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1. Background

The Mnister of Finance, the present Prime Mnister of Sweden,
announced in the Budget Bill to the Swedish Parliament in January 1995:

“ 1t is of outnost inportance that the Government should base its
economi c policy on information of the highest possible quality.

At present, statistics, estimates and predictions are made by a nunber
of agencies and as a rul e based on the agency s internal accounts, statistics
and reports produced for the agency s own interests and needs.

e agency nay use nodel s, definitions and methods for the anal ysis of
internal problens which differ considerably fromthose of other agencies.
This can of course lead to difficulties when data and concl usions are to be
aggregated up to the whol e governmental sector.

The Covernment therefore decides to appoint a conm ssioner with the
task of investigating dissinmlarities between different sets of infornation
concerni ng the governnental sector

In the first stage, the comm ssioner ought to produce a survey of
different products, and in a second stage advi se the Governnent about changes
in concepts, nethods and ways of production which he finds desirable.”

The background to that announcenent and the reason why the M nister of
Fi nance made the statement was the severe crises that struck the Swedi sh
econony during the years 1991-1994.

Unenpl oynent rates in Sweden had for |ong been one of the | owest in the
world. In less than one year the rates increased from2%to 12%
Traditional ly, the Swedi sh Governnent has succeeded in bal anci ng t he budget.
In the fiscal year 1993/ 94 the budget deficit anounted to 200 billion kronor
a year (about 30 billion US dollars or around 3,500 dollars per capita).

The econom c infornmation which the CGovernment and the Parlianent
received fromtheir agencies differed in inportant aspects. The Governnent
budget outcone gave one view and the National Accounts another view, see
figure 1 bel ow.

Predi ctions of the outcome of the budget told the Mnister of Finance,
when the first half of the fiscal year was al nost coming to an end, that the
1994/ 95 deficit would continue to be at the | evel of 1993/94. However, the
final outcome of the budget reveal ed that the deficit was about 50 billion
kronor less than predicted, and if it is taken into account that |arge
extraordinary itens were posted in the last part of the fiscal year 1994/ 95,
the “ordinary” deficit can be estimated even | ower than the final outcome

Fol | owi ng a deci sion taken by the cabinet in June 1995, a conm ssion on
| nproved State Budget and National Accounts was established on 1 July 1995.
In this paper we describe sone of the subjects covered by our Conmission. W
present our views on howto inprove the total quality of the Covernmnent
Budget and National Accounts.
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To better understand the Swedi sh form of governnent, please see the
overvi ew i n appendi x 1.

2. Sunmmary
2.1. The Swedi sh Governnent Budget and National Accounts Comm ssion

As a first stage, the Com ssion presented a report to the Mnister of
Fi nance in March 1996. W analyzed the different problens within the State
Budget and National Accounts. Reconmendations were rmade to the Cabinet about
further investigations. In the second stage, the Mnistry of Finance, on
behal f of the Cabinet, pointed out the following three areas for the
comm ssion: Concepts and principles, (statistical) products and (statistical)
producers, quality control and direct neasurenent.

2.2. Different concepts and principles

Since the fiscal year 1993/94 a new accounting nmodel for Swedish
central government agencies has been inplemented. The new nodel is based on
general |y accepted accounting principles for the private sector. M nor
adj ust mrent s have been nade to the specific rules governing the fiscal budget.
No new ret hods have been devel oped to neet the needs of the System of
Nati onal Accounts or Covernment Finance Statistics. Statistics Sweden and
the National Bank were not even nenbers of the expert group that devel oped
t he new accounting nodel for the Governnent.

Wher e econom ¢ accounting principles differ fromthe principles of the
new accounting nodel the latter is followed. The government accounting node
was never harnoni zed with the new 1993 System of National Accounts (SNA
93/ ESA 95). There is no direct |inkage between the mcro accounting and the
macro accounting. The translation fromthe nicro account code to the
econom ¢ accounting code is not sinple. Another type of problemis the
different principles applied, depending on when the flows are accounted e.g.
paynents, unaccrued expenditures and accrued expenditures. Qur Comm ssion
has started to evaluate if or if not the new accounting nmodel, after
har moni zation with SNAVESA, is suitable as a mcro database structure for the
National Accounts. A mcro database will nake it possible to disaggregate
the nmacro accounts to the nicro (agency) |evel of the econony.

A short description of the new Chart of Accounts for Swedi sh Governnent
Agenci es, the cornerstone of the new accounting nodel, is presented in
appendi x 2.

2.3. Large and irregul ar di screpancies

National Accounts, government finance statistics and gover nment
accounts are conpiled by Statistics Sweden, the Swedi sh National Audit
O fice, the National Bank, the National Debt Ofice, the Mnistry of Fi nance,
the National Institute for Econonic Research and other central governnent
organi zations. The coordination of all these organizations calls for a
common systemand a clear role for one institution as coordi nator and
supervisor. Another possibility is to pool all these producers into one
singl e consol i dated organi zati on
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The nunber of statistical products is very large. The discrepancies
between the different sets of infornation are large and irregular. It is not
possible to reconcile the different products ex ante and or even ex post.
There is great need for the establishment of a new set of products with clear
links between the different sets of information. Only in this way will it be
possible to reconcile the different products. W will also check the quality
of the prelimnary National Accounts follow ng the nethods presented by CECD
for seven countries. W presune that we will find discrepancies between
prelimnary and final National Accounts as in other countries.

2.4. Poor quality control and absence of external auditing

Nati onal Accountants as well as conpilers inside internationa
organi zations nornal ly have to accept “the face value” of the different
statenments they get as input. The tine for conpilation is quite often very
short. The necessary conpetence and resources for quality control and
external auditing are nost often lacking. National Accounts for the
governnent sector are nornally conpiled fromadm ni strative gover nnent
accounts and dat abases. These datasets are structured and based on
gover nment accounting principles. These principles, at |east in Sweden,
differ fromthe principles applied in economc accounting. The nornal method
for the national accountant is to adjust and reconcile different datasets.
If discrepancies are small, this is often taken as an indicator that the
quality is high.

Anot her method for quality control based on statistical sanpling
nethods is presented in this paper. W have found that this nethod is
admni stratively feasible and it opens new possibilities for quality contro
through direct nmeasurenent. Qur prelimnary results showthat it is possible
to obtain correct figures on consunption, capital formation and transfers
etc. directly fromthe “verification”. The statistical nethods can al so be
used by external auditors of National Accounts. Wile no such audit has been
perforned in Sweden so far, we have been inforned that there is an interest
inthis area. Furthernore, the Parlianentary auditors in Sweden have raised
the question of an external audit of the consolidated central governnent
account. However, there is no nanual for external auditing of Nationa
Account s.

3. The government sector

VW nmainly discuss the probl ens connected with central CGovernnent and
the social security sector. However, as we have a unified tax adm nistration
system nmany of the questions we raise also are relevant to the | oca
governnent. There is no “state” level in the Swedi sh governnent system as
Sweden is one central State and not a federation of states.

The English term"government” is used in this publication with the sane
nmeaning as in the publication Covernment Finance Statistics (GFS) Manua
publi shed by the International Mnetary Fund (IM). The new G-S Manual ,
will be harnonized with the new System of National Accounts (1993 SNA4).

Today the central government sector in Sweden is mainly defined by the
gover nnent accounting organi zati on and the governnent accounting system |In
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ot her words, the governnent sector is defined by adm nistrative and budgetary
princi pl es.

O the other hand, the SNA 93/ ESA 95 gives argunents for the
definition of the governnent sector by macroeconomc principles. This is an
area of investigation for our Commi ssion. |In Saeden the government sector
has different coverage (borderlines) in different products. As there are
di screpancies in the coverage of the government sector between different
products, reconciliation is difficult or even inpossible.

4, Large and irregul ar di screpancies

The conpilation of GFS in Sweden is distributed among a nunber of
gover nment agencies. These products foll ow different concepts, principles
etc. It is not possible to reconcile all the accounts and forecasts that are
produced today. In our investigation we shall review all products connected
to Government Finance

During our first investigation phase we studied the revenues,
expendi tures and bal ances in many different products during the |ast 25
years. W found that during the last five years there had been | arge and
irregul ar discrepancies between the different accounting systens.

It was not possible to explain or predict these discrepancies by sinple
cal cul ati on et hods, as had been presuned. The total differences are |arge
at both mcro and nacro | evel in government. There are a nunber of
expl anations to why this situation has devel oped. These |arge and irregul ar
di screpanci es are not acceptable for econom c anal ysts, decision-takers and
pol i cy- nakers.

5. The need for a multi-purpose system

The SNA/ESA is a multi-purpose systemfor econom c anal ysis, decision-
taki ng and pol i cy-naki ng. However, neither the old nor the new SNA is
di scussed or even known in detail by nost anal ysts, decision-takers or
pol i cy-nakers. The | ast Swedish textbook on National Accounts was witten
nore than twenty-five years ago. Research and hi gher education at Swedi sh
universities in National Accounts is very linited.

The new 1993 SNA presents a conprehensi ve, consistent and flexible set
of macroeconom ¢ accounts intended to neet the needs of the users. A so, the
new GFS Manual from| M- is based on the sane concept. W know that CECD and
EUw Il also follow the sane concept.

O the other hand, the various products and accounting systens we have
studied in Sweden are based on different concepts. The budget is based on a
conbi nati on of cash, expenditure and accrual principles. This mxture of
principles is regulated in the new 1997 Budget Law. The National Accounts in
Sweden still nmainly follow the principles of the old 1968 SNA  The agenci es'
annual accounts follow traditional business accounting principles. Some
producers have invented their own concepts nainly based on historical,
budgetary and adm nistrative principles. Four different sets of principles
are followed at the same tine!
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The SNA can be inplemented in two different ways. The first
alternative is to only nodify the different products nade by Statistics
Sweden, This is already planned and will be inplemented at the end of 1998
according to infornation from Statistics Sweden.

The other alternative is to scrutinize all products and producers in
Sweden today. As we have shown earlier, there are a | arge nunber of
institutions working in the area of governnent finance statistics. To adapt
all their products and change all their production processes to the new
SNA/ ESA systemwill be a great task. This second alternative of tota
i npl ementation will be done after 1998.

6. Many products and producers

A large nunber of products and producers have already been identified
by our Commission for further study (see appendix 3):

VW will describe all these products. Anong other things the description
will show sources of primary data, concepts, principles, systens, costs etc.
VW will also conpare the products with the requirements of 1993 SNA

The basic flow of information starts at the agency level. Conpilations
of data sets are nade at the National Audit Ofice (RRV), Statistics Sweden
(SCB), the National Institute of Econom c Research (KI), the National Bank
(RB), the National Debt Ofice (RX), the Mnistry of Finance (MF), the
National Tax Board (RSV), the National Social |nsurance Board (RFV) and
others (O. These abbreviations are used in appendi x 3.

The Parliamentary Auditors have recently exam ned the devel opnent of
t he Consolidated Annual Accounts of the Swedi sh CGovernment. The concl usion
was that the main user, in the formof the Parliament, has very little
practical use of the product. The Annual Accounts are not yet properly
desi gned for financial analysing and control or decision-taking and policy-
maki ng.

A short description of different parts of the Consolidated Annua
Accounts for the Government is presented in appendi x 4.

7. Direct nmeasurement, quality control and audits

In Sweden, GFS and SNA information is conpiled fromdifferent
adnmini strative data sets. This is an easy and snmooth way of conpiling
aggregates. On the other hand quality control is cunbersone in this system

W have started to study the quality aspects of accounting. Qur
net hod of direct nmeasurenment is a statistical sanple nethod. The focus for
our studies is the econom c transactions as such. The coding is done by
experts under our supervision

The method will, in the first stage, be used for quality control of the
accounts. At a later stage we will discuss the possibility of also using
sanpling methods in the conpiling process.
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VW have also found that in Sweden there is no regul ar external annua
quality control of the National Accounts or the Consolidated Governnent
Account s.

There is a need for external auditing of different sorts of nacro
accounts. For nany years the audit report of the annual mcro accounts has
i ndi cated whether they give a true and fair view of the agency. This is not
the case when it cones to econonic accounting. However, that may be changed
within the European Union. This question should be put on the research
agenda.

Qur first results of the direct measuring method show that the figures
in the Governnent and National Accounts may be wongly estimated. Mre
details about this first test of the direct measurenent nethod are presented
in the foll owi ng pages and appendi x 5.

8. More about Techni ques - Concepts - Methods - Results

An out paynent (expenditure) by an agency t o soneone who has del i ver ed goods
or services to the agency is verified by an "invoice”. In this context we
therefore use the concept "verification".

Through financial auditing, "verifications" are checked and therefore true
inthe neaning that the amount of the "verification" reflects an expenditure and
an out paynent nade by the agency to the deliverer.

In National Accounts, economc activities are generally classified as
"consunption", "capital formation", "transfers" or as "financia
transactions", just to give a few exanples here.

e way, and the very conmmon way, to estimate the different parts of
classification in National Accounts is by using current accounts already
produced by the econom c subjects primarily for purely internal needs of
economic information. Therefore the quality of National Accounts depends on
the quality of the integration process of data fromthe | evel of agency
accounting to the | evel of accounting for the nation as a whol e.

Even if the anount of one specific "verification" is "true" and "exact"
because of annual audits, the classification as "consunption", "capita
formation", "transfers" or "financing” is dependent on the accuracy with
whi ch the agencies' accounting can be transferred, aggregated and integrated
into the National Accounts.

In order to investigate the quality of the process in use in our
country, the Commission intends to describe the situation of the governnental
sector by a set of pilot studies in cooperation with the said agencies.

Those pilot studies are going to be done fromnow on for about one year

To illustrate the conm ssions approach we will present the direct
neasuring nethod in detail during the neeting in Paris in June 1997. W have
al ready conpl eted one case study in a first stage of our work. The

i nvestigati on has been done in cooperation with the accounting expertise?
within the CGothenburg University. Qur prelimnary results show that the
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i ndirect neasuring rmethod indicates that the consunption is nmore than 90% of
the turnover. Qur direct neasuring nethod indicate that the consunption by
Got henburg University is around 80% The results indicate that investments
(fixed capital formation) at CGothenburg University are renarkably higher than
those estimated in official national accounts.

Question: Is this result just a question of measuring techni ques?
Whi ch technique is then the appropriate one for econom c anal yses, policy-
maki ng and deci si on-t aki ng?

Prelimnary standpoint: The Conmm ssion nust scrutinize the issue in
greater detail both concerning the nunber of agencies and sanpl e size.

Sinilar studies are planned with:

1. National Road Administration - internal accounts based on the concept
of “costs" (full accrual);

2. National Maritime Administration - to a large extent working as a
public utility;

3. Nati onal Social |nsurance Board - which handl es inportant "transfer
paynent" fromthe government sector to the private sector (househol ds);

4, Nati onal Covernnent Sal aries and Pensions Board - which admnistrate
wages and pensions to those enployed in or retired from governmnent.
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Appendi x 1: Note on the Swedish form of governnent

Sweden” s governnent admi ni stration consists of the Cabinet Office and
t he i ndependent government agencies. Today, the Cabinet Cfice is divided
into mnistries, which have a | arge nunber of agencies under them A
conpari son of the size of the workforces enployed by the nministries and the
agenci es shows the ninistries to be small and the agencies |arge.

Froman international view, the unique nature of the Swedi sh Governnent
adnministration is partly the relatively small nunber of people enployed in
the mnistries conpared with the size of government agency workforces, and
partly the i ndependence government agenci es enj oy.

The term “i ndependence” neans that, within the limts of certain
systens of |egal regulations and the financial frameworks of their
appropriations, the agencies are enpowered to make their own decisions, free
fromany government influence. The Government can only issue instructions or
orders to the agencies in the formof decisions taken at a Cabi net neeting.

To give the R ksdag insight into the Government s relations with the
agenci es, a record nust be kept of all decisions taken at Cabi net neetings.
If the Governnent fails to give its agencies directives that are found
suitable by a majority in the R ksdag, the Government nay be brought down by
a vote of no confidence.

Sweden”s Constitution does not allow any formof mnisterial rule.
Since the Governnent is responsible for the actions taken by the governnent
agencies, it is natural, not to say self-evident, that the Government shoul d
nonitor, check and correct its agencies. The local level is in many respects
i ndependent of the central |evel

This note on the Swedi sh formof governnent gives a background of the
di verse organi zati on of governnent finance statistics in Saeden. Sweden has
been a nenber of the European Union since 1 January 1995. Among ot her
things, Statistics Sweden will inplenent the new SNA ESA systens of the end
of 1998.
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Appendi x 2: Chart of accounts for Swedi sh Governnment Agencies

Based on the principle that the Chart of Accounts is to have a
structure reflecting the structure of the financial statement, the follow ng
order of account classes is recomrended:

Asset s

Liabilities and capita

per ati onal revenue

Qperational costs

Col l ection and transfers

Revenue and expense frominterest and capital, extraordinary
revenue and expense

9. Internal costs and revenue

ONBWOWNE
o)

The annual financial statenents for an Swedi sh agency consist of the
fol | owi ng docurent s:

Bal ance Sheet

- Report on settlement with the governnent
- Cash fl ow st at enent

- I ncone statenent

There is also a mandatory reporting of expenditure by economc
categories to the National Audit Office. This latter econonmc infornation is
the main input for the National Accounts (Central Governnent).
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Appendi x 3: Products and producers

Primary products

Budget, MF

Budget forecasts, MF

Budget out corme, RRV

Annual statenent, RRV/ MoF

Total revenue and expenditure by econom c classification, RRV
Nati onal budget, MF

National Accounts forecasts, Kl

National Accounts, SCB

Secondary products

Revenue cal cul ati ons, MF RRV

I nformal revenue cal cul ati ons, MF RRV

Tax statistics, RRV

Budget outconme by economc classification, RRV

Budget outcome (quarterly outcome, budget structure), RRV
Budget outcome (statistics), RRV

Budget outcone (quarterly outcome, sone transfers), RRV
Sal ari es (breakdown by nmonth), RRV

Cal cul ation of prices and sal aries, MF RRV

Taxes (nmonthly report), RSV

Enpl oyers”™ contribution for social security purposes, RFV
Prelimnary taxes (accrued), RSV

Payrment of taxes to | ocal government fromcentral Covernnent, RSV
Col I ected, repaid and accrued val ue added tax, RSV

Val ue of inport and export within the European Union, RSV
I nformati on about some tax paynents, RSV

Information about the social security outpayments and i npaynents,
RSV

Busi ness cycle, Kl

Basis for analysis of National Accounts forecasts, Kl

G her products

CGovernnent net borrow ng by type of instrument, RB
CGovernnent net borrow ng by category of investor, RB

Nati onal Pension | nsurance Fund by type of investnent, RB
Nati onal Pension | nsurance Fund by category of borrower, RB
CGovernnent net borrow ng need and financing (outcone), RX
CGovernnent net borrow ng need and financing (forecast), RX
Conver gence programe (EMJ), MF

Public sector, (O

Reporting to international organizations

United Nations (UN), SCB

International Mnetary Fund (I M), RB

Organi sation for Economi c Co-operation and Devel opnent (CECD), SCB
Eur opean Union (EU), SCB
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Li st of abbreviations

Kl = National Institute of Econom c Research
MF = M nistry of Finance

@] = G hers

RB = Nat i onal Bank

RFVY = National Social |nsurance Board

RX = National Debt Ofice

RRv = National Audit Ofice

RSV = Nati onal Tax Board

Statistics Sweden
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Appendi x 4: Consolidated Annual Accounts for the CGovernnent
In many countries there is no consolidated annual account for the
governnent sector. This means that it is not possible to get a true and fair

vi ew of the Covernment as a group.

Budget accounts

As in nost countries, a nunber of different budget and appropriations
accounts are prepared. The nost common follow the budget structure.

But since the Second World War, other structures are also used. ne
follows a nodified SNA-coding for economc type. Another follows the COFOG
cl assification of governnent functions. However, the quality of these
products is doubtful

Cash fl ow st at enent

I nternational accounting standards (1SO as well as the | M- have three
basic statenents for application by governnents. The three statenments are
cash the flow statenent, the income statement (operation account) and the
bal ance sheet.

Also, the rating institutions have an interest in the cash flows. The
reason is of course that they want to measure the risk incurred by investment
in governnent |loans. This is an area were we have found good possibilities
to inprove the system The best way is to obtain true and fair infornation
directly fromthe governnent paynent system

I ncone st at enent

The ol d budget accounting nethod was strictly on a cash basis. New
accounting nodel s have been inplemented. These nethods fol |l ow the accrua
basi s.

A classical problemis the neasurenent of the volurme of taxes. The
budget |aw prescribes the cash principle. The accrual principle is nore
conplex if you want to follow the full accrual principle on both the revenue
and the expenditure sides.

Bal ance sheet

In Sweden we started to conpile a consolidated bal ance sheet for the
central governnent sector just a few years ago. The result can be found in
the Annual Accounts 1993/94. A nunber of valuation probl enms and
consol idation problens are yet to be solved. A major problemis to define
t he governnent sector and the value of all assets and liabilities (historic
or econom c val ue).



CES/ AC. 68/ 37
Appendi x V
page 15

Appendi x 5: Indirect and direct measurenent

The indirect measurenment in the National Accounts for the government
sector follow the flow of infornmation (compensation of enpl oyees):

0. Payroll system

1. “The verification in the general |edger”

2. Agency specific Chart of Accounts

3. CGovernnent agency Chart of Accounts

4. Ceneral chart of expenditure accounts by economnic categories
5. The Swedi sh Chart of National Accounts

6. Reporting to international organizations

The direct nmeasurenment follow the flow of information bel ow
(conpensation to the enpl oyees):

0. The “verification”
1. The Swedi sh Chart of National Accounts
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Appendi x 6: Basic concepts

Expendi tures, cost and out paynents

“Expenditure is a type of econom c event through which value of a
financial nature | eaves the agency, with the exception of those cases were
the val ue | eaving represents conpensation for another financial resource.

Cost is used with two different meanings. |In nicro accounting
literature, cost is defined as a “periodic expenditure”. In practica
accounting (according to the new Swedi sh accounting nodel), the termcost is
nowadays used in the sense of the “value of acquired or consumed resources”
wi thout the aspect of periodization.” Source: Accounting Mdel for Swedish
Governnent Agencies, National Audit Cfice, Stockhol m 1993.

“Many Governnents operate on a cash basis of accounting (record cash
recei pts and expenses as they are received or disbursed). Bills are
accounted for when they are pai d’ (outpayments). Source: Financial
Accounting, Reporting and Auditing Handbook, The Wrd Bank 1995.

Concepts used in connection with direct measuring

“Accounts payable” handles all “verifications” of expenditures and
outpaynents at the Gothenburg University. The following basic prelimnary
concepts have been used in this connection
Expendi tures and out paynents

A. For consunption

The part of the expenditure and the outpayment in the verification
whi ch corresponds to a service or product which will be consured during the
current fiscal year (fy).

B. For capital formation (investnents)

Bl. For capital formation 1:

The part of the expenditure and the outpayment in the verification
whi ch corresponds to a service or product that will be a part of capita
formation (investnents) and will be used the following fiscal year (fy+1).

B2. For capital formation 2:

The part of the expenditure and the outpayment in the verification
whi ch corresponds to a service or product that will be a part of capita
formation (investnents) and will be used the second fiscal year ahead (fy+2).

B3. For capital formation 3:

The part of the expenditure and the outpayment in the verification

whi ch corresponds to a service or product that will be a part of capita
formation (investnents) and will be used the third fiscal year ahead (fy+3).
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B4. For capital formation 4:

The part of the expenditure and the outpayment in the verification
whi ch corresponds to a service or product which will be a part of capita
formation (investnents) and will be used in the fourth fiscal year ahead or
even later (fy+4).

C. For transfer

The part of the expenditure and the outpayment in the verification
whi ch does not correspond to any direct service or product.

D. For financing

The part of the expenditure and the outpayment in the verification
whi ch corresponds to repaynents of instalnents and interests.

ENDNOTES

The Chief of accounting and the Deputy Chief of Accounting within the
Uni versity of Got henburg.



