew= They are summary indicators and key magnitudes
for purposes of macroeconomic analy3|s and comparlsons over t|me and space The ShA aims to provide a simplified but complete and
detailed picture of complex economies, so the calculation of the aggregates is neither the sole nor the main purpose of national

2478 Some aggregates may be obtained directly as totals of particular transactions in the System; examples are final consumption, gross fixed
capital formation and social contributions. Others may result from serrrirg=ep balancing items for the institutional sectors; examples are
value added, balance of primary incomes, disposable income and saving. They may need some further elaboration. Seme of them are so
commonly used that they deserve additional explanation at this early stage.

P p—ePesteaty~CBR-is-t-concept-of-vatue-addee—H is the sum of gross value added of all resident producer units ¢institationad=seetors-or
aitermatively=industriesy plus that part (possmly the total) of taxes Iess sub5|d|es on products which is not included in the valuation of
output. Sress-veltde-adde : g 3 8 : :

2=3%3 Next, GDP is also equal to the sum of the final uses of goods and services (all uses except intermediate consumption) measured #
purchasers’ prices, less the value of imports of goods and services.

2=4=#4 Finally, GDP is also equal to the sum of primary incomes distributed by resident producer units.



services

Figure 2.1: Diagram of the integrated accounts for the total economy
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2476 The concept of value added should conceptually exclude the eemmterpart=ef consumption of fixed capital. The latter, in effect, is not
newly created value, but a reduction in the value of previously created fixed assets when they are used up in the production process.
Thus, theoretically, value added is a net concept.

commonly used for various reasons. The depreciation of fixed assets as calculated in business accounting does not generally meet the
requirements of SiA=eemeeptss The calculation of consumption of fixed capital requires that statisticians estimate the present value of the
stock of fixed assets, the lifetime of various types of assets, patterns of depreciation, etc. Not all countries make such calculations, and
when they do there may be differences in methodology (with some of them using business data even when inadequate). Consequently,
gross figures are more often available, or available earlier, and they are generally con5|dered more comparable between countries. So
GDRP is broadly used even if it is, on a conceptual basis, +es &% : predeet should
also be calculated, with improved estimates of consumption of f|xed cap|tal When necessary, in order to prOV|de a significant tool for
various types of analysis.

2484 Primary incomes generated in the production activity of resident producer units are distributed mostly to other resident institutional units;
however, part of them may go to non-resident units. Symmetrically, some primary incomes generated in the rest of the world may ge=te
resident units. This leads to the definition and measurement of gross national income (&N-atrrarket-prices: GNI is equal to GDP less
primary incomes payable to non-resident units plus primary incomes receivable from non-resident units. In other words, GNI is equal to
GDRP less taxes (less subsidies) on production and imports, compensation of employees and property income payable to the rest of the
world plus the corresponding items receivable from the rest of the world. Thus GNI at-rarket-prices is the sum of gross primary incomes
receivable by resident institutional emtis/seetors=—t=is=wrortnotirg-thai-Chit=at-market-prices-was-cated-grossnational-product=r-te
F953-SitArand-itis-commonty-denomimatee=&NP: In contrast to GDP, GNI is not a concept of value added, but a concept of reere
Germarymeeaes

2482 By deducting the consumption of fixed capital from GNI, net national income (NNI) et=merket=priees is obtained. The remarks above
about the conceptual relevance of the net concept in case of product apply even more strongly to national income. Fre=remerks-airout

W‘ i g

2483 Primary incomes receivable by resident institutional units may be used in part to make transfers to non-resident emits=reciprecety:
resident units may receive transfers originating out of primary incomes in the rest of the world. Gross national disposable income is equal
to GNI et=mrerket=priees less current transfers (other than taxes, less subsidies, on production and imports) payable to non-resident units,
plus the corresponding transfers receivable by resident units from the rest of the world. Gross national disposable income measures the

income available to the nation for final consumption and gross saving. Natieral-tisposaisie-income-isthe-sumrofdisposatte-imreome-ofah
restdent-institutionat-uritsisectors:

2484 By deducting the consumption of fixed capital from gross national disposal income, net national disposable income is obtained.

2485 All the aggregates referred to above are calculated in current values The |nfluence of changes in pr|ces may also be el|m|nated
Domestic product is calculated e s 2
Fris-mrery=iye=gtome because output, mtermedlate consumptlon and taxes less sub3|d|es on products can all be calculated at-emmam-pmes-
On the other hand, aggregates of income may not be expressed in volume ('at-euns-bum-pmes-) because income flows may not, strictly
speaking, be broken down betw 2 : 2 mey be calculated at constant purchasing power, or in real
terms. When moving from domestic productm-eemtam-pnees to nat|onal income in real terms, the effect of changes in the terms of trade

between the total economy and the rest of the world Tstakermoaccoumt-(seechapter>Cv:
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appear in the accounts of the lnstltutlonal sectors Uses of goods and
services in the institutional sectors accounts are reflected on the right-hand column for goods and services; resources of goods and
services in the institutional sectors accounts are reflected on the left-hand column for goods and services. On the resources side of the
table, the figures appearing in the column for goods and services are the counterparts of the uses made by the various sectors and the rest
of the world: exports (540), intermediate consumption (1.883).-final consumation.(1.390), gross fixed capital formation (376), changes in
inventories (28) and acquisitions less disposals of valuables (10). On the use side of the table, the figures in the column for goods and
services are the counterparts of the resources of the various sectors and the rest of the world |mports (499) and output (w

num.eucal.mca.mp.l.e taxes Iess subsrdles on products (133) are shown dlrectly in the column for goods and services. They are a
component of the value of the supply of goods and services which has no counterpart in the value of the output of any institutional sector.

the activity af the entire ocanomy, They are summary mdrcators and key magnltudes for purposes of macroeconomic analysrs and
comparisons over time and space. The System aims to provide a simplified but complete and detailed picture of complex economies, so
the calculation of the aggregates is neither the sole nor the main purpose of national accaunting. nevertheless summary figures are very
important,

2134 Some aggregates may be obtained directly as totals of particular transactions in the System; examples are final consumption, gross fixed
capital formation and social contributions. Others may result from aggeegating balancing items for the institutional sectors; examples are
value added, balance of primary incomes, disposable income and saving. They may need some further elaboration. However.some of
them are so commonly used that they deserve additional explanation at this early stage.

mnsum.pmn_GDE is the sum of gross value added of aII resrdent producer unlts plus that part (possibly the total) of taxes less subsrdres
on products which is not included in the valuation of output.

2137 Next, GDP is also equal to the sum of the final uses of goods and services (all uses except intermediate consumption) measured at
purchasers’ prices, less the value of imports of goods and services.

2138 Finally, GDP is also equal to the sum of primary incomes distributed by resident producer units.
Nef.and.gross.measures
2139 The concept of value added should conceptually exclude the allawancefar consumption of fixed capital. The latter, in effect, is not newly

created value, but a reduction in the value of previously created fixed assets when they are used up in the production process. Thus,

theoretlcally, value added is a net concept. WWMMM&M&MWMM
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2=#688 It is now possible to put together the various elements which have been introduced in the previous sub-sections and to present in detail the
integrated economic accounts.

2=4+89—Fhe-integratec-economic-accotmtsshown=in~tabte=2-8 give a complete picture of the accounts of the total economy including balance

sheets, in a way which permits the principal economic relations and the main aggregates to be shown. This table shows, simultaneously,
the general accounting structure of the System and presents a set of data for the institutional sectors, the economy as a whole and the rest

of the world.
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2140 __Haowever grassmeasures af product and incame are commonly used for various reasons. The depreciation of fixed assets as calculated in
business accounting does not generally meet the requirements of the System. The calculation of consumption of fixed capital requires
that statisticians estimate the present value of the stock of fixed assets, the lifetime of various types of assets, patterns of depreciation, etc.
Not all countries make such calculations, and when they do there may be differences in methodology (with some of them using business
data even when inadequate). Consequently, gross figures are more often available, or available earlier, and they are generally considered
more comparable between countries. So GDP is broadly used even if it is, on a conceptual basis, ecanamically inferior to NDD.
Hawever NDP should also be calculated, with improved estimates of consumption of fixed capital when necessary, in order to provide a
significant tool for various types of analysis.
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i t i = The external account of goods and services is shown at the same level as the
production account for institutional sectors Imports of goods and services (499) are a resource for the rest of the world, exports (540) are
a use. The external balance of goods and serwces is ( 41) With a posmve S|gn |t isa surplus of the rest of the World (a defICIt of the
nation) and vice versa. e i S C C

mmmmw%nmmmwmm various klnds of taxes compensatlon of

employees and other current transfers

surplus of the rest of the world (a deficit of the netnn)-end-vi-eeversa-.

appear in the
accounts of the institutional sectors. Uses of goods and services in the institutional sectors accounts are reflected on the right-hand
column for goods and services; #=ie#R; resources of goods and services in the institutional sectors accounts are reflected on the left-hand
column for goods and services. On the resources side of the table, the figures appearing in the column for goods and services are the
counterparts of the uses made by the various sectors and the rest of the world: exports (540), intermediate consumption (4883)~fimat
eonstimption-expendittrelactuat-final-consemption—=-399) gross fixed capital formation (376), changes in inventories (28) and
acquisitions less disposals of valuables (10). On the use side of the table, the figures in the column for goods and services are the
counterparts of the resources of the various sectors and the rest of the world: imports (499) and output (3;664)=-©mthe-same-side taxes,
less subsidies, on products (133) are shown directly in the column for goods and services. They are a component of the value of the
supply of goods and services which has no counterpart in the value of the output of any institutional sector.

obtained directly:

2-202-=Fhe-accumtation-accounts-folow-the-sequence-ef-accounts for-the-institutional-sectors:
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Qtherchangesin assefsaccounts
Qther changes in the volume of assefs account
Revaluation account
Balance sheets
Qpening.halance sheet B90  Netwarh Natignalwealth
Clasing.balance shoat B0 DNetwodh Mationalwealth
Qtherchanges.in the valume of assets accaunt R102 Changeinnetwodh ductoathorchangesiothe valume ofassats
2103 ; : . o
: ional | GNI)

Primary incomes generated in the production activity of resident producer units are distributed mostly to other resident institutional units;
however, part of them may go to non-resident units. Symmetrically, some primary incomes generated in the rest of the world may came
from resident units. This leads to the definition and measurement of gross national income (GNL. GNI is equal to GDP less primary
incomes payable to non-resident units plus primary incomes receivable from non-resident units. In other words, GNI is equal to GDP less
taxes (less subsidies) on production and imports, compensation of employees and property income payable to the rest of the world plus
the corresponding items receivable from the rest of the world. Thus GNI is the sum of gross primary incomes receivable by resident
institutional waits.orsectars, In contrast to GDP, GNI is not a concept of value added, but a concept of incame.

By deducting the consumption of fixed capital from GNI, net national income (NNI) is obtained. The remarks above about the
conceptual relevance of the net concept in case of product apply even more strongly to national income.
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2288 The integrated economic accounts provide an overview of the economy as a whole. As already indicated, the integrated presentation
contains much more than what has actually been included in the table and may be used for giving a more detailed view if so desired.
Columns might be introduced for sub-sectors. The rest of the world column eete=be subdivided according to various geographical zones.
The column for goods and services may show market goods and services separately. The classification of transactions in the rows might

be used at more detailed tevets{seeechapter>>O-forfurtheretaborationrofthese-suggestions):

2=209—Hewever—ptting=meore directly in this scheme at the same time would result in a very complicated and unmanageable table. For this
reason, more detailed analysis of production and transactions in goods and services, transactions in financial instruments, detailed balance
sheets, as well as analysis by purpose are done in other frameworks. These are presented sueeesstvetys and their links with the integrated

economic accounts atse-explatrec:
3= The other parts of the accounting structure
The central supply and use table and other input-output tables

2248 The detailed analysis of production by industries and flows of goods and services by kind of products is an integral part of the integrated
central framework. It would be feasible to include certain details in the integrated economic accounts taiste=Fer example, the rows for
output, intermediate consumption and value added might be subdivided by kind of economic activity; the columns for goods and services
might be subdivided by type of products. However, the System does not adopt this solution, because the table would become
cumbersome. H=prewides a systematic cross-classification by institutional sectors and industries of output, intermediate consumption, and

value added and its components (see-talte=+5-3=chapter>evs:

22+ ==Fhe-integrated-economic-accounts-contain-onty-production-and-generatton-of-income-aceounts-hy-institutionat-sectors-as-weh-as a global
balance of transactlons on goods and services. The detalled anaIyS|s of productlon actlvmes and goods and services balances is made m

2Rip==Fhe-centrat-input-output-tabie-(supply-and-use-tapierofthe-Systemrpresents:
- The resources and uses of goods and services for each type of preduet

. The production and generation of income accounts for each industry according to kind of economic aetiwity=

productlon (Iabour and f|xed capltal) used by |ndustr|es are also prowded
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2143 Primary incomes receivable by resident institutional units may be used in part to make transfers to non-resident ynits.and resident units
may receive transfers originating out of primary incomes in the rest of the world. Gross national disposable income is equal to GNI less
current transfers (other than taxes, less subsidies, on production and imports) payable to non-resident units, plus the corresponding
transfers receivable by resident units from the rest of the world. Gross national disposable income measures the income available to the
nation for final consumption and gross saving. By deducting the consumption of fixed capital from gross national disposal income, net
national disposable income is obtained. National dispasable income isthe sum af dispasable income of all resident institutional it or
secfors,

Accauntsinvalume terms

2144 All the aggregates referred to above are calculated in current values. The |nf|uence of changes in prices may also be ellmlnated
Domestic product is calculated |
Rpassibla because output, intermediate consumption and taxes, Iess sub5|d|es on products can all be calculated in.valume ferms, On the
other hand, aggregates of income may not be expressed in volume taums because income flows may not, strictly speaking, be broken
down jnto 3 quantity and a price component  They may _however, be calculated at constant purchasing power, or in real terms. When
moving from domestic product in.alume terms to national income in real terms, the effect of changes in the terms of trade between the

total economy and the rest of the world musthe taken intoaccaunt The nocecsanyadjusiment icdeccribed in chaptor 15,

4. The other parts of the accounting structure

The central supply and use table and other input-output tables

2145 The detailed analysis of production by industries and flows of goods and services by kind of products is an integral part of the integrated
central framework. It would be feasible to include certain details in the integrated economic accounts table. for example, the rows for
output, intermediate consumption and value added might be subdivided by kind of economic activity; the columns for goods and services
might be subdivided by type of products. However, the System does not adopt this solution, because the table would become
cumbersome. lostead tables that pravide a systematic cross-classification by institutional sectors and industries of output, intermediate

consumption, and value added and its components ace-propased..They.ace described in detailin chapters1d.and 28 hutthe main featires

global balance of transactions on goods and services. The detailed analysis of productlon activities and goods and services balances is

made in.the supply and use fahbles presenting.

a. The resources and uses of goods and services for each type of praduct,
L. The production and generation of income accounts for each industry according to kind of economic actisity,
L. Data on factors of production (labour and fixed capital) used by industries are also provided.

The tables of financial transactions and financial assets and liabilities

2149 As such a presentation is not necessarily useful for actually presenting the data, other presentatians may be preferred in practice for
publication. For example, a detailed classification of financial instruments combined with a sector classification may be cross-classified

with the sector classification_once to show changes in the debtor positions of the debtor sectors and.then again to show changes in the

creditor positions of the creditor sectors. As compared to the presentation of the financial accounts made in the integrated economic
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accounts, this means, in short, introducing a sector distinction below headings of financial instruments when relevant (for a more
complete explanation see chapter 27).

Complete balance sheets and assets and liabilities accounts

are presented in a very aggregated way. For each sector or sub-sector more complete
balance sheets may be built up using the detailed classification of assets and liabilities when appropriate. Changes in assets and liabilities
for each sector may also be analysed for each type of asset and liability and each source of change.

2151 In addition, three-dimensional tables may be elaborated showing the “framawhamata.whom? links for each type of financial instrument,
to permit better analysis. The presentation of such tables is exactly the same as for tables of financial transactions except that the stack of

assetsar liabilities is shown instead af changes in assets ar liabilities and the net financial position of each sector appears instead of its net
lending.arhorrawing. Thase tahles follaws clasaly the principles for the similac flowtables and ace.alsa. described.in chapfer 27,

mmﬂmﬂ.@mand.mda_d&fm-heaﬁhmmm_mmsm As compatlble but dlfferent cla55|f|cat|ons are used
according to the sector concerned, these partial analyses by purpose cannot be integrated in a single table and, in most cases, no
exhaustive total for the total economy canhecalculated inthe central framewvark,

Bopulation and.labour inputs.tahles

2154 A dimension is added to the usefulness of a number of national accounts aggregates by calculating these figures per head. For broad
aggregates such as GDP, GNI or household final consumption, the denominator commonly used is the total (resident) population. When
sub-sectoring the accounts or part of the accounts of the household sector, data on the number of households and the number of persons i

eachsub.sector are alsg necessary,

2155 In productivity studies, data on the labour inputs used by each industry in the process of production are indispensable. Total hours
worked is the preferred measure of labour inputs for the System. Inferior alternatives are full-time equivalent jobs, the number of jobs or
the number of persons employed.

2156 Data on population and labour inputs must generally be adjusted in order to be consistent with the System’s concepts, definitions and

classifications. The resulting tables are an integral part of the System and are explained in chapter 19,

E. Theintegrated central framework and flexibility
1. Applying the central framework in a flexible way

2157 Theconural framewark. af the System is.consistent in terms of its concepts and its accounting structure. Links between the various
elements of the integrated System have been jllustrated in order to depict its structure in a simple but complete way. That presentation
does not imply any order of priority or frequency (quarterly, annually, etc.) for implementing national accounts. Priorities in compiling
national accounts are a matter of statistical policy; no universal recommendation can be made. (However, some indications relevant to
specific circumstances are provided in relevant handbooks.) Similarly, the accounting structure does not imply that results always have to
be presented exactly as they stand in this or other chapters. A country may choose to publish mainly time series, to prepare only some
accounts or aggregates, etc.

2158 In general the System has to be looked at in a consistent but flexible way. Accordlng to analytlcal requwements and data availability, IIJ.E

anather by _choosing the level af disaggregation to adopt for classn‘lcatlons of mstltutlonal sectors, industries, products, transactlons

(including the complementary classification), sequence of accounts, gfc.. by using different methods of valuation; by using different
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priorities for various parts of the accounts and different frequencies; by rearranging the results; by introducing some additional elements,
etc.

The household sector provides a good illustration of what may be done in order to provide an in-depth analysis of the household
conditions and the functioning of the economy as a whole. A detailed approach to the household sector may be undertaken, ficst.afall, by
deconsolidating the household sector beyond the sub-sectors included in the main classification of the System, distinguishing, for
instance, the type of economic activity carried out (farmalocinformal) the location af the household (urban or rural) or the level of skill.
Secondly, it is possible to adapt the Way household actlvmes are portrayed in the sequence of accounts For |nstance a concept of
discretionary income may be

mmwmmmﬁ.mm or the classification of household transactions may be complemented to
show the industry of origin of various types of incame _and sao.on,

The flexibility of the System is further illustrated with the public sector, whose components are systematically shown at various levels of
detail in the classification of institutional sectors. The components of the public sector may be re-arranged to group the accounts of the
overall public sector. These accounts may be shown before consolidation and after consolidation to describe the relations between the
public sector and the private sector and between the public sector and the rest of the world (by separating out the external transactions of
the public sector).

he flexible uses of the central

framework in the f|eld of key sector accountlng external accounts problems and munmmemmm;g

s ial . .
2162

A social accounting matrix (SAM) is a presentation of the System in matrix terms that permits the incorporation of exira details of special
interest. To date, builders of SAMs have exploited the flexihility to highlight special interests and concerns.such as disaggregating the

household sector, showing the link between income generation and consumption, etc. The power of a SAM, as well as of the System,
comes from choosing the appropriate type of disaggregation to study the topic of interest. In addition to a flexible application and the
inclusion of various complements, SAMs may incorporate more extensive adjustments, which are of a satellite accounting nature, in order
to serve specific analytical purposes. For further explanation of the matrix presentation and SAMSs, see chaptars28.a0d.29

, "

2163

In some cases, working with the central framework, even in a flexible way, is not sufficient. Even when conceptually consistent, the
central framework may.become overburdened with details. Moreover, some requirements may conflict with the concepts and architectire
afthe central framewark,

In certain types of analysis, the basic intention is not to use alternative economic concepts, but simply to focus on a certain field or aspect
of economic and social pehaviour in the context of national accounts. The intent |s to make apparent and to describe in more depth
aspects that are hidden in the accounts of the central framework or surface only

aspects of producing and consuming activities connected with tourism may appear in detailed classifications of activities, products and
purposes. However, transactions and purposes specific to tourism aonear separately in only a few cases. In order to describe and measure
tourism in a national accounts framework, it is necessary to make a choice between two approaches: either subdivide many elements in
the accounts of the central framework to get the required figures for tourism and pay the price of overburdening and wahalancing the
various components of the accounts, or elaborate a specific framework for tourism. The latter approach also allows adaptation of the
various classifications and measurement of additional aggregates, such as national expenditure on tourism, which may cover intermediate
as well as final consumption.

In other types of analysis, more emphasis is given to alternative concepts. For instance, the production boundary may be changed,
generally by enlarging it_far example, the production of domestic services by members of the household for their own final consumption
may be brought within the production boundary. The concept of fixed assets and the related fixed capital formation may be broadened,
by covering consumer durables or human capital. It is also possible in environmental accounting to record the relationships between
natural assets and economic activities differently by recording the depletion of subsoil or other natural resources and the degradation of
natural assets. In these approaches, the economic process itself is depicted differently and complementany or alternative aggregates are
galculated, The analysis of a number of important fields such as social protection, health or the environment may benefit from building a
framework to accommodate elements which are included in the central accounts, explicitly or implicitly, plus complementary elements
(either monetary or in physical quantities) and possibly alternative concepts and presentations. In all cases, however, the links with the
central framework are made explicit, there are a number of common elements and any contradictory features are introduced, not by
chance, but after explicitly considering various ways of looking at reality.
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2238 As such a presentation is not necessarily useful for actually presenting the data, other presentetiontsy may be preferred in practice for
publlcatlon For example a detalled cIassrflcatlon of flnanC|aI |nstruments combined with a sector classification may be cross-classified
. 5 e=steles changes in the debtor positions of the debtor sectors ene=frerm=the

othet-s'rde changes in the credltor posrtrons of the credltor sectors As compared to the presentation of the financial accounts made in the
integrated economic accounts, this means, in short, introducing a sector distinction below headings of financial instruments when relevant
(for a more complete explanation see chapter Y=

ered-rtor-or-de-bter-oi-eﬂ-rer-seeem In addltlon three dlmen3|onal tables may be elaborated showmg the “#mm-to-whemﬂ“ I|nks for
each type of financial mstrument to permlt better analysrs The presentatlon of such tables is exactly the same as for tables of financial
transactions except that @ : ; S & ssetafliabilities and the net financial position of each sector

appears instead of its net lend-mgr‘benwmg-

Complete balance sheets and assets and liabilities accounts

sin-th : C eeunts are presented in a very aggregated way. For each sector or sub-sector more complete
balance sheets may be bU|It up usmg the detalled classification of assets and liabilities when appropriate. Changes in assets and liabilities

for each sector may also be analysed for each type of asset and I|ab|I|ty and each source of dmmmmmmm

-)@ﬂ-l-lj- As compatible but drfferent classifications are used accordrng to the sector concerned, these partial analyses by purpose cannot

be |ntegrated ina smgle table and in most cases, no exhaustlve total for the total economy may-beea-l-eﬁaied—m—the—eenﬁel—fnmweﬂ(-

Poputation-and-tabourinpits-tabtes

2=236 A dimension is added to the usefulness of a number of national accounts figeres by calculating these figures per head. For broad
aggregates such as GDP, GNI or household final consumption, the denominator commonly used is the total (resident) population. When
sub-sectoring the accounts or part of the accounts of the household sector, data on the number of households and the number of persons

it | .

2=23% In productivity studies, data on the labour inputs used by each industry in the process of production are indispensable. Total hours
worked is the preferred measure of labour inputs for the System. Inferior alternatives are full-time equivalent jobs, the number of jobs or
the number of persons employed.

2-238 Data on population and labour inputs must generally be adjusted in order to be consistent with the System’s concepts, definitions and
classifications. The resulting tables are an integral part of the SiNA=(see-ehapier->Cv:

Chapter-s-v /46872008 )
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E.

The integrated central framework and flexibility

1. Applying the central framework in a flexible way

in terms of its concepts and its accounting structure. Links between the
various elements of the integrated System have been emphesizee in order to depict its structure in a simple but complete way. That
presentation does not imply any order of priority or frequency (quarterly, annually, etc.) for implementing national accounts. Priorities in
compiling national accounts are a matter of statistical policy; no universal recommendation can be made. (However, some indications
relevant to specific circumstances are provided in #e relevant handbooks.) Similarly, the accounting structure does not imply that results
always have to be presented exactly as they stand in this or other chapters. A country may choose to publish mainly time series, to
prepare only some accounts or aggregates, etc. iHewever—attention-neets-to-be-crawn-io-the-folowing-point—Becarse-roera-mey-fine-i
ciffiett-to~foty-rmderstenc-the-conceptuat-ant-practical-tinks-retween-thevarious-parts-of-the-System=it-isadvisabite-to-use-the=kind-of

In general, the System has to be looked at in a consistent but flexible way. According to analytical requirements and data availability,
emplesisput-orrariousaspectswithimthe-centrai=framework-may=vary—trgeneraempiasis-may=be=varicd=by-using=tie=Systers
classifications of |nst|tut|onal sectors mdustrles products transactrons (including the complementary classification), sequence of
accounts, ete=gi=ve : : onesy: by using different methods of valuation; by using different priorities
for various parts of the accounts and dlfferent frequenC|es by rearranging the results; by introducing some additional elements, etc.

The household sector provides a good illustration of what may be done in order to provide an in-depth analysis of the household
conditions and the functioning of the economy as a whole. Fhe-reeessery detailed approach to the household sector may be undertaken,
first; by deconsolidating the household sector beyond the sub-sectors included in the main classification of the System, distinguishing, for
instance, the type of economic activity carried out (fermetinfermel—the-tecation-ef-the=heusehete=tarbantrural) or the level of skill.
Secondly, it is possible to adapt the way household activities are portrayed in the sequence of accounts. For instance, a concept of
discretionary income may be i

usedwviricirretates-to-that-part-of-disposalre-incomewhich-is-providet=imcasirant-orthe-use-ofwirvch
heusehotds-mey-tele-deeisions; or the classification of household transactions may be complemented, for=exemple—to=isetate=in=tdnd
eompenents-er to show the industry of origin of various types of #reemres

The flexibility of the System is further illustrated with the public sector, whose components are systematically shown at various levels of
detail in the classification of institutional sectors. The components of the public sector may be re-arranged to group the accounts of the
overall public sector. These accounts may be shown before consolidation and after consolidation to describe the relations between the
public sector and the private sector and between the public sector and the rest of the world (by separating out the external transactions of
the public sector).

2= I=—Chapter—>OCprovidesmore-tetaicdamalysis-of-the—above—examples—it-aiso—presents=ittustrations=of flexible uses of the central

2246

framework in the field of key sector accounting, external accounts problems and frigirimfatiorraratysis—Fimaty-t-torches-briefiy-opon
gartery-aRt-egiona-aeeotts:

. , " . .

2=244 A social accounting matrix (SAM) is a presentation of the SMNA=H=rmetH

& SrRsStheEReeTEeTRles R veaegreesastai=a of special

interest. To date, builders of SAMs have exploited the mmuﬁmmmwwhmmm
= disaggregating the household sector, showing the link between

income generation and consumption, etc The power of a SAM, as WeII as of the &MN#As comes from choosing the appropriate type of
disaggregation to study the topic of interest. In addition to a flexible application and the inclusion of various complements, SAMs may
incorporate more extensive adjustments, which are of a satellite accounting nature, in order to serve specific analytical purposes. For

further explanation of the matrix presentation and SAMs, see the-arrex-te-this-chepter-anc-chapteroe

_ e "

2245

In some cases, working with the central framework, even in a flexible way, is not sufficient. Even when conceptually consistent, the
central framework eewte=se overburdened with details. Moreover, some requirements may conflict with the eentret-conceptaat-framewerk

In certain types of analysis, the basic intention is not to use alternative economic concepts, but simply to focus on a certain field or aspect
of economic and social #fe in the context of national accounts. The intent is to make apparent and to describe in more depth aspects that

are hidden in the accounts of the central framework or surface only iretimitec-romier-ofpoimts—Fourismisegood-exampte—\/arious
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aspects of producing and consuming activities connected with tourism may appear in detailed classifications of activities, products and
purposes. However, speeifie-tourism=transactions-ane=prrposes-appear-separatety-onty=in a few cases. In order to describe and measure
tourism in a national accounts framework, it is necessary to make a choice between two approaches: either subdivide many elements in
the accounts of the central framework to get the required figures for tourism and pay the price of overburdening and frisetarreimg the
various components of the accounts, or elaborate a specific framework for tourism. The latter epproaeh=the-onty-feasislte-one-aetaethy-
also allows adaptation of the various classifications and measurement of additional aggregates, such as national expenditure on tourism,
which may cover intermediate as well as final consumption.

2=24% In other types of analysis, more emphasis is given to alternative concepts. For instance, the production boundary may be changed,
generally by enlarging #t=Fer example, the production of domestic services by members of the household for their own final consumption
may be brought within the production boundary. The concept of fixed assets and the related fixed capital formation may be broadened,
by covering researeh-ane-cevetopment-expeneiteress consumer durables or human capital. It is also possible in environmental accounting
to record the relationships between natural assets and economic activities eifferentiys by recording the depletion of subsoil or other natural
resources and the degradation of natural assets. In these approaches, the economic process itself is depicted eifferentiy—and

complementary-oraternative-aggregatesarceatettated:

2=248 The analysis of a number of important fields such as social protection, health or the environment may benefit from building a framework
to accommodate elements which are included in the central accounts, explicitly or implicitly, plus complementary elements (either
monetary or in physical quantities) and possibly alternative concepts and presentations. In all cases, however, the links with the central
framework are made explicit, there are a number of common elements and any contradictory features are introduced, not by chance, but
after explicitly considering various ways of looking at reality.
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