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Report

1. A Meeting of National Accounts Experts, convened jointly by ECE,
Eurostat and CECD, was held in Geneva from30 April-3 May 1996. It was
attended by Al bania, Australia, Austria, Belarus, Belgium Bulgaria, Canada,
China, OGoatia, Czech Republic, Denmark, Estonia, Finland, France, Germany,
G eece, Hungary, Ireland, Israel, Italy, Japan, Latvia, Lithuania,
Luxenbourg, Malta, Mexico, Netherlands, Norway, Poland, Republic of Korea,
Romani a, Russian Federation, Slovak Republic, S ovenia, Spain, Sweden,
Switzerland, The forner Yugoslav Republic of Macedonia, Turkey, WKkraine,
United Kingdom and United States. Representatives of the United Nations
Statistical Division (UNSD), International Mnetary Fund (I M), the
Statistical Commttee of the Conmonweal th of |ndependent States (SCOS) and
the Wrld Bank al so took part in the meeting.

2. The meeting adopted the provisional agenda.

3. The nmeeting elected M. M Cal zaroni (ltaly) as Chairman and Ms. A
Hittl as Vice-Chairperson to co-chair the neeting with Eurostat and CECD.

4, The follow ng substantive topics were discussed at the meeting on the
basi s of papers prepared by Australia, Canada, Hungary, I|celand, |srael,
Italy, Kazakstan, Latvia, New Zeal and, Pol and, Ronani a, Russian Federati on,
Sweden, Switzerland, United Kingdom ECE, Eurostat, S and CECD
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a) Experi ences of Central and Eastern European countries in
estimating the size of the hidden econony;

b) Adj ustments to ensure exhaustiveness of GNP estinmates in the EU
Menber States;

c) Val uation of stock and consunption of fixed capital in transition
economi es;

d) Boderline problens with institutional sectoring;

e) Proposal s for the revision of COFQG

f) Measuring output and productivity in the governnent sector;

0) Cal cul ation and al | ocation of FISIM

h) I mpl enentation of the ESA 95 financial accounts in the EU Menber
St at es;

i) Review of the final draft of CO CCP;
i) Har noni sation of the 1993 SNA and 1995 ESA questi onnaires.

Recommendations for future work are given below. Qher concl usions
whi ch the participants reached at the meeting on each of the above topics are
reproduced in the Annex of this note.

5. Participants agreed that priorities with regard to future work shoul d
be given to the consideration of issues inportant for the inplementation of
the 1993 SNA. It was suggested that a detail ed sunmary of nationa

i npl enentation plans, at least in CECD countries, be prepared. D scussion of
certain topics fromthe agenda of the present meeting shoul d be continued at
future national accounts neetings. The follow ng topics were of interest for
possi bl e inclusion in the agenda of the next neeting on national accounts:

- maj or probl ens with 1993 SNA i npl ementation in countries;

- exhausti veness of national accounts, hidden econony, illega
activities;

- val uation of fixed capital consunption and | ength of the service
life of fixed assets;

- FISIM

- OOFQG

- institutional sectoring, market vs. non-narket production

- constant price estimates, chain |inking, rebasing;

- | M= manual s on nmoney and banki ng and on government finance
statistics, and their link with 1993 SNA

- treatment of accruals in SNA and BoP

- productivity of the governnent sector;

- i ntangi bl e assets, non-financial, non-produced assets;

- defl ati on of high-tech products;

- nati onal accounts data conpilation fromthe EDP point of view

- new SNA questi onnaires.

6. The neeting recommended adding to the "activities of ECE' of sub-
programme 3 the followi ng: "Joint ECE Eurostat/CECD Meeting on Nati onal
Accounts in 1996/97" to consider priority subjects referred to in para. 5.



CES/ AC. 68/ 35
Annex
page 3

ANNEX

QG her concl usions reached at the Meeting of National Accounts Experts
Geneva, 30 April-3 May 1996

1. The meeting was convened to di scuss probl ems of inplenmentation and
further devel opnent of the revised SNA and to advi se the Conference of
European Statisticians on its future work in this field.

2. The meeting had before it discussion papers prepared by Australia,

Canada, Hungary, Iceland, Israel, Italy, Kazakstan, Latvia, New Zeal and,

Pol and, Romani a, Russian Federation, Sweden, Switzerland, United Ki ngdom
ECE, Eurostat, CS and CECD

a) Experiences of Central and Eastern European countires in estimting the
si ze of the hidden econony

Docunent ati on: Papers by Italy, Kazakstan, Latvia, Poland, Ronani a,
Russi an Federation and CECD.

1. Transition countries are naki ng good progress in devel opi ng esti nates
for the hidden econony. Wrk on covering hidden economc activites is
regarded in a broader framework of inproving exhaustiveness and reliability
of national accounts estimates. Countries are aimng not only at adjusting
the GP figure for the hidden econony, but at reflecting these activities in
t he whol e set of accounts and supporting tables. |t was suggested that
continuous estinates of the hidden econony could start to be produced and
publ i shed. Sone countries intend to include estinmates for the hidden econony
inthe official GDP figures without explicitly show ng the hi dden econony
conponent. There is work under way to cover hidden econonmic activities in
quarterly and regi onal accounts.

2. D fferent approaches, used in estinmating the hidden econony, usually
draw on a nunber of various data sources and techni ques (for exanple,

enpl oynent data, househol d i ncome and expenditure data, supply and use

bal ances, custonms statistics, special surveys' data, comrodity flow
techniques). The inportance of a conpl ete and up-do-date business register
for exhaustive coverage of all econonic activities was stressed. The use of
"mrror" foreign trade statistics was nmentioned as a potentially usefu
source of data for better covering activities of "shuttlers".

3. Al though the use of multiple sources enabl es cross-checki ng and

bal anci ng, care shoul d be taken to avoi d possi bl e doubl e counting. Al so,
figures can be, for exanple, perfectly balanced in supply and denand bal ances
whil e not accounting for production by small economic units. Reservations
were expressed with regard to the reliability of data fromthe househol d
budget survey, particularly when data on both incone and expenditure are
asked for from househol ds.

4. Measuring illegal activities was regarded as inportant for better
under st andi ng econom ¢ and soci al processes in nany transition and
traditional narket econom es. However, even in countries with rather

devel oped and reliable data sources the coverage of illegal activities, |ike
production and sal es of drugs, prostitution and illegal ganbling, is
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extrenmely difficult. A nunber of countries are devel opi ng approaches to
reflect illegal activities in national accounts, at |east fromthe
expenditure side. The nethod of area sanpling was nentioned as one possible
way for inproving the coverage of illegal activities. Mre research and

practical work is needed in this area.

b) Adj ustnents to ensure exhaustiveness of GNP estimates in the EU Menber
States

Docunent ati on: Paper by Eurostat.

5. The neeting was informed about Eurostat activities related to ensuring

exhaustiveness of G\P estimates in the EU Menber States. It was clarified

that G\P estimates adjusted to |l egal requirenments of the EU are calculated in

current nmarket prices only. |Illegal activites, as they are defined in

national |egislation of the EU Menber States, are excluded fromthe work on
exhaustiveness. Sone countries' experience has shown that the revision work
may result in both upward and downward adjustnents to national accounts

aggr egat es.

c) Val uati on of stock and consunption of fixed capital in transition
economn es

Docunent ati on: Papers by Hungary and ECE.

6. Correct valuation of stock and consunption of fixed assets represents

one of major unresol ved problenms in national accounts of transition
countries. There is a general agreenment that the continuation of use of
nmethods fromthe period of central planning would result in incorrect, from
the econom c point of view, estinates of the value of fixed capital on the
basi s of which no meaningful figures for fixed capital consunption could be
obtai ned. Some countries do not envisage production of depreciation figures
for the market sector. Consunption of fixed capital will continue to be

cal culated for the governnent sector and other non-nmarket production val ued
at cost. The value of the stock of fixed assets in the market sector might
be cal cul ated for business accounting purposes only.

7. There are different ways in which countries are trying to cope with the
probl em of estimating the value of stock and consunption of fixed capita
under conditions of high inflation and profound structural changes in the
econony. Regular annual revaluations of fixed assets are carried out at the
enterprise level in nmany transition countries, on the basis of which
consunption of fixed assets is calculated. |In one country, where

reval uations are carried out at the beginning of the year, reval ued figures
are used to nake quarterly estimates for fixed capital consunption which are
t hen i ndexed by the unvestnent goods price index in the course of the year to
arrive at current price estimates of capital consunption

8. It was stressed that the introduction of the perpetual inventory method
(PIM is extrenely difficult because very little information on the service
life of fixed assets is available. |t was suggested that a sinplified PI M

coul d be devel oped drawing on data fromthe traditionally conpiled bal ances
of fixed assets, past time series on gross fixed capital fornation and ot her
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sources. Useful information on the service life of fixed assets can be
obtai ned fromusers, but also from producers of capital goods.

9. The majority of opinions expressed was in favour of continuing work on
devel opi ng et hods of estimation of the value of the stock and consunption of
fixed assets. To advance work in this area the ECE secretariat was asked to
carry out, in cooperation with SCOS and CECD, a survey of practices used in
transition economes for calcul ating the value of the stock and consunption
of fixed capital and to prepare a summary paper for the next nationa
accounts neeting in 1997.

d) Boderline problenms with institutional sectoring

Docunent ati on: Papers by Australia, Canada, New Zeal and, |cel and, Romani a,
Sweden, Switzerland, United K ngdom and CECD

Jarification of the rules

10. Several participants noted that clarification is required concerning
the definition of sales to governnment. This is particularly inportant with
regard to hospitals, schools and universities. |t was suggested that to

qualify as a sale, there nust be a direct |ink between the paynent and the
vol ume of the service provided. Another criterion could be whether the unit
concerned is conpeting with units classified as market producers. If the
service is provided directly to the consurmer, this could be anot her
indication that a sale has occured. Mre generally, it was noted that the
exchange of information between countries on decisions taken in particul ar
cases and on the rationale for these decisions could |ead to greater

consi stency between countries.

11. Several countries try to determine if a unit is operating in nmarket
condi ti ons when they decide whether a unit is a rmarket or non-market

producer. If the unit is conpeting with private corporations or if it

provi des services simlar to those provided by private corporations this
could be grounds for classifying a unit as a market producer. However it was
noted that "operating in nmarket conditions" should not be used as the only
criterion. For exanple, traditional government services |like policing and
prisons nay neet with increasing conpetition fromprivately operated security
services; yet, classification of the fornmer services in the government
sector is not questioned. On the other hand, public utilities are usually
classified as narket producers; yet, they may not be operating in narket
condi ti ons.

12. It was agreed that defining control of a unit is difficult. The SNA
reference to the power to appoint directors is not relevant in all cases.
Participants felt that it would be useful to develop criteria for defining
control which are nore specific to the particular kinds of institutions -
school s, universities, broadcasting authorities, hospitals, etc. - where the
question of control is inportant in determning the sector classification

It was al so noted that potential control by government was not sufficient to
assign a unit to the government sector since governnents have the potential
to control virtually all economc units; to qualify as a unit of government,
the control nust be actual
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13. Probl ens arise when a unit is controlled by one institutional sector
but is nainly financed by another. At |east one country gives priority to
the financing criterion in such cases. (ne participant suggested that this
rule could be inproved by using the source of financing as the decisive
criterion except in cases where there is no evidence at all of control by the
sector providing the finance. Qher participants requested gui dance on the
intentions of the authors of the new SNAY ESA. It was agreed that this is
anot her area where exchange of information, perhaps through a central data
base, could lead to greater consistency in country practices.

Quasi - cor por ati ons

14. The rule for identifying quasi-corporations, namely the existence of
conpl ete accounts including bal ance sheets, is clear. For nost countries,
the problemis the practical one of identifying the units concerned. It was

noted that in sone countries partnerships usually naintain full accounts and
so could be candidates for classification as quasi-corporations. The

i nportant point was made that when an unincorporated enterprise is classified
as a quasi-corporation the owners nust be reclassified fromself enployed to
enpl oyees. This could | ead to inconsistencies with other |abour force
statistics. Few countries expect to enlarge the scope of quasi-corporations
as a consequence of inpl enmenting the new SNA/ ESA

Satellite accounts

15. There is widespread interest in examning the overall provision of
education and heal th services. The new functional classifications - CO CCP,
COFOG and CCPNI - will allow countries to show total expenditures on these
services. Several participants felt that it would be useful to al so devel op
satel lite accounts which could provide an overview of the production of these
services; in the central SNA ESA framework the producers of these services
can be classified as non-profit institutions in general government, as NPl SHs
and as non-financi al corporations.

Extent of changes to sectorisation

16. Several countries will use the inplenentation of the new SN& ESA as an
opportunity to review the classification of units according to institutiona
sector, either because they believe that the existing classifications are

i ncorrect or out-dated or because they want to harnoni se their

cl assifications between the national accounts and rel ated systens such as
Government Finance Statistics. There was sone di scussi on about the
desirability of preserving continuity of time series. The general viewis
that changes in the sectorisation of units should be nade according to

obj ective criteria and not be influenced by the desire to preserve historia
continuity. One participant suggested an interesting conpronise, nanely to
store up changes in sector classification for periodic revisions every five
years.

17. It was suggested, however, that consistency over time mght be
particularly desirable for countries in transition where governments were
publicly committed to privatisation over a foreseeable, relatively short
period. Housing was taken as a particul ar exanple in paper STD NA(96) 2.
Further consideration is needed to ensure the treatment adopted produces
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results that are neither anonal ous nor counter-intuitive to informed
anal ysts.

Future actions by the international organisations

18. Inter-country conparisons of the size and growth of institutiona
sectors are difficult to nake both because there are genuine differences in
institutional arrangements between countries and because there are
differences in the way that countries interpret the rules for sectoring units
which are in fact very simlar fromone country to another. Participants
suggested that it would be useful if an international data base could be
establ i shed to describe the scope of institutional sectors in each country.
There is particular interest in the scope of the institutional sector Genera
Gover nnent .

19. A data base of this kind could al so serve as a guide in hel ping

i ndi vidual countries to decide borderline cases in classifying units to
institutional sectors. To serve this purpose, the data base woul d need to
include information on the rational e underlying decisions taken in borderline
cases.

e) Proposal s for the revision of COFOG

Docunent ati on: Paper by CECD

20. The CECD introduced the paper STDY NA(96) 3: Revi sion of OOFOG toget her
with roomdocurent 2: Draft Revision of COFOG The paper described the
changes that had al ready been made to COFQOG and outlined ot her changes that
had been proposed for the structure and detail of the classification. The
changes effected concerned R & D, environment and individual services. The
proposed changes to structure suggested four new divisions and the
restructuring of environment, social expenditures, education and individua
services so that they conformed to dassification of Environment Protection
Activities (CEPA), European Systemof Social Protection Statistics (ESPROS),
revised International Standard d assification of Education (ISCED) and

GO COP, respectively. The proposed changes to detail were not discussed.

21. It was agreed that R & D shoul d be shown as a separate group in each of
the 15 divisions of the classification. However, it was suggested that

per haps only expenditures on applied research and experi nental devel opnent
coul d be so apportioned; expenditures on basic research could remai n under
D vision 01, Ceneral Public Services. The creation of the new division,

Envi ronment Protection Affairs and Services, and its restructing to conform
to CEPA was generally accepted. The expenditures on education, health,
social security and wel fare, sport and recreation, culture and the provision
of housing that had been identified as part of individual consunption were
al so found acceptabl e. However, by convention, all expenditures on the

col l ection of househol d refuse and the operation of transport equi pnent are
to be considered as collective services.

22. To speed up the revision of COFQG the followi ng timetabl e was agreed.
Countries and international agencies would send their comments and proposal s
to the CECD by the end of June. After taking these conments and proposal s

into account, the CECD would then redraft and recircul ate the classification
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by the end of Cctober. Receipients would be invited to subnmit their comments
on the revised draft by the end of Decenber with a viewto the CECD produci ng
a final version by March 1997

f) Measuring out put and productivity in the governnent sector
Docunent ati on: Paper by Australi a.
23. The Australian Bureau of Statistics is starting a major project to

neasure changes in government output and this work could result in

i nprovenents in the nmeasurenent of real output of non-market services
produced by government. The paper STD NA(96)4 describes the di scussions
taking place in the ABS and outlines a future work programre. Measuring
government productivity has been a political concern in several other CECD
nmenber countries in recent years although the work undertaken in some
countries, including the United States and Sweden was not al ways carried out
within the framework of the national accounts and so could not be directly
used to inprove national accounts estimates of governnent output.

24, It was noted that Eurostat has recently established a task force to
exam ne probl ens of estinmating national accounts at constant prices and it
could be useful if this group could keep the ABS inforned of any work they
undert ake on the measurenent of governnent output. Participants al so
requested the international organisations to nake an inventory of the methods
currently used to neasure government output at current and constant prices.

It was agreed that this topic should be taken up again at the meeting next
year at which time ABS may have nore results to report and other countries,

i ncl udi ng Finland and Sweden, could report on on-going or recent studies in
this area.

g) Cal cul ation and al location of FISIM
Docunent ati on: Papers by Australia, Canada, Japan, Italy and Eurostat.
25. Eurostat presented a proposal for calcul ating and allocating FISIM

Interbank rates (internal and external) cal cul ated according to the bal ance
sheet of the financial internediaries were used as reference rates to
allocate FISIM Various options were explai ned concerning two questi ons:

(i) howto treat the Central Bank; and (ii) howto reconcile global FISIM(as
defined in SNA) and detailed FISIM (on |oans and deposits by institutiona
sectors).

26. The Australian representative said his country was in favour of
allocating FISIMon | oans and deposits by institutional sector. It was
expl ai ned that the global definition of FISIMin SNA is fal se because: (i)
it excludes the property income receivable fromthe investrment of own funds;
and (ii) it includes the interest receivable and payabl e on bonds.

A obal FISIMshould sinply be cal culated as the sumof detailed FISIM The
Central Bank shoul d be excluded fromthese cal cul ations. The market
reference rate should be used.

27. The Canadi an representative was in favour of the allocation of FISIMin
proportion to the stocks of |oans and deposits: each dollar of |oan has the
same FISIMas a dollar of deposit. This method was consi dered sinpler and as
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providing nmore stable estimates over time. It involves no negative FISIM A
simlar approach is being devel oped in USA. Canada proposed to cal cul ate
differently, as conpared with Eurostat recomrendations, the deduction for own
funds by applying a rate cal culated fromthe financial statenents of the
banks. It shoul d be the weighted average rate of return on financial assets
and internediated funds. The rate FI SI Mstocks of |oans and deposits found
for the Canadi an econony could be used to calculate the country's inports of
FISSM The Central Bank shoul d be excluded fromFISIMcal culations; its

out put shoul d be neasured as the sum of expenses, and be consi dered as
purchased by the Central Covernment. It was pointed out in the discussion
that a nunmber of questions had still to be answered, for exanple howto
decide if a unit is a financial internediary, howto identify the users of
FISSM howto deal with own funds, howto calculate FI SIMat constant prices
and how to define reference rate(s).

28. The Japanese representative said his country was in favour of the sane
definition for both global FISIMand detailed FISIM which neans that FISIM
shoul d be allocated on bonds. As it is inportant to avoid negative FISIM it
was proposed to use the mdway reference rate between the rate of return on
assets and the rate of return on liabilities of financial intermediaries.
Dfficulties in allocating FISIMby industry and in calculating inports of
FISIMwere stressed. Also, as fluctuations of interest rates have pro-
cyclical effects on GDP, allocating FISIMcould have a negative inpact on the
reliability of GDP figures.

29. Italy presented an estimate of FISIMfor Italy, which foll ows Eurostat
gui delines. The inplenentation of the approach required the availability of
detailed nmatrices of interest flows accruing between sectors by financial
instrunents. Stocks were valued at market prices. The interbank rate used
as a reference rate was closer to the rate of loans than to the rate of
deposits. This allowed Italy to calculate the inpact of FISIMallocation on
@GP level for 1991 (al nost 2% . The approach was found useful by sone
participants. It has shown that a matrix approach was possi bl e and provi ded
interesting results about the margins of the different categories of
financial internediaries.

30. Many partici pants wel comed proposals by ABS fornulated in Peter HIIl's
paper. | M suggested to concentrate research on the choice of the reference
rate and on the breakdown of |oans and deposits of househol ds, which was
consi dered a practical and not a methodol ogi cal problem France wel cormed
Peter HIIl's paper, but did not support all the conceptual reasons put
forward in the paper in favour of changing the SNA gl obal definition of
FISIM  Practical considerations may lead to the same sinplified result,

whi ch can then be inplemented by all countries. A point of view was al so
expressed by France that, according to the SNA the Central Bank does not
need to be treated differently fromother banks. Further consideration of
the SNA gl obal definition of FISIMwas regarded necessary by CECD
Institutional differences in the organisation of Central Banks in various
countries and problens in measuring inports and exports of FISIMwere pointed
out by the WK

31. The Net herl ands nentioned four najor problems with regard to the
Eurostat proposal: (i) the reference rate (the interbank maturities differ
fromloans naturities); (ii) the negative FISIM (iii) the breakdown
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bet ween internedi ate and final consunption of househol ds; and (iv) the
mcro-nacro link (in business accounting, the total interest payments by
producers renain included in their operating surplus). It was proposed to
allocate all output of FISIM in the primary allocation of incone account, to
final use paid by institutional sectors. As conpared w th non-allocating,

thi s approach increases GDP (as all FISIMcontribute to GP), but G\P and
national inconme remai n unchanged.

32. Norway and Cerrmany would prefer not to allocate FISIMfor conparability
reasons. It was argued by Eurostat that, on the contrary, the conparability
woul d not be ensured if FISIMis not allocated. Norway al so addressed the
probl emof distributing FI SIMbetween internediate and final consunption of
househol ds and by financial units (establishnents).

33. The participants were inforned about the Eurostat nmeeting on FISIMto
be held on 26 June 1996 in Luxenbourg. The neeting will attenpt to reach an
agreenent on a nethod for treating FISIMin EU Menber States. Qher
countries interested in contributing to the discussion were invited to take
part in the meeting. Several countries, notably Australia, Canada and United
States, stressed the inportance of finding a solution to the FI SI M probl em
acceptable in a broader that EU framework. Such a solution shoul d be found
as quickly as possible as many countries are planning to inplenent the 1993
SNA in the near future.

h) I mpl ement ati on of the ESA 95 financial accounts in the EU Menber
States

Docunent ati on: Paper by Eurostat.

34. The del egates were inforned, against the background of the preparation
of phase three of the European Monetary Union, about the inplenentation of
the financial accounts by the EU Menber States according to the new ESA  The
strategy is based on three elenents: (i) early inplementation; a trial round
is planned for 1998; (ii) cooperation for the transfer of know how anong the
Menber States; and (iii) docunentation of sources and met hods.

35. It was further explained that the | egislation concerning the excessive
deficit procedure (Union Treaty, the protocol and regul ation 3605), which
nmakes use of the definitions of the national accounts, sets the framework for
Eurostat which has to be applied very strictly. However, the indicators of
debt/ GP and deficit/CGP have to be interpreted in a wider context of the
overal |l assessnent of the econom c performance of a Menber State.

i) Revi ew of the final draft of CO COP

Docunent ati on: Paper by CECD.

36. The final draft of GO COP, prepared by CECD, was di scussed. Countries
woul d send their final comments to CECD for finalising the classification.
UN ECE offered its assistance in translating CO COP (and COFO5 into Russian.
It was suggested that the English nanes of classifications be used in
translations into other |anguages.

i) Har moni sati on of the 1993 SNA and 1995 ESA questi onnaires;
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Docunent ati on: Eurostat ESA 1995 questionaire

37. Eurostat presented the April 1996 version of ESA 1995 questionnaire.

It is planned to send one harnoni sed questionnaire to all EU and CECD
countries in 1999 asking for 1998 and sone earlier years data. The
questionnaire will be acconpani ed by a handbook explaining howto fill it in.
Data will be collected electronically and not in a paper form A proposa
was put forward to test the questionnaire on one country wth devel oped
statistical system Coordination of data collection fromtransition
countries will be required.

k) Fut ure work

38. The neeting' s suggestions on future work are given in para. 5-6 of the
body of this report.

) O her busi ness

39. The meeting was inforned about the | M- standards for di ssem nation
Questions were rai sed concerni ng conprehensi veness of the standards, the
formal procedures for enlisting and how international conparability would be
war r ant ed.

40. CECD i nforned the neeting about its plans of organising a joint
CECDY ESCAP nreeting on national accounts in 1996/97 in Bangkok

41. Attention of the meeting was drawn to the paper by Austria "A class
soci ety of national accounts conpilers? Considerations on certain
requi renents and some consequences of the transition to the new systens".

42. The neeting adopted the present report before it adjourned.



