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INTRODUCTION

1. The joint UNECE/Eurostat/ OECD Mesting on Nationd Accounts was held in Genevafrom
28-30 April 2004. It was attended by Albania, Audtria, Belarus, Belgium, Bosnia and Herzegovina,
Bulgaria, Canada, Croatia, Cyprus, Czech Republic, Denmark, Estonia, Finland, France, Germany,
Hungary, Irdand, Isradl, Itay, Japan, Kazakhstan, Koreg, Lithuania, Luxembourg, Mexico,
Monaco, Netherlands, Norway, Poland, Romania, Russan Federation, Serbia and Montenegro,
Sovak Republic, Slovenia, Spain, Sweden, Switzerland, The former Y ugodav Republic of
Macedonia, Turkey and United Kingdom. The European Community (Eurogtat) and the
Organisation for Economic Co operation and Development (OECD) attended.  Representatives of
the Food and Agriculture Organization of the United Nations, the United Nations Statistica Divison
and the United Nations Mission in Kosovo were also present. The following specidised agencies
and intergovernmenta organizations attended: the World Health Organisation, the World Trade
Organisation, the Bank for Internationa Settlements, the European Central Bank and the
Internationa Monetary Fund.

2. The provisiona agenda was adopted.

3. Mr. Philippe Stauffer (Switzerland) was dected Chair, and Messrs. Robin Lynch (United
Kingdom), Michel Girard (Canada), Brian Newson (Eurostat), Ole Berner (Denmark) and Peter
Van de Ven (Netherlands) were dected Vice-Chair.
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ORGANIZATION OF THE MEETING

4, The following subgtantive topics were discussed at the meeting on the basis of invited
papers and supporting papers.

@ Short-term datistics and their relation to Nationd Accounts,

(b) Conggtency of time series methods and practica solutions for compiling long time
series when there are changes in methodol ogies and classifications,

(© Quantitative methods to check and control the quaity of Nationa Accounts,

(d) Trestment of taxes and socia contributiors;

(e Conceptua issues and recent methodologica developments related to the update of the
SNA93;

® Information items.

5. During the afternoon of 27 April 2004, a specid sesson on nationa accounts for CIS
Countries and other Trangtion Economies was organised by the UNECE secretariat. The main
topics of the sesson were the dlocation of FISIM and the methods used to estimate the Non-
Observed Economy, based on the recent UNECE survey.

SUMMARY OF THE MAIN CONCLUSIONSREACHED AT THE MEETING

6. Recommendations for future work are given below. Other conclusions thet the participants
reached at the joint ECE/Eurostat/OECD meeting on the above topics are presented (in English
only) in the Annex to this document. The report on the discussions of the ECE specid sessonis
avallable in a separate document that is posted on the ECE website.

RECOMMENDED FUTURE WORK

7. In view of the current process for updating the 1993 SNA, the meeting recommended that a
joint ECE/Eurostat/OECD meeting be held in the Autumn of 2004 and 2005 to discuss issues of the
1993 SNA update. Itisessentia that interpretation and trandation into English, French and Russian
be ensured.

8. The meeting also recommended that a further joint ECE/Eurostat/ OECD mesting be
organised in April 2006 in Genevasimilar to the one held in 2004. It should concentrate on
addressing some fundamentd and practicad issues of nationd accounting. A specia session for
representatives of the CIS countries and other transition economies should be organised back-to-
back with the main meeting.

9. The following substantive topics were consdered of greatest interest for possible inclusion in

the agenda of the 2006 joint ECE/Eurostat/ OECD meeting on nationa accounts:

@ Internationdisation and globdisation and how to ded with themin NA;

(b) Quarterly accounts estimation methods: including quarterly sector accounts, quarterly
supply and use tables,

(© Regiond aspectsin the nationa accounts,

(d) Nationa Accounts and employment data;

(e Fnancid accounts,

® Producing long time series when mgor classifications change;
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()] Satdllite accounts.

10.  The meeting recommended that each topic be discussed in a separate session to be
organised by a sesson organizer, selected in advance by the organising committee of the Joint
meeting. The following countries volunteered to organize sessons. Statistics Canada - for topics ) or
0); Statistics Netherlands - for topics @), b) d) or f) and United Kingdom - for topics a), b) or c).

11.  Themesting dso recommended that the ECE secretariat, in consultation with other
internationd organizations, undertake the following work:
@ Update the publication on NOE - Inventory of national practices.

* * %
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SUMMARY OF DISCUSSION

Item 3: Short-term statistics and their reation to National Accounts (including flash
estimates of GDP)

Session Organiser: Robin Lynch (ONS, UK)
Discussant: Jacques Bournay (INSEE, France)
Invited papers. OECD, United Kingdom
Supporting papers. Finland, Italy

1. In introducing the discussion, the Discussant noted that Statisticians are urged to reduce their
delay of production and publication of economic information by the authorities (governments and
international organizations, like Eurostat and IMF) and business users, notably those around the
stock exchange. Therefore, finding suitable measures to produce rdligble estimates of GDP with as
short atime delay as possible is a the top of the agenda of dl satistical offices.

2. The OECD presented the review of indices of service production for OECD member
countries. A Task Force on Short-term Indicators for Services (STISTF) was set up with the aim of
extending the range of indicators for the services sector on amonthly and quarterly basis. The review
made by the Task Force showed that only afew OECD member countries cover the services sector
comprehensively and with high frequency (Canada, Korea and UK). A comparison of various
agpects of the index of services production (ISP) compilation was made. Although the andysis was
based on avery smdl number of countries, the issues and problems identified are relevant to other
countries. In order to harmonise the different practices in countries, agreement on definitions for
services indicators is considered to be essentid. However, nationd differences can be tolerated due
to the many limitations with regard to deta availability, resources, priorities, Satistica environmernt,
etc. Nationd classfications are difficult to harmonise in the short term and therefore the preferenceis
to develop monthly 1SPswith clear consideration of user needs such as business cycle andysis and
the compilation of quarterly nationd accounts.

3. The STISTF plansto prepare internationd guidedines for amonthly (or quarterly) ISP. The
first versgon of the manua should be available by the end of 2006. Itsaim isto harmonise compilation
methodologies, definitions and titles for key variables of short-term service production; and to
recommend suitable variables to be used to measure output of various short-term services activities.

4, The ONS (UK) presented itsinvited paper on reviewing the methods and approaches
of the UK Nationd Accounts (NA). The ONS has initiated a re-engineering project with the
am of improving the qudity of NA. Based onthe review of methods used to compile NA and
on informa discussons with other nationa datistica offices (NSOs), a series of
recommendations to improve UK NA methods were made. The recommendations have
implications for further methods devel opment, revisions management and the effective
communication of changesto NA users. The review of NA methods and approaches will
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potentially have an impact on both NA outputs and other products that depend on NA outputs.
In order to manage the revisions, a clear set of principles will be needed to ensure that users
understand the process.

5. The paper by Finland presented their experience with monthly indicators of GDP, flash
estimates and quarterly GDP. The experience goes back to 1986 and has given fairly good results.
The paper by Italy looked at solutions to the problem of the working/trading day adjustment of the
Itdian quarterly nationd accounts.

6. In the discussion that followed, it was noted that a close relationship exists between short-
term economic statistics and nationa accounts, but that the level of judgement involved in cregting
short-term statistics necessitates better documentation and a possible annud review of the
judgements being made. Useful sub-sector indicators are highly desirable for economic policy-
making, and |1 SPs are particularly useful where services account for the mgjority of GDP. Common
problems were recognised in collecting religble price atistics and the fact that more and more
adminigtrative data has to be used due to increasing response burden in surveys.

7. The rdigbility of employment indicators was questioned, as thisis one of the mogt difficult
areas of economic statistics to measure. The meeting agreed that employment data was not the most
relidble variable, but it is more practica asit is reaively more quickly available, providing agood
garting point in the absence of any other variables.

8. Delegates expressed interest in learning the primary purpose of the UK's ISP. The UK
dtated that its ISP's origina purpose was to support the nationa accounts framework, primarily asa
volume indicator. The UK pointed out, however, that questions remain over how to benchmark, and
how to dedl with seasond petterns in quarterly data against those in monthly data. In addition it was
emphasised that developing an |1SP required substantial resources. In order to obtain these
resources, it had proved necessary to point out the poor quality of exigting indicators.

0. The OECD pointed out that 1SPs are useful for nationa accounts on amonthly leve, but not
necessarily in terms of direct use in the accounts. Broad trends could be dicited from |SPs, which
could prove useful in congtructing quarterly accounts.

10.  Themesting consdered the pros and cons of reconciling the 3 measures of GDP using a
bottom-up rather than a top-down approach. Some delegates suggested that the production measure
aone did not offer the best measure of GDP as, in essence, national accounts should represent an
overdl picture of economic performance based on as many sources as possible. It may bethe
easiest measure to use for some countries but this does not make it the most rdliable. The UK
responded, however, that in the UK, at least, the production mesasure does give the best data but
recognised thet other data should aso be included as much as possible. The UK pointed out that it
wished to move away from compiling aggregates in its reconciliation process towards amore
bottom-up gpproach, as the former had produced some difficulties. Congtant Price Supply and Use
Tables are being developed to thisend.
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11.  Thedeegates consdered the prominence which econometrics should be given in the nationa
accounts. It was agreed that econometrics was a useful tool, but that estimates should away's be
data-driven as much as possible.

12.  Theuse of automatic balancing techniques was discussed. The Netherlands pointed out that
their experience of automatic baancing had been a negative one, particularly in terms of addressing
when and to what extent to gpply it. Potentid improvementsin timeliness that it might bring were dso
questioned, as results till had to be checked for structurd imbalances. The UK was aso sceptical
about the potential success of such abaancing technique, but felt that future success with more
short-term data might not be unfeasible.

13. In conclusion, the meeting pointed out the need to share experience internationdly and to
prepare recommendations or guidelines on how to produce early estimates of GDP. The meeting
also expressed demand for harmonised standards and goasin thefield of ISPs.

Item 4: Consstency of time series; methods and practical solutions for compiling long time
series when there are changesin methodologies and classifications.

Session Organiser: Michd Girard (Statistics Canada)
Discussant: Eeva Hamunen (Statistics Finland)
Invited papers. Russia, Norway and Canada

14.  Thesession wasintroduced by the Discussant who emphasised the importance of
consgtency of time seriesfor dl the main uses of Nationa Accounts data, that is, for following the
development of economy over time, for macroeconomic andysis, forecasting and economic
modeling. Moreover, consistency is very important for international comparability. Some
requirements for consistency can be underlined, namely that major changes to definitions should be
mede at the same time, there should be links between different classfications (double coding is
useful) and changes should be coordinated.

15.  The presentation of the invited paper by Russa gave an overview of the revison of
time seriesin Russian National Accounts for the period of 1995-2002. It wasthe first revison
in the history of Russian SNA on such alarge scae. The need for athorough revision
semmed from changes in basic gatidtics, the need to refine the context of economic activities,
to update data of industria gtatistics and to include data from new sources. The paper aso
presented the problems that arise in compilation of coherent quarterly and annud time seriesin
arapidly changing economy. New methods for constant price ca culations were employed,
using afixed base year (1995) instead of previous year as was the tradition earlier. The
absence of Paasche price indices made it more difficult to deflate the components of GDP and
alot of methodological and research work on prices was required to implement the NA
revision. It can be expected that the shift to a new classfication of activitiesin 2002 in Russa
will aso provoke serious problemsin congtructing the respective NA time series. The invited
paper from Norway presented experiences on treatment of changes in methodologies and
classfications when compiling long time series of nationa accounts. The paper describes
main revisonsto NA in Norway in 1995 and 2002. Asthe atidtica office is responsible for
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the macroeconomic models, their close relationship with NA has been important for the strong
dedication to establish long and consstent time series. The presentation stressed the
importance of a good organization of the revision process. A lot of attention was paid to
setting up an efficient technica infrastructure. A common coding and production system for dl
parts of NA proved very useful. Consstency within different parts of NA estimates was
considered to be of utmost importance. It implied coordinated work to aign the centrd frame
NA, the labour accounts, the balance of payments, the satellite accounts of tourism, and the
underlying government accounts.

16.  Theinvited paper by Canada described the implementation of the North American Industry
Classfication system (NAICS). It gave a detailed description of the change from the old Standard
Industry Classification (SIC) to the new NAICS. NAICSisajoint product by Canada, United
States and Mexico and its use in Canadais conditioned by the tight economic links and shared
export-import datawith United States. To make alink, the input-output tables for 1997 were
produced according to both SIC and NAICS classfications. The business register and some surveys
were double coded. Because of this, the process required few resources and was transparent to
users. The paper presents a useful example for other countries, which have to make atransfer from
one classification to another.

17. During the discussion it was noted that several countries experience showsthat it is better to
make revisons more frequently to avoid big adjustments going back along time. In this case, the
know-how of what was caculated and how is till present in the office, which makes the process
eader. Furthermore, it was stressed that changes are aso better accepted by usersif the users are
more used to seeing the data revised.

18. However, implementing mgor revisonsis very time and resource consuming. Therefore, a
bal ance needs to be found between better knowledge of the new data and time series that go back
further into the past. For example, for structural andysis, the detailed data on benchmark yearsis
more important than long continuous time series. It is not worth putting alot of effort into smal
revisons. It isaso important to find aredevant level and structure of dassfications; it is not dways
possibleto revise a avery detailed level because of limited resources.

19. It was pointed out that it is very useful to quantify the effects of the revision process, making
adifference between pure statistica effects and conceptua changes. Making the adjustments public
helps to minimise the confusion of users over the NA revisons. It was stressed that maintaining the
confidence of users when making revisonsis very important. It has to be ensured that users are
aware of the conceptual benefits of the methodologica changes and there should be no surprisesto
users. Users do not mind smal revisions of data but they do mind when the story changes (e.g.
instead of GDP increase, a decrease is shown); therefore it is important to have a story that makes
sense. Often, users are at the same time also respondents and the revision approaches should be
explained to and consuited with them.

20. It was noted that a distinction should be made between the base year (i.e. the year in
which the weights are used) and the reference year (i.e. when prices=100 or volume=100).
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Some participants pointed out that the best way to calculate GDP volume indices isto use the
weights of the previous year. However, there can be aloss of aggregation with chain volume
indices, which can be quite remarkable with high inflation. A solution could be to re-reference
annudly. In thisway, there can be aloss of additivity for earlier periods but, for many users, the
latest periods are the most important.

21. In concluding the sesson, the main lessons learned in implementing changesin classficaions
and methodol ogies were re-iterated:
- itisimportant to plan and organise the revison process carefully;
agood technica infrastructure (coding system) is needed, double coding of the basic data (e.g.
the business regigter) is useful; the business register should be at the top of the agenda, money
can be saved when its data are coherent;
transparency and adequate information to usersis important; it is wise to present revisonsin a
positive way, emphasisng the improvements that the methodologica changes bring.

Item 5: Quantitative methods to check and control the quality of national accounts.

Session Organiser: Brian Newson (Eur ostat)
Discussant: Irena Tvarijonaviciute (Statistics Lithuania)
Invited papers. Eurostat, Slovak Republic, Estonia

22.  When opening the session, the Discussant emphasised the importance of satistical quality of
the NA. Thisis especidly rdevant in the EU context as the Gross Nationa Income (GNI) isakey
determinant of member states’ contributions to the EU budget and dlocation of EU structural and
regiona funds. The NA qudlity reflected over the exhaugtiveness of data has been afoca point for
datistica work since the early ninetiesin the EU member states. At the same time, the candidate
countries have made great efforts to bring their satistical systemsinto compliance with ESA95.
Eurogtat has undertaken severd activities to assess and improve the quality of the NA: a pilot project
on process tables in 8 EU member countries and projects to improve the exhaustiveness of NA in
Candidate Countries.

23.  Theinvited paper by Eurostat gave an overview of the work in EU to measure the qudity of
NA. All EU Member States (plus Norway and Iceland) have prepared Inventories describing in
detail the sources and methods used for the compilation of GDP and GNI. However, itisvery
difficult to evauate the quadity of NA based on these 400- page inventories. Therefore, a Task Force
has proposed Process Tables as a possible solution to analyse and assess the rdiability of NA. The
tables show systematically the source data and the conceptua and exhaugtiveness adjustments that
are made for each industry and for each component of the expenditure and income approaches.

24. A pilot test of the Process Tables was carried out in 8 EU countries (Austria, Belgium,
Greece, the Netherlands, Sweden, UK, Germany and Itay; France has recently submitted a
process table but the results have not been analysed yet). Most of the countries and Eurostat
found the pilot test to be a useful toal to better understand the differencesin the NA
compilation process among member sates: the relative importance of different types of deta
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sources and adjustments. However, it was stressed that the size of adjustments should not be
interpreted as an indication of the quaity of NA data. Further work is needed to harmonise the
classfication of the sources and adjustments across countries to enhance the comparability of
the Process Tables.

25.  Sweden reported its experience with the Process Tables. At fird, it was consdered as an
additiona burden and there were problems with filling in the columns. However, afterwards the
tables were found to be very useful for explaining the NA derivation and adjustment to users who are
not familiar with the NA system.

26.  Some countries pointed out thet, in their view, the Eurostat survey did not take into account
correctly the sources used for NA compilation (especialy concerning the adminidtretive registers).
Often amixture of datafrom surveys and administrative sources is used. Eurogtat explained thet this
analysis needs further refinement.

27.  Theimportance of having such atype of quantitative information was stressed. The Process
Tables are important for increasing the transparency of the NA compilation procedure. The
traditiona standardised qudity reports cannot be used for this purpose, asthey are suitable for basic
data but difficult to compile for NA and other complex synthetic satistics. It was aso pointed out
that it isimportant to show in detail the adjusments made: sometimes the total adjustment is close to
0 but adjustments to individual components can be quite sgnificant.

28.  Theinvited paper by the Sovak Republic presented the results of the survey of estimating
the non-observed economy (NOE) and other projects carried out to improve the exhaudtiveness of
NA (project on Final Consumption of Households, Supply and Use Tables and Employment data
reconciliation). The survey found that estimation of underreporting of revenuesis ill one of the
weskest areas in measuring the NOE. This might be actua aso in other countries, not only
candidate countries. The paper gives a detailed overview of al types of exhaudtiveness adjusments
based on a systematic and consistent framework design by Eurostat, the so-called “tabular method”.
By output approach, the adjustments represent about 15% and by expenditure approach about
9.5% of GDP. It was pointed out that it would be interesting to know if the gap between the
production and expenditure side estimates of the hidden economy reduces or widens.

29.  Theinvited paper by Estonia presented its project on the anayticd tables for the estimation
of household find consumption expenditures (HFCE). The aim of the project was to improve the
basic HFCE egtimatesin compliance with ESA 95. A st of andytica tables was prepared which
clearly identify the various steps and adjustments made from raw data until the published figures. The
tables can be customised according to country-specific Stuation, e.g. to include additiona rows and
columns, or to choose the level of COICOP detail. Estonia has been using this approach since
Eurogtat’ s project on HFCE was initiated in 1999. The analytical tables prove to be a good tool for
andysis of basc data quality.



CES/AC.68/2004/2
Annex

page 10
(English only)

30.  Severd countries commended Estonia and the Slovak Republic on their systematic and well-
documented approach. It was emphasised that the transparency of NA compilation isabig step
forward for trangtion economies. Similar projects have dso been carried out in other candidate
countries, which have done tremendous work over the last ten years to make their NA compliant
with EU standards.

31.  Therewas some discussion on the use of the income gpproach. Severa countries consider
this to be the weskest of the three NA calculation approaches. It was noted that athough UK was
found to have a good income approach estimate, they consider this to be less reliable than the other
two approaches. Ireland, for example, has used for along time the income messure as the primary
estimate for GDP,; now they are balancing between income and expenditure measure. It was pointed
out that it would be interesting to see the dynamics of balancing between income and other measures
over anumber of years.

32. It was stressed that trangparency of the compilation process becomes more and more
important for improving the quality of NA. It isimportant both for users outsde the office aswell as
for colleaguesin the statisticd office. It can alow the easing of tension between basic data collectors
and NA compilers. Explaining to deta providers what is happening with the data and where the
biggest adjustments are made helps to improve the quality of the basic data and thus of the NA.

33.  Therewas generd agreement that the presented practical examples were very useful in
providing quantitative methods to assess and improve the qudity of the NA. The acquired
experience and lessons learned in their implementation are very useful for other countries. The
Eurostat Process Table was found to be a very powerful device; al countries are encouraged to use
the same approach. It isa good tool to assst in improving the reliability of NA but does not
congtitute a measure of accuracy of the NA.

Item 6: Treatment of taxes and social contributions (including accr ual accounting and
issues relating to the update of the SNA93)

Session Organiser: OleBerner (Statistics Denmark)
Discussant: Jacques Bournay (INSEE, France)
Invited papers. Denmark, Italy

34.  The Discussant introduced the topic. He noted that there are two aspects to treating the
taxes and socia contributions: what amount has to be recorded and at what time. Concerning
amounts, the question is whether to record amounts due or amounts actually paid and how to
trest the unpaid amounts. Concerning the time of payment, there are three principles of
recording in the SNA93: (1) preferably at the time the economic event occurs (accrud basis);
(2) when the amount to be paid is known; or (3) when the payment is made (cash bass).
Among these three, accrua recording istheoretically clearer, but there are some conceptual
problems and alot of practicd difficulties. The problem is even more difficult for quarterly
accounts because of payment in ingtalments. Moreover, comparability between countriesis
harmed by nationd peculiaritiesin the fiscal and socid systems. In the EU, this question has



CES/AC.68/2004/2
Annex

page 11
(English only)

been extensvely treated through the excessive deficit procedure, which amsto show fair net
borrowing of government. In trying to find solutions to these problems, it is necessary to andyse
al the consequences of one or another gpproach for the NA estimates.

35.  Theinvited paper by Itdy presented the implementation of the accrua method of recording
tax revenues in Italian National Accounts and assessed the difference between cash based figures
and accrual-based figures. The main reasons to move from cash to accrud approach are till valid:
the superiority of the economic sgnificance of the accrud and the fact that cash revenues can be
easly manipulated by policy makers. An gpplication of the accrud principle to the economic
accounts of the Generd Government is essentia in order to guarantee the significance of the net
lending/net borrowing of the sector. Only the amounts accrued give the actua measure of the impact
of the transaction on the income of the unitsinvolved and can be used to represent their economic
behaviour.

36. In recent years, the gap between accrud estimates and cash estimates in Italy has widened.
In NA, the difference may give rise to a discrepancy between net lending/net borrowing of
ingtitutional sectors estimated by economic accounts and by financid accounts. Therefore, both
accrud and cash estimates should be produced, so that the discrepancy between the two can be
asessed and explained. The solution to these problemsis the use of basic datathat dlow afull
evauation of the red vaue of debts and credits arising in any given period. To thisend,
adminidgirative sources should be analysed in detail and the different recording methodologies used in
public accounts should be adapted. The difference between accrua and cash registration generates a
corresponding credit/debt that should be registered in financia accounts.

37. In the discussion that followed, a question was raised of consistent recording of the
adjusment for accruasin the Secondary distribution of income account and in the item “ Other
accounts receivable/payable’ in the Financia account and how these adjustments would affect the
net lending/net borrowing calculated both from the Financia accounts and Non-financia accounts.

38.  Attention was drawn to the fact that accrua estimates presented in the tables are
sysematicdly larger than cash+based figures. Thisis surprisng in the long run where one would
expect that the adjustments should cancel out. It would aso be of interest to know how bankruptcies
and cancdllations are accounted for.

39. It was explained that the caculation system in Itay ensures congistent recording of the
difference between accrua and cash data on taxes, both in the non-financid and in the financid
accounts. For each tax, this difference is split by counterpart debtor sectors to obtain balanced
net lending/net borrowing. Bias in terms of accrua systematically exceeding cash data exists
only for some taxes, eg. personad incometax. Thisis related to the rise of persona incomes
and aso to accounting for rebates. In other cases, such asthe VAT, for 2003 the cash data
was higher that the accrua estimate due to alarge amount of arrears paid in that year.

The way taxes are assessed on accrud basisin Italy does not give the possibility of recording
amounts that are not likely to be collected. Assessments are made on the base of tax
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declarations that arefilled in when the tax is paid. The difference with the amounts cashed in
the public accountsis due to the time taken by the concessionary to transfer the money to the
government. The present tax recording system in Italy does not dlow the estimation of time-
adjusted cash as the cash amounts cannot be linked to the period they refer to. Only the total
vaue of cash referring to previous periods is known.

40.  Theinvited paper by Denmark andysed how to define and record taxes and socia
contributions not expected to be paid. This topic has become an important issue in the SNA
updating process because of the increased focus on the operationa result of the government, in
particular the net lending of government. In the European Union, thisis an important political issue
because of its centra role in managing the Euro currency.

41.  According to SNA93, dl taxes evidenced by tax assessments should be recorded. The
minor part which is never paid (e.g. because of bankruptcy) should be recorded elther as the writing-
off of bad debt by the government or as acapitd transfer from the government. However, thereis
the question of whether taxes never paid should be accounted for within the NA system. It has been
argued that al taxes not expected to be paid should not be alowed to improve the net lending of the
governmernt.

42.  Two dternative methods have been proposed to solve the problem: to reduce the amount of
taxes recorded according to the accrua principle by estimated amounts that are expected never to
be paid (net revenue recording), or to record the taxes expected never to be paid as a capital
transfer from the government to the sectors that did not pay. The analysisin the paper showed that
the use of the net revenue recording principle introduces an anomaly in NA. Other creditorsin the
economy may experience losses of the same magnitude but only taxes and socia contributions are
reduced by the amounts never expected to be paid. Enterprises will thus be shown as being better
off than they arein redlity. If the net revenue recording principle is introduced as a generd rule,
certain kinds of taxes would still have to be recorded according to the full accrud principle. The
Danish paper therefore recommends not to introduce this principle in the SNA. If the accrud
principle is maintained but it is desirable to exclude the effect of taxes never paid from the net
lending/net borrowing of government, the capital transfer model could be considered. However, it
might aso be worth consdering that only taxes findly written off in the actua period should be
recorded as capital transfers from general government to the relevant sectors.

43. It was noted in the discussion that the capital transfer method is adso used in France to
account for taxes that are never paid except for VAT. When the theoretical VAT iscdculated by
type of product, it is adjusted for fraud.

44, It was recalled that Smilar debates took place when SNA93 was discussed. One of the
main concerns was that government revenues might differ sgnificantly from the theoreticd
caculations based on gross accrual accounting for many different reasons (e.g. tax rebates,
amnesties, negotiations, bankruptcies, fraud, hidden economy). It was agreed to include only
the amounts due for payment (net revenue recording) to avoid including oversized tax

revenues. In that respect, the new GFSM 2001 is fully consstent with SNA93. For some
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countries and some taxes, there could be a big difference between what is estimated and whét is
likely to be collected, for other countries the taxes not paid due to bankruptcy or other reasons
areavery small portion. Therefore the update of the SNA in this respect should be made very
carefully and the principlesin SNA should be kept clear. It was pointed out that often the
amounts that will not be paid will be known only after severa years and trying to foresee this
goes againg the principles of SNA. Some participants expressed the opinion that this anomaly
can be considered acceptable concerning the government sector but the same approach should
not be used for other sectors.

Item 7: Conceptual issues and recent methodological developmentsreated to the update of
the SNA93

Session Organisers. Peter Van de Ven (Statistics Netherlands) and Jan Heller (Czech
Statistical Office)

Discussant: Robin Lynch (ONS, UK)

Invited papers. UNSD, OECD, ECB

45.  Themeseting noted that dl the members of the Intersecretariat Working Group on Nationa
Accounts (ISWGNA) except the World Bank, and some of the members of the Advisory Expert
Group (AEG) on Nationa Accounts were present, which provided a good opportunity for delegates
to voice opinions and ask questions. The Discussant noted that the updating process promised to
provide greater access to countries than before. Users should be engaged in the updating process
and their comments taken into cons deration. However, a balance should be struck between
consultation and effectively reaching agreement on issues.

46.  The ECB presented itsinvited paper on "Concepts of Government Debt". Government debt
has gained a prominent role in the European Union because of the Maastricht Treaty and the Stability
and Growth Pact. Therefore, alot of work has been done in recent years to improve the qudity of
debt measurement within the framework of the government accounts. Two concepts of government
debt were discussed and their relationship to the national accounting framework described: EDP
debt and ESA95 debit.

47. It was pointed out thet the different delimitation of the government sector in different
economies can distort comparisons of the debt data. This distortion gpplies particularly to hedth and
education services when general government sectors are compared, and to the provision of public
utilities and transport when the public sectors are compared.

48. A question wasraised as to why the gross measure of debt was being used when net debt
better reflected redity. The ECB admitted that the net concept was preferable but the consideration
of what is measurable was the paramount consderation. It is aso an issue as to which net concept to
use: net worth or net of financial assets. Some participants considered net worth a better measure
and net debt concept excluding financia assets the second best solution. Delegates pointed out that
leaving out financia assets when measuring debt (debt cannot exist without them) opens up nationa
accountants to charges of politica bias.
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49. Deegates aso questioned the use of nomina values, rather than the ESA recommended
market values. The ECB responded that, as no rules had previoudy existed, they used nomind
vaues, and in redlity the difference between nominad and market vaue debt is very minor.

50. It was highlighted that the issue of government debt and deficit isimportant not only from a
GDP pergpective, but also from a policy and macroeconomic perspective, e.g. concerning the
sudtainability of government spending in rlation to future pension liabilities. The issue will be
discussed further in connection with the SNA93 review and the IMF manua on government finance.

51.  The OECD presented the invited paper on "Progress of the Canberrall Group on the
measurement of non-financia assets' and the UNSD the invited paper on "Updating the SNA93:
setting the scope and recent methodological developments'. The papers gave an overview of the
organization of the updating process and of content issues that will be discussed.

52.  Theneed for a comprehengve review of the SNA93 had been recognised by the UN
Satistical Commisson (UNSC) based on the large number of identified issues that had arisen from
new economic developments and conceptua consistency perspectives. As a consequence, the
ISWGNA was given amandate to oversee the update of the 1993 SNA with the objective of
publishing revison 1 (SNA93 Rev.1) in 2008. In this endeavour, the AEG on National Accounts,
the eectronic discussion groups (EDGs), the Canberrall Group on the Measurement of Non-
financia Assets and other task forces are playing key roles. For a complete description of the
updating process, please refer to the UNSD website

http://ungtats.un.org/unsd/nati ond account/snarwl.htm

53.  The updating process includes the following steps: deliberations on specific issues are carried
out through expert groups that include the EDGs, city groups and regiona commission meetings
during 2003-2005. Recommendations of the expert groups are forwarded to the ISWGNA and
meade publicly available. Comments are invited from other regiond and internationa expert group
meetings on nationa accounts prior to being presented for discussion and approva at the meetings of
the AEG. Tentatively, five meetings of the AEG are planned to discuss the proposed changes. The
recommendations of the AEG will be sent to countries for comments after each meeting in the years
2004-2005. Consolidated recommendations for changes will be circulated to countries for
comments in 2006 and submitted to the ISWGNA and AEG for approval by March 2007.

54.  Thequegtion of access to the documentation produced in the discussion process was raised.
The OECD explained that limited access had been provided in the past in order to promote honest
discussion, but they will move toward a syssem where the authors of documents will have to mark
their papers as 'not-for-circulation' if they so desire. In the meantime, authors of existing papers have
until the end of May to identify any papers they do not wish made public, and then dl nor+ marked
papers will be made available.



CES/AC.68/2004/2
Annex

page 15
(English only)

55.  Deegates cdled for numerical examplesto be provided of the gpproximate impact
throughout the accounts of proposed amendments to the SNA. The meeting was informed that the
March 2004 meeting of the ISWGNA had urged al authors of issue papers to include numerical
examples where it would help to explain their points.

56. Delegates urged the ISWGNA to ensure that transparency was maintained in the update
process. The meseting agreed that, prior to each meseting of the AEG, there should be regiona
meetings to discuss the issue papers and to forward comments to the AEG for consideration.
Countries would aso have the opportunity to comment on the preiminary decisons of the AEG.
Delegates were assured that the transparency of the process was considered extremely important by
the ISWGNA but also recognised that the process needed to be contained and efficiency maintained
in order to reach conclusonsin two years time. It was decided to enlarge the OECD meeting of

NA experts (October 2004 and 2005) to aregiona meeting (including al members of the UNECE)
for discussions on the SNA update.

57. A point wasraised to have acommon EU position on the issues under discusson. Eurostat
reassured the meeting that EU NA Working Group meetings will be organized to discuss issues from
acommon EU viewpoint and, if possible, to reach acommon position.

58. A suggedtion to introduce country voting on recommendations for the update was rejected. It
was pointed out that this was not recommended by the UNSC and that such a process could be
very impractical. Moreover, the AEG was seen to consst of arange of experts giving a broad range
of geographical representation and they would seek to take into account the comments of regional
mesetings and individua countries. Countries were encouraged, however, to get involved in the
process as soon as possible if they wanted to have an impact, with the EDGs providing an immediate
forum.

59.  The WHO pointed out thet it had good experience and would like to contribute to the
updating process where it concerned health accounts. WHO was invited to contribute ‘as a country’
viathe UNSD website,

60.  Some concerns were expressed about the potentia capitaisation of R&D. The OECD
recognised that such concerns were held by a significant minority but invited countries to raise them
directly with the Canberrall Group.

61.  Themeeting recognised that the proposed changes to the SNA did not represent
fundamenta conceptua changes but rather implied a change in the economic classfications. Thiswas
identified as an ongoing issue and further opportunity for discussion would be afforded at the
forthcoming ECE/UNSD Meeting on the revision of economic classifications in September 2004.

62.  Inresponseto asuggestion of reclassifying the output of central banks, the meeting re-
confirmed that the cost approach was well established and is unlikely to be changed. It was
accepted, however, that better alocation of financial services across sectorsis still required.



CES/AC.68/2004/2
Annex

page 16
(English only)

63. Delegates were assured by the IMF representative that the Balance of Payments Expert
Group would be able to comprehensively dedl with the nationa accounts aspects of its work.
Participants in the group have a high leve of nationa accounts expertise and their recommendations
would be addressed to the AEG on nationa accounts for their consideration.

Item 8: Information items
Presentations: UNECE, ECB

64.  The UNECE presented the results of asurvey of nationd practices in estimating the service
lives of capital assets carried out in spring 2003. 41 countries participated in the survey. Because of
changing investment patterns and high rates of flux in the trangition economies, service lives of capita
assets have become a crucid issue throughout all UNECE countries. Errorsin service life estimates
affect the accuracy of measures of capitd stock and consumption of fixed capital. The survey
andysed the variety of data sources used by countries for estimating the service lives of capita

assets, how countries are dealing with changes in service lives and categorisation of assets. The
results of the survey provide an important set of data to share experiencesin order to improve capital
stock measurement.

65.  TheEuropean Centrd Bank (ECB) described a method for measuring revisions of datigtica
outputs. It suggests the use of indicators that distinguish between systematic and unsystemétic
revisons. Systemétic revisions can be satisticaly tackled, and largely represent foreseeable changes
to earlier estimates. The classical measures of revisons do not alow for this breskdown and should
be used as a Sarting point for a deeper andysis. The devised quality indicators has been sedlected to
be operationd for Baance Of Payments and Internationd Investment Positions outputs at the
European level. The am was not to present a unique measure of the overdl leve of qudity, but to
identify the different aspects of data qudity that could be enhanced.
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