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Introduction

Background

At its thirty-ninth and fortieth sessions in February 2008 and February 2009, the United
Nations Statistical Commission adopted the System of National Accounts 2008 (2008
SNA) as the international statistical standard for national accounts and encouraged
Member States, regional and subregional organizations to implement the standard and
support all aspects of the implementation of the updated SNA. Countries are encour-
aged to use the 2008 SNA as the framework for compiling and integrating economic
and related statistics, as well as in the national and international reporting of national
accounts statistics. At its fortieth session, the Statistical Commission also requested a
coordinated effort by the Intersecretariat Working Group on National Accounts (ISW-
GNA) on the development of manuals, implementation guides, data collection tools
and standardized training material, and in use of modern and innovative tools, such as
distance learning and knowledge bases, to provide easy access on a range of informa-
tion, including best practices, to facilitate the implementation of the SNA. The ISWGNA
subsequently also formulated a global strategy for the implementation of the 2008 SNA
and supporting statistics, taking into account the different levels of implementation of
existing international standards and the statistical capacity in the various countries.

Context and purpose

The Handbook of National Accounting: Financial Production, Flows and Stocks in the
System of National Accounts (the Handbook) is one of a number of manuals, handbooks
and guidance notes initiated by the ISWGNA to strengthen the statistical capacity for
compiling national accounts, in accordance with the implementation programme for
the 2008 SNA and supporting statistics, and in line with the request of the Statistical
Commission. The Handbook has been jointly prepared by the Statistics Division of the
Department of Economic and Social Affairs of the United Nations Secretariat and the
European Central Bank Directorate General Statistics. The Handbook complements the
2008 SNA and related manuals, handbooks and guides. The concepts are described and
defined in line with the 2008 SNA. Manuals and handbooks which have been developed
in recent years, or are being developed to be consistent with the 2008 SNA, include
the Balance of Payments and International Investment Position Manual, Sixth Edition
(BPMS6), the Monetary and Financial Statistics Manual and Compilation Guide (MF-
SMCGQG), the Government Finance Statistics Manual 2014 (GFSM 2014), the Handbook on
Securities Statistics (HSS) and the Public Sector Debt Statistics: Guide for Compilers and
Users (PSDSG). In particular, the Handbook and the MFSMCG are complementary, as
the former focuses on the financial corporations sector in relation to the other sectors of
an economy and the rest of the world from an SNA perspective, while the latter focuses
on monetary and financial statistics as a building block for policy purposes.

There are instances in which special considerations may need to be applied to the com-
pilation of monetary and financial statistics in certain countries. One example is coun-
tries with financial systems that are governed by Islamic rules and principles (sharr’ah),
which, among other things, prohibit usurious payment (riba), including predetermined
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returns on borrowed funds for specific terms. The Handbook will not discuss the main
features of Islamic financial institutions or the primary types of Islamic financial in-
struments and their treatment in monetary and financial statistics, as they are already
covered in the MFSMCG and the HSS (Part 1, Debt securities issues).

Structure of the Handbook

The Handbook comprises 10 chapters. Chapter 1 provides an overview of the 2008 SNA
accounting framework and its sequence of accounts, the institutional sectors in the 2008
SNA, and valuation and recording principles. Chapter 2 describes each subsector of the
financial corporations sector within the 2008 SNA framework. In addition to the break-
down of the subsectors in the 2008 SNA, which basically follows that in the Interna-
tional Standard Industrial Classification of All Economic Activities (ISIC), this chapter
also provides guidance on other ways to group these subsectors. Chapter 3 goes on to
discuss the ways in which financial services are provided and charged for, as well as
provides guidance on how to compute and allocate the charges and output. The chapter
also discusses how to compute and allocate the output and related transactions associ-
ated with social insurance schemes, including social security schemes. It also discusses
the supplementary table for pensions which was introduced in the 2008 SNA to show
the extent of pension schemes included in, and excluded from, the 2008 SNA sequence
of accounts. In a number of sections, the chapter also describes how to compute volume
measures of the output of financial services and social security funds. This chapter con-
cludes by describing the types of property income which are payable and receivable by
financial corporations and the possible data sources from which to derive and allocate
the property income.

Chapter 4 deals with how the 2008 SNA classifies financial assets and liabilities. It also
provides guidance on other ways to group these financial instruments. Chapter 5 deals
with how to value financial assets and liabilities in the 2008 SNA and how to handle
revaluations in these instruments. As will be observed, even with an explanation of sub-
sectors and financial instruments, the framework is still not fully articulated. It shows
which sectors and subsectors incur loans and make deposits, but it does not allow an in-
depth examination of the intermediation process whereby a financial institution draws
in funds, repackages them and issues them as other instruments to other units. In or-
der to explore this, a three-dimensional “from-whom-to-whom” style of presentation is
needed. The basics of the from-whom-to-whom framework are dealt with in Chapter 6.

Chapter 7 looks at how to collect monetary and other statistics for such a framework.
Chapter 8 deals with tables and charts to present the accounts under this framework.
Chapter 9 looks at the use of these accounts for policy and other purposes. Chapter 10,
the last chapter, goes beyond the confines of an economic territory and deals with how
to compile such accounts for financial corporations within an economic or monetary
union.

Where appropriate, illustrative worked examples are provided in the Handbook, espe-
cially in chapter 3, to give compilers and users a better picture of how to apply and in-
terpret the various concepts.

Conventions for references

Given the nature of the Handbook and its strong linkages with the 2008 SNA frame-
work, it is inevitable that the Handbook will make many references to the 2008 SNA.
In particular, the text in the Handbook directly follows the text in the 2008 SNA in
numerous instances to avoid any inference that a different meaning is intended. Ow-
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ing to this, references to specific paragraphs of the 2008 SNA are not included in the
text of the Handbook. Instead, where appropriate, references to particular chapters of
the 2008 SNA are usually specified at the start of a section in each chapter. In addition,
the Handbook does not provide a thorough explanation of the definitions and methods
of national accounts, as it is assumed that the reader will have a copy of the 2008 SNA
available for cross reference. However, the Handbook does provide detailed explana-
tions of classifications and concepts if:

(@) The 2008 SNA is not detailed enough for the accounting of financial services,
flows and balance sheets;

(b) The demands of compilers and users require more explanation than is given
in the 2008 SNA, such as for the vertical and horizontal balancing, as well as
balancing between flows and stocks, or more detailed breakdowns of finan-
cial instruments, for example by maturity, currency, interest rate, counter-
part sector, country, or type of activity.






Chapter 1
System of National Accounts 2008 architecture

A. Introduction

1.1.  This chapter provides an overview of the central framework of the 2008
SNA. First, the conceptual elements of the central framework which reflect its account-
ing structure are presented. This is followed by a description of the coverage and ac-
counting principles of the central framework. The chapter then describes the integrated
economic accounts, which comprise a set of accounts that is central to understanding
the economic process. It concludes with an overview of the three-dimensional (from-
whom-to-whom) accounts showing financial transactions and stocks of financial assets
which fully articulate the intermediation process whereby a financial institution draws
in funds, repackages them and issues them as other instruments to other units.

B. The central framework

Reference:
2008 SNA, Chapter 2, Overview

1.2.  The central framework of the 2008 SNA consists of the following five concep-
tual elements which reflect its accounting structure:

(@) Integrated economic accounts by institutional sector which trace production
and income through to wealth accumulation for each institutional sector;

(b) Supply and use framework, which traces the production of products by in-
dustries through their use as intermediate inputs or final demand by insti-
tutional sectors;

() Sociodemographic and employment tables which are consistent with the ac-
counting structure of the 2008 SNA for per capita and productivity analysis;

(d) Three-dimensional (from-whom-to-whom) accounts of financial transac-
tions and stocks of financial assets showing the relationship between sectors;

(e) Functional accounts whereby certain transactions of institutional sectors are
presented according to the purpose they serve, for example expenditure by
general government (health, education, defence, etc.), households (accom-
modation, food, transportation, health, etc.) and corporations (intermediate
use and investment).

1.3.  The accounting structure of the central framework can be used to create
a macroeconomic database which is suitable for analysing and evaluating the perfor-
mance of an economy. Some specific uses of the accounting structure include moni-
toring the behaviour of the economy through key aggregates such as gross domestic
product (GDP) and GDP per capita, macroeconomic analysis such as the econometric
analysis of the causal mechanisms at work within an economy, and international com-
parisons such as cross-country comparisons of GDP and GDP per head and structural
statistics such as ratios of investment, taxes or government expenditure to GDP.
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1.4. The central framework also offers flexibility in that attention paid to various
aspects of it may vary according to analytical requirements and data availability. Thus,
given the objectives of this Handbook, the integrated economic accounts and three-
dimensional accounts of flows and stocks will be explained in the publication.

C. Coverage of the central framework

References:

2008 SNA, Chapter 2, Overview

2008 SNA, Chapter 4, Institutional units and sectors

2008 SNA, Chapter 26, The rest of the world accounts and links to the balance of payments

1. Institutional units and sectors

1.5. The institutional sectors and units within each institutional sector are the
building blocks of the integrated sequence of accounts. An institutional sector groups
institutional units on the basis of their principal functions, behaviour and objectives. An
institutional unit is an economic entity that is capable, in its own right, of owning assets,
incurring liabilities and engaging in economic activities and in transactions with other
entities. There are two main types of units that may qualify as institutional units, name-
ly persons or groups of persons in the form of households, and legal or social entities.

1.6. To describe production, income, expenditure or financial flows, and balance
sheets, institutional units are grouped into five mutually exclusive institutional sectors
based on their principal functions, behaviour and objectives: (a) non-financial corpora-
tions; (b) financial corporations; (c) general government; (d) households; and (e) non-
profit institutions serving households (NPISHs) (table 1.1). The five institutional sectors
together make up the total economy. The system allows for a complete set of accounts
and balance sheets to be compiled for each institutional sector, for the total economy
and for the rest of the world. Each institutional sector may also contain a number of
subsectors which are split according to hierarchical classification. The division of sec-
tors into subsectors depends upon the type of analysis to be undertaken, the needs of
policymakers, the availability of data and the economic circumstances and institutional
arrangements within a country.

Table 1.1
Institutional sectors

Total economy
4 Non-financial corporations
€ Financial corporations
€ General government
4 Households
€ Non-profit institutions serving households (NPISHs)

Rest of the world

1.7 The institutional units in the economy may also engage in economic activi-
ties with units outside the economy. Units which are outside the economy are referred
to as the “rest of the world”. Thus, whenever accounts are drawn up for institutional sec-
tors, as well as an account for the total economy, a further account is shown showing the
relationship with the rest of the world. In effect, therefore, transactions with the rest of
the world are recorded as if the rest of the world is a de facto sixth sector. The rest of the
world sector plays a role in the accounting structure similar to that of an institutional
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sector. A resource or a change in liabilities for the rest of the world is a use or a change in
assets for the total economy and vice versa. In the rest of the world account, if a balanc-
ing item is positive, it means a surplus for the rest of the world and a deficit for the total
economy, and vice versa if the balancing item is negative.

2. Residence

1.8.  The residence of each institutional unit is the economic territory with which
it has the strongest connection, expressed as its centre of predominant economic inter-
est. An institutional unit is resident in an economic territory when there exists, within
the economic territory, some location, dwelling, place of production, or other premises
on which or from which the unit engages and intends to continue engaging, either in-
definitely or over a finite but long period of time, in economic activities and transac-
tions on a significant scale. The location need not be fixed so long as it remains within
the economic territory. Actual or intended location for one year or more is used as an
operational definition; while the choice of one year as a specific period is somewhat ar-
bitrary, it is adopted to avoid uncertainty and facilitate international consistency. Most
units have strong connections to only one economy but with globalization, a growing
number have strong links to two or more economies. For highly mobile individuals who
have close connections with two or more economies, the residence is determined on the
basis of the territory in which the predominant amount of time is spent in the year. In
addition, those studying overseas; patients seeking medical treatment overseas; diplo-
mats, military personnel and civil servants employed in government enclaves abroad
and their households; and crews of ships, aircraft, oil rigs, space stations or other similar
equipment that operate outside a territory or across several territories are considered to
be residents of their home economic territory, even if the length of stay from their home
economic territory is more than one year.

1.9. As a general principle, an enterprise is resident in an economic territory
when the enterprise is engaged in a significant amount of production of goods and/
or services from a location in the territory. In contrast to individuals and households,
which may have connections to two or more economies, enterprises are almost always
connected to a single economy. Taxation and other legal requirements tend to result in
the use of a separate legal entity for operations in each legal jurisdiction. In addition, a
separate institutional unit is identified for statistical purposes where a single legal entity
has substantial operations in two or more territories (for example, for branches, land
ownership and multiterritory enterprises). As a result of splitting such legal entities,
the residence of each of the subsequently identified enterprises is usually clear. In some
cases, the physical location of an enterprise is not sufficient to identify its residence be-
cause the enterprise has little or no physical presence, for example, its administration is
entirely contracted out to other entities. Banking, insurance, investment funds, securiti-
zation vehicles and some special purpose entities may operate in this way. Many trusts,
corporations, or foundations that hold private wealth also have little or no physical pres-
ence. In the absence of any significant physical dimension to an enterprise, its residence
is determined according to the economic territory under whose laws the enterprise is
incorporated or registered. The incorporation and registration represent a substantial
degree of connection to the economy, associated with jurisdiction over the enterprise’s
existence and operations. In contrast, other connections such as ownership, location of
assets, or location of its managers or administrators may be less clear-cut.!

! Asan example, if a financial corporation is incorporated in a tax haven but has all its employees in another
economy, it is classified as a resident institutional unit of the tax haven. Transactions between the financial corpora-
tion and its employees will be recorded in international transactions in the rest of the world account. As another
example, a hedge fund might have feeder funds in, say, the United States, but register its main investment fund in the
Cayman Islands. In this instance, the hedge fund is classified as a resident institutional unit of the Cayman Islands,
while the feeder funds are classified as resident institutional units of the United States.
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3. Corporations and non-profit institutions

1.10. Inthe SNA, the term “corporation” is used more broadly than in just the legal
sense. In general, all entities that are (a) capable of generating a profit or other financial
gain for their owners; (b) recognized at law as separate legal entities from their owners
who enjoy limited liability; and (c) set up for purposes of engaging in market produc-
tion, are treated as corporations in the SNA, however they may describe themselves
or whatever they may be called. As well as legally constituted corporations, the term
“corporations” is used to include cooperatives, limited liability partnerships, notional
resident units and quasi-corporations. Whenever the term “corporation” is used, the
broader coverage rather than the narrow legal definition is intended unless otherwise
stated. By definition, corporations are market producers. They can be split between non-
financial and financial corporations. This Handbook focuses on financial corporations
and their economic interactions with the other institutional units.

1.11. Financial corporations consist of all resident corporations that are princi-
pally engaged in providing financial services, including insurance and pension funding
services, to other institutional units. The production of financial services is the result of
financial intermediation, financial risk management, liquidity transformation or auxil-
iary financial activities.

1.12. Financial services are also provided by non-profit institutions which are
market producers. Non-profit institutions (NPIs) are legal or social entities created for
the purpose of producing or distributing goods and services, whose status does not per-
mit them to be a source of income, profit or other financial gain for the institutional
units that establish, control or finance them. In practice, their productive activities are
bound to generate either surpluses or deficits, but any surpluses they make cannot be
appropriated by other institutional units. The articles of association by which they are
established are drawn up in such a way that the institutional units that control or man-
age them are not entitled to a share in any profits or other income they generate.

D. Accounting principles of the central framework

References:

2008 SNA, Chapter 2, Overview

2008 SNA, Chapter 3, Stocks, flows and accounting rules
2008 SNA, Chapter 6, The production account

2008 SNA, Chapter 11, The financial account

BPM6, Chapter 3, Accounting principles

MFSMCG, Chapter 5, Stocks, flows and accounting rules

1. Principle of double and quadruple entry accounting

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

1.14. In principle, the recording of the consequences of an action as it affects all
units and all sectors is based on a principle of quadruple entry accounting, because most
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transactions involve two institutional units. Each transaction of this type must be re-
corded twice by each of the two transactors involved. On the other hand, internal trans-
actions or transactions within a single unit (such as consumption of fixed capital and
own-account consumption of output by the producing unit) require only two entries,
whose values have to be estimated, as it is not necessary to enter counterpart entries to
show how these transactions are financed.

1.15. The transactions can be split between financial and non-financial transac-
tions. A financial transaction always has a counterpart entry in the 2008 SNA, which is
recorded in a non-financial account or the financial account itself. When a transaction
and its counterpart are both financial transactions, they change the distribution of the
portfolio of financial assets and liabilities and may change the totals of both financial
assets and liabilities of the financial corporations involved, but they do not change the
difference between total financial assets and liabilities.

1.16. An example of the counterpart to a financial transaction being another fi-
nancial transaction is the issue or redemption of a debt security. This should result in
the recording of four entries—two for each institutional unit involved in the transaction
(the debtor and the creditor). As an illustration, debt securities are issued by a financial
corporation (the debtor) and acquired by a household (the creditor) in exchange for cur-
rency or a transferable deposit. In the financial account for the financial corporation,
an increase is recorded in liabilities (debt securities) and in financial assets (currency or
transferable deposits). In the financial account of the household, an increase in financial
assets (debt securities) is offset by a decrease in financial assets (currency or transferable
deposits), with no change recorded in liabilities.

1.17. Transactions can involve the exchange of one financial instrument for an-
other without an exchange of currency or transferable deposits. Such operations include,
for example, the conversion of debt securities into equity securities. Within a framework
of “from-whom-to-whom” accounts, such conversions should be treated as two financial
transactions, that is, as a redemption of debt securities and an issue of equity securities.

1.18. Examples where the counterpart entry of a financial transaction is a non-fi-
nancial transaction include transactions in products, distributive transactions, or trans-
actions in non-financial non-produced assets. If the counterpart entry of a financial
transaction is not a financial transaction, the net lending/net borrowing of the resident
or non-resident institutional units involved will change.

1.19. The counterpart entry of a financial transaction may also be a transfer (cur-
rent or capital). In this case, the financial transaction involves a change in ownership of
a financial asset, an assumption of a liability as debtor (debt assumption) or the simulta-
neous liquidation of a financial asset and the counterpart liability (debt cancellation or
debt forgiveness). Debt assumptions and debt cancellations are distributive transactions
classified in the capital transfers (D9) category and recorded in the capital account.

1.20. The counterpart entry of a financial transaction may also be property income
in the form of interest (D41), distributed income of corporations (dividends (D421) and
withdrawals of income from quasi-corporations (D422)), reinvested earnings on foreign
direct investment (FDI) (D43), other investment income (investment income attribut-
able to insurance policyholders (D441), investment income payable on pension entitle-
ments (D442) and investment income attributable to holders of investment fund shares
or units (D443)) or rent (D45). For example, dividends paid in cash by a corporation to a
household are recorded in the allocation of primary income account of the corporation
as a use under property income and as a negative acquisition of financial assets under
currency and deposits in the financial account. In the households sector, it is recorded
as a resource under property income in the allocation of primary income account and as
an acquisition of financial assets under currency and deposits in the financial account.
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1.21. Quadruple-entry accounting aims to ensure symmetry of the reporting by
the institutional units involved, thus permitting complete consistency within the ac-
counts in measuring variables across sectors and accounts. It guarantees that the closing
balance on the balance sheet of each sector also reflects the transfer of income from one
sector to another, thereby imposing stock-flow consistency on the system as well. This is
very important for analysing and understanding the economic process. This feature is
key to ensuring that many of the types of analyses provide consistent results.

2. Time of recording

1.22. One implication of the quadruple-entry accounting principle is that transac-
tions and other flows have to be recorded at the same point in time for both institutional
units involved.

1.23. The general principle in national accounting is that transactions between in-
stitutional units should be recorded when claims and obligations arise, are transformed
or are cancelled. This form of recording is called an accrual basis. In many cases, there
is a delay between the actual transaction and the corresponding payment or receipt, so
transactions are recorded on a cash basis. These two different accounting approaches
can result in transactions being recorded at different times.

1.24. The change of economic ownership determines the time of recording for
transactions in goods, non-produced non-financial assets, and financial assets. Trans-
actions in services are recorded when services are provided.

1.25. Distributive transactions (income and transfers) are recorded at the moment
the related claims arise. This means that interest payable or receivable by a financial
corporation is recorded on a continuous basis, dividends are recorded at the moment
the shares go ex dividend, distributed profits are recorded when they actually take place,
and reinvested earnings are recorded in the period in which the retained earnings ac-
crue.

3. Valuation principles

1.26. Market valuation is the key principle for valuing transactions, as well as po-
sitions of assets and liabilities. The market value is that at which financial assets are
acquired or disposed of, between willing parties, on the basis of commercial considera-
tions only, excluding commissions, fees and taxes, whether charged explicitly, included
in the purchaser’s price or deducted from the seller’s proceeds. This is because both
debtors and creditors should record the same amount for the transaction in the same
financial instrument. The commissions, fees and taxes should be recorded separately
from the transaction in the financial asset and liability, under appropriate categories. In
determining market values, trading parties also take account of accrued interest.

1.27. Market prices are usually available for tradable financial assets and liabili-
ties, existing real estate (buildings and other structures plus the underlying land), exist-
ing transport equipment, crops and livestock, as well as for newly produced fixed assets
and inventories. When there are no observable market prices available—which may be
the case if there is a market but no assets have recently been sold on it, or if no market
exists—estimates should be made of what the price would be if the assets were acquired
on the market on the date to which the balance sheet relates.

1.28. Market prices are also applied to valuing goods and services—inclusive of
appropriate taxes and subsidies and after taking into account any rebates or refunds.
Unlike financial instruments, taxes are included in market prices, as it is not necessary
to ensure that buyers and sellers of goods and services record the same amount for the
same transaction.
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1.29. Nominal valuation reflects the sum of funds originally advanced, plus any
subsequent advances, less any repayments, plus any accrued interest. Nominal value
refers to the outstanding amount the debtor owes to the creditor, which is composed of
the outstanding principal amount including any accrued interest. It is usually applied
to financial instruments such as loans and deposits. It refers to the outstanding amount
the debtor owes to the creditor, which is composed of the outstanding principal amount
including any accrued interest.

1.30. Nominal value is often mistakenly considered to be the same as face value.
However, the two concepts are different: face value is defined as the amount of principal
to be repaid. It is equivalent to the redemption price of a debt security excluding accrued
interest.

1.31. Atany specific point in time, the market value of a financial instrument may
deviate from its nominal value due to revaluations arising from market price changes.
Movements in market prices arise from general market conditions, such as changes
in the market rate of interest; specific circumstances, such as changes in the perceived
creditworthiness of the issuer of a financial instrument and changes in general market
liquidity and in that specific to the financial instrument.

1.32. Thus, the following basic equations apply to positions in financial instru-
ments:

Market value = Nominal value + Accumulated revaluations arising from market price
changes

Face value=Nominal value - Accrued interest

Market value - Accumulation revaluations =Face value + Accrued interest

4. Aggregation and gross and net recording

1.33. Aggregation is the summation of all gross positions, transactions, revalu-
ations and other changes in the volume of assets of institutional units belonging to a
subsector, sector or an economy.

1.34. Netting is a process whereby accounting entries on the two sides of the ac-
count for the same transaction item and same institutional unit are offset against each
another. This process is also known as net recording. In contrast, combinations in which
all elementary items are shown for their full values are called gross recordings. The pro-
cess of gross recording meets the legal requirements for presentation (showing actual
payments of coupon, etc.) and preserves the consistency of the presentation with market
statistics.

1.35. The 2008 SNA recommends gross recording apart from the degree of net-
ting that is inherent in the classifications themselves. In fact, netting is already a feature
of many of the recommendations of the 2008 SNA. It mostly serves to highlight an
economically important property that is not apparent from gross data.

1.36. Netting is implicit in various transaction categories, the most outstanding
example being “changes in inventories”, which underlines the analytically significant
aspect of overall capital formation rather than tracking daily additions and withdraw-
als. Similarly, with few exceptions, the financial account and other changes in assets
accounts record increases in assets and in liabilities on a net basis, bringing out the final
consequences of these types of flows at the end of the accounting period. All balancing
items also involve netting. To avoid confusion, the SNA uses the words “gross” and “net”
in a very restrictive sense. Apart from a few headings (“net premiums”, “net worth” and
“net lending or net borrowing”), the SNA classifications employ the word “net” exclu-
sively to indicate the value of variables after deduction of consumption of fixed capital.

11
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1.37. In the case of flows of financial assets and liabilities, the terms “net changes
in assets” and “net changes in liabilities” are used to reflect the nature of the financial
flows.. Financial flows reflect changes due to all credit and debit entries during an ac-
counting period. That is, financial transactions are recorded on a net basis separately for
each financial asset and liability. The use of the terms “net changes in assets” and “net
changes in liabilities” brings the financial account into line with the convention used in
the accumulation accounts. These are general terms that apply to both the financial ac-
count and the other changes in financial assets and liabilities account. The use of these
terms also simplifies the interpretation of data. For both assets and liabilities, a positive
change indicates an increase in stocks and a negative change indicates a decrease in
stocks. The interpretation of increase or decrease under the credit or debit notion, how-
ever, depends on whether the increase or decrease refers to assets or liabilities (a debit
for an asset is an increase while a debit for a liability is a decrease). While the debit and
credit presentation is not emphasized for financial transactions, it is important to recog-
nize and maintain the accounting identities; for example, a credit is always conceptually
matched with a corresponding debit, the latter relating to either an increase in an asset,
or a reduction in a liability.

5. Consolidation

1.38. Consolidation must be distinguished from netting. Consolidation refers to
the elimination from both uses and resources of transactions which occur between units
that are grouped together and to the elimination of financial assets and the counterpart
liabilities. Consolidation can arise at various levels of grouping. Consolidation is the
approach used by supervisors to present data, as opposed to aggregation, which is the
approach used in the compilation of the financial account.

1.39. Asamatter of principle, transactions between institutional units within sub-
sectors or sectors are not consolidated. The 2008 SNA focuses on the unconsolidated
presentation of accounting entries, which is recommended for monetary and macro-
economic analysis. Such a presentation sums up all gross positions, transactions, re-
valuations and other changes in the volume of assets of institutional units belonging
to a sector or subsector vis-a-vis all institutional units belonging to the same sector or
subsector, to other sectors of the economy and to other economies. In practice, data
limitations often make a consolidated presentation necessary. For example, the transac-
tions of the households sector may be derived as a residual, so flows or claims within the
sector cannot be shown on a gross basis. Also, corporations typically consolidate their
subsidiaries in corporate tax data. In addition, globalization has resulted in the increas-
ing presence of multinational enterprises (MNEs). This means that statisticians have to
ensure that the national and financial accounts are compiled with a domestic consolida-
tion of MNE:s so that the transactions of overseas units of these MNEs are excluded. This
can be done by surveying domestically consolidated enterprises directly.

1.40. However, consolidated accounts may be compiled for complementary pres-
entations and analyses. In the 2008 SNA, institutional units are grouped together and
consolidated at a subsectoral or sectoral level. Consolidation at a subsectoral or sectoral
level eliminates intra-subsectoral or sectoral positions and flows.

1.41. Consolidation should not be seen as a sheer loss of information; it entails an
elementary specification by the transaction partner. In some cases, it may be useful for
analytical purposes to present consolidated data. One example of the analytical enrich-
ment of information is the consolidation of the intrasectoral position of domestic non-
financial corporations showing the “external need” (by other economic sectors) of this
sector when comparing non-consolidated and consolidated figures.

1.42. A second form of consolidation, namely consolidation at a (corporate) group
level, is common practice, although it is not recommended in the SNA. There are large
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groups of financial or non-financial corporations or conglomerates whereby a parent
corporation controls several subsidiaries, some of which may control subsidiaries of
their own. Therefore, the concept of a group of corporations deviates from the grouping
or aggregation of institutional units to an institutional sector, as it groups institutional
units based on the concept of control.

1.43. Consolidation at a group level eliminates the positions and flows of liabilities
that have been incurred by institutional units within the same group of financial or
non-financial corporations as the financial asset holders. If related institutional units are
grouped together to form one corporate group (for example, foreign branches of domes-
tic banks are grouped with their parent bank), then all intra-group positions and flows
of financial instruments within that reporting entity are eliminated from the informa-
tion reported—that is, all positions and flows among the branches and with their par-
ent are eliminated. This approach can involve both residence-based and non-residence-
based data and is relevant for financial stability and globalization analysis.

1.44. For financial stability purposes, it is important to have information on fi-
nancial assets consolidated at the level of groups of corporations, such as conglomerates,
with a breakdown by debtor, currency, maturity and type of interest rate. The stability
of a financial system can only be assessed by analysing the broad financial interlink
information given by group consolidated data. Nevertheless, strong intra-sector link-
ages may be a source of financial instability. A comparison of consolidated and uncon-
solidated accounts may help to provide information on these links. The strengths and
vulnerabilities of a financial system can also be assessed using the financial soundness
indicators (FSIs) developed by the International Monetary Fund (IMF). As described
by IMF (2006), FSIs are indicators of the current financial health and soundness of the
financial institutions in a country, and of their corporate and household counterparts.
They include both aggregated individual institution data and indicators that are repre-
sentative of the markets in which the financial institutions operate. FSIs are calculated
and disseminated for the purpose of supporting macroprudential analysis. This is the
assessment and surveillance of the strengths and vulnerabilities of financial systems,
with the objective of enhancing financial stability and, in particular, limiting the likeli-
hood of failure of the financial system.

E. Theintegrated economic accounts

References:

2008 SNA, Chapter 2, Overview

2008 SNA, Chapter 4, Institutional units and sectors
2008 SNA, Chapter 13, The balance sheet

BPM6, Chapter 3, Accounting principles

1.45. The accounting model of the 2008 SNA traces the transmission of income to
wealth using the “sequence of accounts.” The building blocks of the sequence of accounts
are the five resident institutional sectors and the rest of the world. The whole economic
process from production, income, consumption and saving through the accumulation
of assets to the position of net worth is recorded for each resident institutional sector and
the rest of the world.

1.46. Table 1.2 illustrates how transactions, revaluations, other changes in the vol-
ume of assets and liabilities, and stocks are recorded in the 2008 SNA. Transactions are
presented in the current account, which covers the production account and the various
income accounts, as well as in the capital and financial accounts. Other flows cover re-
valuations and other changes in the volume of assets and liabilities; they are recorded in
the revaluation account and in the other changes in the volume of assets account. Stocks
of assets and liabilities are recorded on the balance sheet.

13
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Table 1.2
Transactions, other flows and stocks as presented in the 2008 SNA

Financial Production, Flows and Stocks in the System of National Accounts

Transactions Other flows Stocks

Production account

.2 Generation of income
3 account
§ Allocation of primary Pro|<|:1uct|'$n of goods anéi. serglce}, as
& | income account well as the generation, distribution,
S — redistribution and use of income
= | Secondary distribution
3 | of income account

Use of income account

. Net acquisition of non-financial assets,

Capital account - .
@ saving and capital transfers
f=4
=3 o 0nq a
o | . Net acquisition of financial assets and
g | Financial account . ST
9 net incurrence of liabilities
f=4
.2 . Other changes in the volume of
% | Other changes in the 9 .
© non-financial assets, financial
S | volume of assets account S
£ assets and liabilities
=]
E Holding gains and losses in non-

Revaluation account

financial assets, financial assets
and liabilities

Balance sheet

Non-financial assets, financial
assets, liabilities and net worth as a
balancing item

1.47. Two sequences of accounts are discussed in this section: the (vertical) se-
quence of transaction accounts (table 1.2 area framed in grey) and the (horizontal) se-
quence of accumulation accounts and balance sheets (table 1.2 area shaded in grey).
An account is a means of recording, for a given aspect of economic life, the uses and
resources or changes in assets and liabilities during the accounting period, as well as
serving as a balance sheet covering the assets and liabilities at the beginning or end of a
given period in time.

1. Anintegrated presentation of the sequence of accounts

1.48. Table 1.3 shows an integrated presentation of the sequence of accounts by
institutional sector. It covers the production account and the generation, distribution,
redistribution and use of income accounts (which are collectively known as the current
accounts); as well as the capital, financial, other changes in the volume of assets, and
revaluation accounts (which are collectively known as the accumulation accounts); and
the balance sheet.

1.49. The term “resources” is used for transactions which add to the amount of the
economic value of a unit or a sector. By convention, resources are shown on the right-
hand side of the current accounts (i.e. I and II). As an example, wages and salaries are a
resource for the unit or sector receiving them. The left-hand side of the accounts shows
“uses”. It relates to transactions recorded in the current accounts that reduce the amount
of economic value of a unit or sector.

1.50. To continue the example, wages and salaries are a use for the unit or sector
paying them. The term “changes in assets” is used for transactions or other flows which
change the amount of assets held by a unit or a sector. By convention, changes in assets
are shown on the left-hand side of the capital, financial, other changes in the volume of
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Table 1.3
Integrated presentation of the sequence of accounts

15

Transactions and
balancing items

Goods and services
Rest of the world
Total economy
NPISHs

Households

General government
Financial corporations
Non-financial
corporations
Non-financial corporations
Financial corporations
General government

Total

Households
NPISHs
Total economy

Rest of the world

Goods and services

Total

Uses

Resources

I. Production account/External account
of goods and services

II.1.  Generation of income account

I.2.  Allocation of primary income
account

I.3.  Secondary distribution of income
account

Il.4.  Use of income account

Changes in assets

Changesi

n lia

bilit

ies and net worth

.1, Capital account

II.2.  Financial account

lI.3.  Other changes in the volume
of assets account

Ill.4. Revaluation account

Assets

Liabilities and net worth

IV.1. Balance sheet ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘

assets, and revaluation accounts. The right-hand side refers to “changes in liabilities and
net worth”. This is used for transactions or other flows which change the amount of li-
abilities held by a unit or a sector. In the case of transactions in financial instruments,
changes in liabilities are often referred to as the (net) incurrence of liabilities and the
changes in assets as (net) acquisition of financial assets. In the case of the balance sheet,
the term “assets” is used to describe the left-hand side of the account, while the term “li-
abilities and net worth” is used to describe the right-hand side of the account.

1.51. The integrated presentation of the accounts includes a column on each side
labelled “total economy”. Entries in these columns represent the sum of all the five sec-
tors of the total economy (non-financial corporations, financial corporations, general
government, non-profit institutions serving households (NPISHs) and households).

1.52. Next to the column for total economy is a column for the rest of the world.
The column covers transactions between resident and non-resident institutional units
and the related stocks of assets and liabilities where relevant. The entries for exports
and imports of goods and services are recorded in the external account of goods and
services, which is shown at the same level as the production account for institutional
sectors. As the rest of the world plays a role in the accounting structure similar to that of
an institutional sector, the rest of the world account is established from the point of view
of the rest of the world. A resource for the rest of the world is a use for the total economy
and vice versa.

1.53. The integrated presentation of the accounts also includes a column on each
side labelled “goods and services”. Entries in these columns reflect the various transac-
tions in goods and services that appear in the accounts of the institutional sectors. Uses
of goods and services in these accounts are reflected in the right-hand column for goods
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and services, while resources of goods and services are reflected in the left-hand column
for goods and services. On the resources side of the table, the figures appearing in the
column for goods and services are the counterparts of the uses made by the various sec-
tors and the rest of the world. On the uses side of the table, the figures in the column for
goods and services are the counterparts of the resources of the various sectors and the
rest of the world.

1.54. The last column is a column representing the sum of the previous three (total
economy, rest of the world, and goods and services). This column has little economic
meaning, but is a critical way of ensuring that the tables are complete and consistent,
since the totals on the left-hand side and right-hand side of the accounts must be equal
line by line.

1.55. Many macroeconomic variables are calculated as balancing items in the se-
quence of transaction accounts as shown in tables 1.4 to 1.7. The sequence of the trans-
action accounts for financial corporations is shown using a thicker border in the tables.
The balancing items are presented on a gross basis, indicating that the consumption of
fixed capital has not been deducted.

2. The production account

1.56. The production account in gross terms shows output plus taxes less subsidies
on products as resources and intermediate consumption as a use (see table 1.4). The 2008
SNA recommends that output be valued at basic prices. The basic price is the amount
receivable by the producer from the purchaser for a unit of a good or service produced as
output minus any tax payable, and plus any subsidy receivable, by the producer as a con-
sequence of its production or sale. It excludes any transport charges invoiced separately
by the producer. Taxes on products (less subsidies) are included on the resource side of
the accounts. The part (possibly the total) of taxes on products (less subsidies on prod-
ucts) that is not included in the value of output does not originate in any specific sector
or industry; it is a resource of the total economy. In the numerical example, taxes less

Table 1.4
Production account
Uses Resources
v | 2 § _5 g5 €5 5§ §| 3 s | g
Sal= > © _E ®E &% X 88 w®E _E © > £ S
a8ls E| 2| § | S S8 E8| Transactions | EZ SE& TEeE| 5 “ Els o &
—_ =) = S| = © 99 c o T O T O c o T “ — S| -2 —_
g |82 | 85| 88| 2| 2 |52 82 s5¢g and s s& 2| 2 | 2 25|85/ 82| E
e | &8 |&z2|R8| = £ |O& 8 =8| balancingitems |28 8 O &| = Z |Rg |2 68| B
I. Production Account/External Account of Goods and Services
499.0 | 499.0 Imports of goods 499.0 499.0
and services
540.0 540.0 Exports of goods 5400 | 5400
and services
3604.0 | 3604.0 Output 2808.0  146.0 = 348.0| 270.0 32.0 | 3604.0 3604.0
1883.0 18830| 17.0| 1150 2220| 520 |14770| IMtermediate 1883.0 | 1883.0
consumption
1330 | 133.0 Taxes less subsidies 1330 133.0
on products
Value added,
1854.0 1854.0| 15.0 | 155.0| 126.0 94.0 |1331.0 gross/Gross
domestic product
4.0 41.0 External balancg of
goods and services
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subsidies on products are shown directly in the column for goods and services. They are
a component of the value of the supply of goods and services which has no counterpart
in the value of the output of any institutional sector. The balancing item in the produc-
tion account is value added. The value of taxes less subsidies on products plus the sum
of value added of resident units results in the value of gross domestic product (GDP). Of
specific importance are the calculation of financial services provided by deposit-taking
corporations and other financial corporations (calculation and allocation of financial
intermediation services indirectly measured (FISIM), and the measurement of the pro-
duction of life and non-life insurance and pension schemes). Chapter 3 of the Handbook
will elaborate on the methods used to compute the output of financial corporations.

1.57. The external account of goods and services is shown at the same level as
the production account for institutional sectors. Imports of goods and services are
a resource for the rest of the world, while exports are a use. The external balance of
goods and services is negative, indicating that the economy has a surplus with the
rest of the world.

3. Theincome accounts

1.58. The 2008 SNA has the following income accounts: the generation of income,
the allocation of primary income, the secondary distribution of income and the use of
disposable income (see table 1.5). They are used to derive the various types of income.
The balancing item of the production account, value added, is the starting point of the
first account (i.e. the generation of income account).

1.59. The generation of income account shows how value added is distributed to
labour (compensation of employees), capital and government (taxes on production and
imports less subsidies as far as they are included in the valuation of output). The dis-
tribution to capital appears in the balancing item in this account, operating surplus or
mixed income.

1.60. The allocation of primary income account records, for each sector, property
income receivable and payable, and compensation of employees and taxes, less subsi-
dies, on production and imports receivable by households and government, respectively.
Since transactions of this kind may appear in the rest of the world account, these must
be included also. The balancing item of the allocation of primary income account is the
balance of primary income.

1.61. The secondary distribution of income account covers redistribution of in-
come through current transfers other than social transfers in kind made by government
and NPISHs to households. Social transfers in kind are recorded in the redistribution
of income in kind account. The secondary distribution of income account records as
resources, in addition to balance of primary incomes, current taxes on income, wealth,
etc. and other current transfers except social transfers in kind. On the uses side, the
same types of transfers are also recorded. Since these transfers are resources for some
sectors and uses for others also, their precise content varies from one sector to another.
The balancing item of the secondary distribution of income account is disposable in-
come.

1.62. The use of disposable income account shows how, for those sectors that un-
dertake final consumption (i.e. general government, NPISHs and households), dispos-
able income is allocated between final consumption and saving. In addition, the account
includes, for households and for pension funds, an adjustment item for the change in
pension entitlements which relates to the way transactions between households and
pension funds are recorded in the SNA. This adjustment item will be explained in chap-
ter 3 of the Handbook. The balancing items of the use of disposable income account are

17
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Table 1.5
Income accounts

Uses Resources

Transactions
and balancing items

Goods and
services
Rest of the
economy
NPISHs
Households
General
government
Financial
corporations
Non-financial
corporations
Non-financial
corporations
Financial
corporations
General
government
Households
NPISHs
economy
Rest of the
world
Goods and
services

2
=
)
E

Total
Total
Total

= | Total

Generation of income account

=1

Value added, gross/
Gross domestic 1331.0 940 126.0| 155.0| 15.0|1854.0 1854.0
product

Compensation of

1150.0 11500 | 11.0| 11.0| 980 440 986.0
employees

Taxes less subsidies

1330 1330 on products

Other taxes less
subsidies on
production and
imports

58.0 58.0 1.0 -1.0 1.0 40 530

Operating surplus,
513.0 513.0 30| 1450 | 27.0 46.0] 292.0 | gross/Mixed income,
gross

11.2.  Allocation of primary income account

Operating surplus,
gross/Mixed income, | 292.0 46.0| 27.0| 145.0 3.0| 513.0 513.0
gross
Compensation of
employees
Taxes less subsidies
on products
Other taxes less
subsidies on 58.0 58.0 58.0
production
435.0 440 | 391.0 6.0 41.0| 420 168.0 | 1340 | Propertyincome 96.0 149.0, 220 123.0 70| 397.0| 380 435.0
Balance of primary
income, gross/
National income,
gross

6.0 6.0 1154.0 1154.0 2.0 1156.0

133.0 133.0 133.0

1864.0 1864.0 4.0(1381.0 | 198.0 27.0  254.0

1.3. Secondary distribution of income account

Balance of primary
income, gross/
National income,

gross
Current taxes on

213.0 1.0] 2120 0.0| 178.0 0.0 100, 240/ . 213.0 213.0 0.0 213.0
income and wealth

2540 27.0 198.0 |1381.0 4.0 |1864.0 1864.0

333.0 0.0 3330 3330 Net social 660 2130| 500, 00| 40| 3330| 00 333.0
contributions

Social benefits other
384.0 0.0 | 384.0 5.0 0.0| 112.0| 205.0 62.0| than social transfers 384.0 384.0 0.0 384.0
in kind
Other current

299.0 16.0 | 283.0 20| 71.0| 1360/ 620 120 6.0 620 1040| 36.0| 36.0| 2440| 550 299.0
transfers

Disposable income,
gross

1826.0 1826.0 | 37.0(1219.0 | 317.0 25.0| 228.0

1.4. Use of disposable income account

Disposable income,
gross
Final consumption
expenditure
Adjustment for the
11.0 00| 11.0 0.0 0.0 1.0 0.0 | changein pension 11.0 11.0 0.0 11.0
entitlements

427.0 427.0 5.0]| 215.0| -35.0] 14.0| 228.0 Saving, gross

228.0| 25.0  317.0(1219.0 | 37.0|1826.0 1826.0

1399.0 1399.0 | 32.0|1015.0| 352.0

Current external

-13.0 -13.0 balance
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saving for the total economy and current external balance. The current external bal-
ance is negative, indicating a deficit for the rest of the world, but a surplus for the total
economy. These two balancing items end the subsequence of current accounts.

4. The capital account

1.63. The capital account shows how saving and capital transfers are available to
finance net capital formation and capital consumption. Table 1.6 shows the capital ac-
count for broad categories of assets. Gross saving from the use of income account is
the starting point of the capital account as a source of funds for capital accumulation.
Gross saving represents the resources at the institutional units’ disposal to fund the re-
placement of worn-out capital assets, net additions to the stock of capital assets and net
payments of capital transfers without the need for borrowing. The balancing item of the
capital account is called net lending/net borrowing. When positive, it is referred to as net
lending and measures the net amount a unit or a sector has available to finance, directly
or indirectly, other units or sectors. When negative, it is referred to as net borrowing and
corresponds to the amount a unit or a sector is obliged to borrow from others. The sum
of net lending/net borrowing across all sectors (including the rest of the world) is zero,
as the net lending/net borrowing of the total economy must match the net borrowing/
net lending of the rest of the world.

1.64. The major part of the net acquisition of non-financial assets is gross fixed
capital formation, which equals the acquisition less disposal of fixed assets, including
certain improvements to the value of non-produced assets like land. “Gross” means be-
fore the deduction of consumption of fixed capital, but after the deduction of sales of
capital assets.

1.65. Net acquisition of other non-financial assets comprises changes in invento-
ries, net acquisition of valuables and net acquisition of non-financial non-produced as-

Table 1.6
Capital account

Changes in assets Changes in liabilities and net worth

t

Transactions
and balancing
items

Rest of the
Households
government
corporations
Non-financial
corporations
Non-financial
corporations
Households

world
Total
Rest of the

Total
Goods and
services
economy
NPISHs
General
Financial
Financial
economy
world
Goods and
services
Total

© | corporations
2 | governmen

& | General

wv

v | NPISHs
otal

N
N
®
o
-
S
N
=
bl
o
o
..;
]
N
o
..;
N
N
o

Saving, gross

Current external
balance

Gross fixed capital

376.0 376.0 50| 480| 350 80 | 2800 P ;
‘ormation

28.0 28.0 0.0 2.0 00/ 0.0 26.0| Changes in inventories

Acquisitions less

10.0 100 00/ 50/ 30} 00 2 disposals of valuables

o

Acquisitions less
0.0 0.0 1.0 4.0 20 00 -7.0 disposals of non-
produced assets

Capital transfers,

. 33.0/ 00 6.0/ 23.0 0.0| 620 4.0 66.0
receivable

Capital transfers,

payable -16.00 -7.0 | -340 -5.0| -3.0/ -65.0| -1.0 -66.0

Changes in net worth
due to saving and 2450, 7.0 | -63.0| 233.0 2.0| 4240, -10.0 414.0
capital transfers

Net lending (+)/

0.0 -10.0| 10.0/ -4.0| 174.0/-103.0 -1.0 | -56.0 h
net borrowing (-)
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Table. 1.7
Financial account

Changes in assets

Financial Production, Flows and Stocks in the System of National Accounts

sets. “Net” means net of the sale of assets. Changes in inventories include the acquisition
of products to be held in stock for subsequent use as intermediate consumption, less the
sale or consumption of products that had been held in stock, and changes in inventories
of work-in-progress and finished goods. Net acquisition of valuables is the acquisition of
non-financial goods that are not used primarily for production or consumption, but are
held primarily as stores of value, such as precious metals and art objects. Net acquisition
of non-financial non-produced assets consists of the net acquisition of non-produced
assets that may be used in the production of goods and services, and includes three dis-
tinct types of assets: natural resources, contracts, leases and licences, and goodwill and
marketing assets.

1.66. Capital transfers payable and receivable consist of investment grants paid
or received by other units and other capital transfers, such as those recorded as the
counterpart to an assumption of debt by mutual consent. In national accounts, capital
transfers payable are shown with a negative sign.

5. The financial account

1.67. The financial account is the final account in the full sequence of accounts
that records transactions between institutional units. It shows changes caused by trans-
actions in financial assets and liabilities classified by type of financial instrument. The
balancing item of the financial account is also net lending (+)/net borrowing (-), which
is conceptually the same as in the capital account. As a result, this provides a numerical
check on the consistency of the set of accounts as a whole. However, in practice, as the
measure is derived independently, it could differ significantly from the measure in the
capital account because of errors and omissions. In practice, achieving this identity is
one of the most difficult tasks in compiling national accounts.

1.68. Looking at the financial corporations sector, net lending (+)/net borrowing
(-) is the net acquisition of financial assets over the net incurrence of liabilities or, vice
versa, the excess of the financial corporations’ saving, including net capital transfers,
over their non-financial investment (see table 1.7).

6. The other changes in the volume of assets account

1.69. The other changes in the volume of assets account records the effect of excep-
tional events that cause not only the value but also the volume of assets and liabilities to
vary. In addition to events such as the consequences of war or earthquakes, this account
also includes some adjustment elements, such as changes in classification and structure,

Changes in liabilities and net worth

5 |e 5| 5| _5|¢Es5 5] 5| §| 3 s |-
= > S |_E ®E &% 88 w|/E _E ] > £ =
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% |85/ 55|88 £ | 38 |§s 25 55| omdbalandng | B ZE 52| 3| 2 |88/5%(85 2
e 88|28 = £ |8 £8 =28 items =28 £8 &&| = Z |8 | &£=288 B
Netlending (+)/ | 5o 1 10! 1030|1740 | -40| 10.0]-10.0 0.0
net borrowing (-)
483.0 470 | 4360 | 201890 | -100 | 1720 | 830 | '\etacquisition of
financial assets
Netincurrence of | 1355117301 930| 150| 60 4260| 57.0 483.0
liabilities
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Table 1.8
The other changes in the volume of assets account
Changes in assets Changes in liabilities and net worth
g | £l g E¢ T2 2 £ s
B.E | 7 S| El=g 82 . §S|sE| E| 3 =z £ |E,
_ |g8|5c|_s| £ | % | §E ¥5 €5 Transactions €5 5 SE g | £ |_c|55| 88 _
%85 55|88 £ | 38 |§s 25 55| ndbalndng 5 E/3E 55l 3| 2 58 58(8%| B
e | e8| &2 |8 = £ | 688|228 items 28|E8|8 & = Z B3 |&2|08 &
33.0 330| 00| 00| 70, 00 260 | FConomicappearance
of assets
110 101 00l ool 20! 00! w0 Economic disappearance
of assets
-11.0 -11.0 0.0 0.0 | -6.0 0.0 -5.0 Catastrophic losses
0.0 0.0 0.0 0.0 5.0 0.0 | -5.0 | Uncompensated seizures
20 200 00| 00| 00, 10 10 Other changesin 00 00 00| 10| 00| 10 10
volume n.e.c.
0.0 0.0 0.0 00| -40  -20 6.0 | Changes in classification 00/ 00 20| 00| 00| 20 2.0
13.0 130 00| 00| 00| 10 140 | [Totalotherchanges 00 00 20| 10| 00| 30 30
in volume
70 70 0.0 00| 30! 20 20 Produced non-financial
assets
17.0 170 | 00| 00| 30 00| 140 Nomproducednon-
financial assets
3.0 3.0 0.0 0.0 0.0 1.0 20 Financial assets 0.0 0.0 2.0 1.0 0.0 3.0 3.0
Changes in net worth
due to other changes 140  -10 | -20 | -1.0 | 0.0 | 10.0
in volume of assets

which may or may not have an influence on net worth. The balancing item, changes in
net worth due to other changes in the volume of assets, is recorded on the right-hand
side. Table 1.8 shows an example of an other changes in the volume of assets account.
As this account does not record transactions, the starting point of the account is not a
balancing item from a previous transaction account.

7. The revaluation account

1.70. 'The revaluation account records holding gains or losses. It starts with nomi-
nal holding gains and losses. This item records the full change in the value of the various
assets or liabilities due to the change in the prices of those assets and liabilities since the
beginning of the accounting period or the time of entry into stock and the time of exit
from stock or the end of the accounting period.

1.71. Justas transactions and other flows in assets appear on the left of the account
and transactions in liabilities on the right, so nominal gains or losses on assets appear
on the left-hand side of the revaluation account, while nominal gains and losses on fi-
nancial liabilities are recorded on the right-hand side. A positive revaluation of financial
liabilities is equivalent to a nominal holding loss; a negative revaluation of liabilities is
equivalent to a nominal holding gain.

1.72. 'The balancing item of the revaluation account is changes in net worth due to
nominal holding gains and losses.

1.73. Nominal holding gains and losses are subdivided between two components.
The first shows the revaluation in proportion to the general price level which is obtained
by applying, during the same periods of time, an index of the change in general price
level to the initial value of all assets or liabilities, even to those that are fixed in monetary
terms. The results of this operation are called neutral holding gains and losses because
all assets and liabilities are revalued so as to preserve exactly their purchasing power.
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Table 1.9

Revaluation account
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Changes in assets Changes in liabilities and net worth
> >
5 g | g & 8¢ g 2 £ 3 5
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Nominal holding gains and losses
280.0 280.0 80| 80.0| 44.0 4.0 1440| Non-financial assets
91.0 70| 840| 20| 160| 10 570 8o Financialassets/ 180/ 510, 70| 00| 00| 760| 150 91.0
liabilities
Changesinnetworth | 1340/ 100/ 38.0| 96.0| 10.0| 288.0| -8.0 280.0
due to nominal
holding gains/losses
Neutral holding gains and losses
198.0 198.0 6.0| 56.0| 320 3.0/ 101.0| Non-financial assets
148.0 120] 1360| 30| 360 80| 710/ 180 F'“*’Igct;’l'itai:e“/ 370| 680 130| 50| 30|1260| 220 148.0
Changes in net worth
due to neutral holding | 82.0 6.0, 270| 87.0 6.0 | 208.0| -10.0 198.0
gains/losses
Real holding gains and losses
82.0 82.0 20| 240| 120 1.0/ 43.0| Non-financial assets
-57.0 50| -520| 10| 200| 70| ‘140, -100| Fnancalassets’ 1 4900 4700 60| 50| 30| 500 7.0 -57.0

liabilities

Changes in net worth
due to real holding 52.0 40 1.0 9.0 40| 80.0 2.0 82.0
gains/losses

1.74. 'The second component of holding gains and losses shows the difference be-
tween nominal holding gains and losses and neutral holding gains and losses. This dif-
ference is called real holding gains and losses. If the nominal holding gains and losses
are higher than the neutral holding gains and losses, there is a real holding gain, to the
fact that, on average, the actual prices of the assets in question have increased more (or
decreased less) than the general price level. In other words, the relative prices of its assets
have increased. Similarly, a decrease in relative prices of assets leads to a real holding
loss.

1.75. Each of the three types of holding gains or losses are subdivided according
to the main groups of assets and liabilities, a decomposition which is necessary even in a
simplified accounting presentation. Changes in net worth due to nominal holding gains
and losses can be subdivided into changes due to neutral holding gains and losses and
changes due to real holding gains and losses. Table 1.9 shows an example of a revaluation
account for non-financial assets and financial assets/liabilities by institutional sector.

8. The balance sheet

1.76. A balance sheet is a statement, drawn up in respect of a particular point in
time, of the values of assets owned and of the liabilities owed by an institutional unit or
group of units. The opening and closing balance sheets display assets on the left-hand
side, liabilities and net worth on the right-hand side. Assets and liabilities are valued at
the prices of the date a balance sheet is established.

1.77. A balance sheet displays the opening and closing stocks of non-financial as-
sets and financial assets and liabilities at a particular point in time. The stock of financial
assets and liabilities comprises the financial balance sheet.
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1.78. The balancing item of a balance sheet is net worth, the difference between as-
sets and liabilities. Net worth is equivalent to the present value of the stock of economic
value a unit or a sector holds. For the economy as a whole, the balance sheet shows the
sum of non-financial assets and net claims on the rest of the world. This sum is often
referred to as national wealth.

1.79. The changes in the balance sheet recapitulate the content of the accumula-
tion accounts, that is, the entry for each asset or liability is the sum of the entries in
the four accumulation accounts corresponding to that asset or liability. The changes
in net worth can be calculated from these entries, but must, by definition, be equal to
the changes in net worth due to saving and capital transfers from the capital account
plus changes in net worth due to other changes in the volume of assets from the other
changes in the volume of assets account plus nominal holding gains and losses from the
revaluation account.

1.80. Conceptually, the entries for the closing balance sheet are equal, asset by as-
set and liability by liability, to the entries in the opening balance sheet plus the changes
recorded in the four accumulation accounts. The relationship between stocks and flows
for assets and liabilities is shown in table 1.10 and can be summarized as follows:

Stock,- Stock, = Flows,.

Table 1.10.
Relationship between stocks and flows

Stocks of assets and liabilities at the beginning of accounting period ¢ (= stocks at the end of
period ¢-1)
+ Flows (changes in assets and liabilities during the accounting period ¢ due to:
transactions;
other changes in the volume of assets and liabilities;
revaluations)

= Stocks of assets and liabilities at the end of accounting period ¢ (= stocks at the beginning of
period +1)

1.81. The term Stock, is an institutional unit’s (or economy’s, sector’s or subsec-
tor’s) holding (of assets) or incurrence (of liabilities) at the end of the accounting period
t and the term Stock,  is an institutional unit’s (or economy’s, sector’s or subsector’s)
holding (of assets) or incurrence (of liabilities) at the end of the accounting period ¢-1.

1.82. The term Flows, refers to the changes in outstanding positions between two
consecutive points in time. It is the sum of the flows in assets or liabilities during the ac-
counting period t. It comprises transactions, other changes in the volume of assets and
liabilities, and revaluations:

Flows, = Transactions, + Other changes in the volume of assets and liabilities, +
Revaluations,

1.83. The term Transactions, refers to net acquisitions (gross acquisitions less dis-
posals) of assets or net incurrences (gross incurrences less repayments) of liabilities dur-
ing the accounting period t. Net acquisitions of financial assets or net incurrences of
liabilities also include accrued interest receivable or accrued interest payable:?

Transactions in assets,=Net acquisitions,=Gross acquisitions,— Disposals, or
Transactions in liabilities, = Net incurrences, = Gross incurrences, - Repayments,

2 Further explanations on the creditor and debtor approaches to recording accrued interest are
provided in chapter 5.
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Table 1.11
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1.84. The term Revaluations, refers to the changes in stocks due to changes in the
level of prices of assets and liabilities during the accounting period t. Revaluations on
assets or liabilities arise from changes in their prices and/or from changes in exchange
rates. In the BPM6, revaluations are classified into those that are due to exchange rate
changes and those that are due to other price changes.

1.85. The term Other changes in the volume of assets and liabilities, refers to all
changes in positions between the end of accounting period ¢-1 and the end of accounting
period f that are due neither to transactions nor to revaluations.

1.86. Table 1.11 shows the 2008 SNA classification of non-financial assets and fi-
nancial assets and liabilities in the balance sheet. Non-financial assets are broken down
by produced and non-produced assets and further subcategories. Financial assets are
shown, together with liabilities, as the components of the financial balance sheet. They
are classified according to their legal characteristics, liquidity and economic purpose.
While financial innovation leads to the need for new types of financial assets, the clas-
sification is intended to provide broad definitions that allow for international compa-
rability and the inclusion of new instruments within the existing categories. Provision
is made for further subdividing, in particular according to original maturity and type
of instrument. Equity, for instance, is broken down into listed and unlisted shares and
other equity.

1.87. An example of a balance sheet for non-financial assets and financial assets
and liabilities by institutional sector is shown in table 1.12.

The balance sheet as a means to show assets, liabilities and net worth

Assets

Liabilities and net worth

Non-financial assets

Produced assets
Fixed assets
Inventories
Valuables

Non-produced assets
Natural resources
Contracts, leases and licences
Goodwill and marketing assets

Financial assets
Monetary gold and special drawing rights (SDRs)
Currency and deposits
Debt securities
Loans
Equity and investment fund shares or units
Insurance, pension and standardized guarantee schemes
Financial derivatives and employee stock options
Other accounts receivable/payable

Monetary gold and SDRs

Currency and deposits

Debt securities

Loans

Equity and investment fund shares or units

Insurance, pension and standardized guarantee schemes
Financial derivatives and employee stock options

Other accounts receivable/payable

Net worth
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Table 1.12
Balance sheet

Stocks and changes in assets
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Stocks and changes in liabilities and net worth

s | 5 | 8| E|3% ge| 2| &| 5 s |e
%g “f" £l . 2 E% g §§ Transactions EE % E% 2 ) £ \.‘-E'_ %$
= §'§ §€ ng 5 H §§ §§ ué=§ and balancing u'==§ §§§§ 2 & '_.Sg §€ é% =
e |83%|&8 |28 | 2 |2 |88 £8 28 items 28 £¢8 88| 2 | £ |eg |22 /88| &8
Opening balance sheet
4621.0 4621.0| 159.0/11429.0| 789.0/ 93.0/ 2151.0| Non-financial assets
9036.0 805.0(8231.0| 172.0(3260.0| 3960 3421.0| 9820 Fi”algcg?llitaizze“/ 3221.0 35440, 687.0| 189.0| 121.0|7762.0|1274.0 9036.0
Net worth -88.0 -30.0. 498.0(4500.0| 210.0|5090.0| -469.0 4621.0
Total changes in assets Total changes in liabilities and net worth
482.0 4820 11.0| 1160 570/ -20] 300.0| Non-financial assets
577.0 540| 5230 40| 2050 -90| 2300, 930 Fi”a“”acgffl'igze“/ 157.0| 2240/ 1020/ 160| 60| 5050| 720 577.0
Changestigtgletw"”h' 2360 40) -540| 3050  9.0| 5000| -180 482.0
Closing balance sheet
5103.0 5103.0| 170.0|1545.0| 846.0/ 91.0 2451.0| Non-financial assets
9613.0 859.0/8754.0| 176.0/3465.0| 387.0/3651.0{1075.0) "N 3378 [37680] 7890/ 205.0| 127.0/8267.0 13460 9613.0
Net worth 1480 -26.0| 444.0/4805.0| 219.0/5590.0 | -487.0 5103.0

F. Three-dimensional accounts of financial transactions
and stock of financial assets

References:

2008 SNA, Chapter 2, Overview

2008 SNA, Chapter 27, Links to monetary statistics and flow of funds
MFSMCG, Chapter 8, Financial statistics

1.88. The system of accumulation accounts and balance sheets, as described above,
is two-dimensional. They are limited in that they do not reveal counterpart sectors to
the transactions, other changes in assets or balance sheet positions. In other words, al-
though they show which sectors are acquiring financial assets and what financial assets
they are holding, they do not identify the sectors issuing the assets. Similarly, while they
make it possible to identify net borrowing sectors and show how they incur liabilities,
the financial accounts and balance sheets do not show which sectors made acquisitions
and are holding the financial claims as assets. The same applies to other changes in as-
sets. Thus, a complete picture of the financial flows and positions in the economy is not
furnished.

1.89. To obtain a complete picture of the financial flows and positions in the econ-
omy, a three-dimensional system of accumulation accounts and balance sheets, with a
breakdown of the financial corporations sector and financial assets and liabilities, as
well as a breakdown by counterpart, is needed. This “from-whom-to-whom” style of
presentation, which follows the underlying principles and framework of the 2008 SNA,
is sometimes referred to as a flow of funds matrix. The three-dimensional table of finan-
cial transactions is usually presented as a series of matrices, with one matrix for each
kind of financial instrument showing the flows from one sector to another.
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1.90. The SNA provides an integrated framework for developing financial flows
and positions on a from-whom-to-whom basis, as its underlying principles ensure that
the linkages of the economic and financial actions of an economy are captured. How-
ever, the SNA standard presentation is not explicitly designed to show the intersectoral
linkages, as it has traditionally focused primarily on answering the question of who does
what, but not who does what with whom. As the SNA is the internationally accepted
methodology for the compilation of the national accounts, the lack of prominence it
gives to the from-whom-to-whom principle for data compilation and presentation may
be one of the main reasons this approach for compiling data has not yet received a wider
application.

1.91. 'The availability of from-whom-to-whom accounts permits the debtor/credi-
tor relationships between institutional sectors to be fully articulated, i.e. they can be
used to show transactions, revaluations, other changes in the volume of financial assets
and liabilities, and balance sheet positions cross-classified by debtor sector and creditor
sector. Thus, the integrated framework on a from-whom-to-whom basis allows ques-
tions to be answered such as, “Who is financing whom, in what amount and with which
type of financial instrument?”

1.92. Detailed from-whom-to-whom accounting information is necessary to un-
derstand how financing is being carried out, how it is changing over time and how it is
affecting the long-term development of financial markets and institutions. In particular,
the from-whom-to-whom accounts and balance sheets can be useful in relating financial
transactions to the behaviour of the non-financial economy. The joint presentation of
the capital and financial accounts (showing a complete record of transactions contribut-
ing to the net acquisition of assets and the net incurrence of liabilities) provides a tool to
combine financial and non-financial investment with the various sources of financing
through net saving, net capital transfers and net incurrence of liabilities, thus establish-
ing a link between financial activity and the “real” economy.

1.93. A three-dimensional system of accumulation accounts and balance sheets,
with a breakdown of the financial corporations sector and the financial asset and liabili-
ty categories, as well as a breakdown by counterpart, opens up the possibility of identify-
ing economic aggregates in a matrix. This will allow analysis of economic developments
in the broadest possible financial framework in a way that makes it easier to relate them
to the economic developments recorded in the production and income accounts. As
regards the allocation of income, the accounts also permit whoever is paying/receiving
income (such as interest) to/from whom to be traced.

1.94. From a statistical point of view, setting up the accounts on a from-whom-to-
whom basis is an important way of enhancing the quality and consistency of the data. It
allows for the cross-checking of information from the sides of both the debtor and the
creditor, thus allowing for full consistency in terms of values and timing for recording
transactions, other flows and positions.

1.95. Table 1.13 shows the integrated framework of accounts on a from-whom-to-
whom basis by institutional sector and the rest of the world for one financial instrument
in a matrix format. For an economy, it shows transactions, revaluations, other changes
in the volume of assets and liabilities, and positions for a financial instrument acquired/
held by residents, grouped into sectors or subsectors, and non-residents vis-a-vis insti-
tutional units as debtors, broken down by residency and by institutional sector (cells of
table 1.13 shaded grey).

1.96. For residents, the presentation of unconsolidated data is recommended. This
means that intrasectoral positions, transactions, revaluations and other changes in the
volume of assets and liabilities are not eliminated (cells shaded grey with diagonal lines).
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The financial assets of non-residents issued by non-residents are not covered (black cell).
These are not relevant from a national economy’s perspective.

1.97. Holdings of financial instruments by non-residents (vis-a-vis resident sec-
tors as debtors) are shown as positions on the rest of the world balance sheet, while
acquisitions by non-residents of financial instruments issued by residents are recorded
as financial transactions in the rest of the world financial account. Revaluations or other
changes in the volume of assets and liabilities are reflected in the rest of the world ac-
cumulation accounts (cross-hatched cells in the non-residents column of table 1.13). For
economies in which the role of the global financial markets is important, information on
counterparty economies and non-residents becomes highly desirable.

Table 1.13
From-whom-to-whom transactions between five resident sectors and the rest of the
world for one financial instrument, unconsolidated
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Creditor by residency and Residents

Debtor by residency and

by resident sector

Non-
financial

Financial

General

Non-profit
institutions
serving

by resident sector

corporations | corporations | government | Households | households

Non-
residents

All creditors

Non-financial corporations k

Financial corporations

General government

Residents

Households

Non-profit institutions serving households

Non-residents

All debtors

Source: Shrestha and Mink (2011).







Chapter 2
Financial corporations within the
System of National Accounts 2008 framework

A. Introduction

2.1.  This chapter provides an overview of the financial corporations sector and
its subsectors within the framework of the 2008 SNA. It defines and describes financial
corporations, as well as the subsectors of the financial corporations sector. The chapter
also describes the various ways in which financial corporations can be grouped for vari-
ous purposes.

B. The financial corporations sector and its subsectors

References:

2008 SNA, Chapter 4, Institutional units and sectors

2008 SNA, Chapter 11, The financial account

BPM6, Chapter 4, Economic territory, units, institutional sectors, and residence
ESA 2010, Chapter 2, Units and groupings of units

MFSMCG, Chapter 3, Institutional units and sectors

2.2. Financial corporations consist of all resident corporations that are princi-
pally engaged in providing financial services, including insurance and pension funding
services, to other institutional units. Financial services are the result of financial inter-
mediation, financial risk management, liquidity transformation or auxiliary financial
activities. As the provision of financial services is typically subject to strict regulation,
it is usually the case that units providing financial services do not produce other goods
and services and financial services are not provided as secondary production.

2.3. The financial corporations sector is composed of the following set of resident
institutional units:

(@) All resident financial corporations (as understood in the SNA and not just
restricted to legally constituted corporations), regardless of the residence of
their shareholders;

(b) The branches of non-resident enterprises that are engaged in financial activ-
ity on the economic territory on a long-term basis;

() All resident non-profit institutions that are market producers of financial
services.

2.4. Financial corporations can be divided into three broad classes, namely, fi-
nancial intermediaries, financial auxiliaries and other financial corporations. Finan-
cial intermediaries are institutional units that incur liabilities on their own account for
the purpose of acquiring financial assets by engaging in financial transactions on the
market. They include insurance corporations and pension funds. Financial auxiliaries
are institutional units principally engaged in serving financial markets, but do not take
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ownership of the financial assets and liabilities they handle. Other financial corpora-
tions are institutional units providing financial services, where most of their assets or
liabilities are not available on open financial markets. The later parts of this chapter will
provide examples of these classes of financial corporations.

2.5.  According to their activity in the market and the liquidity of their liabilities,
the financial corporations sector can be divided into nine subsectors as shown in table
2.1.2 Depending on the type of control, each subsector can also be further divided into
the following subsectors:

(@) Public financial corporations;
(b) National private financial corporations;
(c) Foreign-controlled financial corporations.

2.6. A corporation is controlled by another unit if the other unit owns more than
50 per cent of the equity of the corporation. However, control may also be possible with
a holding of less than half the equity if the unit can exercise some powers that indicate
possible control. These include control of the board or other governing body, control of
the appointment and removal of key personnel, control of key committees of the corpo-
rations, control through a dominant customer, and ownership of golden shares and op-
tions. In the case of public corporations, the government can also assert control through
regulations and conditions attached to lending to these corporations.

2.7.  The public financial corporations can also be merged with public non-finan-
cial corporations and the general government sector to form the public sector.

2.8. Table 2.1 also shows the 2008 SNA codes for the subsectors. The subsequent
paragraphs in this section provide a list of financial corporations under each subsec-
tor. However, the nature of the financial corporations sector may vary from country to
country and financial corporations may have various names, depending on their prin-
cipal activities and the national naming conventions. Thus, the list is neither exhaustive
or prescriptive. The compiling agency may need to investigate the characteristics of a
financial corporation which is not listed to determine to which subsector to allocate it.

2.9. Owing to the substantial variations among countries in defining money, the
2008 SNA does not include a definition of money. However, the MESMCG includes a
definition of money which is intended to help compilers determine the scope of broad
money, taking into account their own national circumstances. The classification of fi-

Table 2.1
Financial corporations sector and its subsectors
Sector and Total Publicly National Foreign
subsectors economy controlled private controlled
Financial corporations 512
Central bank $121
Deposit-taking corporations except the central bank S122 $12201 $12202 $12203
Money market funds (MMFs) 5123 512301 512302 512303
Non-MMF investment funds S124 $12401 $12402 $12403
Other financial intermediaries except insurance corporations and pension funds S125 $12501 $12502 $12503
Financial auxiliaries 5126 512601 512602 512603
Captive financial institutions and moneylenders S127 $12701 $12702 $12703
Insurance corporations S128 512801 $12802 512803
Pension funds 5129 512901 512902 512903

3 However, depending on the historical development of the financial system, some countries may have more
or less than the nine subsectors and somewhat different classifications below the subsector level.
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nancial corporations and instruments is designed to be compatible with the definition
of broad money in the MFSMCG.

1. Central bank (5121)

2.10. The central bank is the national financial institution that exercises control
over key aspects of the financial system. In general, the following financial intermediar-
ies are classified in this subsector:

(@) The national central bank, including where it is part of a system of central
banks;

(b) Currency boards or independent currency authorities that issue national
currency that is fully backed by foreign exchange reserves;

(c) Central monetary agencies of essentially public origin (for example, agen-
cies managing foreign exchange or issuing bank notes and coins) that keep a
complete set of accounts, but are not classified as part of central government.
Supervisory authorities that are separate institutional units are not included
with the central bank, but are included with financial auxiliaries.

2.11. As long as the central bank is a separate institutional unit, it is always allo-
cated to the financial corporations sector, even if it is primarily a non-market producer.

2.12. A few economies do not have central banks. Typical central banking activi-
ties that are performed by general government and cannot be separated into specific
institutional units are treated as part of general government and are not allocated to the
central bank subsector.

2. Deposit-taking corporations except the central bank (5122)

2.13. Deposit-taking corporations except the central bank have financial interme-
diation as their principal activity. To this end, they have liabilities in the form of deposits
or financial instruments (such as short-term certificates of deposits) that are close sub-
stitutes for deposits. The liabilities of deposit-taking corporations are typically included
in measures of money broadly defined.

2.14. In general, this subsector comprises:
(@) Commercial banks, universal banks and all-purpose banks;

(b) Savings banks (including trustee savings banks, and savings and loan as-
sociations);

(c) Post office giro institutions, post banks and giro banks;
(d) Rural credit banks and agricultural credit banks;
(e) Cooperative credit banks and credit unions;

(f) Specialized banks or other financial corporations if they take deposits or
issue close substitutes for deposits (for example, corporations engaged in
granting mortgages, including building societies and mortgage banks, mer-
chant banks, and municipal credit institutions, including regional or provin-
cial credit institutions which accept deposits).*

2.15. The following institutional units are not deposit-taking corporations:

4 Inparagraph 2.77 of the ESA 2010, corporations engaged in granting mortgages, including building socie-
ties and mortgage banks, and municipal credit institutions are allocated to the deposit-taking corporations except
the central bank subsector where it is their business to receive repayable funds from the public, whether in the form
of deposits or in other forms such as the continuing issue of long-term debt securities. In addition, in paragraph 4.71
of BPMB6, traveller’s cheque companies that mainly engage in financial activities are allocated to the deposit-taking
corporations except the central bank subsector.
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(a) Head offices which oversee and manage other units of a group consisting
predominantly of deposit-taking corporations except the central bank, but
which are not deposit-taking corporations themselves. They are classified as
financial auxiliaries (S126);

(b) Non-profit institutions recognized as independent legal entities serving de-
posit-taking corporations, but not engaged in financial intermediation. They
are classified as financial auxiliaries (S126);

(c) Holding corporations, which are allocated to the captive financial institu-
tions and moneylenders subsector (S127), even if all their subsidiary corpo-
rations are deposit-taking corporations.

3. Money market funds (5123)

2.16. Money market funds (MMFs) are collective investment schemes that raise
funds by issuing shares or units to the public. The proceeds are invested primarily in
money market instruments, MMF shares or units, transferable debt instruments with a
residual maturity of not more than one year, bank deposits and instruments that provide
a rate of return that approaches the interest rates of money market instruments. MMF
shares or units can be transferred by cheque or other means of direct third-party pay-
ment. Because of the nature of the instruments the schemes invest in, their shares or
units may be regarded as close substitutes for deposits.

2.17. In general, investment funds, including investment trusts, unit trusts and
other collective investment schemes whose shares or units are seen as close substitutes
for deposits, are classified as MMFs.

2.18. MMFs do not include the following:

(@) Head offices which oversee and manage a group consisting predominantly of
MMFs, but which are not MMFs themselves. These are classified as financial
auxiliaries (S126);

(b) Non-profit institutions serving MMFs that are not engaged in financial in-
termediation. They are classified as financial auxiliaries (5126).

4. Non-money market fund investment funds (5124)

2.19. Non-MMF investment funds are collective investment schemes that raise
funds by issuing shares or units to the public. The proceeds are invested primarily in
financial assets, other than short-term assets, and in non-financial assets (usually real
estate). Non-MMF investment fund shares or units are generally not close substitutes for
deposits. They are not transferable by means of cheque or direct third-party payments.

2.20. Non-MMF investment funds can be divided into open-ended and closed-
ended non-MMF investment funds. Open-ended investment funds issue and redeem
shares on a continuous basis: each time a new investment is performed, new shares
or units are created; when shares are redeemed, an investment must be sold to match
such redemption. Close-ended investment funds are open for subscription only during
a specified period at the launch of the scheme; thereafter, investors can acquire shares
only by buying them on a secondary market from other investors.

2.21. Non-MMF investment funds cover investment trusts, unit trusts and other
collective investment schemes whose investment fund shares or units are not seen as
close substitutes for deposits.

2.22. They may be constituted under: (a) the contract law (as common funds man-
aged by management companies); (b) the trust law (as unit trusts); (c) the statute (as
investment companies); or (d) otherwise with similar effect.
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2.23. In general, the following financial intermediaries are classified as non-MMF
investment funds:

(@) Equity based investment funds;
(b) Security based investment funds;

(c) Real estate investment trusts, which invest in debt and equity securities of
companies that purchase real estate;

(d) Mortgage real estate investment trusts (REITs),* which provide money to real
estate owners and operators either directly in the form of mortgages or other
types of real estate loans, or indirectly through the acquisition of mortgage-
backed securities;

(e) Investment funds investing in other funds (“funds of funds”);

(f) Hedge funds covering a heterogeneous range of collective investment
schemes, typically involving high minimum investments, light regulation
and a wide range of investment strategies;

(g) Private equity funds, which are collective investment schemes used for mak-
ing investments in companies, many of which are not listed on a stock ex-
change;

(h) Exchange-traded funds (ETFs).
2.24. Non-MMF investment funds do not include:

(@) Pension funds which are part of the pension funds subsector (S129);

(b) Special purpose government funds, usually called sovereign wealth funds,
which are classified as captive financial institutions (S127), given the nature
of their liabilities, if classified as a financial corporation;

() Head offices that oversee and manage a group consisting predominantly
of non-MMF investment funds, but which are not investment funds them-
selves. These are classified as financial auxiliaries (5126);

(d) Non-profitinstitutions serving non-MMF investment funds, but not engaged
in financial intermediation. They are classified as financial auxiliaries (S126).

5. Other financial intermediaries, except insurance corporations
and pension funds (S125)

2.25. Other financial intermediaries, except insurance corporations and pension
funds consist of financial corporations that are engaged in providing financial services
by incurring liabilities in forms other than currency, deposits or close substitutes for
deposits on their own account for the purpose of acquiring financial assets by engaging
in financial transactions on the market. It is a feature of a financial intermediary that
transactions on both sides of the balance sheet are carried out in open markets.

2.26. This subsector includes financial intermediaries predominantly engaged
in long-term financing. This predominant maturity distinguishes this subsector from
deposit-taking corporations except the central bank (S122) and money market funds
(S123) subsectors. Based on the non-existence of liabilities in the form of investment
fund shares or units which are not seen as close substitutes for deposits or insurance,
pension and standardized guarantee schemes, the borderline with the non-MMF invest-
ment funds (S124), insurance corporations (S128) and pension funds (S129) subsectors
can be determined.

5 Mortgage REITs are different from equity REITs which directly own and manage real estate properties.
The latter are not considered as financial intermediaries and, thus, are not part of the financial corporations sector.
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In particular, this subsector may be further subdivided into:
Financial corporations engaged in the securitization of assets;*
Security and derivative’ dealers (operating on own account);

Financial corporations engaged in lending,® including financial leasing,® hire
purchase and the provision of personal or commercial finance;

Central clearing counterparties. These organizations provide clearing and
settlement transactions in securities and derivatives. Clearing relates to
identifying the obligations of both parties to the transaction, while settle-
ment is the exchange of the securities or derivatives and the correspond-
ing payment. The central clearing counterparties involve themselves in the
transaction and mitigate counterparty risk;

Specialized financial corporations that assist other corporations in raising
funds in equity and debt markets and provide strategic advisory services for
mergers, acquisitions and other types of financial transactions. These corpo-
rations are sometimes known as “investment banks”. In addition to assisting
with the raising of funds for their corporate clients, such corporations invest

Box 2.1

Defining and classifying head offices and holding companies

The 2008 SNA and the BPM6 classify head offices according to their main activity either as a non-financial corporation (S11) or, by conven-
tion, as a financial auxiliary (S126). Holding companies are always included in the financial corporations subsector “captive financial institu-
tions and moneylenders” (5127), irrespective of whether all their subsidiary corporations are financial or non-financial corporations.

Description in ISIC Rev.4 and
NACE Rev.2

ISIC Rev.4 Class 7010 (NACE Rev. 2, class 70.10):

Head offices Holding companies

ISIC Rev.4 Class 6420 (NACE Rev. 2 class 64.20):

Sector/subsector classifica-
tion

This class includes the overseeing and manag-
ing of other units of the company or enterprise;
undertaking the strategic or organizational plan-
ning and decision-making role of the company
or enterprise; exercising operational control and
managing the day-to-day operations of their re-
lated units

Head offices are allocated to the non-financial
corporations sector (S11) unless all or most of
their subsidiaries are financial corporations, in
which case they are treated, by convention, as
financial auxiliaries (S126). Other entities that
hold and manage subsidiaries may have substan-
tial operations in their own right, in which case
the holding company functions may be second-
ary, so they would be classified according to their
predominant operations

This class includes the activities of holding com-
panies, i.e. units that hold the assets (owning
controlling-levels of equity) of a group of subsidi-
ary corporations and whose principal activity is
owning the group. The holding companies in this
class do not provide any other service to the busi-
nesses in which the equity is held, i.e. they do not
administer or manage other units

Holding companies are always allocated to the
captive financial institutions and moneylend-
ers subsector (5127), even if all their subsidiary
corporations are non-financial corporations.

6 Paragraph 2.90 of the ESA 2010 describes these corporations as financial vehicle corporations.

7 Derivatives are financial instruments that are linked to a specific financial instrument, indicator or com-
modity, through which specific financial risks can be traded in financial markets in their own right.

8 Specific examples of these financial corporations include property companies, as well as aircraft and other
transport leasing companies which specialize in financial leasing, and the finance associates of retailers.

® A financial lease is one where the lessor as legal owner of an asset passes the economic ownership to the
lessee who then accepts the operating risks and receives the economic benefits from using the asset in a productive

activity.
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Box 2.2
The delineation of head offices, holding corporations and special purpose entities

Head offices, holding companies and similar entities, which often have characteristics typical of special purpose entities (SPEs), tend to have
large financial balance sheets, as a consequence of which their recognition as institutional units and their sector classification can have a
significant impact on the measurement of non-consolidated debt and equity measures by institutional sector. The classification of these
units, usually being important receivers and payers of property income, may also have a significant impact on the allocation of primary
income in the non-financial sector accounts.

To ensure the analytical usefulness and the interpretability of the resulting national accounts data by sector and other data, such as the
statistics on foreign direct investment, the following recommendations on the internationally comparable recording of head offices and
holding companies and typology and classification of SPEs were established in accordance with the SNA update procedures:

(@  For head offices, holding companies and similar SPE-type entities, the standard SNA criteria for an institutional unit should
always be applied;

(b)  Entities owned by non-residents are always to be considered as institutional units, and, in this respect, “downstream consoli-
dation” of a holding with its subsidiary/subsidiaries should not be done;

(c)  For entities wholly owned by a single resident unit, “no employees and no compensation of employees” is not a sufficient
criterion to determine the lack of institutional independence; however, it can be used as an indicator to consider units for
further investigation into its lack of independence;

(d) Having multiple parents/shareholders is a sufficient qualification for a unit to be considered an institutional unit;

—
)
—

Head offices are always to be considered as separate institutional units;

—
=)
=

The kind of economic activity is the determining factor for identifying head offices and holding companies, and, in this
respect, an entity having at least 50 per cent of its assets consisting of equity vis-a-vis its subsidiaries can be considered as a
practical indicator for identifying entities as being either head offices or holding companies;

(9) Inthe case of employment thresholds being used as a practical indicator for the delineation between head offices and hold-
ing companies, this indicator should be applied taking into account national circumstances. In particular, national legislative
requirements for the number of employees of holding companies should be considered. In general, employment of three or
more persons could be considered as a first indicator for a unit being a head office;

(h) Inarriving at a clear definition of SPEs, such units could have non-financial assets on their balance sheets;

()  Asageneral rule, the ownership of assets of SPEs should not be rerouted. Further clarification is needed on the (economic)
ownership and the subsequent recording of certain assets of SPEs;

(j)  For SPE-type entities engaged in financial activities on the market, following commonly applied approaches for the meas-
urement of output and value added seems to be feasible. In relation to captive SPEs, measurement of output and value
added following the sum of costs approach is considered a practical alternative. For SPEs engaged in holding non-financial
assets that provide services in the form of rents, royalties and licences, this issue is related to the question of (economic)
ownership, and that further reflection is needed.

their own funds, including in private equity, in hedge funds dedicated to
venture capital, and in collateralized lending. However, if such corporations
take deposits or close substitutes for deposits, they are classified as deposit-
taking corporations;

(f) Specialized financial corporations that provide the following:
¢ Short-term financing for corporate mergers and takeovers.
+ Export/import finance.
+ Factoring services.
¢ Venture capital and development capital firms.

+ Loans against mortgage on real estate by issuing mortgage bonds."

1% These are known as mortgage credit institutions.
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2.28. This subsector does not include:

(@) Head offices which oversee and manage a group of subsidiaries principally
engaged in financial intermediation and/or in auxiliary financial activities—
these are classified as financial auxiliaries (S126);

(b) Non-profit institutions serving other financial intermediaries, but not en-
gaged in financial intermediation—these are classified as financial auxilia-
ries (S126).

6. Financial auxiliaries (S126)

2.29. Financial auxiliaries consist of financial corporations that are principally en-
gaged in activities associated with transactions in financial assets and liabilities or with
providing the regulatory context for these transactions, but in circumstances that do
not involve the auxiliary taking ownership of the financial assets and liabilities being
transacted.

2.30. The most common types of financial auxiliaries are the following:

(@) Insurance brokers, salvage and claims adjusters (whether employed by the
insurance corporation, an independent adjuster or a public adjuster em-
ployed by the policyholder), and insurance and pension consultants;

(b) Loan brokers, securities brokers who arrange trades between security buyers
and sellers but do not purchase and hold securities on their own account,
investment advisers, etc.;

(c) Flotation corporations that manage the issue of securities;

(d) Corporations whose principal function is to guarantee, by endorsement, bills
and similar instruments;

(e) Corporations that arrange derivative and hedging instruments, such as
swaps, options and futures (without issuing them);

(f) Corporations providing infrastructure for financial markets, including those
providing transaction processing and settlement activities, such as for credit
card transactions, as well as securities depository companies, custodians,
clearing offices" and nominee companies;

(g) Managers of pension funds,” mutual funds, etc. (but not the funds they
manage);

(h) Corporations providing stock exchange, insurance exchange, and commod-
ity and derivative exchange;

(i) Foreign exchange bureaux;"

(j) Non-profit institutions recognized as independent legal entities serving fi-
nancial corporations, but that do not themselves provide financial services;

(k) Head offices of financial corporations that are principally engaged in con-
trolling financial corporations or groups of financial corporations, but that
do not themselves conduct the business of financial corporations;

(I) Central supervisory authorities of financial intermediaries and financial
markets when they are separate institutional units.

" Clearing offices are classified as financial auxiliaries when they facilitate transactions without acting as
the counterparty; in contrast, central clearing counterparties are counterparties and are thus classified as interme-
diaries rather than auxiliaries.

12 As these units only manage the activities of the pension funds without taking ownership of their assets
and liabilities, they are also known as pension administrators.

3 In some countries, they are also known as money changers.
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7. Captive financial institutions and moneylenders (5127)

2.31. Captive financial institutions and moneylenders consists of institutional
units providing financial services, where most of either their assets or liabilities are not
transacted on open financial markets. It includes entities transacting within only a lim-
ited group of units (such as with subsidiaries) or subsidiaries of the same holding corpo-
ration or entities that provide loans from own funds provided by only one sponsor. In
general, the following financial corporations are classified under this subsector:"

(@) Units which are legal entities, such as trusts, estates, agencies” accounts or
brass plate companies;

(b) Holding corporations that hold only the assets (owning controlling-levels of
equity) of a group of subsidiary corporations and whose principal activity
is owning the group without providing any other service to the enterprises
in which the equity is held, that is, they do not administer or manage other
units;

(c) SPEs or conduits that qualify as institutional units and raise funds in open
markets to be used by their parent corporation;

(d) Special purpose government funds, usually called sovereign wealth funds, if
they are institutional units and provide financial services on a market basis
to the government;

(e) Units which provide financial services exclusively with own funds or funds
provided by a sponsor to a range of clients, and incur the financial risk of the
debtor defaulting, including:

¢ Moneylenders."

+ Corporations engaged in lending (for example providing student loans
or import/export loans) from funds received from a sponsor, such as a
government unit or non-profit institution.

+ Pawnshops that predominantly engage in lending.

2.32. Captive financial institutions which are simply passive holders of assets and
liabilities and which are always related to another corporation, often as a subsidiary, are
not treated as separate institutional units, but as integral parts of the parent corporation,
as they cannot act independently of their parent corporation. If such institutions are set
up outside the country where the parent corporation resides, they are treated as separate
units and residents of the economic territory where they are incorporated or registered.
SPEs set up by general government with characteristics and functions similar to captive
financial institutions are also treated as an integral part of general government if they
are resident, but as separate institutional units if they are non-resident units.

2.33. Captive financial institutions and moneylenders do not include SPEs whose
principal activity is the provision of goods or non-financial services. If they are resident
in an economy different from that of their parents, they are classified according to their
main activity as non-financial corporations.

4 This subsector excludes financial corporations engaged in the securitization of assets, which are classified
under the other financial intermediaries, except insurance corporations and pension funds subsector.

1> Moneylenders which are unincorporated enterprises owned by households are excluded, as they are al-
located to the households sector.
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8. Insurance corporations (5128)

2.34. Insurance corporations consist of incorporated, mutual and other entities
whose principal function is to provide life, accident, sickness, fire or other forms of in-
surance to individual institutional units or groups of units, or reinsurance services to
other insurance corporations. Insurance corporations are mostly incorporated or mu-
tual entities. Incorporated entities are owned by shareholders and many are listed on
stock exchanges. Mutuals are owned by their policyholders and return their profits to
the “with profits” or “participating” policyholders through dividends or bonuses. Cap-
tive insurance corporations, that is, those that serve only their owners, are included
in this subsector. Deposit insurers,'® issuers of deposit guarantees and other issuers of
standardized guarantees that are separate entities and act like insurers by charging pre-
miums and have reserves are classified as insurance corporations.

2.35. Insurance corporations provide services of the following:
(@) Life and non-life insurance to individual units or groups of units;
(b) Reinsurance to other insurance corporations.

2.36. Services of non-life insurance corporations may be provided in the following
forms of insurance:

(@) Fire (including commercial and private property);

(b) Liability (casualty);

() Motor (own damage and third party liability);

(d) Marine, aviation and transport (including energy risks);
(e) Accident and health;

(f) Flood;

(g) Crop;

(h) Hurricane;

(i) Financial (provision of guarantees or surety bonds).

Flood, crop and hurricane insurance are typically provided by the government. Thus,
only those government units which provide these types of insurance on a market basis
should be included in insurance corporations. On the other hand, those government
units which provide these types of insurance on a non-market basis are included in the
general government sector.

2.37. Insurance corporations do not include the following:

(@) Institutional units whose principal activity is to provide social benefits and
which fulfil each of the following two criteria: (i) by law or by regulation,
certain groups of the population are obliged to participate in the scheme
or to pay contributions; and (ii) general government is responsible for the
management of the institution in respect of the settlement or approval of the
contributions and benefits independently from its role as supervisory body
or employer. These are classified as social security funds (S1314);

16 These should only include those units to which the fees paid represent payments for an insurance-type of
transaction rather than taxes. The criterion of proportionality between payments and the provision of an insurance-
type of services (including payments for the risk element) should be examined on a case-by-case basis. The existence
of a fund functioning under insurance rules and with a full set of accounts may indicate proportionality. On the
contrary, if the payments are not put aside or can be used for other purposes, this would be an indication to treat
the payments as a tax.
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Box 2.3
Types of insurance

number of claims

Life insurance Non-life - Social securit
. or exceptionally Y
insurance .
large claims
Policyholder makes  Insurance to Organized by general
regular payments cover risks government via social
toaninsurer,inre-  like accidents, security schemes
turn for which the sickness,
insurer guarantees  fire, etc. .
. . Social Other
to provide the poli- " ol
. securi socia
cyholder with an . y )
pensions  security
agreed sum, or an
annuity, at a given
date or earlier
Sector/ Insurance Insurance corporations General government
subsector corporations Social security

Three types of insurance are distinguished: direct insurance, reinsurance and social insurance. Direct insurance covers (individual) life
insurance and non-life insurance, while social insurance covers social security and employment-related social insurance.

Type of Direct insurance Reinsurance Social insurance

insurance
Insurance bought  Policyholder/beneficiary is obliged or encouraged to
by an insurer insure against contingencies by intervention of a third
to protect itself party. Participation is obligatory, the scheme is collective
againstan unex-  and the employer makes contributions, whether or not
pectedly large the employees make contributions

Employment-related social
insurance

Organized by employers on

behalf of their employees and
their dependents or by others
on behalf of a specified group

Employment-  Other

related employment-
pensions related social
insurance

Sector of employer (in the case
of non-autonomous funds) or
insurance corporations and
pension funds

(b) Head offices which oversee and manage a group consisting predominantly
of insurance corporations, but which are not insurance corporations them-
selves. These are classified as financial auxiliaries (S126);

() Non-profit institutions serving insurance corporations, but not engaged in
financial intermediation. These are classified as financial auxiliaries (S126).

9. Pension funds (5129)

2.38. Employers (or unionsin collaboration with employers) set up pension schemes
to provide retirement benefits for specific groups of employees (and self-employed per-
sons). Governments sometimes organize pension schemes for their employees that are
independent of the social security system. The pension fund subsector consists of only
those social insurance pension funds that are institutional units separate from the units
that create them. Excluded from this subsector are non-autonomous pension schemes
managed by employers, government-sponsored pension schemes funded through wage
taxes (pay-as-you-go schemes), social security funds and arrangements organized by
non-government employers, when the reserves of the fund are simply included among
the employer’s own reserves or invested in securities issued by that employer.

2.39. The typical groups of participants in such schemes include employees of a
single enterprise or a group of enterprises, employees of a branch or industry, and per-
sons having the same profession. The benefits included in the insurance contract might
encompass survivor benefits which are paid after death of the insured to the widow(er)
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and children (mainly death in service), benefits which are paid after retirement and ben-
efits which are paid after the insured becomes disabled.

2.40. In some countries, all these types of risks could be insured equally well by
life insurance corporations as by pension funds. In other countries, some of these classes
of risks have to be insured through life insurance corporations. In contrast to life insur-
ance corporations, pension funds are restricted (by law) to specified groups of employ-
ees and self-employed persons.

2.41. Such schemes may be organized by employers or by general government;
they may also be organized by insurance corporations on behalf of employees; or sepa-
rate institutional units may be established to hold and manage the assets to be used to
meet the pension entitlements and to distribute the pensions.

2.42. The pension funds included in this financial corporations subsector are
those which are autonomous. These funds operate as separate institutional units from
the units (such as corporations) which create them. They are set up to provide benefits
on retirement for specific groups of employees and have their own assets and liabilities.
They also make their own transactions in financial assets in the market. These funds
are organized, and directed, by individual private or government employers, or jointly
by individual employers and their employees. The employers and/or employees make
regular contributions to these funds. The separately constituted pension funds of inter-
national organizations are regarded as financial corporations and are classified under
this subsector.

2.43. Pensions funds classified in the financial corporations sector do not include
the following:

(@) Non-autonomous pension funds. Such pension funds refer to the pension ar-
rangements for the employees of government or private sector entities which
do not include a separately organized fund, but do include arrangements by
a non-government employer in which the reserves of the fund are simply
added to that employer’s own reserves or invested in securities issued by that
employer. These funds are not considered as separate bodies, so they are clas-
sified under the sector of the employer. The main non-autonomous pension
schemes in many countries are for government sector employees (such as the
civil service pension scheme);

(b) Institutional units whose principal activity is to provide social benefits and
which fulfil each of the following two criteria: (i) by law or by regulation, cer-
tain groups of the population are obliged to participate in the scheme or to
pay contributions; and (ii) general government is responsible for the manage-
ment of the institution in respect of the settlement or approval of the contri-
butions and benefits independently from its role as supervisory body or em-
ployer; they are classified as social security funds (S1314). In the case of social
security funds, the benefits already accrued under the fund’s benefit formula
can be taken away by the government, whereas employees have property
rights to benefits that they have already accrued in a pension scheme, that is,
entitlements may be changed by law on social security schemes, but cannot
be altered without previous agreement if they derive from past contributions
for employment-related pension schemes;

(c) Head offices which only control and direct a group consisting predominantly
of pension funds, but which are not pension funds themselves. These are
classified as financial auxiliaries (S126);

(d) Non-profit institutions recognized as independent legal entities serving pen-
sion funds, but not engaged in financial intermediation. These are classified
as financial auxiliaries (S126).
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C. Grouping of subsectors of the financial
corporations sector

Reference:

2008 SNA, Chapter 27, Links to monetary statistics and the flow of funds
BPM6, Chapter 4, Economic territory, units, institutional sectors, and residence
MFSMCG, Chapter 3, Institutional units and sectors

1. Grouping of subsectors of the financial corporations sector for
monetary policy purposes

2.44. It is not always useful for all the nine subsectors to be distinguished at the
same time in a system of institutional sector accounts. However, they represent a flexible
set of building blocks for alternative aggregations to be compiled according to different
needs and possibilities. At the same time, further disaggregation within one of the sub-
sectors may be desirable on occasion, for example to separate different types of deposit-
taking corporations or insurance corporations.

2.45. There are various useful ways in which the subsectors of the financial cor-
porations sector may be combined, one of which may be adopted for monetary policy
purposes following demand from users, analysts and policymakers. It distinguishes
between monetary financial institutions (MFIs), insurance corporations and pension
funds (ICPFs) and other financial corporations. The groups are presented in table 2.2.
MFIs comprise the central bank (S121), deposit-taking corporations except the central
bank (S122) and MMFs (S123). MMFs are included in monetary financial institutions
if the liabilities they issue are considered to be part of broad money. ICPFs comprise
insurance corporations (S128) and pension funds (S129). Other financial corporations
comprise non-MMF investment funds (S124), other financial intermediaries except in-
surance corporations and pension funds (S125), financial auxiliaries (5126) and captive
financial institutions and moneylenders (S127). These groups correspond to the groups
for the subsectors of the financial corporations sector in the templates for the minimum
and encouraged data sets for internationally comparable sectoral national accounts and
balance sheets. These templates have been developed to fulfil recommendation 15 of the
20 recommendations endorsed by the Group of 20 finance ministers and central bank
governors to address data gaps which were identified after the 2008 global financial cri-

Table 2.2
Grouping of subsectors of the financial corporations sector for monetary policy purposes

1

Financial corporations (512)

Insurance corporations

Of which:
Public financial
corporations

Monetary financial institutions and pension funds Other financial corporations (S12001)
Central | Deposit-taking | Money Insurance Pension | Non-MMF Other financial Financial Captive
bank corporations market corporations funds investment intermediaries auxiliaries financial
(S121) except the funds (S5128) (S129) | funds (S124) | exceptinsurance (5126) institutions and
central bank (5123) corporations and moneylenders
(5122) pension funds (5127)
(S125)
= Minimum
= Encouraged




42

Financial Production, Flows and Stocks in the System of National Accounts

sis.” Recommendation 15 calls for the development of a strategy to promote the compi-
lation and dissemination of the balance sheet approach, flow of funds, and sectoral data
more generally, starting with the Group of 20 economies.™

2.46. The business of MFIs is to receive deposits and/or close substitutes for depos-
its from institutional units other than MFIs and, for their own account, to grant loans
and make investments in securities. Deposits and close substitutes for deposits from
institutional units other than MFIs are considered to be part of broad money.

2.47. Other monetary financial institutions (deposit-taking corporations except
the central bank and MMFs) cover those financial intermediaries through which the
main effects of the monetary policy of the central bank are transmitted to the other
entities of the economy.

2.48. This combination of subsectors has the advantage of clearly specifying the
two main groups of financial intermediaries covered by the subsectors MFIs and ICPFs.
It also allows the compilation of from-whom-to-whom financial accounts and balance
sheets based on a reasonable number of combinations. Depending on national peculiari-
ties, non-MMEF investment funds might be combined with MMFs if money market fund
shares/units are not seen as broad money.

2. Grouping of subsectors of the financial corporations sector in the
Monetary and Financial Statistics Manual and Compilation Guide

2.49. The MFSMCG groups the subsectors of the financial corporations sector in a
slightly different way from that described above. The central bank (S121), deposit-taking
corporations except the central bank (S122) and MMFs (S123), if the liabilities they issue
are considered to be part of broad money, are grouped together to form the “depository
corporations subsector”. This subsector is, in turn, split into the central bank subsector
and the other depository corporations subsector (comprising deposit-taking corpora-
tions except the central bank and MMFs if the liabilities they issue are considered to be
part of broad money). Furthermore, the remaining subsectors of the financial corpora-
tions sector are grouped to form the “other financial corporations” subsector.

3. Financial intermediaries, financial auxiliaries and other financial
institutions

2.50. Another way combines the various subsectors to group all financial interme-
diaries separately. Financial intermediation is carried out by the majority of the finan-
cial corporations, for example, the central bank, deposit-taking corporations except the
central bank, investment funds (MMFs and non-MMF investment funds), ICPFs, and
other financial intermediaries, while no financial intermediation is provided by finan-
cial auxiliaries (S126) or captive financial institutions and moneylenders (S127).

2.51. Accordingly, financial corporations are divided into three broad classes,
namely financial intermediaries, financial auxiliaries and other financial corporations.
Financial intermediaries as institutional units incur liabilities on their own account for
the purpose of acquiring financial assets by engaging in financial transactions on the
market. They comprise all the subsectors of the financial corporations sector in table 2.1,
except financial auxiliaries (S126) and captive financial institutions and moneylenders
(S127). Financial auxiliary units (which belong to S126) mainly serve financial markets
without taking ownership of the financial assets and liabilities they handle. Other finan-

7" The 20 recommendations are described in Financial Stability Board and International Monetary Fund
(2009).
'8 Shrestha (2012) provides more information on the templates.
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cial corporations comprise captive financial institutions and moneylenders (S127). Such
corporations provide financial services, whereby most of their assets or liabilities are not
available on open financial markets.

4. Grouping of financial corporations based on control

2.52. As with non-financial corporations, financial corporations might, on the ba-
sis of the criterion of control, be split into: (a) public financial corporations; (b) national
private financial corporations; and (c) foreign-controlled financial corporations. The
corresponding subsectoring of financial corporations is shown in table 2.1.

5. Grouping of subsectors of the financial corporations sector in the Balance
of Payments and International Investment Position Manual, Sixth Edition

2.53. Compared with the 2008 SNA, the subsectoring of financial corporations
in the BPM6 is somewhat different. The standard components in the BPM6 classify fi-
nancial corporations into the following three subsectors: the central bank,” deposit-
taking corporations except the central bank, and other financial corporations (which
comprises the other seven subsectors of the financial corporations sector in the 2008
SNA). Additional details can be compiled according to circumstances.

9 An additional subsector may be identified for monetary authorities, where needed, as discussed in para-
graph 4.70 of the BPM6.
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Chapter 3
Financial production and income

A. Introduction

3.1.  This chapter describes the nature of financial services produced by enterpris-
es in the financial corporations sector and how the output of these services is calculated.
An overview of the source data to calculate the output is provided in the chapter. In
many instances, the source data to compute the output of financial services can be ob-
tained from the returns of the financial institutions to the relevant government agency,
such as the central bank, or from surveys conducted by the compiling agency or other
government agencies responsible for the financial sector. Chapter 7 of the Handbook
provides a more detailed description of how to collect the source data. This chapter will
also provide an overview of social security schemes, as well as the methods and data
sources which are used to calculate the output and other transactions associated with
these schemes. It will also describe the supplementary table which was introduced in the
2008 SNA to show the extent of pension schemes included in, and excluded from, the
2008 SNA sequence of accounts and non-core accounts.

3.2. The output of financial services, which is computed using the source data, is
measured at current prices, which are prices prevailing in the current period. Changes
over time in the current-price value of an economic variable such as the output of fi-
nancial services are caused by a combination of price and volume changes. This means
that it is not meaningful to compare the changes in the value of these services at current
prices over time, as they may reflect the full impact of changing prices. Thus, there is a
need to isolate the price element from the current-price output of financial services so
that the corresponding volume measures can be produced. This chapter will also pro-
vide guidance on how to compute the volume measures of the output of financial ser-
vices. In principle, these volume measures should take changes in quality into account.

3.3. A number of illustrative worked examples are provided in this chapter to
show how the output of the various types of financial services at current prices and the
corresponding volume measures are calculated, as well as how the output and related
transactions of financial corporations are recorded in the SNA. For convenience and
where appropriate, some of the worked examples use the same figures from the relevant
tables in the 2008 SNA. Given that the nature of the financial corporations sector may
vary from country to country, the compiling agency may need to adapt the worked ex-
amples according to the circumstances of the country concerned. For easy reference,
each item in the tables in the worked examples is assigned a line number. In addition,
where appropriate, each item in the tables in the worked examples which is entered in
the 2008 SNA sequence of accounts is also assigned an appropriate 2008 SNA code. The
line numbers in the tables start afresh in each worked example. In addition, many of the
worked examples show how to record in the financial account the counterpart entries to
show the means of payment for some of the transactions between the institutional units.
For simplicity, it is assumed that these transactions are settled in currency or transfer-
able deposits, which are part of “currency and deposits” in the financial account. In
these worked examples, the net lending/net borrowing which is recorded in the capital
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account and financial account is identical. In practice, differences in data sources and
in the timing of the recording of transactions may result in a discrepancy between the
estimates of net lending/net borrowing in the capital account and the financial account.
Furthermore, the worked examples describe annual transactions. Nevertheless, they are
generally applicable to quarterly transactions. The chapter concludes by describing the
various types of property income which are payable and receivable by financial corpora-
tions and the possible data sources to compute and allocate the property income.

B. Nature of financial services and
measurement of output

References:

2008 SNA, Chapter 4, Institutional units and sectors

2008 SNA, Chapter 6, The production account

2008 SNA, Chapter 17, Cross-cutting and other special issues

3.4. Corporations are divided between those resident institutional units mainly
providing financial services and those mainly providing goods and other services. The
principal activity of financial corporations is to provide financial services. The produc-
tion of financial services is the result of financial intermediation, financial risk manage-
ment, liquidity transformation or auxiliary financial activities.

3.5. Financial intermediation services are provided by financial intermediaries
and typically comprise a major part of the services provided by the financial corpora-
tions sector. Financial intermediation services also involve financial risk management
and liquidity transformation. Corporations engaged in these activities obtain funds, not
only by taking deposits but also by issuing bills, bonds or other securities. They use these
funds as well as their own funds to acquire mainly financial assets, not only by making
advances or loans to others but also by purchasing bills, bonds or other securities.

3.6. Auxiliary financial activities facilitate financial intermediation, risk man-
agement and liquidity transformation activities. Financial auxiliaries typically act on
behalf of other units and do not put themselves at risk by incurring financial liabilities
or by acquiring financial assets as part of an intermediation service.

3.7.  Other financial services comprise services provided by institutional units
where most of their assets or liabilities are not available on open financial markets. Such
services tend to take place between entities transacting within only a limited group of
units (such as with subsidiaries) or subsidiaries of the same holding corporation, or are
undertaken by entities providing loans from own funds provided by only one sponsor.

3.8. Besides the types of financial services above, there are also financial services
associated with insurance and pension schemes. These institutional units provide finan-
cial services by redistributing funds between different units in the same period or be-
tween different periods for a single client. These services also involve risk management
and liquidity transformation.

3.9.  On the basis of the classification of the financial corporations sector into
nine subsectors (see table 2.1 in chapter 2), financial intermediation services are mainly
provided by the central bank (S121), deposit-taking corporations except the central bank
(S122), money market funds (MMFs) (S123), non-MMF investment funds (S124), other
financial intermediaries except insurance corporations and pension funds (S125), in-
surance corporations (S128) and pension funds (S129); financial auxiliary services are
mainly provided by financial auxiliaries (S126); other financial services are mainly pro-
vided by captive financial institutions and moneylenders (5127).
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3.10. Financial services may be paid for explicitly or implicitly. Some transactions
in financial assets may involve both explicit and implicit charges. Four main ways in
which financial services are provided and charged for may be considered:

(a) Financial services provided in return for explicit charges;

(b) Financial services provided in association with interest charges on loans and
deposits;

(c) Financial services associated with the acquisition and disposal of financial
assets and liabilities in financial markets;

(d) Financial services associated with insurance and pension schemes.

Examples of explicit charges include fees paid for getting a bank draft, the annual fees
for credit cards, and commissions paid to brokers for the sales and purchases of stocks
and shares. Examples of implicit charges arise from the financial services provided in
association with interest charges on loans and deposits, the acquisition and disposal of
financial assets and liabilities in financial markets, and insurance and pension schemes.
The financial services provided in association with interest charges on loans and depos-
its are described in the SNA as FISIM.

3.11. The service charges are paid when financial corporations sell their output to
other institutional units. Given the close linkage between service charges and output,
there is a need to understand how the output of financial corporations is computed in
the SNA. Since financial services may be paid for explicitly or implicitly, this implies
that the output of financial corporations is also computed explicitly or implicitly. As
a preview, table 3.1 summarizes the methods used in the SNA to compute the output
of the institutional units in these subsectors based on the discussion in the previous
paragraph. As can be observed, a number of methods are used to calculate the output
of the institutional units in the subsectors of the financial corporations sector. Some of
these methods are peculiar to the financial corporations sector. Furthermore, for many
of these institutional units, there is more than one method to compute their output. In
general, the method used depends on a number of factors, including whether the output
is market or non-market output, whether the output is for own final use, as well as the
type of subsector the institutional unit is in and data availability. The output associated
with explicit service charges can be directly obtained from household surveys, enter-
prise surveys or the returns of financial institutions to the monetary authorities in many
countries. In contrast, the output associated with implicit service charges is not directly
reflected in the above-mentioned data sources. Instead, it will have to be computed by
the compiling agency by putting together information from these sources.

3.12. Ascanbe observed in table 3.1, explicit fees are charged by most of the finan-
cial corporations. These explicit fees can be in the form of flat rate fees or fees based on
the value of a transaction stock or flow (i.e. an ad valorem charge). An example of a flat
rate fee is the annual fee for the provision of a credit or charge card. An example of an
ad valorem charge is the commission paid to brokers for the transaction in stocks and
shares. The fee paid may be computed as a percentage of the transaction value of the
stocks and shares. In many instances, however, explicit fees may comprise only a minor
portion of the output of many financial corporations. For instance, financial corpora-
tions which are engaged in lending, including the finance associates of retailers, who
may be responsible for financial leasing and both personal or commercial finance, are
mainly involved in the provision of financial intermediation services. As indicated in
table 3.1, the output associated with these services will have to be implicitly computed.
However, these corporations may also charge miscellaneous explicit fees which may
not comprise a substantial portion of their output. Nevertheless, the compiling agency
should account for these fees when computing the output of these corporations.
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3.13. Table 3.1 also shows that the output of financial services associated with a
number of financial corporations can be calculated as the sum of costs. These include
the central bank, head offices of financial corporations that are principally engaged in
controlling financial corporations or groups of financial corporations but that do not
themselves conduct the business of financial corporations, units which are legal entities
(such as trusts, estates, agencies accounts or brass plate companies), holding corpora-
tions that hold only the assets of a group of subsidiary corporations and whose principal
activity is owning the group without any other service to the enterprises in which the
equity is held, non-life insurance, life insurance, and pension funds. However, it can
also be observed that there are differences in the composition of the items which are
used to compute the output of these financial corporations. Effectively, these result in
three methods to compute output using the sum of costs. In the first method, the output
is computed as the sum of intermediate consumption, compensation of employees, con-
sumption of fixed capital and other taxes less subsidies on production. This applies to
the non-market output of monetary policy and supervisory services of the central bank.
In the second method, the output is computed as the sum of intermediate consumption,
compensation of employees, capital costs and other taxes less subsidies on production.
Capital costs are the sum of consumption of fixed capital and return to fixed capital.
This applies to the output of head offices of financial corporations that are principally
engaged in controlling financial corporations or groups of financial corporations but
that do not themselves conduct the business of financial corporations, units which are
legal entities (such as trusts, estates, agencies accounts or brass plate companies), hold-
ing corporations that hold only the assets of a group of subsidiary corporations and
whose principal activity is owning the group without any other service to the enterprises
in which the equity is held, and pension funds. The output is typically produced for own
final use by related institutional units. It is computed using the sum of costs, mainly
because of the difficulty in finding a genuine market price to value the output. The dif-
ference between the first and second methods is that the former excludes the return to
fixed capital because, by convention, national accounting does not include this item in
the computation of non-market output. In the third method, the output is computed as
the sum of intermediate consumption, compensation of employees, capital costs and
other taxes less subsidies on production, plus an allowance for “normal profit”. This
applies in the case of non-life and life insurance. The output has to be computed using
the sum of costs owing to the lack of data to compute it using other methods. The dif-
ference between the second and third methods is that the latter includes an allowance
for “normal profit”. This is because the non-life and life insurance output is very likely
to be purchased by non-related institutional units. Thus, there is a need to include an
allowance for “normal profit”, which is estimated by smoothing past profits and is not
deducted for taxes.

3.14. The rest of this chapter will elaborate on the methods described in table 3.1
and, where appropriate, provide illustrative worked examples to give a better picture of
how to compute the output of the various financial corporations. Given that the nature
of financial corporations may differ from country to country, the methods as described
in table 3.1 are neither exhaustive or prescriptive. The compiling agency may need to
investigate the nature of the financial services provided by a financial corporation before
deciding how to compute its output.
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Table 3.1
Summary of methods to calculate the output of corporations in the financial corporations sector

Subsector Method to compute output

Central bank (5121)?

Monetary policy services The services are non-market output, which is estimated as the sum of costs
(i.e. intermediate consumption, compensation of employees, consumption of
fixed capital and other taxes (less subsidies) on production)

Financial intermediation services The services are market output, which is described as financial interme-
diation services indirectly measured (FISIM) and calculated as: FISIM = (r -
rr)XY +(rr-r )XY, where r, r,, rr, Y, and Y represent the lending rate,
deposit rate, reference rate, average stock of loans and average stock of de-
posits respectively

Borderline cases, such as supervisory services The services may be market or non-market output, depending on whether
explicit fees are sufficient to cover the costs of providing such services. Mar-
ket output is the value of the explicit fees. Non-market output is estimated
as the sum of costs (i.e. intermediate consumption, compensation of em-
ployees, consumption of fixed capital and other taxes (less subsidies) on
production)

Deposit-taking corporations except the central bank Output comprises a combination of the following:

(5122) (@) Explicit fees charged in lieu of providing services;

(b) Financial intermediation services indirectly measured (FISIM), which is
calculated as (r,—rr)XY +(rr—r )XY, where r , r,, rr, Y, and Y, represent
the lending rate, deposit rate, reference rate, average stock of loans and
average stock of deposits respectively;

(c) Transactions in foreign currencies, which are calculated as the differ-
ence between the buying price (or ask price) and mid-price, and the
mid-price and selling price (or bid price) of the foreign currency that is
exchanged

Money market funds (MMFs) (S123) Output comprises a combination of the following fees:

(@) Purchase and redemption fees, which are calculated as a percentage of
the purchase and redemption values of the units/shares;

G5

Exchange fees;

—
n
—

Account fees;

g

Annual recurring fees, such as management fees, distribution and/or ser-
vice fees and other fees based on a percentage of a fund’s asset value

Non-MMF investment funds (S124) Output comprises a combination of the following fees:

(@) Purchase and redemption fees which are calculated as a percentage of
the purchase value and redemption value of the units/shares;

G

Exchange fees;

—
n
—

Account fees;

g

Annual recurring fees, such as management fees, distribution and/or ser-
vice fees and other fees based on a percentage of a fund’s asset value;

(e) Performance fees (likely to be more applicable to hedge funds), which are
calculated as a percentage of the profits earned by the funds

2 Ifitis not possible to separate the market output from the non-market output, the whole of the output of the central bank should be treated as non-market
and valued as the sum of costs.
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Subsector Method to compute output

Other financial intermediaries, except insurance corpo-
rations and pension funds (5125)

Financial corporations engaged in the securitization of
assets

Output is the value of the explicit fees

Security and derivative dealers (operating on own
account)

Output is the difference between the buying price (or ask price) and mid-price,
and the mid-price and selling price (or bid price) of the financial instrument that
is exchanged

Financial corporations engaged in lending, including
financial leasing, hire purchase and the provision of
personal or commercial finance

Output comprises a combination of the following:
(@) Explicit fees;

(b) Implicit financial services provided, which are calculated as (r,-rr)xY,,
where r,, rr and Y, represent the lending rate, reference rate and average
stock of loans respectively

Central clearing counterparties

Output is the value of the explicit fees

Specialized financial corporations that assist other cor-
porations in raising funds in equity and debt markets
and provide strategic advisory services for mergers, ac-
quisitions and other types of financial transactions

Output is the value of the explicit fees

Specialized financial corporations that provide short-
term financing for corporate mergers and takeovers; ex-
port/import finance; factoring services; venture capital
and development capital firms; loans against mortgage
on real property by issuing mortgage bonds

Output comprises a combination of the following:
(@) Explicit fees;

(b) Implicit financial services provided, which are calculated as (r,-rr)xY,
where r , rr and Y, represent the lending rate, reference rate and average
stock of loans respectively

Financial auxiliaries (S126)

Insurance brokers, salvage and claims adjusters (wheth-
er employed by the insurance corporation, an inde-
pendent adjuster or a public adjuster employed by the
policyholder), and insurance and pension consultants

Output is the value of the explicit fees

Loan brokers, securities brokers who arrange trades be-
tween security buyers and sellers but do not purchase
and hold securities on their own account, investment
advisers, etc

Output is the value of the explicit fees

Flotation corporations that manage the issue of securi-
ties

Output is the value of the explicit fees

Corporations whose principal function is to guarantee,
by endorsement, bills and similar instruments

Output is the value of the explicit fees

Corporations that arrange derivative and hedging in-
struments (without issuing them)

Output is the value of the explicit fees

Corporations providing infrastructure for financial mar-
kets, including those providing transaction processing
and settlement activities, such as for credit card transac-
tions, as well as securities depository companies, custo-
dians, clearing offices and nominee companies

Output is the value of the explicit fees

Managers of pension funds, mutual funds, etc. (but not
the funds they manage)

Output is computed as follows:

(@) For managers of pension funds (i.e. pension administrators), output is the
value of the explicit fees;

(b) For managers of mutual funds, output is the value of fees such as man-
agement fees and distribution and/or service fees, performance fees (for
hedge funds), which are calculated as a percentage of the value of the
funds, and performance fees (typically for hedge funds), which are calcu-
lated as a percentage of the profits earned by the funds
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Subsector

Method to compute output

Corporations providing stock exchange, insurance ex-
change, and commodity and derivative exchange

Output is the value of the explicit fees

Foreign exchange bureaux

Output is the difference between the buying price (or ask price) and mid-price,
and the mid-price and selling price (or bid price) of the foreign currency that is
exchanged

Non-profit institutions recognized as independent legal
entities serving financial corporations, but that do not
themselves provide financial services

Output is the value of the explicit fees

Head offices of financial corporations that are princi-
pally engaged in controlling financial corporations or
groups of financial corporations, but that do not them-
selves conduct the business of financial corporations

Output is calculated as the value of explicit fees or the sum of costs (i.e. interme-
diate consumption, compensation of employees, capital costs and other taxes
(less subsidies) on production)

Central supervisory authorities of financial intermediar-
ies and financial markets when they are separate insti-
tutional units

Output is the value of the explicit fees

Captive financial institutions and moneylenders (5127)

Units which are legal entities, such as trusts, estates,
agencies’ accounts or brass plate companies

Output is estimated as the sum of costs (i.e. intermediate consumption, com-
pensation of employees, capital costs and other taxes (less subsidies) on pro-
duction)

Holding corporations that hold only the assets (own-
ing controlling-levels of equity) of a group of subsidiary
corporations and whose principal activity is owning the
group without providing any other service to the enter-
prises in which the equity is held, i.e. they do not admin-
ister or manage other units

Output is calculated as the value of explicit fees or the sum of costs (i.e. interme-
diate consumption, compensation of employees, capital costs and other taxes
(less subsidies) on production)

Special purpose entities (SPEs) or conduits that qualify
as institutional units and raise funds in open markets to
be used by their parent corporation

Output is calculated as the value of explicit fees or the sum of costs (i.e. interme-
diate consumption, compensation of employees, capital costs and other taxes
(less subsidies) on production)

Units which provide financial services exclusively with
own funds or funds provided by a sponsor to a range of
clients and incur the financial risk of the debtor default-
ing. They include moneylenders, corporations engaged
in lending (providing student and import/export loans,
for example) from funds received from a sponsor, such
as a government unit or non-profit institution, as well as
pawnshops that predominantly engage in lending

Output comprises a combination of the following:

(@) Implicit financial services provided, which are calculated as (r,-rr)xY,
where r , rr and Y, represent the lending rate, reference rate and average
stock of loans respectively;

(b) Explicit fees

Insurance corporations (S128)

Non-life insurance

Besides (d), output is computed using either (a), (b) or (c):

(@) Output is calculated as actual premiums earned plus expected premium
supplements minus expected claims incurred, where expected claims and
premium supplements are estimated from past experience (expectations
approach);

(b) Output is calculated as actual premiums earned plus premium supple-
ments minus adjusted claims incurred, where adjusted claims are deter-
mined by using claims due plus the changes in equalization provisions
and, if necessary, changes to own funds (accounting approach);

(c) Output is calculated as the sum of costs (i.e. intermediate consumption,
compensation of employees, capital costs and other taxes (less subsidies)
on production) plus an allowance for “normal profit”;

(d) Explicit fees
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Subsector

Method to compute output

Life insurance

Besides (c), output is computed using either (a) or (b):

(@) Output is calculated as actual premiums earned plus premium supple-
ments minus benefits due minus increases (plus decreases) in actuarial
reserves and reserves for with-profits insurance;

(b) Output is calculated as the sum of costs (i.e. intermediate consumption,
compensation of employees, capital costs and other taxes (less subsidies)
on production) plus an allowance for “normal profit”;

() Explicit fees

Reinsurance

Output includes a combination of the following:

(@) Output is calculated as actual premiums earned less commissions pay-
able plus premium supplements minus both adjusted claims incurred and
profit sharing;

(b) Explicit fees

Pension funds (5129)

Output is estimated as the sum of costs (i.e. intermediate consumption, com-
pensation of employees, capital costs and other taxes (less subsidies) on pro-
duction)

1. Financial services provided in return for explicit charges

References:

2008 SNA, Chapter 6, The production account

2008 SNA, Chapter 17, Cross-cutting and other special issues, Part 4, The recording of flows
associated with financial assets and liabilities

BPM6 Compilation Guide, Chapter 12, Services

3.15. As table 3.1 shows, financial services provided in return for explicit charges
are provided by many categories of financial institutions. Deposit-taking corporations
may charge households to arrange a mortgage, manage an investment portfolio, give
taxation advice, administer an estate, and so on. Specialized financial institutions may
charge non-financial corporations to arrange a flotation of shares or to administer a
restructuring of a group of corporations.

3.16. The most pervasive and probably largest direct fee is likely to be that charged
by credit card issuers to the units that accept credit cards as a means of payment for
the goods and services they provide. The charge is usually calculated as a percentage
of the sale; in the case of retailers, the sale value corresponds to turnover and not out-
put. Although the percentage is usually small, maybe 1-2 per cent, the fact that it is ap-
plied to such large totals means that the total value of the charge is very significant. The
charge represents output of the credit card companies and intermediate consumption of
the corporations that accept credit cards as means of payment. Ignoring the role of the
credit card company does not affect the measurement of the expenditure (usually final
consumption or exports) on the goods and services concerned, but does underestimate
the costs of the provider of goods and services and the output of the credit card com-
pany. This, in turn, leads to a misallocation of value added from the credit card company
to the provider of the goods and services paid for by credit card.

3.17. 'The example of the credit card company is one that clearly demonstrates that
a financial corporation may provide services that are paid for by different means by
different customers or in different circumstances. In addition to the fee charged to the
corporations accepting a credit card as means of payment, the card holder may also be
charged an explicit fee, usually each year, for holding the card. In addition, if a card
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holder uses the credit facilities offered by the card, he will pay indirect charges associat-
ed with interest payable on the outstanding credit (which is treated as a loan in the SNA).

3.18. Both resident and non-resident financial institutions can provide financial
services in return for explicit fees. Explicit fees should always be recorded as payable
by the unit to whom the services are rendered to the institution performing the ser-
vice. If the services are rendered to a corporation, government or NPISHs, the costs will
form part of intermediate consumption. If they are rendered to households, they will be
treated as final consumption unless the financial service is performed in relation to an
unincorporated enterprise, including the owning and occupying of a dwelling. If they
are rendered to non-residents, they will be treated as exports of goods and services. The
estimates of explicit fees for financial services which are provided by resident financial
institutions can be obtained in a relatively straightforward manner from various sourc-
es, including surveys of resident financial institutions and the returns of resident finan-
cial institutions to the monetary authorities. If possible, the compiling agency should
request respondents to provide a sectoral breakdown of these explicit fees in their survey
returns or returns to the monetary authorities. If such a breakdown is unavailable, the
compiling agency should consider breaking down the data by sector using data from
various sources such as household surveys, enterprise surveys and government financial
statements.

3.19. The explicit fees payable by resident institutional units to non-resident fi-
nancial institutions for the financial services they provide are included in total imports
of goods and services. The estimates of these explicit fees can be obtained directly from
balance of payments statistics. However, if the balance of payments statistics do not
report estimates of these items, the compiling agency may need to estimate them us-
ing a combination of sources, including an international transactions reporting system
(ITRS), international trade in services enterprise surveys, household surveys or partner
country data. An ITRS measures individual balance of payments cash transactions pass-
ing through the domestic banks and foreign bank accounts of enterprises, as well as
non-cash transactions and stock positions. Statistics are compiled from forms submitted
by domestic banks to the compilers and from forms submitted by enterprises to the com-
piler. The compiling agency should estimate the explicit charges in consultation with the
compilers of the balance of payments to ensure that there is consistency in the record-
ing of these transactions in the national accounts and balance of payments statistics.
After obtaining the required data either directly from the balance of payments statistics
or through the other sources mentioned above, the compiling agency will still need to
allocate the data on total imports of these explicit charges to the resident institutional
sectors. The allocation can be carried out using data from the ITRS if it is able to provide
a reliable breakdown of the data by user sector. Alternatively, the compiling agency can
consider allocating the data in proportion to the consumption of corresponding domes-
tically produced explicit charges by the resident user sectors.

Volume measures of financial services provided in return for explicit charges

2008 SNA, Chapter 15, Price and volume measures
Handbook on Price and Volume measures in National Accounts, Chapter 4, A/B/C methods
for output by product

3.20. The estimates of the explicit fees for financial services which are discussed in
the previous section are expressed in current prices, which are prices prevailing in the
accounting period. Changes over time in the current-price value of an economic vari-
able such as explicit fees are caused by a combination of price and volume changes. Thus,
there is a need to isolate the price element from current-price explicit fees so as to obtain
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a measure of explicit fees which is free of price changes. Measures of inflation-free ex-
plicit fees are known in the SNA as the volume measures of explicit fees.

3.21. The methods used to construct volume measures of financial services pro-
vided in return for explicit fees may depend on whether these services are provided by
resident or non-resident financial institutions. The ideal method of obtaining volume
measures of explicit fees payable to resident financial institutions is to deflate the cur-
rent-price value of each type of explicit fee by an appropriate price index, which should
be adjusted for quality changes as far as possible. In this instance, the appropriate price
index will be a sub-index of the producer price index (PPI), as this price index is associ-
ated with price changes in the output of a product. Thus, to obtain the volume measures
of annual card fees, the compiling agency should, in principle, use the PPI for annual
credit fees as a deflator. In instances where this sub-index of the PPI is not available, it
can consider alternative price indices, such as a PPI with a broader coverage for finan-
cial services. Alternatively, if the financial service in question is used only or mostly
by households, an appropriate sub-index of the consumer price index can be used as a
deflator. However, it may be the case that price indices for many financial services do
not exist and are potentially difficult to collect because of the wide range of services
involved. As a result, the compiling agency may need to consider the use of appropriate
volume indicators to construct volume measures of explicit fees. For example, one vol-
ume indicator that can be used to construct volume measures of annual credit card fees
is the number of credit cards in circulation.

3.22. Current-price estimates of the financial services provided by non-resident
financial institutions in return for explicit fees may not be disaggregated enough to al-
low the compiling agency to construct the corresponding volume measures using the
appropriate sub-indices of the import price index. Thus, the compiling agency can con-
sider using an import price index with a broader coverage for financial services. If the
appropriate import price indices are not available, the compiling agency may consider
constructing a composite price index comprising the appropriate price indices for the
entire category of explicit charges for financial services from partner countries which
are adjusted for changes in exchange rates. The compiling agency can also consider con-
structing a composite volume index comprising the volume measures of the exports of
the relevant explicit fees or volume measures of the relevant explicit fees from partner
countries. The composite volume index can then be used to extrapolate base-period im-
ports of the explicit fees to obtain the corresponding volume measures. If data from
partner countries are not available, the compiling agency may consider using the price
indices which are used to deflate domestically produced current-price explicit fees.

2. Financial services provided in association with interest charges
on loans and deposits

(@) Financial intermediation services indirectly measured

References:

2008 SNA, Chapter 6, The production account

2008 SNA, Chapter 7, The distribution of income accounts

2008 SNA, Chapter 11, The financial account

2008 SNA, Annex 3, Changes from the 1993 System of National Accounts

BPM6 Compilation Guide, Appendix 3, Financial intermediation services indirectly measured

3.23. One traditional way in which financial services are provided is by means of
financial intermediation. This is understood to refer to the process whereby a financial
institution, such as a deposit-taking corporation, accepts deposits from units wishing
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to receive interest on funds for which the unit has no immediate use and lends them
to other units whose funds are insufficient to meet their needs at higher interest rates.
The deposit-taking corporation thus provides an implicit financial service by allowing
the first unit to lend to the second and relies on these net interest receipts generated by
a positive spread between the interest rate paid to deposits and the rate received from
borrowers to finance a large part of its operating costs. In principle, interest receipts are
not normally included in the computation of output and value added in the SNA, as they
are classified as property income. In the case of deposit-taking corporations, however,
not to include net interest receipts would result in a measure of output that fails to cap-
ture much of the value of the services that they provide to their clients because interest
rate spreads are substitutes for explicit fees for services. Hence, if the value added for
deposit-taking corporations were to be computed in the same way as for other corpora-
tions, their value added and operating surplus would be very low or even negative. To
avoid this paradoxical outcome, there is a need to incorporate the value of the implicit
financial services produced by deposit-taking corporations into the SNA. These implicit
financial services are known in the SNA as financial intermediation services indirectly
measured, or FISIM.

3.24. FISIM is computed by splitting the interest transactions with financial cor-
porations into two transaction categories, one showing interest as understood in the
SNA and the other representing the implicit payment for financial intermediation ser-
vices. The actual interest payable to, or receivable from, financial corporations is known
as “bank interest”. Bank interest payable to financial corporations can be divided into
two components: interest as understood in the SNA known as “SNA interest” and the
implicit payment for financial intermediation services known as FISIM. SNA interest
receivable from financial corporations can be divided into actual bank interest and FI-
SIM. As noted in the 2008 SNA, FISIM applies “only to loans and deposits and only
when those loans and deposits are provided by, or deposited with, financial institutions.”

3.25. The types of loans to be included in the calculation of FISIM include the
amount overdrawn on overdrafts, instalment loans, hire-purchase credit, revolving
credit, loans to finance trade credit and mortgage loans. Securities repurchase agree-
ments, gold swaps and financing by means of a financial lease may also be classified as
loans. Even if such loans are given out using the financial institution’s own funds, they
should still be included in the calculation of FISIM.

3.26. The types of deposits to be included in FISIM include transferable deposits
and other deposits, which typically include savings deposits, fixed-term deposits, non-
negotiable certificates of deposit, deposits of limited transferability, and overnight and
very short-term repurchase agreements if they are considered part of the definition of
broad money. Shares or similar evidence of deposit issued by savings and loan associa-
tions, building societies, credit unions and the like, as well as repayable margin pay-
ments in cash related to financial derivative contracts, are also included.

3.27. Furthermore, the financial institution does not necessarily have to offer both
deposit-taking and loan facilities to produce FISIM. The financial subsidiaries of retail-
ers and financial corporations that specialize in leasing (for example, property compa-
nies or aircraft leasing companies) are examples of financial institutions that make loans
without accepting deposits. A moneylender who has sufficiently detailed accounts to be
treated as an actual or quasi-corporation may receive this sort of charge; indeed, since
moneylenders usually charge especially high rates of interest, their service charges may
exceed the SNA interest payments by significant amounts.

3.28. Figure 3.1 shows the relationship between actual bank interest, SNA inter-
est and FISIM for loans and deposits. It highlights the key role of SNA interest in the
calculation of FISIM. The computation of SNA interest requires the application of an
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Figure 3.1
Relationship between actual bank interest, SNA interest and FISIM

Loans Deposits
SNA Actual bank
interest interest
receivable SNA payable
interest
Actual bank
interest payable
receivable
FISIM
FISIM

appropriate interest rate to loans and deposits. This interest rate is described in the 2008
SNA as a “reference” rate of interest. The reference rate is a rate of interest at which lend-
ing and borrowing take place without including any service charges. This reference rate
is used to calculate SNA interest for deposits and loans. After the SNA interest is cal-
culated, FISIM is calculated as shown in figure 3.1 as the difference between the actual
bank interest receivable and the SNA interest receivable by financial corporations on the
loans they issue, and the difference between SNA interest payable and the actual bank
interest payable by financial corporations on the deposits of their customers. FISIM is
a component of the bank interest receivable by financial corporations on the loans they
issue, partly because borrowers are willing to pay more than the SNA interest in order
to utilize the services provided by financial corporations. Likewise, FISIM is one com-
ponent of the SNA interest payable by financial corporations on the deposits of their
customers because the latter are willing to accept lower bank interest payments on their
deposits in order to receive the services provided by financial corporations.

3.29. Mathematically, FISIM can be written as:

FISIM = FISIM, + FISIM,, = ( il j Y, + ( T ) Y,

100.0 100.0 (3.1)

where FISIM, , FISIM , r,, r,,, r, Y, and Y represent FISIM on loans made by financial
institutions, FISIM on deposits held by financial institutions, the lending and deposit
rates of interest, the reference rate of interest, the average stock of loans and average
stock of deposits respectively. The various interest rates are expressed as a percentage.

3.30. Itis seldom the case that the amount of funds lent by a financial institution
exactly matches the amount deposited with them. Some money may have been depos-
ited but not yet loaned; some loans may be financed by the bank’s own funds and not
from borrowed funds. However, the depositor of funds receives the same amount of
interest and service whether or not his funds are lent by the bank to another customer,
and the borrower pays the same rate of interest and receives the same service whether
his funds are provided by intermediated funds or from the bank’s own funds. For this
reason, FISIM is to be imputed in respect of all loans and deposits offered by a financial
institution, irrespective of the source of the funds.

3.31. The financial institutions in question need not be resident; nor need the cli-
ents of the financial institution be resident. Thus, imports and exports of financial inter-
mediation services are possible.

3.32. The 2008 SNA recommends that the output and supply of FISIM should be
distributed to users across the institutional sectors. This includes the rest of the world,
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given that the financial institutions which provide FISIM need not be resident. Alloca-
tion to resident institutional units will allow the use of FISIM to be classified as inter-
mediate or final consumption, while allocation to the rest of the world is included in
exports of services. The distinction between intermediate and final consumption will
depend on the purpose for which the institutional sector is consuming the service. In-
termediate consumption is incurred by corporations, general government, households
(in their role as owners of dwellings and unincorporated enterprises) and NPISHs. Al-
location of FISIM to intermediate consumption of institutional sectors will also need to
be broken down into the respective industries so as to properly account for their value
added. Final consumption expenditure is incurred by general government, households
(in their role as consumers) and NPISHs. The output of FISIM is allocated to the in-
termediate and final consumption of general government and NPISHs because these
sectors comprise non-market producers whose output is valued as the sum of costs. The
output of FISIM which is allocated to the intermediate consumption of the institutional
units in these two sectors increases the value of their output and also the value of their
final consumption expenditure.

3.33. The reference rate to be used in the calculation of SNA interest is a rate be-
tween bank interest rates on deposits and loans. The reference rate should contain no
service element and reflect the risk and maturity structure of deposits and loans. If the
absolute value of the effect on the average rate payable to depositors of the FISIM pro-
vided to depositors equals the effect on the average rate receivable from borrowers of the
FISIM provided to borrowers, then a simple way to obtain a reference rate that reflects
the maturity structure of the financial assets and liabilities is to calculate the simple av-
erage of the ratio of interest receivable on loans to the stock of loans and ratio of interest
payable on deposits to the stock of deposits as shown in equation (3.2):

R, R,
rr,=0.5| —+—{x100.0
(3.2)

L YD
where 77 is the simple average reference rate expressed as a percentage, R, is the in-
terest receivable on loans made by financial institutions, R, is the interest payable on
deposits held with financial institutions, Y, is the average stock of loans and Y, is the
average stock of deposits.

3.34. The approach above is known as the endogenous reference rate approach
and is probably more suitable for countries with less detailed data. It should be evalu-
ated carefully to ensure that the result is appropriate. Ideally, only intermediated loans
(such as loans provided by banks) should be used in the calculation to avoid question-
able results. The compiling agency may also consider calculating the reference rate as a
weighted average of the interest rates on loans and deposits using the following formula:

R, +R,
rr, = ————x100.0
Y, +Y, (3.3)

where 7, is the weighted average reference rate expressed as a percentage and the terms
on the right-hand side are as defined in equation (3.2).

If the service element in the rate on loans differs from that in the rate on deposits, half
the difference will either be added to, or subtracted from, the weighted reference rate if
the mid-point method is used. If the difference is significant, the weighted average refer-
ence rate may be preferable to the simple average reference rate.

3.35. Instead of using endogenous interest rates on loans and deposits, the compil-
ing agency can also consider calculating the reference rate as the weighted average of

20 This implies that the margins for loans and deposits are equal.
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observable exogenous rates of maturities with different terms (weighted by the stock of
loans and deposits in each maturity).

3.36. The rate prevailing for interbank borrowing and lending may be another
suitable choice as a reference rate, although this may not exactly reflect the risk and ma-
turity structure of deposits and loans, since the rate only reflects short-term lending and
borrowing. Other potential reference rate candidates include the rate on service-free
financial instruments such as government bonds. However, different reference rates may
be needed for each currency in which loans and deposits are denominated, especially
when a non-resident financial institution is involved. Thus, the compiling agency may
need to compute reference rates for international trade in FISIM in addition to reference
rates for domestically produced FISIM. For exports of FISIM, the reference rate can fol-
low the reference rate which is used to calculate the output of domestically produced FI-
SIM. For imports of FISIM, the reference rates can follow the respective reference rates
which are used to calculate the domestically produced FISIM of the supplying countries.
This is to ensure global consistency in international trade statistics. As noted in box 3.1,
countries will need to select the reference rate according to national circumstances. For
banks within the same economy, there is often little if any service provided in associa-
tion with banks lending to and borrowing from other banks.

3.37. Banks may offer loans that they describe as being fixed interest loans. This is
to be interpreted as a situation where the level of bank interest is fixed, but, as the refer-
ence rate changes, the level of SNA interest and the service charge will vary. Effectively,
this means that the fixed interest rate is set so that, on average over the life of the loan,
the gap between the loan interest rate and the reference rate will cover the service charge.

Box 3.1

The System of National Accounts 2008 research agenda on financial intermediation services indirectly measured

It has been long recognized since at least the 1953 version of the SNA that the current-price value of financial services has a significant
indirectly measured component whose value is covered wholly or in part in the spread between financial institutions’ return on financial
assets and expense on liabilities. Measuring the economy’s output and use of FISIM has been the subject of refinements in every revi-
sion of the SNA since 1968, including the preparation of the 2008 SNA.? Although the 2008 SNA notes that the production of financial
services is the result of financial intermediation, financial risk management, liquidity transformation or auxiliary financial activities, there
remained a broad international consensus that the following aspects of the international recommendations on FISIM should be clarified
or investigated further:

(@ How the composition of the services that FISIM covers — particularly risk management and liquidity transformation - af-
fects the selection of the reference rate and the price and volume breakdown of FISIM;

(b)  The financial instrument and unit scope of FISIM;
(©)  The connection between the recommendations on the implementation of FISIM and the definition of income.

Aspect (a) is a short-term issue for clarification on how the existing 2008 SNA text should be understood and applied in the compilation of
national accounts. Aspects (b) and (c) are two research issues which will be dealt with at a later stage. Aspect (b) reflects a medium-term
need for answers to research questions concerning how the 2008 SNA handles the role of financial capital in production in the context of
the analysis and recommendations of, for example, the OECD Manual on Measuring Capital. Aspect (c) concerns, among other things, how
the findings under (a) and (b) shed light on another 2008 SNA research agenda topic, namely the definition of income.

2 OECD (1998) provides a broad overview of the treatment of FISIM in the 1953, 1968 and 1993 SNA.
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(a)

(b)

(@)

There are four clarification questions related to aspect (a):

How should financial institutions’ risk management/mitigation activities be characterized and reflected in FISIM?

How should this liquidity transformation element be represented in FISIM? Should the differences in maturities be re-
flected in FISIM calculations? If so, how?

How can FISIM be made consistent in international trade?

What are the implications for the price and volume measures of FISIM that follow from the clarification of the issues raised
above?

In accordance with the SNA update procedures, the following key recommendations were subsequently made:

For estimating imports and exports of FISIM, FISIM should be calculated by at least two groups of currencies (national and
foreign currency);

The reference rate for a specific currency need not be the same for FISIM providers resident in different economies. How-
ever, they should be expected, under normal circumstances, to be relatively close, so national statistics agencies are en-
couraged to use partner country information where national estimates are not available;

Liquidity transformation services should remain part of FISIM and a single reference rate should be used to determine
FISIM;

The calculation (definition) of the reference rate should be determined according to national circumstances, using prefer-
ably any of the following approaches:

(i) A reference rate based on a single observable exogenous rate for a specific instrument, such as interbank lending
rates;

(i) A reference rate based on a weighted average of observable exogenous rates of maturities with different terms
(weighted by the stock of loans and deposits in each maturity);

(iiiy A weighted average of the endogenous interest rates on loans and deposits;

Considerable care should be taken in determining FISIM estimates during periods of volatile movements in reference rates
and when liquidity markets begin to dysfunction. These periods may be characterized by inducing to negative FISIM esti-
mates, particularly for depositors, but also for borrowers. When such incidences occur, countries are encouraged to review
the applicability of the underlying reference rate for that period to calculate FISIM;

Volume measures for FISIM should be calculated as follows:
(i)  Using a deflated stocks approach (with weights based on types of loans and deposits) in view of its simplicity;
(i)  Deflating stocks of loans and deposits using a general price, which should itself exclude FISIM;
(iii)  Using domestic price indices for exports, while for imports the appropriate country price indices should be used;

(iv)  Output indicators could also be used to calculate volume measures of FISIM. Double counting for explicitly charged
services should be avoided.

Topics for further research in FISIM include:

Developing more clarity regarding FISIM (-related) references in the 2008 SNA, especially in relation to treatment of risk and
definition of financial services;

Further develop the conceptual arguments to either include or exclude credit default risk (CDR) in the calculation of FISIM,
and in the case of excluding CDR, to develop methods and data that could support a possible exclusion of CDRin the future;

Consider possible hybrid approaches to price and volume measurement;

Further develop the “costs of funds” approach to determine the reference rate, and further develop possible alternative
approaches (vintage reference rate);

Consider the financial instruments and unit scope of FISIM;

The connection between the recommendations on implementing FISIM and the definition of income.

The first three items, i.e. (a), (b) and (c), can be considered as clarifications of the 2008 SNA.
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3.38. When an enterprise acquires a fixed asset under the terms of a financial
lease, a loan is imputed between the lessor and the lessee. Regular payments under the
lease are treated as being payments of interest and repayment of capital. When the lessor
is a financial institution, the interest payable under the terms of a financial lease corre-
sponds to bank interest and should be separated into SNA interest and financial service
charge, as for any other loan.

3.39. Even when aloan is described as non-performing, interest and the associated
service charge continue to be recorded in the SNA.

3.40. The calculated value of FISIM may be negative. This gives rise to interpreta-
tion problems, as it is not possible for output to be negative. There are some reasons for
this result. First, persistent negative FISIM may be due to the use of inappropriate refer-
ence rates. For example, a compiling agency may select, say, a short-term interbank lend-
ing rate as the reference rate. However, this reference rate may not be aligned with the
maturity structure of loans and deposits. Thus, when interest rates offered to depositors
are higher than the reference rate, negative FISIM to depositors will occur. To mitigate
this, the compiling agency will need to re-examine the reference rate it is using. Second,
even if the selected reference rate is appropriate, sporadic episodes of negative FISIM,
particularly for depositors, but also for borrowers, may be observed during periods of
volatile movements in reference rates when liquidity markets begin to dysfunction. This
could occur in times of financial crisis. Considerable care should be taken in determin-
ing FISIM estimates during these periods. The compiling agency may need to review the
applicability of the underlying reference rate for that period to calculate FISIM when
such incidences occur.

Allocation of financial intermediation services indirectly measured to user sectors

Reference:
BPM6 Compilation Guide, Appendix 3, Financial intermediation services indirectly measured
ESA 2010, Chapter 14, Financial intermediation services indirectly measured (FISIM)

3.41. The input data to compute FISIM, SNA interest and bank interest should be
available in the reports provided by deposit-taking corporations to the monetary au-
thority. If not, the compiling agency should discuss with the monetary authority how
to obtain the data. Some examples of other possible data sources include surveys or
censuses conducted by other government agencies, surveys conducted by private enter-
prises and industry groups, or proprietary data, such as data sets from credit reporting
agencies.

3.42. Depending on the nature of the source data, the compiling agency can con-
sider two approaches to allocate FISIM and related transactions to sectors. The first ap-
proach can be described as the “bottom-up” approach. This approach assumes that the
compiling agency is able to obtain data on the interest receivable on loans, interest pay-
able on deposits and stocks of loans and deposits by institutional sector (including the
rest of the world). Thus, it can directly compute the FISIM and SNA interest on loans
and deposits to be allocated to each sector. These transactions are then summed up to
obtain the economy-wide estimates. During the process, the compiling agency will also
need to break down the FISIM allocated to households into the following categories:

+ Intermediate consumption of households in their capacity as owners of
dwellings.

+ Intermediate consumption of households in their capacity as owners of
unincorporated enterprises.

+ Final consumption of households.
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This breakdown corresponds to the following breakdown of loans to households (stocks
and interest):

+ Dwelling loans.”
¢ Loans to households as owners of unincorporated enterprises.
¢ Other loans to households.

If dwelling loans and loans to households as owners of unincorporated enterprises are
available from, say, monetary and financial statistics, the compiling agency can directly
compute the FISIM and SNA interest for these two categories. The FISIM, SNA interest
and bank interest for other loans can then be obtained by subtracting the two previously
mentioned categories of loans from the total.

Household deposits are broken down into:

¢ Deposits of households as owners of unincorporated enterprises.
+ Deposits of households as consumers.

If the source data according to this breakdown are available, the compiling agency can
directly compute the FISIM, SNA interest and bank interest for these categories.

3.43. Even if the source data are available by sector, adjustments may need to be
made if the definition of sector in the source data does not match the definition used in
national accounting.

3.44. However, it is likely that the input data may only be available without a secto-
ral breakdown. Consequently, the compiling agency may need to consider the use of the
second approach, which can be described as the “top-down” approach. In this approach,
the compiling agency can use the available source data to compute the total FISIM, SNA
interest and bank interest on loans and deposits. After that, it will use various indica-
tors such as loan/deposit balances or interest receivable/payable from other sources to
allocate the computed data to user sectors.?

3.45. The compiling agency will also need to distribute the estimates of FISIM,
SNA interest and bank interest which are allocated to households to the respective cat-
egories, as described earlier. The compiling agency can consider using the same indica-
tors which are described above to carry out the allocation. However, if these indicators
are not available, the compiling agency can consider other methods. For example, if
data on deposits of households as owners of unincorporated enterprises are unavailable,
they can be estimated by assuming that the ratio of stocks of deposits to value added or
turnover observed for the smallest corporations applies to unincorporated enterprises.
The estimated data on deposits can then be used to allocate the estimates of FISIM, SNA
interest and bank interest on deposits for households.

3.46. Resident institutional units are also likely to be clients of non-resident de-
posit-taking corporations. Estimates of the total imports of FISIM, SNA interest and
bank interest on loans and deposits can be obtained directly from balance of payments
statistics. However, if the balance of payments statistics do not report estimates of these
items, the compiling agency may need to estimate them using a combination of sources.
It can consider conducting enterprise and household surveys to collect data on the stock

21 Dwelling loans obtained by households can be used to purchase homes for owner-occupancy or tenant-
occupancy. Revolving lines of credit and business loans secured by dwelling loans should not be included in dwell-
ing loans.

22 This method can be improved upon if the indicators can be broken down by subcategory of loan/de-
posit. For example, if FISIM can be computed separately for mortgages, credit cards and other instalment loans,
and a separate indicator exists for each of these types of loans, then each type of loan can be allocated to sectors
separately and FISIM may be added up across loan subcategories within each sector to yield total FISIM by sector.
Similarly, if indicators exist for the different subcategories of deposits, such as demand, time and savings deposits,
then this can be done for depositor FISIM.
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of loans and deposits, as well as on the associated interest transactions with non-resident
deposit-taking corporations. The input data to calculate imports of FISIM by general
government can be obtained from general government accounts. Alternatively, it can
consider using partner country data. In addition, it can explore the use of Bank for In-
ternational Settlements (BIS) data on deposits and loans of banks around the world by
country of counterpart. The compiling agency should estimate the imports of FISIM,
SNA interest and bank interest in consultation with the compilers of the balance of pay-
ments to ensure that there is consistency in the recording of these transactions in the
national accounts and balance of payments statistics.?

3.47. After obtaining the required data either directly from the balance of pay-
ments statistics or through estimation techniques, the compiling agency will still need
to allocate the data on total imports of FISIM, SNA interest and bank interest to the resi-
dent institutional sectors. If the compiling agency is able to obtain the breakdown of the
input data by resident institutional sector from various sources such as sample surveys
and administrative data such as government financial accounts, then it will be able to
directly calculate the consumption of imported FISIM, SNA interest payable and bank
interest payable for each sector. The total value of imported FISIM can then be obtained
as the sum of the corresponding sectoral estimates. On the other hand, if the compiling
agency is only able to calculate the total value of imported FISIM from the input data, it
will need to allocate this estimate to the resident institutional sectors using various as-
sumptions. For example, it can consider allocating the data in proportion to the sectoral
data on stocks of loans and deposits of resident deposit-taking corporations.

Worked example 3.1.  Computation of financial intermediation services indirectly
measured and SNA interest by institutional sector

3.48. This worked example shows how to compute the current-price output of FI-
SIM and SNA interest using the “bottom-up” approach.? The estimate of FISIM depends
on the frequency of computation. FISIM calculated using annual input data may be
different from the corresponding estimates of FISIM which are calculated using quar-
terly input data. The latter estimates may be more accurate and precise. For illustration
purposes, annual rather than quarterly data are used to compute FISIM in this worked
example, so the compiling agency may need to adapt the worked example to incorporate
the use of quarterly data. In addition, the worked example will show how to record in
the financial account the counterpart entries to show the means of payment for some of
the transactions between the institutional units. For simplicity, it is assumed that these
transactions are settled in currency or transferable deposits, which are part of “currency
and deposits” in the financial account.

3.49. Table 3.2 shows the information on the breakdown of interest receivable
on loans and interest payable on deposits of resident deposit-taking corporations by
sector in an economy. The interest receivable on loans and interest payable on depos-
its are described in the SNA as “bank interest”. The interest payable by households
for loans provided to them also includes a separate amount for dwelling loans. As
mentioned before, the FISIM on dwelling loans is counted as intermediate consump-
tion of the households sector, since it is used as an input to produce dwelling services.
For simplicity, it is assumed that households do not own unincorporated enterprises.
Thus, the FISIM on loans to households is split between intermediate consumption

B In general, the data available to calculate imports and exports of FISIM, especially with separate refer-
ence rates, and with respect to individual (sub) sectors and industries is low, so there is a need to initiate a form of
international coordination such that information on FISIM imports/exports by country could be made available
to facilitate consistency across countries.

24 An example to show how to allocate FISIM using the “top-down” approach to industries is provided in
worked example 3.2.
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of households in their capacity as owners of dwellings and household final consump-
tion, while the FISIM on deposits to households is entirely allocated to household

final consumption.

3.50. The balance sheet showing the breakdown of the loans (assets) and depos-
its (liabilities) of the deposit-taking corporations by institutional sector is presented in

Table 3.2

Data on the interest receivable on loans and interest payable on deposits offered

by resident deposit-taking corporations

Line number Item Value

(1) Interest receivable on loans 150.1
(1a) Non-financial corporations 80.0
(1b) Other financial corporations 7.5
(1¢) General government 10.0
(1d) Households 36.1
(1e) of which: dwelling loans 20.0
(1f) NPISHs 7.5
(19) Rest of the world 9.0

(2) Interest payable on deposits 62.9
(2a) Non-financial corporations 36.0
(2b) Other financial corporations 6.6
(20) General government 5.0
(2d) Households 8.0
(2e) NPISHs 4.3
(2f) Rest of the world 3.0

Table 3.3

Data on the stock of loans and deposits of resident deposit-taking corporations

Line number Financial assets and liabilities Value

(3) Stock of loans granted on 1 January 1809.0
(3a) Non-financial corporations 982.0
(3b) Other financial corporations 102.0
(30) General government 110.0
(3d) Households 430.0
(3e) of which: dwelling loans 230.0
(3f) NPISHs 90.0
(39) Rest of the world 95.0

(4) Stock of deposits held on 1 January 1127.0
(4a) Non-financial corporations 650.0
(4b) Other financial corporations 99.0
(40) General government 98.0
(4d) Households 150.0
(4e) NPISHs 80.0
(4f) Rest of the world 50.0

(5 Stock of loans granted on 31 December 1893.0
(5a) Non-financial corporations 1022.0
(5b) Other financial corporations 104.0
(5¢) General government 116.0
(5d) Households 440.0
(5e) of which: dwelling loans 240.0
(5f) NPISHs 96.0
(59) Rest of the world 115.0

(6) Stock of deposits held on 31 December 1155.0
(6a) Non-financial corporations 660.0
(6b) Other financial corporations 101.0
(6€) General government 92.0
(6d) Households 152.0
(6€) NPISHs 84.0
(6f) Rest of the world 66.0
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table 3.3. The balance sheet data in table 3.3 are used to derive the average levels of these
loans and deposits, as well as their changes for each sector in table 3.4. The average level
is obtained by taking the simple average of the level of loans or deposits as at 1 January
and 31 December, while the change is obtained by taking the difference between the
level of loans and deposits as at 1 January and 31 December.

3.51. Table 3.5 shows how to derive the average interest rate for the loans and de-
posits for each sector using the data in tables 3.2 and 3.4. Each average interest rate is
computed by dividing the interest flow for the year by the average stock of loan or de-
posit and then multiplying the result by 100.0. Table 3.5 also shows the domestic refer-
ence rate (r7,,, ), which is derived using the endogenous method, as described earlier in
equation (3.2). The endogenous reference rate is computed as follows:

+ Calculate the average interest rate on all loans (r,) by dividing the total
interest income receivable on all loans made by resident deposit-taking
corporations by the average stock of all loans and then multiply the result
by 100.0.

+ Calculate the average interest rate on all deposits (r,)) by dividing the total
interest payable on all deposits with resident deposit-taking corporations
by the average stock of all deposits and then multiply the result by 100.0.

+ Obtain the domestic reference rate (rr
of the two values.

Tpon) DY taking the simple average

Table 3.4
Average stock of, and changes in, loans and deposits of resident
deposit-taking corporations

Line number Financial assets and liabilities Description Value

(7) Average stock of loans granted (Y, ,,) [(3)+(5)1/2 1851.0
(7a) Non-financial corporations [(3a)+(5a)]/2 1002.0
(7b) Other financial corporations [(3b)+(5b)1/2 103.0
(7¢) General government [(39)+(50)1/2 113.0
(7d) Households [(3d)+(5d)1/2 435.0
(7e) of which: dwelling loans [(3e)+(5€)]/2 235.0
(7f) NPISHs [(3f)+(5f)1/2 93.0
(79) Rest of the world [(39)+(59)1/2 105.0
(8) Average stock of deposits held (Y, ,,) [(4)+(6)]1/2 1141.0
(8a) Non-financial corporations [(4a)+(6a)]/2 655.0
(8b) Other financial corporations [(4b)+(6b)1/2 100.0
(8¢) General government [(4c)+(60)1/2 95.0
(8d) Households [(4d)+(6d)]/2 151.0
(8e) NPISHs [(4e)+(6€)1/2 82.0
(8f) Rest of the world [(4f)+(6f)1/2 58.0
9) Change in loans granted (5)-(3) 84.0
(9a) Non-financial corporations (5a)-(3a) 40.0
(9b) Other financial corporations (5b)-(3b) 2.0
(9¢) General government (5¢)-(3¢) 6.0
(9d) Households (5d)-(3d) 10.0
(9e) of which: dwelling loans (5e)-(3e) 10.0
(9f) NPISHs (5f)-(3f) 6.0
(99) Rest of the world (59)-(39) 20.0
(10) Change in deposits held (6)-(4) 28.0
(10a) Non-financial corporations (6a)—(4a) 10.0
(10b) Other financial corporations (6b)-(4b) 2.0
(10¢) General government (6c)-(4c) -6.0
(10d) Households (6d)—-(4d) 2.0
(10¢) NPISHs (6e)—(4e) 4.0
(10f) Rest of the world (6f)—(4f) 16.0
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Table 3.5

Calculation of average interest rates on loans and deposits offered by resident deposit-
taking corporations and of the reference rate

65

Line number Item Description Value
(11) Average interest rate on loans (r;) (1)/(7)x100.0 8.1
(11a) Non-financial corporations (1a)/(7a)x100.0 7.98
(11b) Other financial corporations (1b)/(7b)x100.0 7.28
(11¢) General government (1c)/(7c)x100.0 8.85
(11d) Households (1d)/(7d)x100.0 8.30
(11e) of which: dwelling loans (1e)/(7€)x100.0 8.51
(11f) NPISHs (1£)/(7f)x100.0 8.06
(119) Rest of the world (19)/(79)x100.0 8.57
12) Average interest rate on deposits (rp) (2)/(8)x100.0 5.51
(12a) Non-financial corporations (2a)/(8a)x100.0 5.50
(12b) Other financial corporations (2b)/(8b)x100.0 6.60
(12¢) General government (2¢)/(8c)x100.0 5.26
(12d) Households (2d)/(8d)x100.0 5.30
(12e) NPISHs (2e)/(8e)x100.0 5.24
(12f) Rest of the world (2f)/(8f)x100.0 5.17
(13) Reference rate domestic (rr,,) [(11)+(12)1/2 6.81

3.52. Table 3.6 shows the data on the loans provided by non-resident deposit-tak-
ing corporations to the economy and interest receivable on loans granted by these cor-
porations. For simplicity, it is assumed that these loans originate from the non-resident
deposit-taking corporations in only one foreign country and are denominated in the
currency of that foreign country. It is also assumed that these loans are granted only to
resident non-financial corporations.

3.53. As the data on the loans provided by non-resident deposit-taking corpora-
tions and the interest receivable by them are denominated in foreign currency, there
is a need to convert these data into local currency before they can be recorded in the
SNA. Assuming, for simplicity, that the exchange rate between the local currency and
foreign currency is constant throughout the accounting period, this is done as follows
in table 3.6:

+ Multiply the average stock of loans and interest receivable on loans grant-
ed by non-resident financial corporations which are denominated in for-
eign currency by the exchange rate to get the equivalent in local currency
terms.

Table 3.6
Loans granted by non-resident deposit-taking corporations to resident non-financial corporations
Line number Item Description Value
(14) Stock of loans granted in foreign currency on 1 January 80.0
(15) Stock of loans granted in foreign currency on 31 December 86.0
(16) Average stock of loans in foreign currency (Y, z,,) (14)/(15)x100.0 83.0
(17) Change in loans in foreign currency (15)-(14) 6.0
(18) Interest payable in foreign currency 5.8
(19) Average interest rate (r; ;) (18)/(16)x100.0 7.00
(20) Reference rate in foreign country (rr;) Interbank rate 5.00
(21) Exchange rate 1.3 local currency units for 1 foreign currency unit 13
(22) Average stock of loans in local currency (16)x(21) 107.9
(23) Change in loans in local currency (17)x(21) 7.8
(24) Interest payable in local currency on loans (18)x(21) 7.5
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In addition, the table also computes the average interest rate in foreign currency terms
which will be used to compute FISIM. This is done as follows:

+ Divide interest receivable by the average stock of loans in foreign cur-
rency terms and multiply the result by 100.0.

To compute FISIM, there is also a need to determine what foreign reference rate should
be used. In this example, it is assumed that the value of FISIM in the foreign country
which provides the loans is calculated using the interbank rate in that country, so this
interbank rate will be used as the foreign reference rate.

Ifloans from non-resident financial corporations are also available in other foreign cur-
rencies, the aforementioned steps will need to be repeated for each currency to obtain
the loans and interest receivable in local currency terms. In addition, the worked ex-
ample assumes that resident institutional units do not have deposits with non-resident
deposit-taking corporations. If resident institutional units do have deposits with non-
resident deposit-taking corporations, the aforementioned steps will need to be repeated
to obtain the deposits and interest payable by the latter in local currency terms.

3.54. Using data from the tables above, FISIM is computed separately for loans
and deposits for each sector in table 3.7. For each sector, the FISIM on loans provided by
resident deposit-taking corporations is calculated as follows:

+ Compute the difference between the average interest rate on loans and

the domestic reference rate (rr,,,) in table 3.5.

+ Multiply this difference by the average level of loans to get the FISIM on
loans.

For example, the FISIM on loans which are provided by resident deposit-taking corpora-
7.98-6.81
100.0

For each sector, the FISIM on deposits with resident deposit-taking corporations is ob-
tained as follows:

tions to non-financial corporations is ( j %1002.0 = 11.8 units.

) and

+ Compute the difference between the domestic reference rate (rr,
the average interest rate on deposits in table 3.5.

OM:

¢ Multiply this difference by the average level of deposits to get the FISIM
on deposits.

For example, the FISIM on deposits of non-financial corporations with resident deposit-
taking corporations is {6-81 - 550} % 665.0 = 8.6 units.
100.0

In the case of loans from non-resident deposit-taking corporations, FISIM is computed
as follows:

+ Compute the difference between the average interest rate on loans (r, )
and the foreign reference rate (rr,), both of which are denominated in
foreign currency terms, in table 3.6.

¢ Multiply this difference by the average level of loans (Y, , ) to get the
FISIM on loans in foreign currency terms.

+ Convert the FISIM on loans in foreign currency units to local currency

units using the given exchange rate (1.3 local currency units to 1 foreign
currency unit).

In the case of this worked example, the FISIM on loans provided by non-resident de-

_(7.00-5.00
100.0

x YL,F,av

j %x83.0x1.3=2.2 units.

posit-taking corporations is ( r, . —r7,
100.0
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Table 3.7
Calculation of financial intermediation services indirectly measured
Line number Item Description Value 2008 SNA code

(25) | Total supply of FISIM (27)+(28)+(29) 41.0
(26) | Output of domestically produced FISIM (27)+(28) 38.8 P1
(27) | Domestic FISIM on loans (27a)+(27b)+(27¢)+(27d)+(27f)+(279) 24.0

(27a) Non-financial corporations [(11a)—(13)1/100.0%(7a) 11.8

(27b) Other financial corporations [(11b)-(13)1/100.0x(7b) 0.5

(27¢) General government [(11¢)-(13)1/100.0x(7¢) 2.3

(27d) Households [(11d)-(13)1/100.0x(7d) 6.5

(27e) of which: dwelling loans [(11e)-(13)]1/100.0x(7e) 4.0

(27f) NPISHs [(11f)-(13)1/100.0x(7f) 1.2

(279) Rest of the world [(119)-(13)]1/100.0x(7g) 1.8
(28) | Domestic FISIM on deposits (28a)+(28b)+(28¢)+(28d)+(28e)+(28f) 14.8

(28a) Non-financial corporations [(13)—(12a)]1/100.0x(8a) 8.6

(28b) Other financial corporations [(13)-(12b)1/100.0x(8b) 0.2

(28¢) General government [(13)-(12¢)]/100.0x(8¢) 1.5

(28d) Households [(13)-(12d)1/100.0x(8d) 2.3

(28¢) NPISHs [(13)-(12€)]1/100.0x(8e) 1.3

(28f) Rest of the world [(13)-(12f)]/100.0x(8f) 1.0
(29) | Imports of FISIM [(19)-(20)1/100.0%x(22) 2.2 P7
(30) | Total use of FISIM (31)+(32)+(33) 41.0
(31) | Intermediate consumption (31a)+(31b)+(31c)+(31d)+(31e) 33.4 P2

(31a) Non-financial corporations (27a)+(28a)+(29) 22.5 P2

(31b) Other financial corporations (27b)+(28b) 0.7 P2

(31¢) General government (270)+(28¢) 3.8 P2

(31d) Households (dwelling services) (27¢) 4.0 P2

(31e) NPISHs (27f)+(28e) 2.5 P2
(32) | Household consumption expenditure (27d)-(27e)+(28d) 4.8 P3
(33) | Exports of FISIM (279)+(28f) 2.8 P6

The FISIM on loans provided by resident deposit-taking corporations to each sector is
then summed up to obtain total domestic FISIM on loans (24.0 units). Similarly, the
FISIM on deposits provided by resident deposit-taking corporations to each sector is
then summed up to obtain total domestic FISIM on deposits (14.8 units). Total FISIM
on foreign currency loans is 2.2 units. The lower part of the table also shows how FISIM
is allocated to final and intermediate uses.” In the case of households, there is a need
to distinguish between FISIM for final consumption and FISIM for intermediate con-
sumption in the case of dwelling loans.

3.55. Table 3.8 shows how to derive SNA interest for the loans and deposits of
each institutional sector. In the case of loans, SNA interest is derived as the difference
between bank interest receivable by deposit-taking corporations and FISIM for each
sector. In the case of deposits, SNA interest is derived as the sum of bank interest pay-
able by deposit-taking corporations and FISIM for each sector. The SNA interest re-
ceivable/payable on loans/deposits from/to each sector is then summed up to obtain
the corresponding economy-wide estimates. As mentioned before, SNA interest, and
not bank interest, is recorded in the allocation of primary income account.?

3.56. Table 3.9 shows how to calculate the changes in financial assets and liabili-
ties arising from the transactions between resident deposit-taking corporations and
the other institutional units. In general, the changes in financial assets and liabilities
are computed using the following principles: for resident deposit-taking corpora-
tions, interest received on loans during the accounting period represents an increase

%5 For simplicity, the effects of FISIM on the output and final consumption expenditure of general govern-
ment and NPISHs are not shown.

26 SNA interest on loans and deposits can also be obtained by multiplying the reference rate by the average
stock of loans and deposits respectively.
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Table 3.8
Calculation of SNA interest
Line number Item Description Value 2008 SNA code
SNA interest of resident deposit-taking corporations
(34) SNA interest receivable on loans (34a)+(34b)+(34c)+(34d)+(34e)+(34f) 126.1 D4, D41
(34a) Non-financial corporations (1a)-(27a) 68.2
(34b) Other financial corporations (1b)-(27b) 7.0
(34c¢) General government (1c)-(27¢) 7.7
(34d) Households (1d)-(27d) 29.6
(34e) NPISHs (1f)-(27f) 6.3
(34f) Rest of the world (19)-(279) 7.2
(35) SNA interest payable on deposits (35a)+(35b)+(35¢)+(35d)+(35€e)+(35f) 77.7 D4,D41
(35a) Non-financial corporations (2a)+(28a) 44.6
(35b) Other financial corporations (2b)+(28b) 6.8
(35¢) General government (2¢)+(28c) 6.5
(35d) Households (2d)+(28d) 10.3
(35€) NPISHs (2e)+(28e) 5.6
(35f) Rest of the world (2f)+(28f) 4.0
SNA interest of non-resident deposit-taking corporations
(36) SNA interest receivable on loans (24)-(29) 5.4
SNA interest of non-financial corporations
(37) SNA interest receivable on deposits (35a) 44.6 D4, D41
(38) SNA interest payable on loans (34a)+(36) 73.6 D4, D41
SNA interest of other financial corporations
(39) SNA interest receivable on deposits (35b) 6.8 D4, D41
(40) SNA interest payable on loans (34b) 7.0 D4, D41
SNA interest of general government
41) SNA interest receivable on deposits (35¢0) 6.5 D4, D41
42) SNA interest payable on loans (34¢) 7.7 D4, D41
SNA interest of households
43) SNA interest receivable on deposits (35d) 10.3 D4, D41
(44) SNA interest payable on loans (34d) 29.6 D4, D41
SNA interest of NPISHs
(45) SNA interest receivable on deposits (35e) 5.6 D4, D41
(46) SNA interest payable on loans (34e) 6.3 D4, D41
SNA interest of non-residents
(47) SNA interest receivable on deposits and loans (35f)+[(24)-(29)] 9.3 D4, D41
(48) SNA interest payable on loans (34f) 7.2 D4, D41

in currency and deposits in the financial account, while interest paid on deposits and
loans granted during the accounting period represent a decrease in these financial
assets in the financial account. The converse applies to the counterpart institutional
units. As an example, resident deposit-taking corporations have a net decrease of 3.2
units in their assets of currency and deposits during the accounting period. This is
the result of the following:

+ Interest received on loans (150.1 units).
¢ Interest paid on deposits (-62.9 units).

+ Loans granted (-84.0 units).

In addition, resident deposit-taking corporations have a net increase of 84.0 units in
their assets of loans during the accounting period.

3.57. Table 3.10 shows how to record FISIM and other transactions. To simplify
the presentation and analysis, transactions which are not related to the worked example
are ignored. Also ignored are the impact of FISIM on the output and final consumption
expenditure of non-market producers (i. e. general government and NPISHs). To ensure
clarity, the transactions of deposit-taking corporations and other financial corporations
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Table 3.9
Calculation of changes in financial assets and liabilities related to financial intermediation services indirectly measured
Line number Item Description Value 2008 SNA code

Changes in financial assets (currency and deposits)

(49) Non-financial corporations -(1a)+(2a)+(9a)+(23)-(24) 3.7 F2

(50) Deposit-taking corporations (1)-(2)-(9) 3.2 F2

(51) Other financial corporations -(1b)+(2b)+(9b) 1.1 F2

(52) General government -(1¢)+(2c)+(9¢) 1.0 F2

(53) Households -(1d)+(2d)+(9d) -18.1 F2

(54) NPISHs -(1f)+(2e)+(9f) 2.8 F2

(55) Rest of the world -(19)+(2f)+(99)+(23)-(24) 13.7 F2
Changes in financial assets (loans)

(56) Deposit-taking corporations 9) 84.0 F4

(57) Rest of the world (23) 7.8 F4
Changes in liabilities (loans)

(57) Non-financial corporations (9a)+(24) 47.8 F4

(58) Other financial corporations (9b) 2.0 F4

(59) General government (9¢) 6.0 F4

(60) Households (9d) 10.0 F4

(61) NPISHs (9f) 6.0 F4

(62) Rest of the world (99) 20.0 F4

are shown separately rather than combined to show the transactions of the financial
corporations sector. The transactions are described as follows:

(a)

(b)

(d)

(e)

The output of deposit-taking corporations is 38.8 units. This comprises FI-
SIM on loans (24.0 units) and on deposits (14.8 units). The output is record-
ed in the production account of the deposit-taking corporations. FISIM on
loans from non-resident deposit-taking corporations (2.2 units) is recorded
as imports of goods and services. The FISIM on loans and deposits of non-
financial corporations (22.5 units), other financial corporations (0.7 units),
general government (3.8 units), NPISHs (2.5 units) and households (4.0
units) is recorded as intermediate consumption in the production account.
As mentioned before, the intermediate consumption of FISIM by households
represents the FISIM on dwelling loans. Table 3.10 also disaggregates the in-
termediate consumption of FISIM by these sectors into FISIM on loans and
on deposits. Owing to the assumptions made, the FISIM on loans consumed
by non-financial corporations (13.9 units) also includes the 2.2 units of im-
ports of FISIM;

The interest recorded in the allocation of primary income account represents
SNA interest rather than bank interest;

The FISIM consumed by households as final consumption (4.8 units) is re-
corded in the use of disposable income account. This account also shows the
gross saving of each sector and the total economy plus the current external
balance;

Since there are no capital account transactions, net lending/net borrowing
in the capital account is the same as gross saving and the current external
balance in the use of disposable income account;

The financial account records the changes in currency and deposits and loans
of the institutional units. Since these entries are the counterparts to entries
in the other accounts or only reflect the exchange in financial assets and
liabilities, net lending/net borrowing is identical to net lending/net borrow-
ing in the capital account. However, in practice, differences in data sources
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Table 3.10
Recording financial intermediation services indirectly measured and related transactions
Uses Resources
= =l
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R o8 & | B | Z | £ |UHE8 08|=8| code items =z2S8|a8|68|ua x| =Z | R | & |68 B
Production account
22| 22 py | Imports of goods 2.2 2.2
and services
22| 2.2 FISIM on loans 2.2 2.2
FISIM on deposits
28 28 pg | Exportsofgoods 28 28
and services
1.8 1.8 FISIM on loans 18| 1.8
1.0 1.0 FISIM on deposits 1.0/ 1.0
38.8| 38.8 P1 Output 38.8 38.8 38.8
24.0| 24.0 FISIM on loans 24.0 24.0 24.0
14.8| 14.8 FISIM on deposits 14.8 14.8 14.8
334 334| 25 40 38| 07 225 P2 Intermediate 33.4| 334
consumption
219 219 12| 4.0 23| 05 139 FISIM on loans 219| 219
11.6 11.6] 1.3 1.5| 0.2 8.6 FISIM on deposits 11.6| 11.6
Value added, gross/
5.4 54| -2.5| -4.0| -3.8| -0.7| 38.8|-22.5| Blg Gross domestic
product
06 06 B11 External balancg of
goods and services
Allocation of primary income account
209.2 7.2|1202.0| 6.3| 296| 77| 70| 77.7| 73.6 D4 Property income | 44.6(126.1| 6.8| 6.5|10.3| 5.6|199.8| 9.3 209.2
209.2 722020 6.3| 296| 77| 70| 77.7| 736 D41 Interest 446(1261| 68| 65|103| 56(199.8| 9.3 209.2
(SNA interest)
Balance of primary
3.2 32| 3.2/233| 50| -09| 872|-515 Bsg | neome gross/
National income,
gross
Use of disposable income account
48 48 48 p3 | Final consumption 48| 48
expenditure
2.5 2.5 2.5 FISIM on loans 25| 25
2.3 2.3 2.3 FISIM on deposits 23] 23
-1.5 -1.5| -3.2|-28.1| -5.0| -0.9| 87.2|-51.5| B8g Saving, gross
15 15 B12 Current external
balance
Changes in assets Changes in liabilities and net worth
Capital account
0.0 15 1.5 32 281| 50| -09| 872|515 By | Netlending )/
net borrowing (-)
Financial account
po | Netlending )/ | 5y 5l g751 09| 50/281| 32| .5 15 0.0
net borrowing (-)
0.0 137|137 2.8|-181] 10 11| 32| 37 F2 Currency and
deposits
91.8 7.8 84.0 84.0 F4 Loans 47.8 2.0/ 6.0/ 10.0| 6.0/ 71.8| 20.0 91.8
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and the timing of the recording of transactions may result in a discrepancy
between the estimates of net lending/net borrowing in these two accounts.

Allocation of financial intermediation services indirectly
measured by industry

3.58. The previous section discussed how to allocate FISIM to user sectors. The
allocation of FISIM to corporations, general government, households in their role as
owners of dwellings and unincorporated enterprises, and NPISHs is classified as the
intermediate consumption expenditure of these institutional units. The allocation of
FISIM to the intermediate consumption expenditure of these institutional units will
also need to be broken down into the respective industries so as to properly account for
their value added.

3.59. It is unlikely that the input data to calculate FISIM and SNA interest by in-
dustry will be available at the industry level. Thus, it may not be possible for the compil-
ing agency to directly compute the FISIM and SNA interest for each industry using the
“bottom-up” approach. Instead, the compiling agency will need to allocate the interme-
diate consumption of domestically produced FISIM to industries using the “top-down”
approach using indicators such as the shares of the stocks of loans and deposits, gross
value added, or the output of each industry. The compiling agency will need to assess
which method or combination of methods to use for allocating the intermediate con-
sumption of domestically produced FISIM to industries. This will depend on the type
of data available and which method or combination of methods are considered to be the
most reliable.

3.60. Some of the imports of FISIM provided by non-resident deposit-taking cor-
porations will also need to be allocated to the intermediate consumption expenditure of
industries. Again, it is unlikely that the compiling agency will be able to obtain detailed
source data on the breakdown of the stocks of loans and deposits and interest receivable
on loans and interest payable on deposits of non-resident deposit-taking corporations
by industry. Thus, the value of imports of the intermediate consumption of FISIM will
need to be allocated to each industry using the methods described in the previous para-
graph. Again, the compiling agency will need to assess which method or combination of
methods are the most reliable.

3.61. The allocation of the intermediate consumption of FISIM to households in
their role as owners of dwellings, which are treated in the SNA as producers of housing
services, will also need to be considered. For these households, the FISIM payable on
dwelling loans is counted as the intermediate consumption of real estate activities.

Worked example 3.2.  Allocation of the intermediate consumption of financial
intermediation services indirectly measured by industry

3.62. This worked example shows how to allocate the intermediate consumption
of FISIM to industries using the “top-down” approach by making use of the FISIM com-
puted in worked example 3.1.

3.63. Table 3.11 reproduces the total supply of FISIM in the economy which was
calculated in worked example 3.1. The total supply of FISIM is measured at current prices
and comprises FISIM produced by resident deposit-taking corporations and imports of
FISIM. The FISIM produced by resident deposit-taking corporations is further split into
FISIM on loans and FISIM on deposits. The table also shows the allocation of FISIM to
intermediate and final consumption as well as exports. The intermediate consumption
of FISIM (41.0 units) is further disaggregated by sector. As shown in the table, imports of
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Table 3.11
Data on output and imports of FISIM
Line number Item Description Value

(1) | Total supply of FISIM (2)+(3)+(4) 41.0

(2) Domestic FISIM on loans (2a)+(2b)+(2c)+(2d)+(2f)+(29) 24.0
(2a) Non-financial corporations 11.8
(2b) Other financial corporations 0.5
(2¢) General government 2.3
(2d) Households 6.5
(2e) of which: dwelling loans 4.0
(2f) NPISHs 1.2
(29) Rest of the world 1.8

(3) Domestic FISIM on deposits (3a)+(3b)+(3¢)+(3d)+(3e)+(3f) 14.8
(3a) Non-financial corporations 8.6
(3b) Other financial corporations 0.2
(30) General government 1.5
(3d) Households 2.3
(3¢) NPISHs 1.3
(3f) Rest of the world 1.0

4) Imports of FISIM 2.2

(5) | Total use of FISIM (6)+(7)+(8) 41.0

(6) Intermediate consumption (6a)+(6b)+(6¢)+(6d)+(6€) 334
(6a) Non-financial corporations (2a)+(3a)+(4) 22.5
(6b) Other financial corporations (2b)+(3b) 0.7
(6¢) General government (20)+(3¢) 3.8
(6d) Households (dwelling services) (2e) 4.0
(6€) NPISHs (2f)+(3e) 2.5

(7) Household consumption expenditure (2d)-(2e)+(3d) 4.8

(8) Exports of FISIM (29)+(3f) 2.8

FISIM are allocated to the non-financial corporations sector based on the assumption in
worked example 3.1. The question now is how to allocate the intermediate consumption
of FISIM to the respective industries.

3.64. Assume that the economy in question comprises the following broad indus-
try groups:
¢ Agriculture, forestry and fishing.
¢ Mining and quarrying.
¢ Manufacturing.
¢ Electricity, gas, steam and air conditioning supply.
+ Water supply; sewerage, waste management and remediation activities.
+ Construction.
+ Wholesale and retail trade; repair of motor vehicles and motorcycles.
¢ Transportation and storage.
¢ Accommodation and food service activities.
¢ Information and communication.
+ Real estate activities.
+ Professional, scientific and technical activities.
¢ Administrative and support service activities.
+ Education.
¢ Human health and social work activities.

+ Arts, entertainment and recreation.
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¢ Otbher service activities.
+ Financial and insurance activities.
¢ Public administration and defence; compulsory social security.

The non-financial corporations sector comprises all enterprises engaged in the broad
industry groups above except those associated with financial and insurance activities
and with public administration and defence; compulsory social security. Real estate
activities also include ownership of dwellings. Assume that NPISHs are only located
in the broad industry groups associated with education and with human health and
social work activities. The intermediate consumption of the FISIM of financial and in-
surance activities corresponds to the intermediate consumption of the FISIM of other
financial corporations, while the intermediate consumption of the FISIM of public ad-
ministration and defence; compulsory social security can be taken to correspond to the
intermediate consumption of the FISIM of general government. Thus, the intermediate
consumption of the FISIM of the other financial corporations and general government
sectors can be directly allocated to these two broad industry groups. On the other hand,
there is a need to allocate the FISIM of non-financial corporations and NPISHs into the
respective broad industry groups.

3.65. Table 3.12 shows the data on the stock of loans and deposits for those broad
industry groups which belong to the non-financial corporations and NPISHs sectors
as at 1 January and 31 December. Assume that the compiling agency is able to collect
data on the stock of loans and deposits for these broad industry groups from surveys.
The average stock of loans and deposits for these broad industry groups is computed
in table 3.13. Given the assumptions in the previous paragraph, the data in these
tables contain a mixture of the stocks of loans and deposits of non-financial corpo-
rations and NPISHs. However, the data do not have any breakdown for market pro-
ducers and NPISHs for education or human health and social work activities. Thus,
when allocating the intermediate consumption of FISIM to these units, some more
assumptions will need to be made, which will be described in the next paragraph.
Note that data on the total stock of loans and deposits in table 3.12 are different from
the corresponding data for non-financial corporations and NPISHs in table 3.13, as
the data in these two tables are assumed to be obtained from different sources.

3.66. Table 3.14 shows how to allocate the intermediate consumption of FISIM
to the respective broad industry groups using the data in the tables above. For each
broad industry group associated with the non-financial corporations sector, the al-
location of FISIM is calculated separately for loans and deposits as follows:

¢ Calculate the share of the average stock of loans/deposits of the broad
industry group in the total average stock of loans/deposits provided to/
held by the broad industry groups.

¢ Multiply the intermediate consumption of FISIM on loans/deposits
which is allocated to the non-financial corporations sector by this share
to obtain the intermediate consumption of FISIM on loans/deposits by
the broad industry group.

As an example, the share of manufacturing in the intermediate consumption of FISIM
on loans for the non-financial corporations sector is calculated as

229.9
13.9><( ]=2.7 units.

1189.9

As mentioned earlier, the FISIM on loans for the non-financial corporations sector in-
cludes FISIM on loans granted by non-resident deposit-taking corporations. Further-
more, as mentioned earlier, the education and the human health and social work ac-
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Table 3.12

Date on the stock of loans and deposits by broad industry group
Line Number Broad industry group Value
9) Loans granted to broad industry groups on 1 January 1138.0
(9a) Agriculture, forestry and fishing 55.0
(9b) Mining and quarrying 8.0
(9¢) Manufacturing 220.0
(9d) Electricity, gas, steam and air conditioning supply 18.0
(9e) Water supply; sewerage, waste management and remediation activities 12.0
(9f) Construction 66.0
(99) Wholesale and retail trade; repair of motor vehicles and motorcycles 100.0
(9h) Transportation and storage 78.0
(9i) Accommodation and food service activities 110.0
(9j) Information and communication 22.0
(9k) Real estate activities 60.0
(CD] Professional, scientific and technical activities 45.0
(9m) Administrative and support service activities 32.0
9n) Education 120.0
(90) Human health and social work activities 150.0
(9p) Arts, entertainment and recreation 17.0
9q) Other service activities 25.0
(10) Deposits held by broad industry groups on 1 January 924.0
(10a) Agriculture, forestry and fishing 48.0
(10b) Mining and quarrying 9.0
(10¢) Manufacturing 160.0
(10d) Electricity, gas, steam and air conditioning supply 13.0
(10e) Water supply; sewerage, waste management and remediation activities 9.0
(10f) Construction 56.0
(109) Wholesale and retail trade; repair of motor vehicles and motorcycles 78.0
(10h) Transportation and storage 65.0
(10i) Accommodation and food service activities 70.0
(10)) Information and communication 15.0
(10k) Real estate activities 48.0
(10l) Professional, scientific and technical activities 37.0
(10m) Administrative and support service activities 22.0
(10n) Education 106.0
(100) Human health and social work activities 150.0
(10p) Arts, entertainment and recreation 20.0
(10q) Other service activities 18.0
(11) Loans granted to broad industry groups on 31 December 1241.7
(11a) Agriculture, forestry and fishing 56.1
(11b) Mining and quarrying 8.8
(11¢) Manufacturing 239.8
(11d) Electricity, gas, steam and air conditioning supply 19.8
(11e) Water supply; sewerage, waste management and remediation activities 13.2
(11f) Construction 73.3
(1g) Wholesale and retail trade; repair of motor vehicles and motorcycles 110.0
(11h) Transportation and storage 79.6
(11i) Accommodation and food service activities 113.3
(11)) Information and communication 231
(11k) Real estate activities 67.2
(111 Professional, scientific and technical activities 48.6
(11m) Administrative and support service activities 32.6
(11n) Education 138.0
(110) Human health and social work activities 174.0
(11p) Arts, entertainment and recreation 179
(11q) Other service activities 26.5
(12) Deposits held by broad industry groups on 31 December 948.9
(12a) Agriculture, forestry and fishing 49.0
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Line Number Broad industry group Value
(12b) Mining and quarrying 9.2
(12¢) Manufacturing 164.8
(12d) Electricity, gas, steam and air conditioning supply 13.1
(12e) Water supply; sewerage, waste management and remediation activities 9.7
(12f) Construction 57.7
(129) Wholesale and retail trade; repair of motor vehicles and motorcycles 79.6
(12h) Transportation and storage 66.3
(12i) Accommodation and food service activities 71.4
(12)) Information and communication 15.5
(12k) Real estate activities 499
(121 Professional, scientific and technical activities 37.7
(12m) Administrative and support service activities 227
(12n) Education 109.2
(120) Human health and social work activities 153.0
(12p) Arts, entertainment and recreation 21.0
(12q) Other service activities 19.3
Table 3.13
Average stock of loans and deposits by broad industry group
Line Number Broad industry group Description Value
(13) Average stock of loans by broad industry group [(9)+(11)1/2 1189.9
(13a) Agriculture, forestry and fishing [(9a)+(11a)1/2 55.6
(13b) Mining and quarrying [(9b)+(11b)1/2 8.4
(13¢) Manufacturing [(90)+(11¢)1/2 229.9
(13d) Electricity, gas, steam and air conditioning supply [(9d)+(11d)1/2 18.9
(13e) Water supply; sewerage, waste management and remediation activities [(9e)+(11e)]/2 12.6
(13f) Construction [(9f)+(11f)1/2 69.6
(13g) Wholesale and retail trade; repair of motor vehicles and motorcycles [(99)+(119)1/2 105.0
(13h) Transportation and storage [(Oh)+(11h)]/2 78.8
(13i) Accommodation and food service activities [(91)+(110)]/2 1M1.7
(13j) Information and communication [(9))+(11j)1/2 22.6
(13k) Real estate activities [(9k)+(11k)1/2 63.6
(131) Professional, scientific and technical activities [(ON+(1101/2 46.8
(13m) Administrative and support service activities [(9m)+(11m)]/2 323
(13n) Education [(9ONn)+(11n)1/2 129.0
(130) Human health and social work activities [(90)+(110)1/2 162.0
(13p) Arts, entertainment and recreation [(9p)+(11p)1/2 17.4
(13q) Other service activities [(9q)+(11q)1/2 25.8
(14) Average stock of deposits by broad industry group [(10)+(12)1/2 936.5
(14a) Agriculture, forestry and fishing [(10a)+(12a)]/2 48.5
(14b) Mining and quarrying [(10b)+(12b)1/2 9.1
(14¢) Manufacturing [(10c)+(12¢)1/2 162.4
(14d) Electricity, gas, steam and air conditioning supply [(10d)+(12d)1/2 13.1
(14e) Water supply; sewerage, waste management and remediation activities [(10e)+(12e)1/2 94
(14f) Construction [(10f)+(12f)1/2 56.8
(149) Wholesale and retail trade; repair of motor vehicles and motorcycles [(109)+(129)1/2 78.8
(14h) Transportation and storage [(T0h)+(12h)1/2 65.7
(14i) Accommodation and food service activities [(10i)+(12i)1/2 70.7
(14)) Information and communication [(10))+(12))1/2 15.2
(14k) Real estate activities [(10k)+(12k)1/2 49.0
(141) Professional, scientific and technical activities [(1on+(1211/2 374
(14m) Administrative and support service activities [(10M)+(12m)]/2 22.3
(14n) Education [(TOn)+(12n)1/2 107.6
(140) Human health and social work activities [(100)+(120)1/2 151.5
(14p) Arts, entertainment and recreation [(10p)+(12p)]/2 20.5
(14q) Other service activities [(109)+(129)1/2 18.6
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Table 3.14
Allocation of intermediate consumption of financial intermediation services indirectly measured
by broad industry group
Line Number FISIM allocation Description Value
(15) Intermediate consumption of FISIM on loans (16)+(18)+(19)+(20) 219
(16) Broad incjustry groups in the non-financial corporations sector (including 17+(17) 179
ownership of dwellings)
(17) Broad inqlustry groups in the non-financial corporations sector (excluding (2a)+4 13.9
ownership of dwellings)
(17a) Agriculture, forestry and fishing (17)x(13a)/(13) 0.6
(17b) Mining and quarrying (17)x(13b)/(13) 0.1
(17¢) Manufacturing (17)x(13¢)/(13) 2.7
(17d) Electricity, gas, steam and air conditioning supply (17)x(13d)/(13) 0.2
(17¢) Water supply; sewerage, waste management and remediation activities (17)x(13e)/(13) 0.1
(17f) Construction (17)x(13f)/(13) 0.8
(17g) Wholesale and retail trade; repair of motor vehicles and motorcycles (17)x(139)/(13) 1.2
(17h) Transportation and storage (17)x(13h)/(13) 0.9
(17i) Accommodation and food service activities (17)x(13i)/(13) 1.3
(17j) Information and communication (17)x(13))/(13) 0.3
(17k) Real estate activities (17)x(13k)/(13) 0.7
a7l Including ownership of dwellings (2e) 4.0
(17m) Professional, scientific and technical activities (17)x(131)/(13) 0.5
(17n) Administrative and support service activities (17)x(13m)/(13) 0.4
(170) Education (17)x(13n)/(13) 1.5
(17p) Human health and social work activities (17)x(130)/(13) 1.9
(179) Arts, entertainment and recreation (17)x(13p)/(13) 0.2
(17r) Other service activities (17)x(139)/(13) 0.3
(18) Broad industry groups in the NPISHs sector (2f) 1.2
(18a) Education (18)x(13n)/[(13n)+(130)] 0.5
(18b) Human health and social work activities (18)x(130)/[(13n)+(130)] 0.6
(19) Financial and insurance activities (2b) 0.5
(20) Public administration and defence; compulsory social security (20) 2.3
21 Intermediate consumption of FISIM on deposits (22)+(23)+(24)+(25) 11.6
(22) Broad industry groups in the non-financial corporations sector (3a) 8.6
(22a) Agriculture, forestry and fishing (22)x(14a)/(14) 0.4
(22b) Mining and quarrying (22)x(14b)/(14) 0.1
(220) Manufacturing (22)x(14¢)/(14) 1.5
(22d) Electricity, gas, steam and air conditioning supply (22)x(14d)/(14) 0.1
(22e) Water supply; sewerage, waste management and remediation activities (22)x(14e)/(14) 0.1
(22f) Construction (22)x(14f)/(14) 0.5
(229) Wholesale and retail trade; repair of motor vehicles and motorcycles (22)x(149)/(14) 0.7
(22h) Transportation and storage (22)x(14h)/(14) 0.6
(22i) Accommodation and food service activities (22)x(14i)/(14) 0.7
(22j) Information and communication (22)x(14))/(14) 0.1
(22k) Real estate activities (22)x(14k)/(14) 0.5
(221) Professional, scientific and technical activities (22)x(141)/(14) 0.3
(22m) Administrative and support service activities (22)x(14m)/(14) 0.2
(22n) Education (22)x(14n)/(14) 1.0
(220) Human health and social work activities (22)x(140)/(14) 14
(22p) Arts, entertainment and recreation (22)x(14p)/(14) 0.2
(22q) Other service activities (22)x(14q)/(14) 0.2
(23) Broad industry groups in the NPISHs sector (3e) 1.3
(23a) Education (23)x(14n)/[(14n)+(140)] 0.5
(23b) Human health and social work activities (23)x(140)/[(14n)+(140)] 0.8
(24) Financial and insurance activities (3b) 0.2
(25) Public administration and defence; compulsory social security (3¢) 1.5
(26a)+(26b)+(26¢)+(26d)+(26€)+(2
(26) Intermediate consumption of FISIM on loans and deposits f—?ZE(I)ZE?Z)grf)iT)ZZ(nZ)Tgéi?i)a(ég)kl 334
(26Q)+(26r)+(265)
(26a) Agriculture, forestry and fishing (17a)+(22a) 1.1
(26b) Mining and quarrying (17b)+(22b) 0.2




Chapter 3. Financial production and income

77

Line Number FISIM allocation Description Value
(26¢) Manufacturing (170)+(22¢) 4.2
(26d) Electricity, gas, steam and air conditioning supply (17d)+(22d) 0.3
(26€) Water supply; sewerage, waste management and remediation activities (17e)+(22¢) 0.2
(26f) Construction (17f)+(22f) 1.3
(269) Wholesale and retail trade; repair of motor vehicles and motorcycles (179)+(229g) 2.0
(26h) Transportation and storage (17h)+(22h) 1.5

(26i) Accommodation and food service activities (17i)+(22i) 2.0
(26j) Information and communication (17))+(22j) 0.4
(26k) Real estate activities (17k)+(171)+(22k) 5.2
(261) Professional, scientific and technical activities (17m)+(22I) 0.9
(26m) Administrative and support service activities (17n)+(22m) 0.6
(26n) Education (170)+(18a)+(22n)+(23a) 3.5
(260) Human health and social work activities (17p)+(18b)+(220)+(23b) 4.7
(26p) Arts, entertainment and recreation (179)+(22p) 0.4
(26q) Other service activities (17r+(22q) 0.5
(26r) Financial and insurance activities (19)+(24) 0.7
(265) Public administration and defence; compulsory social security (20)+(25) 3.8

tivities industry groups contain a mixture of market producers and NPISHs. Thus, the
calculations for these two industry groups assume that the inclusion of the loans and de-
posits of NPISHs will not significantly affect the shares of market producers belonging
to these two broad groups in the total loans and deposits of non-financial corporations.

For the broad industry groups associated with education and with human health and
social work activities which are operating in the NPISHs sector, the allocation of the
intermediate consumption of FISIM is calculated separately for loans and deposits for
each industry group as follows:

+ Calculate the share of the stock of loans/deposits of each industry group
in the total stock of loans/deposits provided to/held by the broad industry
groups associated with education and with human health and social work
activities which are operating in the non-financial corporations sector.

+ Multiply the intermediate consumption of FISIM on loans/deposits which
is allocated to the NPISHs sector by this share to obtain the intermediate
consumption of FISIM on loans/deposits by the broad industry group.

As an example, the share of education in the intermediate consumption of FISIM on
129.0
129.0+162.0
Thus, the calculations above assume that the loans/deposits of the broad industry groups
associated with education and with human health and social work activities which are
operating in the NPISHs sector are distributed in the same proportion as those of their

counterparts in the non-financial corporations sector.

loans for the NPISHs sector is calculated as 1.2 x =0.5 units.

3.67. 'This worked example has shown how to allocate the intermediate consump-
tion of FISIM to industries. The allocation of the intermediate consumption of FISIM
was carried out using data on the breakdown of the stock of loans and deposits by broad
industry group. Alternatively, the compiling agency can consider using other methods,
such as the shares of gross value added or the output of each industry group to carry out
the allocation if it assesses that these methods will provide more reliable results. The
compiling agency can use the steps above to distribute the intermediate consumption
of FISIM to the sub-industries in each broad industry group. Again, the choice of which
method to use to perform the allocation will depend on data availability and on which
indicators the compiling agency considers to be reliable. Further, the compiling agency
can consider using the methods described to allocate the SNA interest to the broad in-
dustry groups.
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3.68. The worked examples on FISIM above involved calculating the output of FI-
SIM at current prices or at the prices prevailing in the accounting period. Changes over
time in the current-price value of an economic variable such as the output of FISIM
are caused by a combination of price and quantity changes. This means that changes in
the output of FISIM over time measured using current-price data may reflect changing
prices. Thus, to obtain measures of volume change, there is a need to isolate the price ele-
ment from the current-price output of FISIM so as to obtain a measure of FISIM output
which is free of price changes. Measures of inflation-free FISIM output are known in the
SNA as the volume measures of FISIM.

3.69. The ideal method to obtain volume measures of FISIM would be to deflate
each detailed component of FISIM by an appropriate price index for that component.
However, this method may not be feasible in practice because it is difficult to find di-
rectly observable prices that are truly representative of the output of FISIM. Thus, there
is a need to consider other methods to compute volume measures of FISIM.

3.70. The first method is known as the output indicator method. This method con-
structs a volume indicator for each type of loan and deposit using output indicators that
are representative of the activities that generate FISIM on the loan or deposit concerned.
This should also apply to imports of FISIM. Examples of possible output indicators in-
clude the number of bank accounts, numbers of loans and deposits, numbers of cheques
processed, number of transfers, number of new consumer loans granted, number of
credit cards issued, number of new dwelling loans granted, etc. The output indicators
are then weighted according to cost compositions or the value of FISIM for each activity
to produce the volume indicator for the loan or deposit, which can be used to produce
its volume measures. Separate volume indicators should be constructed for businesses
and consumers if there are important differences between both markets. The volume
measures of each type of loan or deposits can then be aggregated to produce the volume
measures of FISIM for the total economy. As recommended in the SNA, the aggregate
volume measures of FISIM should be chain-linked. In principle, given its linkages to the
activities of deposit-taking corporations, the output indicator method may offer an in-
sight into the operations of these corporations. However, one problem with this method
is that it is very data-demanding and input data to construct these indicators may not
be readily available to identify for each type of loan and deposit the appropriate activi-
ties that generate FISIM. Another problem is that each type of loan and deposit may be
associated with a number of activities, so a single indicator may not be appropriate for
a particular type of loan or deposit. For example, the services associated with a sin-
gle demand deposit account may include cheque clearing, ATM services, bill payment
services, bookkeeping services, safe keeping, etc. Since these services are offered in a
bundle at a single price, weights for these indicators will be unavailable. If the levels of
these indicators do not grow at the same rate, then equal weighting is likely to generate
bias. The indicator method will only be valid if a single indicator serves as a good proxy
for all the activities carried out by a deposit-taking corporation that are associated with
a particular type of loan or deposit.

3.71. The second method is known as the deflation method. This method applies
base-period interest margins on loans and deposits to the stocks of loans and deposits
which are deflated to base-period prices. The base-period interest margin on loans is
the difference between the interest rate on loans and the reference rate. The base-period
interest margin on deposits is the difference between the reference rate and interest rate
on deposits. Base-period margins should be applied to each type of loan and deposit,
since different kinds of loans and deposits have different margins between their interest
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rates and reference rate. Thus, they should be treated as having different prices.”” The re-
sultant volume measures for each type of loan and deposit should then be aggregated to
produce chain-linked volume measures of FISIM. It is not advisable to apply base-period
margins to the total stocks of loans and deposits, since this would be equivalent to using
a unit measure of price change which will be affected by changes in the composition of
loans or deposits and changes in the structure of interest rates. An ideal deflator for the
stocks of loans and deposits should measure the actual change in the price of money.
However, this is not possible in practice, so deflation by a general price index seems to
provide the best approximation for providing a measure of the change in the purchasing
power of money. Examples of general price indices that can be used include the GDP de-
flator, the deflator for final domestic demand and the all-items CPI. The first two indices
should exclude FISIM. In principle, the deflation method should be applied to imports
of FISIM, provided data on base-period interest margins on loans from, and deposits
with, non-resident deposit-taking corporations are available. If such information is not
available, the compiling agency can consider using appropriate price indices for FISIM
from partner economies. Although the available price indices for deflating the stocks of
loans and deposits may not be directly related to the change in the price of money, this
method offers an operationally simple way of calculating volume measures of FISIM.
Given its less demanding data requirements, this method may, in general, be preferable
to the output indicator method.

3.72. The third method is a hybrid method combining the indicator and deflation
methods. This method can be used if the compiling agency is able to find appropriate
indicators for some types of loans or deposits. For other types of loans and deposits for
which appropriate indicators are not available, the compiling agency can use the defla-
tion method.

Worked example 3.3.  Calculating volume measures of FISIM

3.73. This worked example shows how to compute annually chain-linked volume
measures of FISIM using the deflation method. For simplicity, the chain-linked volume
measures of FISIM are computed using the prices of the previous year. This means that
these volume measures are computed using the Laspeyres index number formula.

3.74. Table 3.15 shows the data on the breakdown of interest receivable by type
of loan and interest payable by type of deposit for five years. It is assumed that the data
belong to the same resident deposit-taking corporations which were covered in worked
example 3.1 and that these corporations have three types of loans and three types of

Table 3.15
Data on interest receivable on loans and interest payable on deposits offered by
resident deposit-taking corporations

Line number Item t t+1 t+2 t+3 t+4

(1) | Interest receivable on loans 150.1 156.2 162.3 174.9 181.9
(1a) Mortgage loans 20.0 20.5 21.3 23.2 239
(1b) Automobile loans 13.5 13.7 14.0 15.7 16.0
(1c) Commercial loans 116.6 122.0 127.0 136.0 142.0

(2) | Interest payable on deposits 62.9 63.3 63.5 64.3 65.7
(2a) Demand deposits 2.5 2.2 1.7 1.5 1.2
(2b) Time deposits 46.0 46.6 471 48.0 49.0
(2¢0) Saving deposits 14.4 14.5 14.7 14.8 15.5

27 The base-period interest margins on loans and deposits can also be obtained by dividing the base-period
value of FISIM on loans and deposits by the corresponding base-period average stocks of loans and deposits.
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Table 3.16
Data on the average stock of loans and deposits of resident deposit-taking corporations
Line number Item t t+1 t+2 t+3 t+4
(3) | Average stock of loans 1851.0 2013.3 2184.9 2304.4 2488.2
(3a) Mortgage loans 2350 | 2598 | 2882 | 305.2 3376
(3b) Automobile loans 1820 | 199.3 218.1 2311 | 2505
(30) Commercial loans 14340 | 15542 | 1678.6 | 17681 | 1900.1
4) | Average stock of deposits 1141.0 | 12549 | 13732 | 14451 | 1552.2
(4a) Demand deposits 2330 | 2553 | 2840 297.1 3229
(4b) Time deposits 6780 | 7460 | 8100 | 8500 | 9113
(40) Saving deposits 2300 | 253.6 | 2792 | 2980 | 3180

deposits. It is also assumed that the total interest receivable on loans and total interest
payable on deposits for year t are the same as those in worked example 3.1.

3.75. Table 3.16 shows the data on the average stock of the three types of loans
and deposits and total loans and deposits of the resident deposit-taking corporations
for the same time period. The data are calculated using the same method as outlined
in worked example 3.1. Given the assumptions, the data for year ¢ are the same as
those in worked example 3.1.

3.76. Table 3.17 shows the data on the average interest rates for the three types of
loans and deposits and total loans and deposits for the resident deposit-taking corpo-
rations for the same period. Data on the endogenous reference rates and GDP deflator
excluding FISIM are also shown. The average interest rates and reference rates are
calculated using the same method as described in worked example 3.1. The GDP de-
flator excluding FISIM is calculated at the prices of the previous year. As mentioned
earlier, other general price indices that can be considered include the deflator for final
domestic demand (excluding FISIM) and the all-items CPI. The choice of which price
index to use will depend on the assessment of the compiling agency.

3.77. Table 3.18 shows how to calculate FISIM at current prices for each type of
loan and deposit. The data are calculated using the same method as described in worked
example 3.1.

3.78. Table 3.19 shows how to calculate the deflated average stock of loans and
deposits for each type of loan and deposit at the prices of the previous year. The de-
flated stock of each type of loan and deposit is calculated by dividing its current-price
stock by the GDP deflator excluding FISIM and then multiplying the result by 100.0.
It is not necessary to calculate the data for year t, since it is the starting year of the
series.

3.79. Table 3.20 shows how to calculate the unchained Laspeyres volume meas-
ure of FISIM for each type of loan and deposit at the prices of the previous year. For
each type of loan starting from year t+1, the volume measures of FISIM are obtained
as follows:

+ Compute the difference between the average interest rate on the loan and
the reference rate for the previous year and divide the result by 100.0 (this
is known as the base-period interest margin for loans).

+ Multiply the deflated stock of loans in the current year by this difference
to obtain the volume measure of FISIM at the price of the previous year.

For example, the volume measure of FISIM on mortgage loans for year #+1 is obtained
as o56.2x[ 2217081 _ 4 35 units.
100
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Table 3.17

Data on average interest rates, the reference rate and the gross domestic product deflator (excluding financial

intermediation services indirectly measured)
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Line number Item Description t t+1 t+2 t+3 t+4
(5) | Average interest rate on loans [(1)/(3)]x100.0 8.1 7.76 7.43 7.59 7.31
(5a) Mortgage loans [(1a)/(3a)]x100.0 8.51 7.89 7.39 7.60 7.08
(5b) Automobile loans [(1b)/(3b)]x100.0 742 6.87 6.42 6.79 6.39
(5¢) Commercial loans [(1¢)/(3¢)1x100.0 8.13 7.85 7.57 7.69 7.47
(6) | Average interest rate on deposits [(2)/(4)1x100.0 5.51 5.04 4.62 4.45 4.23
(6a) Demand deposits [(2a)/(4a)]x100.0 1.07 0.86 0.60 0.50 0.37
(6b) Time deposits [(2b)/(4b)]1x100.0 6.78 6.25 5.81 5.65 5.38
(6¢) Saving deposits [(2¢)/(4¢)1x100.0 6.26 572 5.27 497 4.87
(7) | Reference rate domestic (rr,,,,) [(5)+(6)1/2 6.81 6.40 6.03 6.02 5.77
(8) | GDP deflator (excluding FISIM) (previous year = 100.0) 101.4 103.5 103.5 102.8
Table 3.18
Calculation of financial intermediation services indirectly measured at current prices
Line number Item Description t t+1 t+2 t+3 t+4
(9) | FISIMon loans (9a)+(9b)+(9¢) 24.03 27.32 30.63 36.18 38.29
(9a) Mortgage loans [(5a)-(7)1/100.0x(3a) 3.99 3.87 3.93 4.83 4.42
(9b) Automobile loans [(5b)-(7)1/100.0x(3b) 1.10 0.94 0.86 1.79 1.54
(9¢) Commercial loans [(5¢)-(7)1/100.0%(3c) 18.93 22.51 25.84 29.57 32.33
(10) | FISIM on deposits (10a)+(10b)+(10c) 14.81 17.03 19.25 22.69 23.89
(10a) Demand deposits [(7)-(6a)]/100.0x(4a) 13.37 1414 15.41 16.38 17.44
(10b) Time deposits [(7)-(6b)]1/100.0x(4b) 0.18 115 1.71 3.17 3.60
(100) Saving deposits [(7)-(6¢)]1/100.0x(4c) 1.27 1.73 2.13 3.14 2.85
(11) | Total domestic FISIM (9)+(10) 38.84 4435 49.88 58.87 62.18
Table 3.19
Calculation of the deflated average stock of loans and deposits at the prices of the previous year
Line number Item Description t+1 t+2 t+3 t+4
(12) | Deflated average stock of loans (12a)+(12b)+(12¢) 1985.3 2112.0 2225.8 2419.7
(12a) Mortgage loans (3a)/(8)x100.0 256.2 278.6 294.8 328.3
(12b) Automobile loans (3b)/(8)x100.0 196.5 210.8 223.2 243.6
(12¢) Commercial loans (3¢)/(8)x100.0 1532.6 1622.6 1707.8 1847.8
(13) | Deflated average stock of deposits (13a)+(13b)+(13¢) 1237.5 13274 1395.8 1509.5
(13a) Demand deposits (4a)/(8)x100.0 251.8 274.5 287.0 314.0
(13b) Time deposits (4b)/(8)x100.0 735.6 783.0 821.0 886.2
(13¢) Saving deposits (4¢)/(8)x100.0 250.1 269.9 287.8 309.2
Table 3.20
Calculation of unchained Laspeyres volume measures of financial intermediation services indirectly measured
at the prices of the previous year
Line number Item Description t+1 t+2 t+3 t+4
(14) | FISIM on loans (14a)+(14b)+(14¢) 25.78 28.65 31.19 3798
(14aq) Mortgage loans (12a)_tx[(5a)_t-1-(7)_t-11/100.0 4,35 4.15 4.02 5.19
(14b) Automobile loans (12b)_tx[(5b)_t-1-(7)_t=11/100.0 1.19 1.00 0.88 1.89
(14¢) Commercial loans (12¢)_tx[(5¢c)_t-1-(7)_t-11/100.0 20.23 23.50 26.29 30.90
(15) | FISIM on deposits (15a)+(15b)+(15¢) 16.01 18.26 19.50 23.88
(15a) Demand deposits (13a)_t x[(7)_t-1-(6a)_t-11/100.0 14.45 15.21 15.58 17.32
(15b) Time deposits (13b)_t x[(7)_t-1-(6b)_t-11/100.0 0.19 1.21 1.74 3.30
(15¢) Saving deposits (13¢)_t x[(7)_t-1-(6¢)_t-11/100.0 1.38 1.85 2.19 3.26
(16) | Total domestic FISIM (14)+(15) 41.79 46.91 50.69 61.85
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The resultant volume measures of FISIM are then summed up to get the total unchained
volume measures of FISIM on loans at the prices of the previous year.

For each type of deposit starting from year #+1, the volume measures of FISIM are ob-
tained as follows:

+ Compute the difference between the reference rate and average interest
rate on the deposit for the previous year and divide the result by 100.0
(this is known as the base-period margin for deposits).

¢ Multiply the deflated stock of deposits in the current year by this differ-
ence to obtain the volume measure of FISIM at the price of the previous
year.

For example, the volume measure of FISIM on demand deposits for year #+1 is obtained
a5 251.8x| SBLLO7 14 45 unis,
100.0

The resultant volume measures of FISIM are then summed up to get the total unchained
volume measures of FISIM on deposits at the prices of the previous year. The total un-
chained volume measures of FISIM on loans and deposits are then summed up to get the
unchained volume measures of FISIM at the prices of the previous year.

3.80. Table 3.21 shows how to calculate the growth rates of the Laspeyres vol-
ume of FISIM at the prices of the previous year. For each item in the table, the growth
rate is calculated by dividing the value at the prices of the previous year in table 3.20
by the corresponding current-price value in table 3.18.

Growth rate of unchained Laspeyres volume measures of financial intermediation services indirectly measured
at the prices of the previous year

Line number Item Description t+1 t+2 t+3 t+4

(17) | Growth rate of volume measures of FISIM on loans [(14)_t1/[(9)_t-1] 1.073 1.048 1.018 1.050
(17a) Mortgage loans [(14a)_t]/[(9a)_t-1] 1.090 1.072 1.023 1.076
(17b) Automobile loans [(14b)_t1/[(9b)_t-1] 1.080 1.058 1.023 1.054
(17¢) Commercial loans [(14¢)_t1/[(9¢)_t-1] 1.069 1.044 1.017 1.045

(18) | Growth rate of volume measures of FISIM on deposits [15_t)/[10_t-1] 1.081 1.072 1.013 1.052
(18a) Demand deposits [(15a)_t]/[(10a)_t-1] 1.080 1.075 1.010 1.057
(18b) Time deposits [(15b)_t1/[(10b)_t-1] 1.085 1.050 1.014 1.043
(18¢) Saving deposits [(15¢)_t)/[(10c)_t-1] 1.087 1.064 1.031 1.038

(19) | Growth rate of total volume measures of domestic FISIM [16_t)/[11_t-1] 1.076 1.058 1.016 1.051

Table 3.22
Annually chained Laspeyres volume measures of financial intermediation services indirectly measured (reference year=t)
Line number Item Description® t t+1 t+2 t+3 t+4

(20) | FISIM on loans [20_t-11x[17_t] 24.03 25.78 27.03 27.52 28.89
(20a) Mortgage loans [(20a)_t-11x[(17a)_t] 3.99 4.35 4.67 4.78 5.14
(20b) Automobile loans [(20b)_t-11x[(17b)_t] 1.10 1.19 1.26 1.29 1.36
(20¢) Commercial loans [(20c)_t=11x[(17¢c)_t] 18.93 20.23 21.12 21.49 22.46

(21) | FISIM on deposits [21_t-11x[18_t] 14.81 16.01 1717 17.40 18.31
(21a) Demand deposits [(21a)_t-71x[(18a)_t] 13.37 14.45 15.53 15.69 16.59
(21b) Time deposits [(21b)_t-11x[(18b)_t] 0.18 0.19 0.20 0.21 0.21
(210) Saving deposits [(21¢)_t=11x[(18¢c)_t] 1.27 1.38 1.46 1.51 1.57

(22) | Total domestic FISIM [22_t-11x[19_t] 38.84 41.79 44.20 4492 47.20

2 Applies to data from year t+1.
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3.81. Table 3.22 shows how to chain the Laspeyres volume measures of FISIM
which were calculated earlier so that they are expressed at the prices of a specific refer-
ence year. Since the Laspeyres volume measures are chained using annual prices, they
are known as annually chained Laspeyres volume measures. In this example, it is as-
sumed that the reference year is year t. For each item in the table, the annually chained
volume measures from year t+1 are obtained by multiplying the annually chained vol-
ume measure for the previous year by its growth rate. It is not necessary to calculate the
annually chained volume measures of FISIM for year t, since it is the reference year. In
addition, except for years t and #+1 , the annually chained volume measures of FISIM
are not additive. The loss of additivity is the natural outcome of chaining.

3.82. This worked example has shown how to compute annually chained Laspe-
yres volume measures of FISIM using the deflation method. Base-period interest mar-
gins were applied to deflated stocks of loans and deposits before the resultant volume
measures for each type of loan and deposit were aggregated to produce annually chained
Laspeyres volume measures of FISIM. Applying base-period interest margins to each
type of loan and deposit is better than applying base-period margins to the total stocks
of loans and deposits, as the latter is equivalent to the use of a unit measure of price
change which will be affected by changes in the composition of loans or deposits and
changes in the structure of interest rates.

(b) Financial services associated with institutional units which engage in
lending using own funds or funds provided by a sponsor

References:
2008 SNA, Chapter 4, Institutional units and sectors
2008 SNA, Chapter 6, The production account

3.83. It is also possible for financial institutions to make loans without accepting
deposits. The loans granted by these financial institutions are made using their own
funds or funds provided by a sponsor. Examples of such financial institutions include
moneylenders, credit card issuers, finance associates of retailers who may be responsi-
ble for financial leasing, pawnshops and corporations involved in lending (for example,
in providing student loans and import/export loans). Like deposit-taking corporations,
these financial institutions provide implicit financial services on the loans they grant.
However, no financial services are provided on deposits, since they do not accept de-
posits. Mathematically, the output of the implicit financial services produced by these
financial institutions is calculated by modifying the formula to compute FISIM in equa-
tion (3.4) and can be written as:

FL _ (TL —TTJYL

where F,, r,, rr and Y, represent the output of financial services on loans, the lending

interest rate, the reference rate and the average stock of loans respectively. The interest
rates are expressed in per cent.

Like FISIM, the output should be allocated to the institutional sectors and industries.?
The lending interest rate will vary among the financial institutions, while the reference
rate is taken to be the same as the reference rate which is used to compute the FISIM
provided by deposit-taking corporations operating in the same economy. This is on the
basis that the key recommendations on FISIM which were made in accordance with the
SNA update procedures in box 3.1 imply that within an economy, only one reference rate

8 The allocation can be carried out using the methods to allocate FISIM which were described earlier.
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should be calculated for each currency. Since moneylenders usually charge especially
high rates of interest, their service charges may exceed the SNA interest payments by
significant amounts.

3.84. Moneylenders are a major source of credit in many countries. In addition, in
many developing countries, money lending is provided by unincorporated enterprises
owned by households. These units are allocated to the households sector rather than
the captive financial institutions and moneylenders subsector of the financial corpora-
tions subsector. These unincorporated financial enterprises are not usually registered
with the authorities and operate in the informal sector.?? They thrive where collateral
is scarce and legal enforcement of debt contracts is difficult, especially in rural areas.
The advantages that allow them to make loans that banks could not make include better
knowledge about the creditworthiness of their clients, greater ability to enforce repay-
ment and the ability to overcome the lack of economies of scale by charging high rates.

3.85. The activities of moneylenders and other financial institutions which are
engaged in lending using their own funds are very likely to be captured in formal en-
terprise surveys or by the monetary authority if they are actual corporations or qua-
si-corporations. However, this may not be so in the case of unincorporated financial
enterprises owned by households. Furthermore, given the relatively undeveloped state
of the formal banking system in many developing countries, they are likely to com-
prise a significant share of the lending activity in these countries. Thus, the failure to
account for their activities will result in the understatement of their contribution to
the economy. Hence, there is a need to capture and measure the extent of the financial
services provided by these unincorporated enterprises. This can be done through either
household or enterprise surveys. In the case of household surveys, relevant questions to
collect information on, say, the level of loans, purpose, duration and interest payable can
be included in household expenditure surveys, which are regularly conducted in many
developing countries. In addition, resources permitting, these questions can also be in-
cluded in special surveys to collect information on the financial status of households.*
However, pure household-based surveys may not be able to capture the portion of the
financial services which is consumed by enterprises. Hence, there may be a need to com-
pute financial services of informal moneylenders through specially conducted establish-
ment surveys. Alternatively, mixed household enterprise surveys may be conducted to
collect data on the money lending activities undertaken by households in their role as
unincorporated enterprises. Regardless of the method used, the survey should be able to
divide the services provided into those provided to businesses and households in their
roles as consumers and owners of unincorporated enterprises. Ultimately, the choice of
the appropriate method to capture the activities of unincorporated moneylenders de-
pends upon how adequately established data collection methods cover their activities.
The choice will also depend upon what information is missing from existing collections,
the organization of statistical systems, the resources available and user needs.

Worked example 3.4.  Computing the output of financial services
provided by moneylenders

3.86. This worked example shows how to calculate the output of the financial ser-
vices provided by moneylenders at current prices. It is assumed that the compiling agen-
cy is able to collect the input data to calculate the output from surveys and has grossed
up the data to obtain the estimates for the total economy. In addition, transactions be-

29 Kulshreshtha (2006) notes that, in many Asian and African countries, the size of these informal finan-
cial activities is not insignificant.

30 Examples of these surveys are available in Coleman and Williams (2006) and India, Ministry of Statis-
tics and Programme Implementation (2001).
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tween two institutional units are recorded using the quadruple principle of accounting.
For many of these transactions, the counterpart entries are recorded in the financial
account to show the means of payment to settle these transactions. The worked example
will also show how to record the counterpart entries for these transactions in the finan-
cial account. For simplicity, it is assumed these transactions are settled in currency or
transferable deposits, which are part of “currency and deposits” in the financial account.

3.87. Table 3.23 shows the data on the interest receivable by moneylenders on the
loans they grant. It is assumed that the survey data show that moneylenders lend only
to institutional units in the non-financial corporations and households sector. It is also
assumed that all moneylenders in the economy are corporations or quasi-corporations.
Furthermore, it is assumed the loans to households are only for final consumption.
There are no data on the interest payable on deposits held by moneylenders, as they do
not accept deposits.

3.88. Table 3.24 shows the data on the stock of loans granted by the moneylenders
to non-financial corporations and households as at 1 January and 31 December plus the
average stock of loans for these sectors. For each sector, the average stock of loans is ob-
tained by taking the simple average of the stock of loans at the start and end of the year.
No data on the stock of deposits are shown, as moneylenders make loans using their own
funds and, thus, do not accept deposits.

3.89. Table 3.25 shows how to calculate the average interest rate for the loans
granted by moneylenders to non-financial corporations and households using the data
in tables 3.23 and 3.24. Each average interest rate is computed by dividing the interest
flow for the year by the average stock of loans and then multiplying the result by 100.0.
Table 3.25 also shows the domestic reference rate to be used to compute the output of fi-
nancial services of the moneylenders. It is assumed in this worked example that money-
lenders belong to the same economy as the other institutional units in worked example
3.1, so the reference rate in the earlier worked example is used here.

Table 3.23
Data on interest receivable on loans granted by moneylenders
Line number Item Value
(1) | Interest receivable on loans from 62.0
(1a) Non-financial corporations 12.0
(1b) Households 50.0
Table 3.24
Data on the stock of, and changes in, loans granted by moneylenders
Line number Item 1 January 31 December Average Change
(2) Loans 468.0 474.0 471.0 6.0
(2a) Non-financial corporations 94.0 96.0 95.0 2.0
(2b) Households 374.0 378.0 376.0 4.0
Table 3.25
Calculation of average interest rates on loans granted by moneylenders
Line number Item Description Value
(3) | Average interest rate on loans (1)/(2),,x100.0 13.16
(3a) Non-financial corporations (1a)/(2a),,x100.0 12.63
(3b) Households (1b)/(2b),,x100.0 13.30
(4) | Reference rate T hom 6.81
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3.90. Table 3.26 shows how to calculate the output of financial services provided
by moneylenders using the data in the earlier tables. For each sector, the output of finan-
cial services is computed as follows:

+ Compute the difference between average interest rate on loans and the
reference rate and divide the result by 100.0.

¢ Multiply the difference by the average stock of loans to obtain the output.

3.91. Table 3.27 shows how to calculate the SNA interest arising from transactions
with moneylenders using the data in tables 3.23 and 3.24. For each sector, SNA interest is
computed as the difference between the actual interest receivable by moneylenders and
the output of financial services.? The SNA interest should be recorded in the allocation
of primary income account.

3.92. Table 3.28 shows how to calculate the changes in financial assets and liabil-
ities arising from the transactions between moneylenders and the other institutional
units, and, where appropriate, the means of payment for these transactions. In general,
the changes in financial assets and liabilities are computed using the following prin-
ciples: for moneylenders, the interest received on loans during the accounting period

Table 3.26
Calculation of the output of financial services provided by moneylenders
Line number Item Description Value 2008 SNA code
(5) | Output of financial services on loans (5a)+(5b) 29.9 P1
(5a) Non-financial corporations [(3a)-(4)1/100.0%x(2a),,, 5.5 P2
(5b) | Households [(3b)-(4)1/100.0x(2b) , 244 P3
Table 3.27
Calculation of SNA interest receivable by moneylenders
2008 SNA
Line number Item Description Value code
(6) | SNA interest receivable by moneylenders (6a)+(6b) 32.1 D4, D41
(6a) SNA interest receivable from non-financial corporations | (1a)-(5a) 6.5 D4, D41
(6b) SNA interest receivable from households (1b)-(5b) 25.6 D4, D41
Table 3.28

Calculation of changes in the financial assets and liabilities of moneylenders and other
institutional units

Line number Item Description ‘ Value ‘ 2008 SNA code
Changes in financial assets (currency and deposits)
(7) | Moneylenders (M)-Q)en 56.0 F2
(8) | Non-financial corporations -(1a)+(2a), -10.0 F2
(9) | Households -(1b)+(2b) , -46.0 F2
Changes in financial assets (loans)
(10) | Moneylenders (2)en 6.0 F4
Changes in liabilities (loans)
(11) | Non-financial corporations (2a)., 2.0 F4
(12) | Households (2b)ch 4.0 F4

31 SNA interest on loans can also be obtained by multiplying the reference rate by the average stock of

loans.
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represents an increase in their currency and deposits in the financial account. On the
other hand, the value of loans granted represents a decrease in these assets in the finan-
cial account. The converse applies to the counterpart institutional units. As an example,
moneylenders have a net increase of 56.0 units in their assets of currency and deposits
during the accounting period. This is the result of:

+ Interest received on loans (62.0 units).
+ Loans granted (-6.0 units).

In addition, they have a net increase of 6.0 units in their assets of loans during the ac-
counting period.

3.93. Table 3.29 shows how to record the output of the financial services provid-
ed by moneylenders and other transactions. To simplify the presentation and analysis,
transactions which are not related to the worked example are ignored. The transactions
are described as follows:

(@) The output of moneylenders is 29.9 units. This output is recorded in the
production account of the moneylenders. Part of this output (5.5 units) is
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Table 3.29
Recording the output of financial services provided by moneylenders, SNA interest and other related transactions
Uses Resources
> v [ >
g 2 § | B¢ T 3 a 5
© ° = = =] o
£, | § S g | 52 . 52 | 8 s s | £,
8¢ ) 3 5 ES Transactions E S o) S 9 28
= 8z = 3 5 £ 2 | 2008SNA and balancing e 5 3 = Sz =
g [T g =t = =8 code items =S = T 2 o 3 2
Production account
29.9 299 P1 Output 299 299 299
55 55 5.5 P2 Intermediate 55 55
consumption
Value added, gross/
244 244 299 -5.5 Blg Gross domestic
product
Allocation of primary income account
321 321 25.6 6.5 D4 Property income 321 321 321
321 321 25.6 6.5 D41 Interest (SNA interest) 321 321 321
Balance of primary
24.4 14| 256 620| -120| Bsg income, gross/
National income,
gross
Use of disposable income account
244 244 244 P3 Final consumption 244 244
expenditure
0.0 0.0 -50.0 62.0 -12.0 B8g Saving, gross
Changes in assets Changes in liabilities and net worth
Capital account
0.0 00|  -50.0 620| 120 B9 Netlending (+)/
net borrowing (-)
Financial account
B9 Netlending (+)/ 12,0 620  -500 0.0 0.0
net borrowing (-)
0.0 00| -460 560 -10.0 F2 Currency and
deposits
6.0 6.0 6.0 F4 Loans 2.0 4.0 6.0 6.0
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consumed by non-financial corporations. This amount is recorded as their
intermediate consumption in the production account;

(b) The interest recorded in the allocation of primary income account represents
SNA interest rather than bank interest;

() The remaining part of the output of financial services produced by mon-
eylenders (24.4 units) is consumed by households as final consumption ex-
penditure. This amount is recorded in the use of disposable income account
as a use by households. The use of disposable income account also shows the
gross saving of each sector and the total economy;

(d) Since there are no capital account transactions, net lending/net borrowing
in the capital account is the same as gross saving in the use of disposable
income account;

(e) Thefinancial account records the changes in currency and deposits and loans
of the institutional units. Since these entries are the counterparts to entries
in the other accounts or reflect the exchange in financial assets and liabilities
only, net lending/net borrowing is identical to net lending/net borrowing in
the capital account, although, in practice, differences in data sources and the
timing of the recording of transactions may result in a discrepancy between
the estimates of net lending/net borrowing in these two accounts.

3.94. The method to calculate the output of financial services provided by mon-
eylenders in this worked example can also be used to calculate the output of financial
services provided by other institutional units which make loans using their own funds,
such as credit card issuers, finance associates of retailers who may be responsible for
financial leasing, pawnshops and corporations involved in lending (for example, in pro-
viding student loans and import/export loans).

Volume measures of the output of financial services associated with
institutional units which engage in lending using own funds or
funds provided by a sponsor

3.95. The worked example above involved calculating the output of financial ser-
vices provided by moneylenders at current prices. Time series data on the output will
need to be adjusted to remove the effects of price changes. In principle, volume measures
of the output can be obtained using the deflation method to compute volume measures
of FISIM, as described earlier. This method is also applicable to the output of financial
services provided by other institutional units which make loans using their own funds,
such as credit card issuers, finance associates of retailers who may be responsible for
financial leasing, pawnshops and corporations involved in lending (for example, in pro-
viding student loans and import/export loans).
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(c) Financial services produced by the central bank

References:
2008 SNA, Chapter 6, The production account
2008 SNA, Chapter 8, The redistribution of income account

3.96. Services produced by the central bank can be broadly classified into three
groups:

+ Monetary policy services.
+ Financial intermediation services.
+ Borderline cases, such as supervisory services.

Monetary policy refers to measures or actions taken by the central bank to influence
the general price level and the level of liquidity in the economy. These could include set-
ting interest rates and determining the level of money supply in the economy through
various tools, such as increasing/decreasing the reserve requirements. Monetary policy
services are collective in nature, serving the community as a whole, and thus represent
non-market output of the central bank. Financial intermediation services are individual
in nature and, in the absence of policy intervention in the interest rates charged by the
central banks, would be treated as market production. The method to calculate the out-
put of these financial intermediation services is the same as the method to calculate
FISIM. The borderline cases, such as supervisory services, may be classified as market or
non-market services, depending on whether explicit fees are charged that are sufficient
to cover the costs of providing these services.

3.97. In principle, a distinction should be made between market and non-market
output, but, in practice, the possible resource intensiveness of the exercise and the rela-
tive importance of making the distinction should be considered before implementing
the conceptual recommendations. In cases where it is not possible to separate market
output from non-market output, the whole of the output of the central bank should be
treated as non-market and valued at the sum of costs. Since the output is non-market, it
should be measured as the sum of intermediate consumption, compensation of employ-
ees, consumption of fixed capital and other taxes less subsidies on production.

3.98. The non-market output of the central bank should be recorded as collective
consumption expenditure by general government. However, the general government
does not actually make outlays on the non-market output of the central bank. Therefore,
a current transfer equivalent to the value of the non-market output should be recorded
as payable by the central bank and receivable by the general government to cover the
purchase of the non-market output of the central bank by government. In the SNA, the
current transfer is included in miscellaneous current transfers (D75).3

3.99. Central banks frequently provide supervisory services overseeing the finan-
cial corporations. One could argue that this is for the benefit of society in general and
the national accounts should record them as government final consumption. In support
of this view, one could draw a parallel with government performing market regulation
policies, which it also may entrust to a specialized agency, or to government providing
for roads, dams and bridges. From this point of view, surveillance services are collective
services and should be recorded as government consumption expenditure.

32 1n contrast, paragraph 14.16 of the ESA 2010 states that, by convention, only the part of the total central
bank output (sum of costs less commissions and fees) which is not sold has to be allocated to the intermediate con-
sumption of other financial intermediaries - the subsectors deposit-taking corporations except the central bank
(8122) and other financial intermediaries except insurance corporations and pension funds (S125) - in proportion
to the respective value added of each of these subsectors.
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3.100. However, one could also argue that government’s regulatory services are
to the benefit of the financial intermediaries, because these services contribute to the
functioning and financial performance of these institutions. From this perspective, they
are comparable to regulatory services of government such as quality control on food and
drugs, which the national accounts record as intermediate consumption of producers.
The fact that financial intermediaries pay a fee for these services in some countries (for
example in a number of countries in Latin America) supports this view. Following this
reasoning, surveillance services are not collective services, but should be recorded as in-
termediate consumption of financial intermediaries. The central bank should be able to
provide information on the explicit charges receivable for providing these surveillance
services. However, even if the view is taken that supervisory services are market output
because a fee is charged, if the fees are not sufficient to cover the costs incurred by the
bank in providing such services, then the services should be treated as non-market out-
put of the central bank and part of government consumption expenditure.

3.101. If the financial intermediation services provided by the central bank are
significant, and if it is possible and worthwhile to compile data for a separate establish-
ment providing them, these services should be shown as payable by the units to whom
they are delivered. Supervisory services treated as market output are recorded similarly.

Worked example 3.5.  Calculating and recording the non-market output of the central
bank3:

3.102. This worked example shows how to compute the non-market output of the
central bank at current prices and record the output and other transactions between
the central bank and general government. As mentioned above, non-market output can
comprise monetary policy services and/or the non-market component of supervisory
services. In addition, transactions between two institutional units are recorded in the
SNA using the quadruple principle of accounting. For many of these transactions, the
counterpart entries are recorded in the financial account to show the means of payment
to settle these transactions. The worked example also shows how to record the counter-
part entries for these transactions in the financial account. For simplicity, it is assumed
that these transactions are settled in currency or transferable deposits, which are part of
“currency and deposits” in the financial account.

3.103. Table 3.30 shows the costs associated with the production of the non-
market output of the central bank. These costs will need to be estimated by the com-
piling agency in consultation with the central bank if the latter is not the compiling
agency. For simplicity, we assume that these costs comprise only intermediate con-
sumption and compensation of employees, and that there is no consumption of fixed
capital and other taxes less subsidies on production. All the goods and services for
intermediate consumption are purchased from the non-financial and financial sec-
tors in the economy. Since we are measuring non-market output, it is not necessary to
obtain an estimate of the return to fixed capital. The non-market output of the central
bank is computed as the sum of its intermediate consumption and compensation of
employees.

3.104. Table 3.31 shows how to calculate the changes in financial assets and li-
abilities arising from the transactions between the central bank and the other insti-
tutional units. In general, the changes in financial assets and liabilities are computed
using the following principles: for the central bank, its intermediate consumption
and the compensation of its employees represent an increase in the liabilities of cur-
rency and deposits in the financial account. This is because the central bank is the is-

33 The worked example is adapted from Bloem, Gorter and Rivas (2006).
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Table 3.30
Costs incurred by the central bank in producing non-market output
Line number Item Description Value 2008 SNA code
(1) | Intermediate consumption 90.0 P1,P2
(2) | Compensation of employees 360.0 D1
(3) | Non-market output of the central bank (M+(2) 450.0 P1,P3,P32,D7,D75
Table 3.31

Calculation of changes in financial assets and liabilities of central bank and other
institutional units

Line number Item Description Value 2008 SNA code
Changes in financial assets (currency and deposits)
(4) | Households (2) 360.0 F2
(5) | Non-financial and financial corporations (1) 90.0 F2

Changes in liabilities (currency and deposits)
(6) | Central bank e | 4500 | F2

suer of currency, so it does not hold currency and deposits as financial assets. For the
institutional units which provide goods and services and labour inputs to the central
bank, the counterpart of these transactions represent an increase in their assets of
currency and deposits. For example, the central bank has an increase in liabilities of
currency and deposits of 450.0 units during the accounting period. This is the result
of the following:

+ Payment for intermediate consumption (90.0 units).

+ Payment for compensation of employees (360.0 units).

3.105. Table 3.32 shows how to record the non-market output of the central
bank and other transactions. To ensure clarity, the transactions of the central bank
are shown separately rather than combined with those of the other financial corpo-
rations. Furthermore, to simplify the presentation and analysis, other transactions,
such as the intermediate consumption of goods and services of the other institutional
units, are ignored, while the transactions of the non-financial and other financial
corporations are combined. The transactions are described as follows:

(@ The non-market output of the central bank (450.0 units) is recorded in the
production account. The intermediate consumption of the central bank
(90.0 units) is also recorded in this account. This amount is also recorded
as the output of the non-financial and other financial corporations sector,
since it is assumed that all the intermediate consumption of the central
bank is sourced from these corporations;

(b) The compensation paid by the central bank to its employees to produce
the non-market output (360.0 units) is entered in the “uses” column in the
generation of income account;

(¢) This amount is then recorded as the resources of households in the alloca-
tion of primary income account;

(d) The collective consumption expenditure represented by the non-market
output of the central bank (450.0 units) is consumed by the general gov-
ernment. Hence, it is recorded as part of the collective consumption ex-
penditure of the general government in the use of disposable income ac-
count. However, this output is not produced by the general government.
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Table 3.32
Recording transactions related to the non-market output of the central bank
Uses Resources
g g
5 | B 5 = -
" o x |Bge Bwa| = =
- | 2 | 3 S| 5 | 2S5 2S5 & 5 2| 2| =
[ S £ - £ 2 Sch Seh| =2 —= £ g S &
_ g o @ S s S |&E5| 2008 Transactions |EE5| © S s @ o K _
= S = 3 $3 'é ST E| SNA andbalancing | 5T & '5 S3 3 = S &
2 ) 2 T o & Y |=288| code items =58 ¢ US| T = U] °
Production account
540.0 | 540.0 P1 Output 90.0| 450.0 540.0 540.0
90.0 90.0 90.0 P2 Intermediate 90.0| 900
consumption
Value added,
450.0 450.0 360.0 90.0 Blg gross/Gross
domestic product
Generation of income account
3600 3600 3600 pi | Compensation of
employees
90.0 90.0 0.0 90.0 B2g Operating surplus,
gross
Allocation of primary income account
D1 Compensation of 360.0 | 360.0 360.0
employees
Balance of
450.0 4500 360.0 00| 900| Bsg | Primaryincome, 450.0 450.0
gross/National
income, gross
Secondary distribution of income account
450.0 450.0 450.0 D7 Other current 450.0 450.0 450.0
transfers
450.0 450.0 450.0 D75 Miscellaneous 450.0 450.0 450.0
current transfers
450.0 4500 360.0| 450.0| -450.0| 90.0| Bég Disposable
income, gross
Use of disposable income account
4500 4500 4500 p3 | Final consumption 4500 | 450.0
expenditure
Collective
450.0 450.0 450.0 P32 consumption 450.0 | 450.0
expenditure
0.0 0.0| 360.0 0.0| -450.0 90.0 B8g Saving, gross
Changes in assets Changes in liabilities and net worth
Capital account
0.0 00| 3600 00| -4500| 900| B9 Netlending (+)/
net borrowing (-)
Financial account
B9 Netlending )/ | 944/ 4500| 00| 3600| 00 0.0
net borrowing (-)
450.0 4500 | 360.0 90.0 F2 c”ge”‘y.a"d 4500| 00 450.0 450.0
eposits

As a result, there is a fall in government saving and, hence, net lending/
net borrowing. For the central bank, the opposite effects are observed. To
remove these effects, a current transfer (450.0 units) is also recorded as pay-
able by the central bank to the general government to cover its purchase of
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the non-market output of the central bank. The current transfer is recorded
as part of miscellaneous current transfers in the secondary distribution of
income account;

(e)  Since there are no capital account transactions, net lending/net borrowing
in the capital account is the same as gross saving and the current external
balance in the use of disposable income account;

(f)  The financial account records the changes in currency and deposits as the
means of payment for most of the transactions in the earlier accounts. Since
these entries are the counterparts to entries in the other accounts, net lend-
ing/net borrowing is identical to net lending/net borrowing in the capital
account, although, in practice, differences in data sources and the timing
of the recording of transactions may result in a discrepancy between the
estimates of net lending/net borrowing in these two accounts.

Volume measures of the output of the central bank

References:

2008 SNA, Chapter 15, Price and volume measures

Handbook on Price and Volume Measures in National Accounts, Chapter 4, A/B/C methods for
output by product

3.106. The market and non-market output of the central bank which are calcu-
lated from source data are measured at current prices. There is a need to remove the
price effects to derive the corresponding volume measures. How the volume measures
are computed depends on the nature of the output. In the case of explicit charges - su-
pervisory services, say — volume measures can be obtained by deflating the current-price
output using an appropriate sub-index of the PPI (adjusted for quality changes). Given
that such a sub-index is likely to be unavailable, the compiling agency can consider us-
ing a PPI with a broader coverage. Alternatively, it can consider the use of volume indi-
cators. In the case of output related to financial intermediation, volume measures can be
obtained using the method to compute volume measures of FISIM which was described
earlier. In the case of the non-market output of collective services, no market prices ex-
ist. Thus, it is not possible to deflate the output using an output price index such as the
PPI. This means that other methods will have to be considered. For collective services,
two methods are discussed below.

3.107. 'The first method is to derive a pseudo-output price index such that, when
it is compared to the aggregate input price index, the difference reflects the productivity
growth thought to be occurring in the production process. Pseudo-output price indices
can be derived in various ways, such as by adjusting the input price index according
to the observed productivity growth of a related production process or by basing the
growth of the pseudo-output price index on the output price indices observed for simi-
lar products. However, this method is unlikely to apply to the output of collective ser-
vices of the central bank, as it will be difficult to find products similar to these services.

3.108. The second method is called the “input method”. This method may be more
appropriate for collective services. The “input method” consists of measuring changes in
output by changes in the weighted sum of volume measures of all the inputs. The latter
should fully reflect both changes in quantity and quality. They are generally best derived
by deflating the various input costs by corresponding constant-quality price indices, or,
when such price indices are unavailable, using volume indicators that reflect input vol-
ume change (for example, the number of hours worked by employees).

3.109. Measuring changes in the volume of collective services is generally more
difficult than measuring the volume changes in individual services because the former
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are hard to define and observe. This is an area where further research is needed. The
compiling agency should also consider providing explanatory information that draws
users’ attention to the method of measurement used.

(d) Interest rates set by the central bank and financial intermediation

Reference:
2008 SNA, Chapter 7, The distribution of income accounts

3.110. 'The central bank’s main responsibility is to formulate and carry out part
of economic policy of the government. It therefore often acts differently from other fi-
nancial corporations and generally has the authority of the government to enforce it.
In cases where the central bank uses its special powers to obligate market participants
to pay transfers without a direct quid pro quo, it is appropriate to record the proceeds
as implicit taxes. Conversely, in cases when the central bank makes payments that are
clearly for policy rather than commercial purposes, it may be argued that implicit subsi-
dies are paid. Three cases are considered:

¢ The central bank is able to dictate below market rates for reserve deposits.

¢ The central bank pays above market rates in a situation where the exter-
nal value of the currency is under pressure.

¢ The central bank acts as a development bank offering loans at below mar-
ket rates to priority industries.

3.111. If central bank interest rates are out of line with those of commercial banks,
they will distort the estimates of FISIM output and thus should be removed from the
calculations. The difference between flows calculated using the reference rate and the
actual rate set by the central bank should be recorded not as market output, specifically
FISIM, but as implicit taxes and subsidies. FISIM output should be calculated using
market interest rates. This procedure is analogous to, and consistent with, the practice
of treating the difference between the market exchange rate and an alternative exchange
rate imposed by the central bank as an implicit tax or subsidy. Specifically, the implicit
taxes and subsidies are classified as other taxes on production (D29) and other subsidies
on production (D39), since they do not influence the level of production of the producers
affected. In addition, compensating transfers between the government and the central
bank should be recorded in the SNA to avoid any imbalance between the current and fi-
nancial accounts. These transfers are classified as miscellaneous current transfers (D75).

3.112. Given that deviations from market rates may be relatively small in practice,
it may not be worthwhile to try to remove them from the calculation of FISIM output
in all cases. However, when deviations are considerable, the compiling agency should be
encouraged to identify them and remove them from the calculations of FISIM output to
avoid significant overestimation or underestimation of the output of the central bank.

Worked example 3.6.  Recording transactions where the central bank dictates interest
rates below the market rates for reserve deposits*

3.113. 'This worked example shows how to record transactions in the case of the
central bank dictating interest rates below the market rates for reserve deposits. The
recording of changes in financial assets and liabilities due to these transactions is also
presented.

3.114. Table 3.33 shows the average stock of reserve deposits that commercial
banks maintain with the central bank, the interbank interest rate and actual interest

3% The worked example is adapted from Bloem, Gorter and Rivas (2006).



Chapter 3. Financial production and income

95

Table 3.33
Data on the average stock of reserve deposits, the interbank interest rate and the actual interest rate
Line number Item Description Value
(1) Average stock of reserve deposits from commercial banks 50000.0
) Interbank interest rate (reference rate) (per cent) 45
(3) Actual interest rate (payable to commercial banks) (per cent) 3.0
4) FISIM using the actual and interbank interest rates (1)x[(2)-(3)1/100.0 750.0
Table 3.34
Calculation of interest income, other taxes on production, FISIM and changes in financial assets and liabilities
Line number Item Description Value 2008 SNA code
(5) | SNA interest income payable by the central bank to commercial banks (1)%x(2)/100.0 2250.0 D4, D41
(6) | Actual interest income payable by the central bank to commercial banks (1)%x(3)/100.0 1500.0
(7) | Other taxes on production payable by commercial banks (1)x[(2)-(3)1/100.0 750.0 D2, D29, D7,D75
(8) | FISIM of the central bank using market interest rates (1)x[(2)-(2)1/100.0 0.0 P1,P2
Changes in financial assets (currency and deposits)
9) ‘ Commercial banks ‘ (6) 1500.0 ‘ F2
Changes in liabilities (currency and deposits)
(10) ‘ Central bank ‘ ©) 1500.0 ‘ F2

rate payable by the central bank to these banks on their reserve deposits during an
accounting period. Such data should be available with the central bank. The reference
rate is taken to be the interbank interest rate. Reserve deposits serve among other
things to protect financial intermediaries from runs on deposits that might cause a
banking crisis. The actual interest rate paid by the central bank to banks (3.0 per cent)
is lower than the reference rate (4.5 per cent). Table 3.33 also shows the FISIM output
which is calculated using the actual interest rate payable by the central bank on the
reserve deposits of the commercial banks and the interbank interest rate as the refer-
ence rate. The use of the below market interest rate causes the output of FISIM of the
central bank to be unusually high. Thus, FISIM should be calculated using market
interest rates, while the difference between flows calculated using the reference rate
and actual interest rate set by the central bank should be recorded as other taxes on
production.

3.115. Table 3.34 shows how to calculate the various types of income payable by
the central bank to commercial banks, the output of FISIM of the central bank and
the other taxes on production. The method to calculate the SNA interest and actual
interest payable by the central bank and the output of FISIM of the central bank is the
same as the corresponding method used in worked example 3.1, except that, in this
worked example, loans are not taken into account. FISIM is calculated using market
interest rates and is zero. The other taxes on production payable by commercial banks
are calculated as follows:

+ TFind the difference between the interbank and actual interest rates on
reserve deposits.

+ Multiply this difference by the average stock of reserve deposits to obtain
other taxes on production.

Table 3.34 also shows the changes in financial assets and liabilities arising from the
transactions between the central bank and commercial banks. The central bank has an
increase in liabilities of currency and deposits due to the interest payable to banks on the
reserve deposits (1500.0 units). The converse applies to commercial banks for changes in
their assets of currency and deposits.
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Table 3.35
Recording transactions for which the central bank dictates interest rates below the market rates for reserve deposits
Uses Resources
> = = >
£ - X kvl T v - - £
o 2 g g 585 55 g g 2 o
8w S — E — £ R : £ = — E S & w
2 o cc T T s 2008 Transactions T 5 T cc @ 28
= g2 = % g = £e SNA and balancing 2e = % g s s2 T
g [T g S & ] ISI] code items IS ] S & g [Tl S

Production account

0.0 0.0 P1 Output 0.0 0.0 0.0

0.0 0.0 00| P2 Intermediate 0.0 0.0
COnSUmpthn

Value added, gross/Gross

0.0 0.0 0.0 0.0, Bilg domestic product

Generation of income account

750.0 750.0 7500 D2 Taxes on production
and imports

750.0 750.0 7500 | D29 Other taxes on
production

-750.0 -750.0 0.0| -750.0 B2g Operating surplus, gross

Allocation of primary income account

Taxes on production

D2 R 750.0 750.0 750.0
and imports
D29 Other taxes on 7500 | 7500 750.0
production
2250.0 2250.0 2250.0 D4 Property income 2250.0 2250.0 2250.0
2250.0 2250.0 2250.0 D41 Interest 2250.0 2250.0 2250.0
Balance of primary
0.0 0.0 750.0 | -2250.0 | 1500.0 | B5g income, gross/National
income, gross
Secondary distribution of income account
750.0 750.0 750.0 D7 Other current transfers 750.0 750.0 750.0
750.0 7500  750.0 prs | Miscellaneous current 750.0 750.0 750.0
transfers
0.0 0.0 0.0| -1500.0 | 1500.0| B6g | Disposable income, gross
Use of disposable income account
0.0 ‘ ‘ 0.0 ‘ 0.0 ‘ -1500.0 ‘ 1500.0 ‘ BSg ‘ Saving, gross ‘ ‘ ‘ ‘ ‘ ‘
Changes in assets Changes in liabilities and net worth
Capital account
0.0 0.0 0.0/ -1500.0| 1500.0| B9 Net lending (+)/
net borrowing (-)
Financial account
B9 Netlending (+)/ 1500.0 | -1500.0 0.0 0.0 0.0
net borrowing (-)
1500.0 1500.0 1500.0 F2 Currency and deposits 1500.0 1500.0 1500.0

3.116. Table 3.35 shows how to record the various transactions. To ensure clar-
ity, the transactions of the central bank and commercial banks are recorded sepa-
rately rather than combined under the financial corporations sector. The transactions
of commercial banks are recorded under the other financial corporations sector. To
simplify the presentation and analysis, other transactions, such as wages and salaries,
are ignored. The transactions are described as follows:
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(@) The output of FISIM produced by the central bank is zero and it is recorded
in the production account. This output is also recorded as the intermediate
consumption of the commercial banks;

(b) Commercial banks actually receive only 1500.0 units (i.e. 3.0 per cent times
50000.0) as “interest” on their reserve deposits. This amount is recorded in
the financial account. However, they are recorded as receiving 2250.0 units
(i.e.4.5 per cent times 50000.0) as SNA interest in the allocation of primary
income account and paying 750.0 units (i.e. 1.5 per cent times 50000.0) to
government as other taxes on production in the generation of income ac-
count;

()  The general government is recorded as receiving 750.0 units from commer-
cial banks as other taxes on production, which are recorded in the alloca-
tion of primary income account, and as making a miscellaneous current
transfer of 750.0 units to the central bank, which is recorded in the second-
ary distribution of income account. Both these flows are notional;

(d) The central bank actually pays 1500.0 units in interest on the reserve de-
posits maintained by commercial banks with it. This amount is recorded
in the financial account. However, it is recorded as paying 2250.0 units to
the commercial banks in the allocation of primary income account and
receiving a miscellaneous current transfer of 750.0 units from the general
government in the secondary distribution of income account;

()  Gross saving in the use of disposable income account is the same as net
lending/net borrowing in the financial account, as there are no transactions
in the capital account. The equality between net lending/net borrowing in
the capital account and financial account has been maintained due to the
inclusion of a compensating current transfer from the general government
to the central bank, although, in practice, differences in data sources and
the timing of the recording of transactions may result in a discrepancy be-
tween the estimates of net lending/net borrowing in these two accounts.

Worked example 3.7.  Recording transactions for which the central bank
pays above market rates in a situation in which the external value of the currency
is under pressure

3.117. 'This worked example shows how to record the transactions in the SNA in
the case of the central bank setting interest rates above the market rates for a limited
period in a situation in which the external value of the currency is under pressure. The
changes in financial assets and liabilities due to these transactions are also recorded.

3.118. Table 3.36 shows the average stock of deposits commercial banks main-
tain with the central bank, the interbank interest rate and the actual interest rate
payable by the central bank to these banks on their deposits during an accounting pe-
riod. These data should be available with the central bank. The reference rate is taken
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Table 3.36
Data on average stock deposits, the interbank interest rate and the actual interest rate
Line number Item Description Value
1) Average stock of deposits from commercial banks 50000.0
2) Interbank interest rate (reference rate) (per cent) 45
3) Actual interest rate (payable to commercial banks) (per cent) 7.0
4) FISIM using the actual interest rate and the interbank interest rate (1)x[(2)-(3)1/100.0 -1250.0
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Table 3.37
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Calculation of interest income, other subsidies on production, financial intermediation services indirectly measured and
changes in financial assets and liabilities

Line number Item Description Value 2008 SNA code
(5) | SNA interest income payable by the central bank to commercial banks (1)%(2)/100.0 2250.0 D4, D41
(6) | Actual interest income payable by the central bank to commercial banks | (1)x(3)/100.0 3500.0
(7) | Other subsidies on production receivable by commercial banks (1)x[(3)-(2)1/100.0 1250.0 D3, D39, D7, D75
(8) | FISIM of the central bank using market interest rates (1)x[(2)-(2)1/100.0 0.0 P1,P2
Changes in financial assets (currency and deposits)
9) ‘ Commercial banks ‘ (6) ‘ 3500.0 ‘ F2
Changes in liabilities (currency and deposits)
(10) ‘ Central bank ‘ (©) ‘ 3500.0 ‘ F2

to be the interbank interest rate. The actual interest rate paid by the central bank to
commercial banks (7.0 per cent) is higher than the market interest rate, which is the
interbank interest rate (4.5 per cent). Table 3.36 also shows the FISIM output which
is calculated using the actual interest rate payable by the central bank on the deposits
of the commercial banks and the interbank interest rate as the reference rate. The use
of the above market interest rate causes the output of FISIM of the central bank to
be negative. Thus, FISIM should be calculated using market interest rates, while the
difference in flows calculated using the reference rate and the interest rate set by the
central bank should be recorded as other subsidies on production.

3.119. Table 3.37 shows how to calculate the various types of interest income
payable by the central bank to commercial banks, the output of FISIM of the central
bank and other subsidies on production. The method to calculate the SNA interest
and actual interest payable by the central bank and the output of FISIM of the central
bank is the same as the corresponding method in worked example 3.1, except that,
in this worked example, loans are not taken into account. FISIM is calculated using
market interest rates and is zero. The other subsidies on production payable to com-
mercial banks are calculated as follows:

+ Tind the difference between the actual interest rate and the interbank
interest rate on deposits.

+ Multiply this difference by the average stock of deposits to obtain other
subsidies on production.

Table 3.37 also shows the changes in financial assets and liabilities arising from the
transactions between the central bank and commercial banks. The central bank has an
increase in liabilities of currency and deposits due to the interest payable to commercial
banks on their deposits (3500.0 units). The converse applies to commercial banks for
changes in their assets of currency and deposits.

3.120. Table 3.38 shows how to record the various transactions in the SNA. To
ensure clarity, the transactions of the central bank and commercial banks are re-
corded separately rather than combined under the financial corporations sector. The
transactions of commercial banks are recorded under the other financial corpora-
tions sector. To simplify the presentation and analysis, other transactions, such as
wages and salaries, are ignored. The transactions are described as follows:

(@) The output of FISIM produced by the central bank is zero and it is recorded
in the production account. This output is also recorded as the intermediate
consumption of the commercial banks;

(b) Commercial banks actually receive 3500.0 units (i.e. 7.0 per cent times
50000.0 units) as “interest” on their deposits. This amount is recorded in
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Table 3.38
Recording transactions for which the central bank pays above market rates in a situation in which the external value
of the currency is under pressure
Uses Resources
g e | x | Sa T | x .| E
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2 c [ © c O c O [ ] c 2
c wn 8 — E f = B . £ ® f — E 8 c wn
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Production account
0.0 0.0 P1 Output 0.0 0.0 0.0
0.0 0.0 0.0 P2 Intermediate 0.0 0.0
consumption
Value added, gross/
0.0 0.0 0.0 0.0 Blg Gross domestic product
Generation of income account
-1250.0 -1250.0 -1250.0 D3 Subsidies (-)
-1250.0 -1250.0 -1250.0 D39 Other subsidies on
production (-)
1250.0 1250.0 1250.0 B2g Operating surplus, gross
Allocation of primary income account
D3 Subsidies (-) -1250.0 | -1250.0 -1250.0
D39 Other subsidies on 12500 | -1250.0 -1250.0
production (-)
2250.0 2250.0 2250.0 D4 Property income 2250.0 2250.0 2250.0
2250.0 2250.0 2250.0 D41 Interest 2250.0 2250.0 2250.0
Balance of primary
0.0 0.0 | -1250.0 | -2250.0 | 3500.0 B5g income, gross/National
income, gross
Secondary distribution of income account
1250.0 1250.0 1250.0 D7 Other current transfers 1250.0| 1250.0 1250.0
1250.0 1250.0 1250.0 D75 Miscellaneous current 1250.0| 1250.0 1250.0
transfers
0.0 0.0 0.0 | -3500.0 | 3500.0 B6g Disposable income,
gross
Use of disposable income account
0.0 ‘ ‘ 0.0 ‘ 0.0 ‘ -3500.0 ‘ 3500.0 ‘ BSg Saving, gross ‘ ‘ ‘ ‘ ‘
Changes in assets Changes in liabilities and net worth
Capital account
0.0 0.0 0.0 | -3500.0 | 3500.0 B9 Netlending (+)/
net borrowing (-)
Financial account
B9 Net lending (+)/ 3500.0 | -3500.0 0.0 0.0 0.0
net borrowing (-)
3500.0 3500.0 3500.0 F2 Currency and deposits 3500.0 3500.0 3500.0
the financial account. However, they are recorded as receiving 2250.0 units
(i.e. 4.5 per cent times 50000.0 units) as SNA interest, which are recorded
in the allocation of primary income account, and receiving another 1250.0
units (i.e. 2.5 per cent times 50000.0 units) from the general government
as other subsidies on production, which are recorded in the generation of
income account;
() The general government is recorded as paying 1250.0 units to commercial

banks as other subsidies on production, which are recorded in the alloca-
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tion of primary income account, and as receiving a miscellaneous current
transfer of 1250.0 units from the central bank, which is recorded in the
secondary distribution of income account. Both these flows are notional;

The central bank actually pays 3500.0 units in interest on the deposits
maintained by commercial banks with it. This amount is recorded in the
financial account. However, it is recorded as paying 2250.0 units to the
commercial banks, which are recorded in the allocation of primary income
account, and providing a miscellaneous current transfer of 1250.0 units to
the general government, which is recorded in the secondary distribution of
income account;

Gross saving in the use of disposable income account is the same as net
lending/net borrowing in the financial account, as there are no transactions
in the capital account. The equality between net lending/net borrowing in
the capital account and financial account has been maintained due to the
inclusion of a compensating current transfer from the central bank to the
general government, although, in practice, differences in data sources and
the timing of the recording of transactions may result in a discrepancy be-
tween the estimates of net lending/net borrowing in these two accounts.

Recording transactions for which the central bank acts as a

development bank by offering loans at below market rates to priority industries3*

3.121.

This worked example shows how to record the transactions in the SNA in

the case of the central bank acting as a development bank and offering loans at below
market interest rates to priority industries. The changes in financial assets and liabilities
due to these transactions are also recorded.

Table 3.39
Data on the average stock of loans, the interbank interest rate and the actual interest rate
Line number Item Description Value
(1) | Average stock of loans to priority industries (non-financial corporations) 100000.0
(2) | Interbank interest rate (reference rate) (per cent) 4.5
3) Actual i.nterest rate (receivable on loans by the central bank to priority 3.0
industries) (per cent)

(4) | Market interest rate for loans (per cent) 5.0
(5) | FISIM using the actual interest rate and the interbank interest rate (1)%[(3)-(2)1/100.0 -1500.0

Table 3.40

Calculation of interest income, other subsidies on production, financial intermediation services indirectly measured
and changes in financial assets and liabilities

Line number Item Description Value 2008 SNA code
(6) | SNA interest receivable by the central bank from priority industries (1)%(2)/100.0 4500.0 D4, D41
(7) | Actual interest receivable by the central bank from priority industries (1)%(3)/100.0 3000.0
(8) | Other subsidies on production receivable by priority industries (1)x[(4)-(3)1/100.0 2000.0 D3, D39, D7, D75
(9) | FISIM of the central bank (1)x[(4)-(2)1/100.0 500.0 P1,P2
Changes in financial assets (loans)
(10) | Central bank ) | 30000 | F4
Changes in liabilities (loans)
(1) ‘ Priority industries ‘ @) ‘ 3000.0 F4

35 The worked example is adapted from Bloem, Gorter and Rivas (2006).
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3.122. Table 3.39 shows the average stock of loans granted by the central bank to
priority industries, the interbank interest rate, the actual interest rate payable by the
priority industries on the loans granted by the central bank and market interest rates
for such loans during an accounting period. These data should be available with the
central bank. The reference rate is taken to be the interbank interest rate. The actual
interest rate payable by priority industries on loans granted by the central bank is
3.0 per cent, while the actual market interest rate for such loans is 5.0 per cent. For
simplicity, priority industries are assumed to be from the non-financial corporations
sector. Table 3.39 also shows the output of FISIM of the central bank which is calcu-
lated using the reference rate and the interest rate set by the central bank on loans
granted to priority industries. The use of an interest rate below the reference rate
causes the output of FISIM of the central bank to be negative. Thus, FISIM should be
calculated using market interest rates, while the difference in flows calculated using
the market interest rate for loans and the interest rate set by the central bank on such
loans should be recorded as other subsidies on production.

3.123. Table 3.40 shows how to calculate the various types of interest income
receivable by the central bank on its loans to priority industries, the output of FISIM
of the central bank and other subsidies on production. The method to calculate the
SNA interest and actual interest payable by the central bank and the output of FISIM
of the central bank is the same as the corresponding method in worked example 3.1,
except that, in this worked example, deposits are not taken into account. FISIM is
calculated using market interest rates and is 500.0 units. The other subsidies on pro-
duction receivable by priority industries are calculated as follows:

+ Find the difference between the market interest rate for loans and the
actual interest rate set by the central bank on such loans to priority in-
dustries.

o Multiply this difference by the average stock of loans to obtain other sub-
sidies on production.

Table 3.40 also shows the changes in financial assets and liabilities arising from the
transactions between the central bank and priority industries. The central bank has an
increase in assets of loans due to the interest receivable on the loans granted to priority
industries (3000.0 units). This amount also represents the increase in liabilities of loans
of the priority industries.

3.124. Table 3.41 shows how to record the various transactions. The transac-
tions of priority industries are recorded under the non-financial corporations sector,
since it is assumed that all these industries belong to this sector. To simplify the pres-
entation and analysis, other transactions, such as wages and salaries, are ignored. The
transactions are described as follows:

(@ The output of FISIM produced by the central bank is 500.0 units and is
recorded in the production account. This output is also recorded as the in-
termediate consumption of the priority industries under the non-financial
corporations sector in the production account;

(b) Non-financial corporations actually pay 3000.0 units (i.e. 3.0 per cent
of 100000.0 units) as “interest” on the loans from the central bank. This
amount is recorded in the financial account. However, they are recorded as
paying 5000.0 units (i.e. 5.0 per cent of 100000.0 units) as interest which is
split into SNA interest in the allocation of primary income account (4500.0
units) and FISIM (500.0 units), and as receiving 2000.0 units (i.e. 2.0 per
cent of 100000.0 units) from the general government as other subsidies on
production, which are recorded in the generation of income account;
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Table 3.41
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Recording transactions for which the central bank acts as a development bank by offering loans at below market rates to

priority industries

Uses Resources
> >
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Production account
500.0 500.0 P1 Output 500.0 500.0 500.0
500.0 500.0 500.0 P2 Intermediate 5000 500.0
consumption
Value added, gross/
0.0 0.0 3000 -500.0 B1g Gross domestic product
Generation of income account
-2000.0 -2000.0 -2000.0 D3 Subsidies (-)
-2000.0 -2000.0 -2000.0 D39 Other subsidies on
production (-)
2000.0 2000.0 500.0| 1500.0 B2g Operating surplus, gross
Allocation of primary income account
D3 Sub5|d|es.on production -2000.0 | -2000.0 -2000.0
and import (-)
D39 Other subsidies on -2000.0 | -2000.0 -2000.0
production (-)
4500.0 4500.0 4500.0 D4 Property income 4500.0 4500.0 4500.0
4500.0 4500.0 4500.0 D41 Interest 4500.0 4500.0 4500.0
Balance of primary
0.0 0.0 | -2000.0 | 5000.0 | -3000.0 B5g income, gross/National
income, gross
Secondary distribution of income account
2000.0 2000.0 2000.0 D7 Other current transfers 2000.0 | 2000.0 2000.0
2000.0 2000.0 2000.0 D75 Miscellaneous current 2000.0 | 2000.0 2000.0
transfers
0.0 0.0 0.0| 3000.0 | -3000.0 B6g Disposable income,
gross
Use of disposable income account
0.0 ‘ ‘ o.o‘ 0.0‘ 3000.0‘ -3000.0‘ B8g Saving, gross ‘ ‘ ‘ ‘
Changes in assets Changes in liabilities and net worth
Capital account
0.0 0.0 0.0| 3000.0 | -3000.0 B9 Net lending (+)/
net borrowing (-)
Financial account
B9 Netlending (4)/ | 36000 | 3000.0 0.0 0.0 0.0
net borrowing (-)
3000.0 3000.0 3000.0 F4 Loans 3000.0 3000.0 3000.0
()  The general government is recorded as paying 2000.0 units to non-financial
corporations as other subsidies on production, which are recorded in the
allocation of income account, and as receiving a miscellaneous current
transfer of 2000.0 units from the central bank, which is recorded in the
secondary distribution of income account. Both these flows are notional;
(d) The central bank actually receives 3000.0 units from the non-financial cor-

porations as “interest” on the loans it provides to them. This amount is re-
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corded in the financial account. However, it is recorded as receiving 5000.0
units from the non-financial corporations as interest which is split into
SNA interest in the allocation of primary account (4500.0 units) and FISIM
(500.0 units), and as paying a miscellaneous current transfer of 2000.0 units
to the general government, which is recorded in the secondary distribution
of income account;

()  Gross saving in the use of disposable income account is the same as net
lending/net borrowing in the financial account, as there are no transactions
in the capital account. The equality between net lending/net borrowing in
the capital and financial accounts has been maintained owing to the inclu-
sion of a compensating current transfer from the central bank to the gen-
eral government, although, in practice, differences in data sources and the
timing of the recording of transactions may result in a discrepancy between
the estimates of net lending/net borrowing in these two accounts.

3. Financial services associated with the acquisition and disposal
of financial assets and liabilities

References:

2008 SNA, Chapter 6, The production account

2008 SNA, Chapter 17, Cross-cutting and other special issues, Part 4, The recording of flows
associated with financial assets and liabilities

BPM6, Chapter 10, Goods and services account

BPM6, Chapter 11, Primary income account

BPM6 Compilation Guide, Chapter 12, Services

3.125. Many financial corporations may charge in full or in part for their services
provided for the acquisition and disposal of financial assets by having a spread between
the buying and selling price. This spread is known as the buy-sell spread. The current-
price output or margin arising from the financial service provided to the buyer is calcu-
lated as the difference between the selling (ask or offer) price and mid-price at the time
of purchase of the financial asset. The purchase price thus represents the market value of
the financial asset plus the margin. The current-price output or margin arising from the
financial service provided to the seller is the difference between the mid-price and buy-
ing (bid) price at the time of sale of the financial asset. The selling price, thus, represents
the market value of the financial asset less the margin. The bid and offer prices should
be those applicable to the individual buyer and seller, since these may vary according to
the quantity being transacted or other factors. The mid-price of the financial asset is the
average at a given point in time between the bid and ask prices. By using the mid-price
at the time of purchase or sale, any holding gains or losses on the financial asset are ex-
cluded from the financial service provided. To ignore the margins would understate the
value of output of financial services arising from these transactions.

3.126. Asindicated in table 3.1, financial corporations whose output is calculated
this way include security and derivative dealers, foreign exchange bureaux and deposit-
taking corporations. The existence of a buy-sell spread shows that these financial cor-
porations serve the market in a somewhat similar way to a wholesaler by providing li-
quidity and inventory. Financial assets which are bought and sold this way by these
financial corporations include foreign exchange, shares, debt securities — such as bills
and bonds - financial derivatives and investment fund shares.

3.127. Given that the bid and offer prices to be used to compute the margins
should be those applicable to the individual buyer and seller, the compiling agency will
need to develop a securities database capturing each transaction in the financial asset
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together with the bid and offer prices so that it can calculate the margin for each transac-
tion. However, in many countries, such a database may not be readily available or may
be too costly to develop and maintain. Thus, as a proxy, the compiling agency can collect
data on the value of transactions in the financial assets which are traded using buy-sell
spreads and then apply the average margin as a percentage to the value of these transac-
tions. The average margin can be determined by consulting those financial corporations
which earn service charges through buy-sell spreads.

3.128. The margins should be recorded as the intermediate consumption of cor-
porations, general government or NPISHs if the financial services are provided to these
sectors. If they are provided to households, these should be recorded as their final con-
sumption expenditure unless the financial service is provided to an unincorporated en-
terprise. The margins which are recorded as the intermediate consumption of general
government and NPISHs are also recorded in their output and final consumption ex-
penditure, since the institutional units in these two sectors are non-market producers
whose output is calculated as the sum of costs. On the other hand, the margins should
be recorded in exports of goods and services if the financial services are provided to the
rest of the world. Where possible, the compiling agency should try to use a “bottom-up”
approach to compute the economy-wide value of the margins. This can be done by com-
puting the value of the margins consumed by each sector by applying an average sectoral
margin as a percentage of the sectoral value of transactions in the financial assets which
are traded using buy-sell spreads. After that, the value of the sectoral margins can be
summed up to obtain the economy-wide value. In many instances, it may not be pos-
sible for the compiling agency to directly calculate the value of the margins consumed
by each sector from the input data. Thus, the compiling agency can consider using a
“top-down” approach. This is done by first applying an economy-wide average margin
as a percentage of the total value of transactions in the financial assets which are traded
using buy-sell spreads. The economy-wide value of the margin can then be allocated to
the user sectors using various indicators, such as the sectoral value of the transactions.

3.129. Resident institutional units may also incur these margins when they buy
and sell foreign exchange, debt securities, shares, financial derivatives and investment
fund shares through non-resident financial institutions. Estimates of the imports of
these margins can be obtained directly from balance of payments statistics. Howev-
er, if the balance of payments statistics do not report estimates of these margins, the
compiling agency may need to estimate them. One way is to estimate the share of the
country concerned in partner country data on exports of these implicit service charges.
Another way is to estimate the share of the country concerned in the world turnover
data for cross-border transactions in financial instruments such as foreign exchange
and financial derivatives, and then apply an average margin to the share. The average
margin can be determined in consultation with industry experts. The compiling agency
should estimate the average margin in consultation with the compilers of the balance
of payments to ensure that there is consistency in the recording of these transactions in
the national accounts and balance of payments statistics. After obtaining the required
data either directly from the balance of payments statistics or through estimation tech-
niques, the compiling agency will still need to allocate the data on the imports of these
margins to the resident institutional sectors. This can be done directly if the compiling
agency is able to obtain the input data for each institutional sector. If not, the compiling
agency will need to consider the use of various techniques to allocate the total value of
the imported margins. For example, the compiling agency can consider allocating the
imported margins in proportion to the consumption of domestically produced margins
by the resident user sectors.

3.130. Debt securities, such as bills and bonds, give rise to interest payments, in-
terest being payable to the owner of the securities by the issuer. Some of these interest
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charges may themselves be imputed from changes in the value of securities as they ap-
proach maturity. Interest on debt securities arises when they are issued at a discount to
their face value. Interest is equal to the amount the issuers of the securities will have to
pay to their holders over and above the repayment of the amount advanced by the initial
holders. Interest accrual on a debt instrument is determined for the entire life by the
conditions set at the inception of the instrument. Interest accrued is determined using
the original yield-to-maturity. A single effective yield, established at the time of security
issuance, is used to calculate the amount of accrued interest in each period to maturity.
This approach is also known as the debtor approach. In addition, interest is recorded as
accruing continuously to the holders in the allocation of primary income account. The
interest accruing is then “reinvested” in the debt security by the holders, and this is re-
corded in the financial account as the acquisition of more debt securities by the holders
and a further issue of more debt securities by the issuers.

3.131. Inaddition, besides being issued at a discount to face value, long-term debt
securities, such as bonds and debentures, may be issued at a price which is equal or at a
premium to the face value. In all of these instances, they may also pay a fixed or contrac-
tually determined variable money income in the form of coupon payments periodically
throughout the life of the debt security. Thus, the interest receivable by the holders of
these securities includes the interest accruing that is due to the difference between the
redemption price and issue price and the coupon payments. Both the interest accruing
and coupon payments should be recorded in the allocation of primary income account.

3.132. It is important when measuring interest as the increase in value of a debt
security between the date it is purchased and the date it matures (or is subsequently
sold) to measure from one midpoint value to another and to treat the differences be-
tween midpoint price and bid or ask price at the time of purchase, sale or redemption
as a service margin. Ignoring the margins understates the value of output of financial
institutions and may understate interest payments also.

3.133. Equities and investment fund shares or units also give rise to property
income other than interest. In the case of equities, the property income is known as
dividends and is recorded in the allocation of primary income account. In the case of
investment fund shares, the property income comprises two items. The first item is divi-
dends distributed to investment fund shareholders. The second item is retained earnings
attributed to investment fund shareholders. Dividends are recorded in the allocation of
primary income account. Retained earnings are recorded in the allocation of primary
income account and are then “reinvested” by the holders of the investment fund shares.
The reinvestment is recorded in the financial account together with the associated finan-
cial instrument.

3.134. Data on the interest accruing for debt securities can be obtained by the
compiling agency from a securities database if one is available. If such a database is not
available, the compiling agency will need to conduct a survey to collect the information
required. Likewise, the compiling agency can conduct surveys to collect the data on the
property income associated with equities and investment fund shares.

3.135. There is no property income associated with foreign exchange and financial
derivatives.

Worked example 3.9.  Recording transactions in financial services associated with the
acquisition and disposal of financial assets and liabilities

3.136. 'This worked example shows how to calculate and record the current-price
output of financial services associated with the purchase and sale of debt securities and
other related transactions. In addition, transactions between two institutional units
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are recorded in the SNA using the quadruple principle of recording. For many of these
transactions, the counterpart entries are recorded in the financial account to show the
means of payment to settle these transactions. The worked example also shows how
to record the counterpart entries for these transactions in the financial account. For
simplicity, it is assumed that these transactions are settled in currency or transferable
deposits, which are part of “currency and deposits” in the financial account.

3.137. Table 3.42 presents the information on the transactions in a treasury bill.
Assume that the compiling agency is able to collect the information from a data-
base capturing individual transactions in financial assets. Assume that household I
is holding an existing treasury bill issued by the general government and that the
market interest rate on the treasury bill is unchanged during the accounting period,
so there is no change in its value due to holding gains/losses. The treasury bill does
not pay a coupon payment. Household I decides to sell the treasury bill to house-
hold II through a dealer. For simplicity, assume that household II then decides to sell
the same security to household III through the same dealer. Assume that the three
households do not acquire or dispose of the treasury bill as owners of unincorpo-
rated enterprises. The mid-price of the transaction between the first two households
is 100.0 units, while the midpoint of the transaction between the second and third
households is 120.0 units.

3.138. Table 3.43 shows how to use the information in table 3.42 to calculate the
output of the dealer from transactions to acquire and dispose of the treasury bill, as
well as the accrued interest on the bill which is payable by the securities issuer to the
holder of the bill. The output represents the margin earned by the dealer from the
acquisitions and disposals of the security. From the viewpoint of the dealer, its output
is calculated as follows:

Table 3.42
Data on transactions in the treasury bill
Line number Item Value
Prices for the sale of the treasury bill from household | to household Il through a dealer
(1) Ask price 102.0
) Bid price 98.0
(3) Mid-price 100.0
Prices for the sale of the treasury bill from household Il to household Il through the same dealer
(4) Ask price 122.0
(5) Bid price 118.0
6) Mid-price 120.0
Table 3.43
Calculation of the output of the dealer and the accrued interest receivable by households on the treasury bill
Line number Item Description Value 2008 SNA code
(7) | Output of the dealer (7a)+(7b)+(7c) 8.0 P1
(7a) Household | - Sale of the treasury bill to household Il (3)-(2) 2.0 P3
(7b) Household II (7b.i)+(7b.ii) 4.0 P3
(7b.i) Purchase of the treasury bill from household | (1)-(3) 2.0
(7b.ii) Sale of the treasury bill to household IlI (6)-(5) 2.0
(7¢) Household Il - purchase of the treasury bill from household Il (4)-(6) 2.0 P3
Accrued interest receivable by households
(8) | Household Il (6)-(3) 20.0 D4, D41
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+ For a disposal, compute output as the difference between the mid-price
and the bid price.

+ For an acquisition, compute output as the difference between the ask
price and the mid-price.

As can be seen, there are four transactions involving the acquisitions and disposals of
the security, and this results in the dealer producing an output of 8.0 units for the service
it provides.

The accrued interest (20.0 units) is receivable by household II, since this value accrued
during the period it held the treasury bill before selling it to household III. The accrued
interest is computed as the difference between the mid-prices of the two transactions.

3.139. Table 3.44 shows how to calculate the changes in financial assets and li-
abilities arising from the transactions between the dealer and the other institutional
units, as well as the means of payment for these transactions. In general, the changes
in financial assets and liabilities are computed using the following principles: the
changes in currency and deposits of the dealer and households are the result of pay-
ments for the purchases and sales of the treasury bill. These changes are obtained
using the bid and ask prices. For the dealer and households, a disposal represents
an increase in its assets of currency and deposits, while an acquisition represents a
decrease in its assets of currency and deposits. For example, consider the case of the
dealer. It has an increase in its assets of currency and deposits of eight units during
the accounting period. This is the result of the following:

+ An increase in assets of currency and deposits arising from disposals of
the treasury bill (102.0+122.0=224.0 units).

¢ A decrease in assets of currency and deposits arising from acquisitions of
the treasury bill (98.0+118.0 = 216.0 units).

The changes in assets of debt securities of households are the result of the acquisitions
and disposals of the treasury bill by households, as well as the reinvestment of the ac-
crued interest payable on the security. For example, consider the case of household III.
It has an increase in assets of debt securities of 120.0 units. This is the result of the fol-
lowing:

¢ The acquisition of the treasury bill for 122.0 units.

¢ The removal of the margin of 2.0 units, since financial transitions should
be valued excluding the service charges payable for their acquisitions and
disposals.

Table 3.44

Calculation of changes in financial assets and liabilities related to acquisitions and disposals of the treasury bill
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Line number Item Description

Value

2008 SNA code

Changes in financial assets (currency and deposits)

Dealer [(N-Q)1+[(4-(5)]

8.0

F2

98.0

F2

Household | 2)
Household Il (5)

=
p—y

16.0

F2

— A
= =
Niz|ele

Household Ill —(4)

-122.0

F2

Changes in financial assets (debt securities)

(13) | Household | (2)-(7a)

-100.0

F3

(14) | Household II [(N-(7b.)]+[(-5)-(7b.ii)]+(8)

0.0

F3

(15) | Household Il (4)-(7¢)

120.0

F3

Changes in liabilities (debt securities)

(16) | Securities issuer (8)

20.0

F3
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Table 3.45
Recording transactions in the treasury bill
Uses Resources
> >
£ = = — - ) n | = = = £
° g | = | =z | = S| _ 8§ S| § = | = | = g |z
= . ] ) ) =) _E|®%E =% |_ £ ) ) o ] SR
a8l 3 = = S | S| S8 Transactions SS S| S| S| 5 b g
- | BL| = a g 4 ] . c9(g5| 4 a a - | BEL| =
218z =2 = = 3 € z| 8 & 2008SNA and balancing sg sz 3 3 3 E |82 B
e od| e = T T (US| i S| code items Z8|lua T | T T e od| e
Production account
80| 80 P1 Output 8.0 8.0 8.0
Value added, gross/
8.0 8.0 8.0 Blg Gross domestic product
Allocation of primary income account
20.0 20.0 20.0 D4 Property income 20.0 20.0 20.0
20.0 20.0 20.0 D41 Interest 20.0 20.0 20.0
Balance of primary
8.0 8.0 20.0 -20.0 8.0 B5g income, gross/National
income, gross
Use of disposable income account
8.0 80| 20| 40| 20 P3 Final consumption 80| 80
expenditure
0.0 00| -2.0| 16.0 -2.0| -20.0 8.0 B8g Saving, gross
Changes in assets Changes in liabilities and net worth
Capital account
0.0 00| 20| 160| -20|-200 80| BY Net lending (+)/
net borrowing (-)
Financial account
B9 Net lending (+)/ 80-200| 20| 160| 20| 00 0.0
net borrowing (-)
0.0 0.0[-122.0| 16.0| 98.0 8.0 F2 Currency and deposits
20.0 20.0| 120.0| 0.0/ -100.0 F3 Debt securities 20.0 20.0 20.0

In the case of the securities issuer, it has an increase in its liabilities of debt securities of
20.0 units. This is due to the reinvestment of the accrued interest payable to household II.

3.140. Table 3.45 shows how to record the various transactions. The transactions
of the dealer are recorded under the financial corporations sector, while the transac-
tions of the securities issuer are recorded under the general government sector. To
ensure clarity, the transactions of the three households are recorded separately rather
than combined under the households sector. The transactions are described as follows:

(@ The output of the dealer (8.0 units) is recorded in the production account
for the financial corporations sector;

(b) The accrued interest payable (20.0 units) by the securities issuer on the
treasury bill is recorded as a use of general government in the allocation of

primary income account. It is also recorded as a resource of household IT in
the same account;

(©)  The output of the dealer is consumed by the three households and is record-
ed as their final consumption expenditure in the use of disposable income
account, since it is assumed that they do not buy or sell the security as own-
ers of unincorporated enterprises;

(d) Since there are no capital account transactions, net lending/net borrowing

in the capital account is the same as gross saving in the use of disposable
income account;
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() Inthe financial account, the financial corporations sector has a net increase
of 8.0 units in currency and deposits on account of the dealer’s role in the
acquisitions and disposals of the treasury bill. The general government sec-
tor has an increase in its liabilities of debt securities due to the reinvest-
ment of the accrued interest payable on the treasury bill. Household I has
an increase in its assets of currency and deposits (98.0 units) arising from
its disposal of the treasury bill. This is offset by a decrease in its assets of
debt securities (100.0 units) due to the disposal. Household II has an in-
crease in its assets of currency and deposits (16.0 units) due to its acquisi-
tion (102.0 units) and disposal (118.0 units) of the treasury bill. It does not
have any change in its assets of debt securities because its acquisition (100.0
units) less disposal (120.0 units) of the security is completely offset by the
reinvestment of the accrued interest receivable on the security (20.0 units).
Household III has a decrease in its assets of currency and deposits (122.0
units) due to its acquisition of the treasury bill. It also has an increase in
assets of debt securities (120.0 units) due to the acquisition of the security.*
Since these entries are the counterparts to entries in the other accounts or
only reflect the exchange in financial assets and liabilities, net lending/net
borrowing is identical to net lending/net borrowing in the capital account,
although, in practice, differences in data sources and the timing of the re-
cording of transactions may result in a discrepancy between the estimates
of net lending/net borrowing in these two accounts.

3.141. 'The method explained in the worked example above is also applicable to
situations in which financial corporations charge for the services they provide in acquir-
ing and disposing of other financial assets, such as bonds, financial derivatives, equities
and investment funds and foreign currencies through a buy-sell spread, except that, in
the case of financial derivatives and foreign currencies, there is no property income as-
sociated with these financial instruments.

Volume measures of the output of financial services associated with transactions in
financial assets and liabilities

References:

2008 SNA, Chapter 15, Price and volume measures

Handbook on Price and Volume Measures in National Accounts, Chapter 4, A/B/C methods
for output by product

3.142. 'The previous section explains the calculation of the output (margins) arising
from financial services associated with transactions in financial assets and liabilities at
current prices. In order to derive the volume measure of this output, the time series data
on the margins will need to be adjusted to remove the effects of price changes. In princi-
ple, volume measures of the output can be obtained by deflating the current price output
by an appropriate sub-index of the PPI adjusted for quality changes. Thus, to obtain the
volume measures of the output of financial services provided by dealers for transactions
in debt securities, a PPI for transactions in such securities made by dealers should be used
as the deflator. In instances in which such a price index is not available, the compiling
agency can consider using alternative price indices, such as a PPI with a broader coverage,
say, for financial services. However, if the compiling agency is unable to find a suitable
price index for deflation, it can consider using appropriate volume indicators to construct
volume measures of the margins. For example, volume measures of the margins arising

36 In all the transactions involving the acquisitions and disposals of the treasury bill by the households, the
changes in the assets of currency and deposits are different from the corresponding changes in the assets of debt
securities because service charges are excluded from the value of transactions in the latter.
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from transactions in debt securities can be obtained by extrapolating base-period mar-
gins by the change in the number of units of debt securities which are traded.

3.143. To obtain volume measures of the imports of these margins, the compiling
agency can consider deflating the current-price estimates by an appropriate sub-index of
the import price index adjusted for quality changes. In instances in which such a price
index is not available, the compiling agency can consider using alternative price indices,
such as an import price index with a broader coverage, say, for financial services. If no
suitable import price indices are available, the compiling agency can consider construct-
ing a composite price index comprising appropriate price indices from partner countries
which are adjusted for changes in exchange rates. Alternatively, the compiling agency
can consider constructing a composite volume index comprising the volume measures
of total exports or output of these margins from partner countries. The composite vol-
ume index can then be used to extrapolate base-period imports of the margins to obtain
the corresponding volume measures. If data from partner countries are not available,
the compiling agency may consider using the price indices which are used to deflate the
domestically produced current-price margins.

4. Financial services associated with insurance and pension schemes

References:

2008 SNA, Chapter 6, The production account

2008 SNA, Chapter 17, Cross-cutting and other special issues, Part 1, The treatment of insur-
ance

BPM6, Appendix 6¢, Topical summary — Insurance, pension schemes, and standardized
guarantees

3.144. Five types of activities are covered under insurance and pension schemes:

+ Non-life insurance.

+ Standardized guarantee schemes.
+ Life insurance and annuities.

+ Reinsurance.

+ Social insurance schemes.

3.145. Insurance schemes cover non-life insurance, life insurance and annuities,
and reinsurance. It provides individual institutional units exposed to certain risks with
financial protection against the consequences of the occurrence of specified events. Fi-
nancial protection is provided by insurance corporations in the form of an insurance
policy. At its simplest, an insurance policy is an agreement between an insurance cor-
poration and another institutional unit, called the policyholder. Under the agreement,
the policyholder makes a payment (a premium) to the insurance corporation and, if
or when a specified event occurs, the insurance corporation makes a payment (claim)
to the policyholder. In this way, the policyholder protects itself against certain forms
of risk; by pooling the risks, the insurance corporation aims to receive more from the
receipt of premiums than it has to pay out as claims. In addition, insurers often act as
financial intermediaries who invest funds collected from policyholders in financial or
other assets to meet future claims.

3.146. 'The most common form of insurance is called direct insurance, whereby
the policy is issued by an insurance corporation to another type of institutional unit
other than an insurance corporation. There are two types of direct insurance: life and
non-life insurance. Life insurance is an activity whereby a policyholder makes regular
payments to an insurer in return for which the insurer guarantees to provide the poli-
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cyholder (or, in some cases, another nominated person) with an agreed sum, or an an-
nuity, at a given date or earlier if the policyholder dies beforehand. Non-life insurance
is an activity similar to life insurance, except that it covers all other risks, accidents,
sickness, fire, etc. Another form of insurance is provided by one insurance corporation
to another. This sort of insurance is called reinsurance.

3.147. Standardized guarantee schemes cover the provisions for guarantees that
are provided for certain standardized types of liabilities, such as export credit and stu-
dent loans. They are issued in large numbers, usually for fairly small amounts, along
identical lines. Guarantees of payments of principal and interest to holders of insured
bonds, deposit insurance and insurance of pension benefits are also included here. Is-
suers of standardized guarantees include insurance corporations, government agencies
and commercial banks. As will be described later in this chapter, the recording of the
transactions of standardized guarantee schemes is similar to that for non-life insurance.

3.148. Social insurance schemes comprise both pension and social security
schemes. Pension schemes are established for the purpose of providing benefits for re-
tirement or for the invalidity of specific groups of employees. Pension schemes may be
operated by a separately constituted fund or by a fund that is part of the employer or
be unfunded. Pension funds are similar to insurance in that they act as intermediaries
for investing the funds for their beneficiaries and redistribute some risks. Social secu-
rity schemes cover the community as a whole or large sections of the community and
are imposed and controlled by government units. The schemes cover a wide variety of
programmes, providing benefits in cash or in kind for old age, invalidity or death, sur-
vivors, sickness and maternity, work injury, unemployment, family allowance, health
care, etc. There is not necessarily a direct link between the amount of the contribution
paid by an individual and the benefits he or she may receive.

3.149. Insurance and pension fund operations have common features but can be
distinguished in that life insurance and pension funds include a large saving compo-
nent, whereas the objective of non-life insurance is largely to pool risk.

3.150. All these schemes lead to redistribution of funds, which are recorded in ei-
ther the secondary distribution of income account or the financial account. For non-life
insurance and standardized guarantee schemes, most of the redistribution takes place
between different units in the same period and is recorded in the secondary distribution
of income account. Many clients pay relatively small policy premiums or fees and a small
number of them receive relatively large claims or payments. For life insurance, annui-
ties and pension schemes, the redistribution is primarily, though not entirely, between
different periods for a single client and is recorded in the financial account. In fulfilling
their responsibilities as managers of these funds, insurance corporations and pension
funds are involved in risk management and liquidity transformation, the prime func-
tions of financial corporations.

(@) Non-life insurance

References:

2008 SNA, Chapter 6, The production account

2008 SNA, Chapter 17, Cross-cutting and other special issues, Part 1, The treatment of
insurance

BPM6, Chapter 5, Classification of financial assets and liabilities

3.151. Under a non-life insurance policy, the insurance company accepts a premi-
um from a client and holds it until a claim is made or the period of the insurance expires.
In the meantime, the insurance company invests the premium and the property income
earned is an extra source of funds from which to meet any claim due. The property
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income represents income foregone by the policyholder and so is treated as an implicit
supplement to the actual premium. The insurance company sets the level of the actual
premiums to be such that the sum of the actual premiums plus the property income
earned on them less the expected claim will leave a margin that the insurance company
can retain; this margin represents the output of the insurance company. Within the
SNA, the output of the insurance industry is determined in a manner intended to mimic
the premium setting policies of the insurance corporations.

3.152. The basic method for measuring non-life insurance output is as follows:

Premiums earned®
plus adjusted premium supplements (3.5
minus adjusted claims incurred.

The use of adjusted premium supplements and adjusted claims incurred in the calcula-
tion of non-life insurance output is due to the fact that, in cases of catastrophic losses,
the output of the insurance activity estimated using the basic algorithm of the 1993
SNA, depending on the balance of premiums and claims (on an accrual basis), could be
extremely volatile (even negative). The next section will provide more information on
how to compute the adjusted claims incurred and when premium supplements should
be adjusted in the calculation of non-life insurance output.

There are various types of non-life insurance. Examples include motor vehicle insurance,
personal accident insurance, travel insurance, workmen’s compensation insurance, home
insurance, cargo insurance, health and medical care insurance, flood insurance, crop
insurance and hurricane insurance. Non-life insurance output should be computed for
each line of insurance, before they are summed up to obtain the economy-wide estimate.

3.153. 'The actual premium is the amount payable to the direct insurer to secure
insurance cover for a specific event over a stated time period. Actual premiums are
measured by the amounts payable after all allowances, discounts or bonuses are taken
into account. Cover is frequently provided for one year at a time with the premium due
to be paid at the outset, though cover may be provided for shorter (or longer) periods
and the premium may be payable in instalments, for example monthly. Insurance cor-
porations may purchase reinsurance to protect themselves against the risks of claims
above certain thresholds. If a risk is reinsured, the insurance corporation will cede to
a reinsurer a part of the premiums in proportion to the risk assumed. The other part is
used by the insurance corporation to finance the risk that remains. On the other hand,
insurance corporations may act as reinsurer and accept indirect business from another
insurance corporation in the form of assumed premiums. Actual premiums receivable
by the direct insurer should not be netted for any premiums ceded to reinsurers and
should exclude premiums assumed from other insurance corporations. The rationale is
that the direct insurance corporation is fully liable vis-a-vis the policyholder, regardless
of whether or not part of the risks is reinsured.

3.154. The premium earned is the part of the actual premium that relates to cover
provided in the accounting period. This item, rather than actual premiums, is one of
the components used to calculate non-life insurance output, since it corresponds to the
output associated with the cover provided in the accounting period. For example, if an
annual policy with a premium of 120 units comes into force on 1 April and accounts
are being prepared for a calendar year, the premium earned in the calendar year is 90.
The unearned premium is the amount of the actual premium received that relates to the
period past the accounting point. In the example just given, at the end of the accounting

37 In the 2008 SNA, the term “actual premiums earned” is used in the formula to calculate non-life in-
surance output. The Handbook uses the term “premiums earned” so as to avoid confusion with the term “actual
premiums”. The terms “actual premiums” and “premiums earned” are defined in paragraphs 3.153 and 3.154,
respectively.
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period there will be an unearned premium of 30, intended to provide cover for the first
three months of the next year. Thus, the sum of premiums earned and unearned premi-
ums is the actual premiums.* Both items should not be netted for any premiums ceded
to reinsurers and should exclude premiums assumed from other insurance corporations.

3.155. A claim (benefit) is the amount payable to the policyholder by the direct in-
surer or reinsurer in respect of an event covered by the policy occurring in the period for
which the policy is valid. Claims become due when the event occurs, even if the payment
is made sometime later. Claims that become due are described as claims incurred.*® In
some contested cases, the delay between the occurrence of the event giving rise to the
claim and the settlement of the claim may be several years. Claims outstanding cover
claims that have not been reported, have been reported but are not yet settled or have
been both reported and settled but not yet paid. Paid claims occur when actual pay-
ments of cash have been made to claimants for insured events of the current or previous
periods. Claims incurred are the sum of claims paid and the changes in claims outstand-
ing during the accounting period. Claim-associated expenses are generally considered
part of the claim cost for an insurance corporation.

3.156. The insurance corporation has at its disposal reserves consisting of un-
earned premiums, unexpired risks and claims outstanding to invest until claims are
later reported and settled. These reserves are called technical reserves.* In the SNA, the
income earned from the investment of the technical reserves, regardless of the source,
is recorded as investment income attributable to the policyholders in the allocation of
primary income account, since the technical reserves are a liability of the insurance
corporation to the policyholders. However, this income remains with the insurance cor-
poration and is, in effect, a hidden supplement to the apparent premium. This income is
therefore recorded as a premium supplement payable by the policyholder to the insur-
ance corporation in the secondary distribution of income account.

3.157. The data on total estimates of premiums earned, unearned premiums,
claims paid, changes in outstanding claims, and investment income attributable to poli-
cyholders are typically available from the monetary authority or an agency which is
responsible for supervising or regulating the insurance industry, such as an insurance
regulatory commission.

3.158. On occasion, the levels of technical reserves and of equalization provisions
(which give a guide to the funds insurance corporations set aside to meet unexpect-
edly large claims) may be altered in response to financial regulation and not because
of changes in the expected patterns of premiums and claims. Such changes should be
recorded in the other changes in the volume of assets account and excluded from the
formula to determine output.

Measuring non-life insurance output

References:

2008 SNA, Chapter 6, The production account

2008 SNA, Chapter 17, Cross-cutting and other special issues, Part 1, The treatment
of insurance

2008 SNA, Annex 3, Changes from the 1993 System of National Accounts

38 In the accounts of insurance corporations, actual premiums are also known as written premiums.

39 Claims incurred are also known as losses incurred in insurance accounting.

40 In addition, paragraph 5.64b of the BPM6 and paragraph 5.173 of the ESA 2010 state that other reserves,
such as equalization reserves (which are provisions in the accounts of insurance corporations that give a guide to the
funds the insurance corporations set aside to meet unexpectedly large claims), may be identified by insurers. How-
ever, these are recognized as liabilities and corresponding assets only when there is an event that gives rise to a li-
ability. Otherwise, equalization reserves are internal accounting entries by the insurer that represent saving to cover
irregularly occurring catastrophes, and thus do not represent any existing corresponding claims for policyholders.
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3.159. The output of a non-life insurance corporation represents the service pro-
vided to policyholders. This output is based on the principle of adding premiums and
premium supplements (which may need to be adjusted depending on the method used to
compute the output) and deducting adjusted claims incurred. The input data to calculate
the output of non-life insurance can be obtained from the returns of insurers to the gov-
ernment agency responsible for the insurance sector, for example, the insurance regula-
tory commission. If such information is not available, the compiling agency may need to
conduct surveys to collect the information. Typically, the financial statements of insurers
should contain the input data needed to calculate the output of non-life insurance.

3.160. The output of non-life insurance services should be distributed to users
across the institutional sectors, including the rest of the world. The allocation to resident
institutional sectors will allow the output consumed to be classified as intermediate or
final consumption, while the allocation to the rest of the world is included in exports
of services. The distinction between intermediate and final consumption will depend
on which sector is consuming the service. Intermediate consumption is incurred by
corporations, general government, households in their role as owners of dwellings and
unincorporated enterprises, and NPISHs. The allocation of the service charge to inter-
mediate consumption of institutional sectors will also need to be broken down into the
respective industries so as to properly account for their value added. Final consumption
expenditure is incurred by general government, households in their role as consumers
and NPISHs. The output of non-life insurance is allocated to the intermediate and final
consumption of general government and NPISHs because these sectors comprise non-
market producers whose output is valued as the sum of costs. The output of non-life
insurance which is allocated to the intermediate consumption of the institutional units
in these two sectors increases the value of their output and also the value of their final
consumption expenditure.

3.161. As described below, the 2008 SNA recommends three methods to measure
the output of non-life insurance corporations.

Expectations approach

3.162. The first method is known as the expectations approach, which consists of
replicating the ex ante model used by insurance corporations to set their premiums. In
this approach, the formula to calculate the output takes the following form:

Premiums earned
plus expected premium supplements (3.6)
minus expected claims incurred.

3.163. As mentioned earlier, actual premiums earned should not be netted for any
premiums ceded to reinsurers and should exclude premiums assumed from other insur-
ance corporations.

3.164. In accepting risk and setting premiums, insurers consider both their ex-
pectation of loss (claims) and of income (premiums and premium supplements). The ex-
pected margin (premiums plus expected premium supplements minus expected claims)
provides a measure of the non-life insurance service.

3.165. Two techniques can be considered to calculate expected claims and expect-
ed premium supplements. The first technique is known as the n-point moving average
technique. This technique calculates the moving average of the n most recent observa-
tions to estimate the current value of the mean, and this mean is taken to be the forecast
for the next period. The averaging technique is meant to smooth out the volatility in the
original series. The choice for the n-point average is between a lagged moving average or
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a centred moving average.* Computationally, both procedures are simple to implement.
However, there are some disadvantages with the n-point moving average technique.
First, the choice of n largely depends on subjective judgement because the method is not
based on any statistical modelling. Second, the forecasts generated from this technique
will lag as the trend of the actual data increases or decreases. Third, the technique places
equal weight on the #n observations and ignores all the past observations which are not
used in the computation. Finally, the centred moving average procedure does not rep-
licate the theoretical notion of expectation, as it uses ex post data. Thus, the output of
non-life insurance will have to be recalculated upon the availability of actual data.

3.166. 'The second technique is known as the geometrically weighted moving aver-
age technique. This technique can be viewed as estimating the value of « (a smoothing
parameter between 0 and 1) that best fits the following regression model:

Z=wZ,  +wW,Z, ,+..+e, (3.7)

i—1 . . . . .
where w, =a (l —oc)' for i=1, ..., and e, is a white noise disturbance term.

This formula is identical to that derived from the adaptive expectations model developed
by Cagan (1956). The geometrically weighted moving average technique is superior to
the n-point moving average technique because it places relatively more weight on the
most recent observations. In addition, the technique depends on a smoothing parameter
that is estimated from the entire time series. For these reasons, it is preferred to the n-
point moving average technique.

3.167. 'The geometrically weighted moving average technique is used by the United
States Bureau of Economic Analysis (BEA) to calculate the output of non-life insurance.*

3.168. For each type of non-life insurance, a geometrically weighted moving aver-
age of past claims incurred ratios (lt+1| ,) is multiplied by the premiums earned (P, ) dur-
ing the accounting period t+1 to obtain the expected claims incurred.” Mathematically,
the expected claims incurred* in period #+1, can be written as L

L

t+1|t?

1. XP,., (3.8)

t+1|t= 1|t

where

l is the geometrically weighted expected claims incurred ratio in time period

1)t
t+1, given the information available in time period ¢t and

P, isthe premiums earned.

3.169. The term [ is computed as [ E({, |, I _.), so the geometrically

t+1|t t+1|t=
weighted moving average model takes the form:

E( |l ) =l +(1=a)E(L |1l ) =0 Y (1=a) 1,
=al +a(l-a)l +a(l-a)l, +.. 3.9)

where

L
I, is the claims incurred ratio (Ft) ,

t
L, isthe actual claims incurred in period t and

P, isthe premiums earned.

The same interpretation applies to terms [, , [, and so on.

=17 "t

41 For example, the Australian Bureau of Statistics calculates expected claims using a centred five-year
moving average of claims incurred in the measurement of non-life insurance output. For more information, see
Australian Bureau of Statistics (1999).

42 Details of the technique used by the BEA are found in Moulton and Seskin (2003), Chen and Fixler
(2003), and Seskin and Smith (2009).

4 Smoothing using claims incurred to premiums earned ratios is preferable to direct smoothing using
claims incurred data, as the former is better at handling inflation than the latter.

4% The BEA describes these expected claims incurred as normal losses.
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3.170. In the formula above, more weight is given to the most recent claims in-
curred ratios in the calculation of expected claims incurred on the basis that the most
recent observations would be a better predictor of expected claims incurred. « is the
smoothing constant in the interval (0,1) and needs to be estimated first. If a data se-
ries has at least 30 observations and is free of serial correlation,” « can be estimated
fairly well using regression techniques. The estimated value of « is then used to cal-

culate! , and L

1)t -1t *

3.171. However, if the data series is not long enough or if it exhibits serial cor-
relation, then setting « to a reasonable value produces more reliable results than rely-
ing on imprecise estimates. According to the statistical and engineering literature,
the value of « is often chosen between 0.1 and 0.3. The chosen « is the one with the
minimum root mean square prediction error (RMSPE).* Typically, it is sufficient to
choose « to be 0.1, 0.2 or 0.3. Some studies point out that an estimated value of «
greater than 0.3 may suggest serial correlation in the data series. In the case of the
BEA, « is assigned a value of 0.3 based on evidence that it provides the best predic-
tion of future values. This means that, for every deviation in the loss ratio from its
previously expected value, the normal, or expected, value for the subsequent period
is adjusted by 30 per cent.

3.172. Similarly, for each type of non-life insurance, a geometrically weighted
moving average of past investment gain/loss ratios (i,,, ) is multiplied by the premiums
earned (P,,,) during the accounting period t+1 to obtain expected premium supple-
ments. Mathematically, the expected premium supplement in period ¢+1, I, ,, can be
written as

I,.=i %P, (3.10)

t+1]t = lt+l|t
where

i is the geometrically weighted expected investment gain/loss ratio in time

period t+ 1, given the information available in time period t and

1)t

P, isthe premiums earned.

3.173. Again, the term i, is computed as i, =E(i,, |i,,i,_,....), so the geometri-
cally weighted moving average model takes the form:

E(iyyy |iysieysee) = Bi, + (1= BYE(, |i, i, 35e) = ﬁzzo(l—ﬁ)iim
=Bi,+BA-B)i, +BA=B) i, +... (3.11)
where
i, isthe netinvestment gain/loss ratio (II)—‘) )
I, is the net investment gain/loss in period t and

P, is the premiums earned.

The same interpretation applies to terms i, , i, , and so on.

3.174. 'The smoothing constant  has a similar interpretation as a. It is also cho-
sen using the same method as a. Again, in the case of the BEA, it is assigned a value
of 0.3 based on evidence that it provides the best prediction of future values.

3.175. As circumstances vary from country to country, the compiling agency may
need to determine how frequently to estimate the smoothing constants (« and ). How-

5 Serial correlation refers to the existence of a relationship between the error terms of time series data.

46 'The root mean square prediction error is the square root of the average of the squared differences be-
tween the actual values and the predicted values for the sample period. A value of zero means that the predicted
values match the actual values with perfect accuracy.
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ever, it may not be necessary for the compiling agency to estimate these parameters
every year, as they tend to be relatively stable over the short term.

3.176. 'The expected claims incurred and expected premium supplements are then
used with the actual premiums earned data to compute the output of insurance services
provided by each type of non-life insurance.

3.177. However, any normal smoothing method will still encounter a signifi-
cant increase in claims incurred when exceptional events such as catastrophic losses
enter in the smoothing formula. To moderate the effect of catastrophic losses which
will result in exceptionally large claims payable, the method is adjusted as follows.”
First, the expected claims incurred ratios are computed and the data for the year with
the catastrophe are treated as missing observations. Second, the catastrophic claim
ratio is computed as the difference between the actual claims incurred ratio and the
estimated claims incurred ratio. Third, the catastrophic claim ratio is spread forward
equally for 20 years, starting from the year with the catastrophe.* The adjustment
for the catastrophic claims ratio is then added back to the forecast of claims incurred
ratios for the subsequent years.

3.178. 'The application of the weighted moving average method requires the avail-
ability of relatively long time series data on premiums earned, investment income at-
tributable to policyholders and claims incurred so as to ensure that the weights in the
geometrically weighted expected claims incurred ratio (/) and investment gain/loss
ratio (i,,,,) sum up or are close to one. Typically, at least 30 observations are needed to
ensure that the weights are sufficiently close to one. Such time series data may not be
readily available in many countries. Thus, if the available time series data are too short,
the compiling agency may need to modify the geometrically weighted ratios by stand-
ardizing the parameters to ensure that the weights sum up to one. For instance, if the
compiling agency currently has only five years of data on premiums earned, investment
income attributable to policyholders and claims incurred, it will need to modify the
computation of the expected claims incurred ratio in year five by dividing each a-related
term by the standardizing parameter az;)(l - )l .

3.179. The expected claims incurred ratio will need to be modified to include
more terms as more observations become available. A similar adjustment will also need
to be made to the expected investment gain/loss ratio.

3.180. Besides requiring a number of intermediate steps to derive the output of
non-life insurance, this method is also rather data-intensive. Thus, it may be more suit-
able for compiling agencies with technically competent staff who are able to obtain con-
sistent and reliable time series input data to implement the approach.

Accounting approach

3.181. 'The second approach is known as the accounting approach, whereby output
is calculated as:
Premiums earned
plus premium supplements (3.12)

minus adjusted claims incurred.

47 'The 2008 SNA recommends that claims arising from catastrophic losses should be classified as capital
rather than current transfers. However, it does not specify a threshold for determining when a single event should
be classified as a catastrophe. As described in Seskin and Smith (2009), in the United States national accounts, the
threshold for determining whether any single event is treated as a catastrophe will be if either the associated prop-
erty losses or the insurance payouts exceed 0.1 per cent of GDP.

8 The rationale behind using 20 years to spread catastrophic claims forward in the expectations approach
of calculating output may be related to the depreciation rate of the underlying assets, which is usually 5 per cent
(meaning that the value of the assets is recovered after 20 years).
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This approach differs from the expectations approach in the following ways. First, ac-
tual rather than expected premium supplements are used in the calculation of non-life
insurance output. Second, adjusted claims incurred are determined ex post as the sum
of actual claims incurred plus the changes in equalization provisions (i.e. additions to
less withdrawals from equalization provisions) and, if necessary, changes to own funds
(i.e. additions to less withdrawals from own funds). The item “changes in equalization
provisions” is an entry in the accounts of insurance corporations that gives a guide to
the funds the insurance corporations set aside to meet unexpectedly large claims. In cir-
cumstances where the equalization provisions are insufficient to bring adjusted claims
back to a normal level, some contribution from own funds must be added also. Provided
the required data are available, this method may be more suitable for compiling agencies
that may not be in a position to implement the expectations method for various reasons,
such as the lack of staff with the required skills and/or lack of consistent and reliable
time series input data.

Sum of costs plus “normal profit” approach

3.182. The third method is the sum of costs plus “normal profit” approach. If the
necessary accounting data are not available and the historical statistical data are not suf-
ficient to allow reasonable average estimates of output to be made, the output of non-life
insurance may be estimated as the sum of costs (including intermediate costs, labour
and capital costs, and other taxes less other subsidies on production) plus an allowance
for “normal profit”. Capital costs are the sum of consumption of fixed capital and return
to fixed capital. They represent the value of the flow of productive services that are pro-
vided by fixed assets in the production process. The consumption of fixed capital is the
decline, during the course of the accounting period, in the current value of the stock of
fixed assets owned and used by a producer as a result of physical deterioration, normal
obsolescence or normal accidental damage. The return to fixed capital represents the in-
come earned by the owners of fixed assets from the use of these assets in the production
process. Like other institutional units which are involved in production, insurance cor-
porations usually own the fixed assets they use in producing insurance services. Thus,
the value of capital costs cannot be directly observed and will need to be imputed. To do
so, the compiling agency will need to construct estimates of productive capital stock and
user costs of capital services. The product of these two items will provide an estimate
of capital costs. The productive capital stock measures the stock of fixed assets which
is corrected for efficiency loss and retirement. The user costs of capital services are the
price the owner-user of a fixed asset pays to himself for the service of using his own fixed
assets. User costs of capital are derived from data on the rate of return to fixed capital,
the depreciation rate and changes in asset prices.*

3.183. 'The allowance for normal profit can be obtained by smoothing past actual
profits. The compiling agency will have to decide on the length of past profits to be
used for smoothing. This will depend on the reliability and consistency of historical
data on profits. The past profits for smoothing should be gross profits (i.e. profits before
the deduction of any income taxes payable). However, since any reasonable estimate for
“normal profit” is likely to involve expected claims, this option is hardly different from
the expectations approach (see box 3.2).

49" More information on how to compute capital costs can be obtained from OECD (2009).
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Box 3.2
Relationship between the sum of costs plus the “normal profit” and expectations
approaches®

The output of non-life insurance can be measured by 0 =p + ie — ce, where 0 is output, p is premi-
ums earned, ie is expected premium supplements, and ce is expected claims. However, premiums
can also be written as p — ce + a + w — ie, where 0 is split into the costs of handling the insurance
service charge (a) and the profit margin (w). Output can then be obtained as 0 =a — w. Costs can
be obtained easily, but this is not the case for the profit margin, which can be volatile. One way to
moderate the volatility of the profit margin is to develop an estimate of “normal” profit, so we can
rewrite the previous equation as 0 =a + we, where we is a measure of “normal” profit. “Normal”
profit can be obtained by directly smoothing past profits. Rearranging the equations above, we
have we =p +ie- ce—a, which shows the relationship between expected profit and expected
claims and expected premium supplements. Thus, implicitly, the sum of costs plus “normal profit”
approach is equivalent to the expectations approach.

2 This box is based on Lequiller (2004).

Transactions other than output of non-life insurance corporations

3.184. This section describes the transactions other than output of non-life in-
surance corporations so that the full implications of a non-life insurance policy can be
understood.

3.185. The premiums earned and the premium supplements are shown in the SNA
divided between two types of transactions. The first is the value of the output of insur-
ance, which, as mentioned before, is shown as either consumption or exports of insur-
ance services. The second is net premiums earned by the insurance corporations. Net
premiums are defined as actual premiums earned plus premium supplements less the
insurance service charge payable by the policyholders. Because of the way in which the
value of the service output is defined, net premiums for non-life insurance are equal
in total to adjusted, and not actual, claims. Any variation between adjusted and actual
claims represents a transfer between the policyholders and the insurance corporation.
Over time, a transfer in one direction is offset by one in the other.

3.186. 'The time of recording claims incurred is generally in the period in which
the event to which the claim relates took place. This principle is applied even when, in
the case of disputed claims, the settlement may take place years after the event con-
cerned. An exception is made in cases where the possibility of making a claim is recog-
nized only long after the event has happened. For example, an important series of claims
were recognized only when exposure to asbestos was established as a cause of serious
illness and was judged to give rise to claims under an insurance policy valid at the time
of the exposure. In such cases, the claim is recorded at the time that the insurance com-
pany accepts the liability. This may not be the same time as when the size of the claim is
agreed on or when the claim is paid.

3.187. Because the formula for output uses adjusted claims and not actual claims,
only when the actual claims happen to be the same value as expected claims will net pre-
miums and claims be equal in a given period. They should, however, be approximately
equal over a period of years excluding a year in which a disaster is recorded.

3.188. Claims incurred are normally recorded as current transfers payable by the
insurance corporation to the policyholder. In some circumstances, an insurance cor-
poration may set the level of premiums so low that they are not expected to cover costs
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and the predicted level of claims. This may happen when the surplus from one line of
business, for example home insurance, is being used to cross-subsidize another line of
business, for example, vehicle insurance.

3.189. 'There is one case where claims may be recorded as capital transfers rather
than current transfers, and that is in the wake of a major catastrophe. The criteria for
when the effects of a disaster should be treated like this must be determined according to
national circumstances, but these may involve the number of policyholders affected and
the amount of the damage done. The rationale for recording the claims as capital trans-
fers in this case comes from the fact that many of the claims will relate to destruction
or serious damage to assets such as dwellings, buildings and structures. Damage cor-
responding to a normal level of claims is covered by, for example, consumption of fixed
capital or losses from inventories. These losses are thus captured as current expenditure
elsewhere in the system. However, major losses in the wake of a disaster are recorded as
the result of unforeseen events in the other changes in the volume of assets account and
omitted from current expenditures. The recommendation is thus to record claims as
current or capital transfers analogously.

3.190. It is recommended that, following a catastrophe, the total value of the
claims in excess of the premiums should be recorded as a capital transfer from the in-
surance corporation to the policyholder. This implies that within the accounts of the
insurance corporations, they are met not from insurance technical reserves but from
own funds. Overall, however, the net worth of the insurance corporation is not affected
by the alternative recording.

3.191. A consequence of recording such claims as capital transfers means that the
disposable income of households and other policyholders does not increase counter-
intuitively as would be the case if the claims were recorded as current transfers. The
net worth of the policyholders will show the effects of both the destruction of assets (as
an other volume change) and an increase (initially) in financial assets from the capital
transfers. This recording is consistent with the recording of assistance by government or
an NPISH to cover some or all of the costs of repairing or replacing the assets of those
affected by the catastrophe who are not covered by an insurance policy.

Worked examples on recording transactions in non-life insurance

3.192. 'This section presents worked examples to calculate the current-price out-
put of non-life insurance and other related transactions of a particular line of non-life
insurance. The examples assume that the compiling agency is able to obtain the input
data on earned premiums, unearned premiums, investment income attributable to poli-
cyholders, claims paid and changes in claims outstanding from insurance corporations.
Earned and unearned premiums should not be netted for any premiums ceded to re-
insurers and should exclude premiums assumed from other insurance corporations.
Changes in claims outstanding are obtained as the difference between the level of claims
outstanding between the start and end of the accounting period.

3.193. In worked example 3.10, the expectations approach used by the United
States BEA is used to calculate output in the case of no large claims being incurred
as a result of catastrophes. Expected claims incurred are different from actual claims
incurred, and expected premium supplements differ from actual premium supple-
ments. This means that net non-life insurance premiums will not be equal to non-life
insurance claims in the secondary distribution of income account. This decoupling
has the advantage of volatile claims and premium supplements being reflected in
disposable income rather than output. In worked example 3.11, the expectations ap-
proach is repeated, but we assume that there are large claims incurred as a result of
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catastrophes. Hence, the approach is modified to exclude these large claims incurred
in the calculation of output. In addition, some of the claims are recorded as capital
transfers in the capital account in order not to unduly affect gross disposable in-
come and gross saving. Worked example 3.12 is based on the accounting approach. In
the example, claims incurred are not the result of catastrophes. For simplicity, these
worked examples assume that the only policyholders are resident households in their
capacity as final consumers.®® In addition, the worked examples will show how to
record in the financial account the counterpart entries to show the means of payment
for some of the transactions between the institutional units. For simplicity, it is as-
sumed that these transactions are settled in currency or transferable deposits, which
are part of “currency and deposits” in the financial account. Worked example 3.13
assumes that insufficient data are available to allow reasonable estimates of output to
be computed using the approaches above. Hence, output is computed using the sum
of costs plus “normal profit” approach.

Worked example 3.10.  Calculation of non-life insurance output using the expectations
approach if there are no catastrophic claims

3.194. This worked example uses the expectations approach used by the United
States BEA to calculate the output of non-life insurance.

3.195. Table 3.46 presents the relevant information for a particular line of non-
life insurance which can be used to compute its output and other transactions for
the years t-4 to t. Assume that the compiling agency is only able to collect the input
data for these five years. Investment income refers to the property income receivable
by insurance corporations from investing the technical reserves. For simplicity, it is
assumed that this property income is payable by other resident sectors and that all
the investment income attributable to policyholders comprises this property income.

Table 3.46
Data from insurance corporations on non-life insurance transactions
Line number Item t-4 t-3 t-2 t-1 t 2008 SNA code

1) Earned premiums (P) 510.0 | 564.0 | 624.0 | 693.0 | 750.0
2) Unearned premiums 89.0 116.0 140.0 165.0 195.0
(3) | Claims paid 137.0 | 148.0 167.0 176.0 195.0
(4) | Changes in claims outstanding 131.0 139.0 | 156.0 161.0 | 166.0
(5) Investment income (1,) 57.0 69.0 61.0 68.0 63.0 D4, D441

3.196. Since the data series is relatively short, it will not be possible to use regres-
sion techniques to estimate the values of « and f3 (the smoothing constants) for calcu-
lating the expected claims incurred and expected investment gains/losses ratios. In-
stead, a and f3 are first assigned the values of 0.1, 0.2 and 0.3. Next, the values of « and
B with the minimum RMSPE are chosen to calculate the expected claims incurred
and expected investment gain/loss ratios.

3.197. Table 3.47 shows how to derive the expected claims incurred ratios, invest-
ment gain/loss ratios, expected claims incurred and expected premium supplements
using a value of 0.3 for o and f. The claims incurred ratios and expected claims incurred
are obtained as follows:

50 In practice, it is likely for non-life insurance output to be consumed by more than one resident insti-
tutional sector, as well as exported. A worked example on how to allocate the output of non-life insurance and
other related transactions to institutional sectors and the rest of the world using data on actual premiums will be
presented in a subsequent section.
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Deriving claims incurred ratios, investment gain/loss ratios, expected claims and expected premium supplements
using a, $=0.3

Line number Item Description t-4 t-3 t-2 t-1 t
6 |« 0.300 0.300 0.300 0.300
(7) T-a 1-(6) 0.700 0.700 0.700 0.700
(8) |a(1-a) (6)x(7) 0.210 0.210 0.210
9) |a(1-a)n2 (6)x(7)N\2 0.147 0.147

(10) | a(1-a)A3 (6)x(7)N\3 0.103
(11) | Sum of parameters (6)+(8)+(9)+(10) 0.300 0.510 0.657 0.760
(12) | Actual claims incurred (L) (3)+(4) 268.0 287.0 323.0 337.0 361.0
(13) | Actual claims incurred ratio (1) (12)/(1) 0.525 0.509 0.518 0.486 0.481
(14) | Expected claims incurred ratio (I, ,) ay (1-a)l_./(11), 0525 | 0516 | 0517 | 0505
(15) | Expected claims incurred (Lrlt-l) (14)x(1) 296.4 321.8 358.0 378.5
(16) ﬁ 0.300 0.300 0.300 0.300
17) 1—[3 1-(16) 0.700 0.700 0.700 0.700
(18) [3(1—[3) (16)x(17) 0.210 0.210 0.210
(19) | pa-pa2 (16)x(17)A2 0.147 0.147
(20) | B(1-P)A3 (16)x(17)A3 0.103
(21) | Sum of parameters (16)+(18)+(19)+(20) 0.300 0.510 0.657 0.760
(22) | Investment gain/loss ratio (i) (5)/(1) 0.112 0.122 0.098 0.098 0.084
(23) | Expected investment gain/loss ratio (i,, ,) By (1-B)i_., 1(21), 0.112 0118 | 0109 | 0.105
(24) | Expected premium supplements (Im_,) (23)x(1) 63.0 73.6 75.4 78.4

Multiply the value of « (0.3) by its complement (1-«) which is raised to
the appropriate exponent to derive the various geometric weights.

Compute the actual claims incurred (L,) for each year as the sum of
claims paid and changes in reserves for outstanding claims.

Compute the claims incurred ratio (I,) for each year by dividing the
actual claims incurred (L,) by the premiums earned (P)).

Multiply the claims incurred ratios (/,) by the appropriate a terms for
each year to obtain the geometrically weighted claims incurred ratios.

Sum up these ratios to obtain the expected claims incurred ratio (lt|t—l)'

Since the time series of the data is relatively short, there is a need to mod-
ify the geometrically weighted claims incurred ratios by standardizing
the parameters to ensure that the weights sum up to one. This is done
by dividing each a-related term in the formula to calculate the expected
claims incurred ratio by the sum of all the a-related terms. Thus, if the
compiling agency has only five years of input data, the formula for year
five given the information available in year four will become

a ] all-a)

L =
W oz+oz(1—0¢)34

al-a)

oc+oc(1—oc)+...+oc(1—oc)3 ?

a+a(l—a)+...+a(l—a)3 ’
al-a)

oc+oc(1—oc)+...+oc(1—oc)3 '

Multiply the expected claims incurred ratio by premiums earned (P,) to
obtain expected claims incurred (Lt| )
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The same steps are also used to calculate the investment gain/loss ratios (7,), expected

investment gain/loss ratios (i, ,) and expected premium supplements (I, ).

3.198. The whole procedure is repeated to calculate the expected claims incurred
ratios, expected claims incurred, expected investment gain/loss ratios and expected pre-
mium supplements using the values of 0.1 and 0.2 for « and f. The detailed computa-
tions are not shown, as they are the same as those in table 3.47.

3.199. Table 3.48 shows the RMSPE using the values of 0.1, 0.2 and 0.3 for  and f.
In the case of « , the RMSPE is calculated as the square root of the average of the squared
differences between the actual claims incurred (L,) and the expected claims incurred
(NL,) for the sample period. In the case of §, the actual (I,) and expected investment in-
comes (PS,) are used. As an example, in the case where a=0.3, the RMSPE is calculated as:

(361.0 —378.5)* +(337.0 —358.0)* +(323.0 —321.8)* + (287.0 —296.4)*

=14.451.
4
Table 3.48
Root mean square prediction errors (RMSPE) using a, 8=(0.10, 0.20, 0.30)
« B
0.1 0.2 0.3 0.1 0.2 0.3
RMSPE 15.960 15.047 14.451 11.852 11.353 11.031

3.200. From the table, it can be observed that a=0.3 and §=0.3 have the least RM-
SPE. Thus, these values are chosen for the calculation of non-life insurance output.

3.201. Table 3.49 shows how to use the information in the tables above to com-
pute non-life insurance output and net non-life insurance premiums in year t using
the chosen values of 0.3 for « and f3. The table also shows the claims incurred data in
year t. The output of non-life insurance is computed as follows:

Premiums earned
plus expected premium supplements
minus expected claims incurred.

Net non-life insurance premiums are computed as follows:
Premiums earned
plus actual premium supplements
minus non-life insurance output.

Table 3.49
Calculation of non-life insurance output, net non-life insurance premiums and claims
incurred in year t using a, $=0.3

2008 SNA

Line number Item Description Value
code

Output of insurance corporations

(25) (insurance service charge) (N+(25)-(15) 4499 P1,P3
(26) | Net non-life insurance premiums (1)+(5)-(26) 363.1 D71,D711
(27) | Claims incurred (12) 361.0 D72,D721

3.202. Table 3.50 shows how to calculate the changes in financial assets and li-
abilities arising from the transactions between insurance corporations and the other
institutional units, as well as the means of payments for these transactions in year ¢.
In general, the changes in financial assets and liabilities are computed using the fol-

123
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Table 3.50
Calculation of changes in financial assets and liabilities related to non-life insurance transactions under the expectations
approach with no catastrophic claims in year t

Line number Item Description Value 2008 SNA code

Changes in financial assets (currency and deposits)

(28) Insurance corporations (1+(2)-3)+(5) 813.0 F2

(29) Households (3)-(1)-(2) -750.0 F2

(30) Other sectors -(5) -63.0 F2
Changes in financial assets (non-life insurance technical reserves)

(31) | Households | @+ | 3610 | Fel
Changes in liabilities (non-life insurance technical reserves)

(32) ‘ Insurance corporations ‘ (2)+(4) ‘ 361.0 ‘ F61

lowing principles: the changes in currency and deposits are the result of the pre-
miums paid by the other institutional units to the insurance corporations and the
claims paid by the latter to the former. For insurance corporations, premiums re-
ceived represent an increase in currency and deposits, while claims paid represent
a decrease. The converse applies to the counterpart institutional units. On the other
hand, the changes in non-life insurance technical reserves are the result of unearned
premiums and changes in reserves against outstanding claims. For insurance cor-
porations, these items represent an increase in liabilities, while for the other institu-
tional units they represent an increase in financial assets. As an example, insurance
corporations have an increase in assets of currency and deposits of 813.0 units during
the accounting period. This is the result of:

+ An increase in assets of currency and deposits arising from premiums
received (945.0 units), which are made up of earned (750.0 units) and un-
earned premiums (195.0 units); and investment income receivable (63.0
units).

¢ A decrease in assets of currency and deposits arising from claims paid
(195.0 units).

In addition, insurance corporations have an increase in liabilities of technical reserves of
361.0 units, which are accrual adjustments. This is the result of an increase in:

¢ Unearned premiums (195.0 units).
+ Reserves in outstanding claims (166.0 units).

3.203. Table 3.51 makes use of the relevant information in previous tables to re-
cord the various transactions for non-life insurance. To simplify the presentation and
analysis, other transactions, such as the other intermediate consumption of goods
and services of the institutional units, are ignored. The following pairs of transac-
tions need to be recorded: two pairs relate to the measurement of the production and
consumption of the insurance service, three pairs relate to redistribution and two to
the financial account. The transactions are described as follows:

(@ The output of non-life insurance (449.9 units) is recorded in the production
account of insurance corporations;

(b) The allocation of primary income account records the property income re-
ceivable by insurance corporations from other sectors (63.0 units) from in-
vesting the technical reserves. This amount is then recorded as investment
income attributable to policyholders in respect of non-life insurance (in
this instance, households) by the insurance corporations;
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Table 3.51
Recording non-life insurance transactions using the expectations approach with no catastrophic claims in year t
Uses Resources
3 g £ 3
e > S g3 g2 S > 8
a g £ @ < = Transactions = < @ E | 08
= s | =28 %S a ] . ] a 5SS | =2 | ©v¥ =
] S = 20 -l 3 2 e 2008 SNA and balancing e 3 £t s 5 S : [
° 08| B3 | &4 =e £8 code items £8 S o4& | PR3 | v 2

Production account

4499 4499 P1 Output 4499 4499 4499

Value added, gross/
Gross domestic product

4499 449.9 4499 B1g

Allocation of primary income account

63.0 63.0 63.0 D4 Property income 63.0 63.0 63.0
Investment income
63.0 63.0 63.0 D441 attributable to insurance 63.0 63.0 63.0

policyholders

Balance of primary
4499 4499 -63.0 63.0 4499 B5g income, gross/
National income, gross

Secondary distribution of income account

Net non-life insurance

363.1 363.1 363.1 D71 3 363.1 363.1 363.1
premiums
363.1 363.1 363.1 D71 _Net non-life direct 363.1 363.1 363.1
Insurance premlums
361.0 361.0 361.0 D72 Non-life insurance claims 361.0 361.0 361.0
361.0 361.0 361.0 D721 Non-life direct 361.0 361.0 361.0

insurance claims

4499 4499 -63.0 60.9 452.0 B6g Disposable income, gross

Use of disposable income account

Final consumption

4499 4499 4499 P3 . 4499 4499
expenditure
0.0 0.0 -63.0 | -389.0 | 452.0 B8g Saving, gross
Changes in assets Changes in liabilities and net worth
Capital account
0.0 00 | -630 | 3890 | 4520 B9 Netlending (+)/
net borrowing (-)
Financial account
B9 Netlending (+)/ 4520 | -3890 | -63.0 | 00 0.0
net borrowing (-)
0.0 0.0 -63.0 | -750.0 | 813.0 F2 Currency and deposits
361.0 361.0 361.0 F61 Non-life insurance 361.0 361.0 361.0
technical reserves
195.0 195.0 195.0 Unearned premiums 195.0 195.0 195.0
166.0 166.0 166.0 Claims outstanding 166.0 166.0 166.0

() In the secondary distribution of income account, net non-life insurance
premiums receivable by the insurance corporations from households
amount to 363.1 units. In contrast, non-life direct insurance claims pay-
able by the insurance corporations to households are estimated to be 361.0
units. Thus, there is a decoupling of net non-life direct insurance premiums
(D711) and non-life direct insurance claims (D721);

(d) The output of non-life insurance (449.9 units) is recorded as the final con-
sumption expenditure of households in the use of disposable income ac-
count;
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(e)  Since there are no capital account transactions, net lending/net borrowing
in the capital account is the same as gross saving in the use of disposable
income account;

(f)  The financial account records the changes in currency and deposits, as well
as in technical reserves (comprising unearned premiums and outstanding
claims), of the institutional units. Insurance corporations have an increase
in liabilities of unearned premiums (195.0 units) and outstanding claims
(166.0 units). Households have a corresponding increase in these financial
assets. Insurance corporations have a net increase in currency and deposits
of 813.0 units, which is offset by the net decrease in the same financial as-
sets of the other institutional units. Net lending/net borrowing is the same
as net lending/net borrowing in the capital account, since the financial ac-
count transactions are the counterparts to entries in the other accounts
or only reflect the exchange in financial assets and liabilities, although,
in practice, differences in data sources and the timing of the recording of
transactions may result in a discrepancy between the estimates of net lend-
ing/net borrowing in the capital and financial accounts.

3.204. The compiling agency can repeat the steps above for other classes of non-
life insurance to obtain the economy-estimates of non-life insurance output and other
related transactions.

Worked example 3.11.  Calculating non-life insurance output using the expectations
approach, whereby catastrophic claims are recorded as capital transfers

3.205. This worked example uses the method in worked example 3.10 to compute
non-life insurance output, but assumes that there are catastrophic claims. The im-
pact of these claims on the SNA can be assessed as follows. First, assume that these
catastrophic claims are not moderated, so their impact on the output of non-life in-
surance, and gross disposable income and gross saving can be assessed. Next, we
recompute the output of non-life insurance by adjusting the expectations approach
to dampen the effects of these catastrophic claims. Furthermore, adjustments are also
made to record some of the catastrophic claims incurred as capital transfers to avoid
a sharp increase in the gross disposable income and gross saving of policyholders.

3.206. Table 3.52 presents the relevant information from insurance corporations
for the same type of non-life insurance as in the previous worked example for the years
t—4to t+2. Assume that the compiling agency has continued to collect input data for two
more years after year t. Thus, the data in table 3.52 for the years t-4 to t are identical to
those in table 3.46. Assume also that there are exceptionally large claims arising from
an event which is classified as a catastrophe in year t+1. Investment income refers to
the property income receivable by insurance corporations from investing the technical
reserves. For simplicity, it is assumed that this property income is payable by other resi-
dent sectors and that all the investment income attributable to policyholders comprises
this property income.

Table 3.52
Data from insurance corporations on non-life insurance transactions
Line number Item t-4 t-3 t-2 t-1 t t+1 t+2 2008 SNA code

(1) | Earned premiums (P) 510.0 564.0 624.0 693.0 750.0 825.0 870.0
(2) | Unearned premiums 89.0 116.0 140.0 165.0 195.0 236.0 281.0
(3) | Claims paid 137.0 148.0 167.0 176.0 195.0 1670.0 200.0
(4) | Changes in claims outstanding 131.0 139.0 156.0 161.0 166.0 197.0 222.0
(5) | Investmentincome (I) 57.0 69.0 61.0 68.0 63.0 70.0 65.0 D4, D441
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Table 3.53

Deriving claims incurred ratios, investment gain/loss ratios, expected claims and expected premium supplements

without moderating the effects of catastrophic claims using a, =0.3

127

Line number Item Description t-4 t-3 t-2 t-1 t t+1 t+2
6 |« ... 0.300 0.300 0.300 0.300 0.300 0.300
(7) 1-a 1-(6) ... 0.700 0.700 0.700 0.700 0.700 0.700
8 | a(1-a) (6)x(7) 0.210 0.210 0.210 0.210 0.210
9) a(1-a)A2 (6)x(7)A2 0.147 0.147 0.147 0.147

(10) | a(1-a)A3 (6)x(7)A3 0.103 0.103 0.103
(1M | a(l-a)N4 (B)x(7)N4 0.072 0.072
(12) | a(1-a)A5 (6)x(7)A5 0.050
(13) | Sum of parameters (6)+(8)+(9)+(10)+(11)+(12) 0.300 0.510 0.657 0.760 | 0.832 | 0.882
(14) | Actual claims incurred (L,) (3)+(4) 268.0 287.0 323.0 3370 361.0 | 1867.0 422.0
(15) | Actual claims incurred ratio () (14)/(1) 0.525 | 0.509 0.518 | 0.486 | 0.481 2.263 | 0.485
(16) | Expected claims incurred ratio (I, ,) Otzl:()(lfot)ilm‘,l /(13)t ... | 0525 | 0.516 | 0517 | 0.505 | 0.496 | 1.097
(17) | Expected claims incurred (L, ) (16)%(1) ... | 2964 | 321.8 | 358.0 | 3785 | 4094 | 954.3
(18) | B 0.300 0.300 0.300 0.300 0.300 0.300
(19) 1-B8 1-(18) ... 0.700 0.700 0.700 0.700 0.700 0.700
(20) | p(1-B) (18)x(19) 0.210 0.210 0.210 0.210 0.210
(21) | p(1-B)A2 (18)x(19)A2 0.147 0.147 0.147 0.147
(22) | p(1-B)A3 (18)x(19)A3 0.103 0.103 0.103
(23) | p(1-p)r4 (18)x(19)"\4 0.072 0.072
(24) | p(1-pIA5 (18)x(19)A5 0.050
(25) | Sum of parameters (18)+(20)+(21)+(22)+(23)+(24) 0.300 0.510 0.657 0.760 0.832 0.882
(26) Investment gain/loss ratio (i) (5)/(1) 0.112 0.122 0.098 0.098 0.084 0.085 0.075
(27) f;’?gfzfjinve“me”t gain/loss BY. (1=B)i . 1(25), .. | 0m2 | 0118 | 0109 | 0105 | 0097 | 0.093
(29) | Bxpected premium supplements @7)x(1) .| 630 | 736 | 754 | 784 | 801 | 809

(It\t-l)

3.207. Table 3.53 shows how to derive claims incurred ratios, investment gain/
loss ratios, expected claims and expected premium supplements using the chosen
values of «=0.3 and $=0.3 if no attempt is made to moderate the effects of the cata-
strophic claims. The steps to derive these items are basically the same as those in
worked example 3.10. One immediately noticeable result is that the claims incurred
ratio in year t+2 is significantly higher than those in the previous years because of the
exceptionally large claims payable. Consequently, the expected claims incurred are
also much higher.

3.208. Table 3.54 uses the information in tables 3.52 and 3.53 to compute non-
life insurance output, net non-life insurance premiums, claims incurred and gross
disposable income for the most recent three years. The strict application of the ex-
pectations method will result in the output of non-life insurance becoming negative
in year t+2 owing to the very large expected claims in year t+1.*' Furthermore, the
table shows that the exceptionally large claims in year t+1 will result in a very large
increase in the gross disposable income (and, by extension, gross saving) of policy-
holders in the same year. Thus, there is a need to adjust the expectations method by
moderating the effects of catastrophic claims so that a more reasonable estimate of

51 In addition, if the compiling agency were to calculate non-life insurance output in year t+1 using the
1993 SNA method as premiums earned plus premium supplements minus actual claims incurred, this will turn
out to be 825.0 plus 70.0 minus 1867.0, which will equal -972.0 units. Thus, the exceptionally large claims in year
t+1 will cause the output for that year to be negative.
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Table 3.54
Calculation of non-life insurance output, net non-life insurance premiums and claims incurred in year t without
moderating the effects of catastrophic claims

Line number Item Description Value
(29) Output of insurance corporations (insurance service charge) in year ¢ (1)+(28)-(17) 4499
(30) Output of insurance corporations (insurance service charge) in year ¢+1 (1)+(28)-(17) 495.8
31 Output of insurance corporations (insurance service charge) in year t+2 (1)+(28)-(17) -3.5
(32) Net non-life insurance premiums in year ¢ (1)+(5)-(31) 363.1
(33) Net non-life insurance premiums in year ¢+1 (1)+(5)-(31) 399.2
(34) Claims incurred in year ¢ (14) 361.0
(35) Claims incurred in year t+1 (14) 1867.0
(36) Gross disposable income of households in year ¢ (5)+(34)-(32) 60.9
(37) Gross disposable income of households in year ¢+1 (5)+(35)—(33) 1537.8

non-life insurance output can be calculated. Also, there is a need to reclassify some
of the exceptionally large claims as capital transfers to avoid the counter-intuitive
outcome of a sharp increase in the gross disposable income and gross saving of poli-
cyholders.

3.209. Table 3.55 shows the derivation of claims incurred ratios, investment gain/
loss ratios, expected claims and expected premium supplements in year ¢ using the in-
formation in table 3.52 after adjustments are made to the expectations approach to mod-
erate the effects of the catastrophic claims. The adjustments are made as follows:

+ First, remove the year with the catastrophe from the calculation of the
expected claims incurred ratio. In this example, this means that actual
claims data for year t+1 are not included in the computation of the ex-
pected claims incurred ratio for year t+2.

o After that, compute the catastrophic claims ratio as the difference be-
tween the actual claims incurred ratio and the computed expected claims
incurred ratio.

¢ Spread the computed catastrophic claims ratio equally over 20 years,
starting from the year with the catastrophe.

¢ Add the adjustment for the catastrophic claims ratio to the expected
claims incurred ratio for each year of the 20-year period.*

One immediately noticeable result is that the claims incurred ratios are now much lower
than those in table 3.53. Consequently, the expected claims incurred in year #+2 have
become much lower as well.

3.210. Table 3.56 uses the information in tables 3.52 and 3.55 to compute non-
life insurance output and net non-life insurance premiums for the latest two years in
the case of adjustments being made to dampen the effects of catastrophic claims. The
output of non-life insurance is now non-negative owing to the use of claims incurred
ratios without data from the year with the catastrophe.

3.211. 'Theactual claims incurred will need to be adjusted to classify some of these
claims as capital rather than current transfers in order to avoid the counter-intuitive
outcome of the disposable income of policyholders increasing substantially in the event
of catastrophes. The compiling agency can request insurance corporations to provide es-
timates of the claims payable for catastrophes and classify these claims as capital trans-
fers. If these data are not available, the compiling agency will need to estimate these

52 As in worked example 3.10, there is a need to standardize the parameters to ensure that the weights sum
up to one, since the data series is relatively short.
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Table 3.55
Deriving claims ratios and expected claims by moderating the effects of catastrophic claims using a, $=0.3
Line number Item Description t-4 t-3 t-2 t-1 t t+1 t+2
(38) |« 0.300 | 0.300 | 0.300 | 0.300 0.300 | 0.300
(39) |1-«a 1-(38) 0.700 | 0.700 | 0.700 | 0.700 0.700 | 0.700
(40) | a(1-a) (38)%(39) 0.210 | 0.210 | 0.210 0.210 | 0.210
41) | a(1-a)A2 (38)x(39)A2 0.147 0.147 0.147 | 0.147
(42) | a(1-a)n3 (38)x(39)A3 0.103 0.103 | 0.103
43) | a(lx)r4 (38)x(39)74 0.072 | 0.072
44) | a(1-a)n5 (6)x(7)75 0.050
(45) | Sum of parameters (38)+(40)+(41)+(42)+(43)+(44) 0.760 0.832 | 0.832
(46) | Actual claims incurred (L,) (3)+(4) 268.0 | 287.0 | 323.0 | 3370 | 361.0 | 1867.0 | 422.0
(47) | Actual claims incurred ratio (l,) (46)/(1) 0.525 | 0.509 | 0.518 | 0.486 | 0.481 2.263 | 0.485
48) Expected claims incurred ratio (I, ) az (-a)'l . /(45) 0505 | 0496 | 0.496
excluding year with catastrophe i=0 t=i- ¢ ) ) ’
Difference between actual claims
incurred ratio (1) and expected claims
(49) incurred ratio (lilH) excluding year (47)-(48) 1.767
with catastrophe
Difference between actual claims
(50) incurred ratio (I,) and expected claims (49)/20 0088 | 0.088
incurred ratio (/,, ,) excluding year with ’ ’
catastrophe spread over 20 years
Expected claims incurred (I . ) plus
GN smoothed catastrophic cIaitrrnls ratios (48)+(50) 0.585 | 0.585
Expected claims incurred (I - ) plus
62) smoothed catastrophic cIaitr;ﬁls G 482.3 | 5086
(53) | Total catastrophic claims (49)x(1) 1457.6
Table 3.56

Calculation of non-life insurance output, net non-life insurance premiums and claims incurred in year t by moderating
the effects of catastrophic claims using a, $=0.3

m:-ri:ser Item Description Value 2008 SNA code

(54) | Output of insurance corporations (insurance service charge) in year t+1 (1)+(28)-(52) 4229 P1,P3
(55) | Output of insurance corporations (insurance service charge) in year t+2 (1)+(28)-(52) 4423
(56) | Net non-life insurance premiums in year ¢ +1 (1)+(5)-(54) 4721 D71,D711

Table 3.57

Derivation of catastrophic claims which are classified as capital transfers and gross disposable income in year t+1

Line number Item Description Value 2008 SNA code

(57) | Claims incurred (46) 1867.0
(58) | Claims incurred classified as capital transfers (53) 1457.6 D9r, D99r, D9p, D99p
(59) | Claims incurred classified as current transfers (57)-(58) 409.4 D72,D721
(60) | Gross disposable income of households (5)+(59)-(56) 7.3 B6g
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Table 3.58
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Calculation of changes in financial assets and liabilities related to non-life insurance transactions under the expectations
approach, whereby catastrophic claims are treated as capital transfers in year t+1

Line number

Item Description Value 2008 SNA code

Changes in financial assets (currency and deposits)

(61) | Insurance corporations (M+(2)-(3)+(5) -539.0 F2

(62) | Households (3)--Q) 609.0 F2

(63) | Other sectors -(5) -70.0 F2
Changes in financial assets (non-life insurance technical reserves)

(64) ‘ Households ‘ (2)+4) ‘ 4330 ‘ F61
Changes in liabilities (non-life insurance technical reserves)

(65) ‘ Insurance corporations ‘ (2)+(4) ‘ 433.0 ‘ F61

claims itself. One way to do so is shown in table 3.57. Let the catastrophic claims which
have been estimated in table 3.55 be the capital transfers. The current transfers are
then calculated as the difference between the claims incurred and capital transfers.
The table also shows the gross disposable income for the policyholders after some of
the claims have been classified as capital transfers. Compared with the previous esti-
mate in table 3.54, the estimate of gross disposable income (and, by extension, gross
saving) has not increased sharply.

3.212. Table 3.58 shows how to calculate the changes in financial assets and li-
abilities arising from the transactions between insurance corporations and the other
institutional units, as well as the means of payment for these transactions in year .
The steps to compute these changes are similar to those in table 3.50.

3.213. Table 3.59 shows how to record the relevant transactions. The analysis
of these transactions is basically the same as that for worked example 3.10. The es-
timated amount of catastrophic claims is recorded as capital transfers in the capital
account. This will help to moderate volatility in gross disposable income and gross
saving.

Worked example 3.12.  Calculating non-life insurance output using the accounting
approach

3.214. 'This worked example uses the accounting approach to calculate the output
of non-life insurance. The method involves adding changes in equalization provisions to
claims incurred to obtain adjusted claims to compute the output.

3.215. Table 3.60 presents the relevant information from insurance corpora-
tions for a particular line of non-life insurance. The table essentially has the same
data as those for year ¢ in table 3.46, except that it also includes data on changes in
equalization provisions. It is assumed that the changes in equalization provisions
do not give rise to a liability, so they are not recorded in the financial account. In-
vestment income refers to the property income receivable by insurance corporations
from investing the technical reserves. For simplicity, it is assumed that this property
income is payable by other resident sectors and that all the investment income attrib-
utable to policyholders comprises this property income.

3.216. Table 3.61 shows how to use the information in table 3.60 to compute
claims incurred, adjusted claims incurred, non-life insurance output and net non-life
insurance premiums. Claims incurred are derived as follows:
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Table 3.59
Recording non-life insurance transactions using the expectations approach, whereby catastrophic claims are treated as
capital transfers in year t+1
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Uses Resources
£ | ¢ 3 " 9 =
° 2 £ ke - gs | £ g R
8w ] Q _g 2% q ] = b4 g 8w
w g @ b D &5 | 2008 Transactions 85 S i b a8
= § s = £ é 52 | SNA and balancing 5o § £ = 82 =
2 TR 'S ) =t £ 8 | code items £8 ES ) = TR =
Production account
4229 | 4229 P1 Output 4229 4229 4229
Value added, gross/
4229 4229 4229 Blg Gross domestic product
Allocation of primary income account
70.0 70.0 70.0 D4 Property income 70.0 70.0 70.0
70.0 70.0 70.0| D4qr | Investmentincome attributable to 70.0 70.0 70.0
insurance policyholders
4229 4229| -700| 700| 4229| Bsg Balance of primary income, gross/
National income, gross
Secondary distribution of income account
4721 4721 4721 D71 Net non-life insurance premiums 4721 4721 4721
4721 4721 4721 D711 | Net non-life direct insurance premiums | 472.1 4721 4721
409.4 409.4 4094 | D72 Non-life insurance claims 409.4 409.4 409.4
409.4 409.4 409.4| D721 Non-life direct insurance claims 409.4 409.4 409.4
4229 4229| -70.0 73| 485.6| Bég Disposable income, gross
Use of disposable income account
4229 4229 4229 P3 Final consumption expenditure 4229 | 4229
0.0 00| -70.0| -4156| 485.6| B8g Saving, gross
Changes in assets Changes in liabilities and net worth
Capital account
1457.6 1457.6 1457.6 Dor Capital transfers, receivable
1457.6 1457.6 1457.6 D99r Other capital transfers, receivable
D9p Capital transfers, payable 1457.6 1457.6 1457.6
D99p Other capital transfers, payable 1457.6 1457.6 1457.6
0.0 00| -70.0| 1042.0| -972.0| B9 Net lending (+)/net borrowing (-)
Financial account
B9 Net lending (+)/net borrowing (-) -972.0 | 1042.0| -70.0 0.0 0.0
0.0 00| -70.0| 609.0| -539.0 F2 Currency and deposits
433.0 433.0 433.0 F61 Non-life insurance technical reserves 433.0 433.0 433.0
236.0 236.0 236.0 Unearned premiums 236.0 236.0 236.0
197.0 197.0 197.0 Claims outstanding 197.0 197.0 197.0
Table 3.60
Data from insurance corporations on non-life insurance transactions
Line number Item Value 2008 SNA code
(1) | Earned premiums 750.0
(2) | Unearned premiums 195.0
(3) | Claims paid 195.0
(4) | Changes in claims outstanding 166.0
(5) | Changes in equalization provisions 200.0
(6) | Investmentincome 63.0 D4, D441
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Claims paid
plus changes in reserves against outstanding claims.

Adjusted claims are computed as follows:
Claims incurred
plus changes in equalization provisions.

The output of non-life insurance is computed as follows:
Premiums earned

plus premium supplements

minus adjusted claims.

Net non-life insurance premiums are computed as follows:
Premiums earned

plus premium supplements

minus the non-life insurance output.

3.217. Table 3.62 shows how to calculate the changes in financial assets and li-
abilities arising from the transactions between insurance corporations and the other
institutional units, as well as the means of payment for these transactions. In general,
the computations are similar to those in the other worked examples on non-life in-
surance.

3.218. Table 3.63 shows how to record the relevant transactions. The analysis is
essentially the same as that for the earlier worked examples on non-life insurance.
As in the earlier worked examples, there is a decoupling between net non-life direct
insurance premiums and non-life direct insurance claims. This is due to the use of
adjusted rather than actual claims incurred in the formula. The entries in the finan-
cial account are the same as those in worked example 3.10, since they are not affected
by the use of the adjusted items to compute the output of non-life insurance.

3.219. The compiling agency can repeat the steps above for other classes of non-
life insurance to obtain the economy-estimates of non-life insurance output and other
related transactions.

Table 3.61
Calculation of claims and adjusted claims incurred, non-life insurance output and net non-life insurance premiums
Line number Item Description Value 2008 SNA code
(7) | Claims incurred (3)+(4) 361.0 D72,D721
(8) | Adjusted claims incurred (7)+(5) 561.0
(9) | Output of insurance corporations (insurance service charge) (1)+(6)-(8) 252.0 P1,P3
(10) | Net non-life insurance premiums (1)+(6)-(9) 561.0 D71,D711
Table 3.62
Calculation of changes in financial assets and liabilities related to non-life insurance transactions under the accounting
approach
Line number Item Description Value 2008 SNA code
Changes in financial assets (currency and deposits)
(11) | Insurance corporations (1+(2)-(3)+(6) 813.0 F2
(12) | Households (3)=(1)-(2) -750.0 F2
(13) | Other sectors -(6) -63.0 F2
Changes in financial assets (non-life insurance technical reserves)
(14) | Households | 2+ \ 3610 | F61
Changes in liabilities (non-life insurance technical reserves)
(15) ‘ Insurance corporations ‘ (2)+(4) ‘ 361.0 ‘ F61
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Table 3.63
Recording non-life insurance transactions using the accounting approach
Uses Resources
£ e e £
S wv wv S
o 2 § 3 o § ] '5 E g g 2
8w S Q = ] q ] = Q S 8w
as 9 2 = E 5 Transactions § 5 = 2 9 a8
I Sz I £ § 5 2 | 2008SNA and balancing 5o § £ I Sz =
S [T S 1) T £°8 code items £°8 ES ) = [T °
Production account
252.0| 252.0 P1 Output 252.0 252.0 252.0
2520 2520 3520 Blg Value addeq, gross/Gross
domestic product
Allocation of primary income account
63.0 63.0 63.0 D4 Property income 63.0 63.0 63.0
Investment income
63.0 63.0 63.0 D441 attributable to insurance 63.0 63.0 63.0
policyholders
2520 2520| -63.0| 63.0| 2520 B5g Balance of primary income,
gross/National income, gross
Secondary distribution of income account
561.0 561.0 561.0 D71 Net non-life insurance 561.0 561.0 561.0
premiums
561.0 561.0 561.0 D711 Netnon-life direct insurance | 5¢, 561.0 561.0
premiums
361.0 361.0 361.0 D72 Non-life insurance claims 361.0 361.0 361.0
361.0 361.0 361.0 D721 Non-life direct insurance claims 361.0 361.0 361.0
252.0 252.0| -63.0| -1370| 452.0 B6g Disposable income, gross
Use of disposable income account
252.0 252.0 252.0 P3 Final consumption expenditure 252.0| 252.0
0.0 0.0| -63.0| -389.0| 4520 B8g Saving, gross
Changes in assets Changes in liabilities and net worth
Capital account
0.0 00| -63.0| -389.0| 4520 B9 Netlending (+)/
net borrowing (-)
Financial account
B9 Net lending (+)/ 4520 -3890| -63.0 0.0 0.0
net borrowing (-)
0.0 00| -63.0| -750.0| 813.0 F2 Currency and deposits
361.0 361.0 361.0 F61 Non-life insurance technical | 3¢, , 361.0 361.0
reserves
195.0 195.0 195.0 Unearned premiums 195.0 195.0 195.0
166.0 166.0 166.0 Claims outstanding 166.0 166.0 166.0
Worked example 3.13.  Calculating non-life insurance output using the sum of costs

plus “normal profit” approach

3.220. There could be instances of the necessary historical statistical data and the
accounting data either being insufficient or unavailable to allow reasonable estimates of
the output of non-life insurance to be calculated using the expectations and accounting
approaches. In such situations, the output of non-life insurance will need to be esti-
mated using the sum of costs approach. This basically involves computing the output by
summing up the costs involved (including intermediate costs, capital and labour costs,
and other taxes less other subsidies on production) plus an allowance for normal profit.

This worked example uses this approach to calculate the output of non-life insurance.
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3.221. Table 3.64 presents the relevant information which is needed to compute
the output of non-life insurance using the sum of costs approach. The data on com-
pensation of employees, intermediate consumption, other taxes and other subsidies
on production can be obtained from insurance corporations. Normal profit is ob-
tained by smoothing past actual profits. The past profits for smoothing should be
gross profits (i.e. they should not be deducted for any income taxes payable). The
information on past actual profits can be obtained from insurance corporations.
The compiling agency will have to decide on the length of past profits to be used for
smoothing.

Table 3.64
Data for computing the output of non-life insurance using the sum of costs plus
“normal profit” approach

Line number Item Description Value
(1) | Compensation of employees 100.0
2) Intermediate consumption 20.0
(3) | Capital costs 15.0
(4) | Other taxes on production 8.0
(5) | Other subsidies on production 3.0
(6) | Normal profit 20.0
(7) | Output of insurance corporations (insurance service charge) | (1)+(2)+(3)+(4)-(5)+(6) 160.0

3.222. Assume that insurance corporations own all the fixed assets they use in
producing non-life insurance services. Thus, capital costs or the rental values of these
fixed assets are not directly observable from rental transactions. Capital costs will need
to be imputed as the sum of consumption of fixed capital and return to capital. Insur-
ance corporations will most likely be unable to provide information on the consump-
tion of fixed capital and return to capital, as these two items are computed according to
national rather than commercial accounting principles.

3.223. Using the information in the table, the output of non-life insurance is com-
puted as follows:
Compensation of employees
plus intermediate consumption
plus capital costs
plus other taxes on production
less other subsidies on production

plus normal profit.

Allocation of non-life insurance output to user sectors

References:

2008 SNA, Chapter 9, The use of income account

2008 SNA, Chapter 17, Cross-cutting and other special issues, Part 1,
The treatment of insurance

BPM6 Compilation Guide, Appendix 2, Insurance transactions and positions,
and pension schemes

3.224. The worked examples in the previous section on describing the expecta-
tions and accounting approaches to compute non-life insurance output assume that, for
simplicity, all the output is allocated to households in their capacity as final consumers.
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However, various types of non-life insurance are likely to have policyholders across the
five resident institutional sectors, including unincorporated enterprises. It is also likely
for non-residents to be policyholders of certain types of non-life insurance.” Given this,
it will not be possible for the compiling agency to merely assign all the non-life insurance
output to one particular user sector. Instead, the compiling agency will need to assess
how to allocate the non-life insurance output to more than one user sector. Depending
on the nature of the source data, two approaches can be considered. The first approach
can be described as the “bottom-up” approach. This approach assumes that, for each line
of non-life insurance, the compiling agency is able to obtain data from insurance cor-
porations on the breakdown of each of the items to calculate non-life insurance output
and other related transactions by institutional sector (including the rest of the world).
Thus, it can directly compute the non-life insurance output and related transactions,
such as net non-life insurance premiums, to be allocated to each sector for each line of
non-life insurance. These transactions are then summed up to obtain the economy-wide
estimates. However, it is very likely that the input data according to this breakdown may
not be readily available. For example, it may not be possible for insurance corporations
to provide the sectoral breakdown of the investment income receivable by them from
investing technical reserves. Thus, some of the source data may only be available with-
out any sectoral breakdown. Consequently, the compiling agency may need to consider
the use of the second approach, which can be described as the “top-down” approach. In
this approach, the compiling agency can use the source data available to compute the
total non-life insurance output for each line of non-life insurance. After that, it will use
various assumptions to allocate the output to user sectors based on the data available.
For instance, if insurance corporations have data on the breakdown of actual premiums
by sector, this information can be used to allocate the total output of non-life insur-
ance in proportion to the actual premiums data.>* The investment income attributable
to policyholders (i.e. premium supplements) should, in principle, be allocated to the user
sectors in proportion to the reserves attributed to the different classes of insurance and
policyholders. In practice, the usual method is to carry out the allocation in proportion
to actual premiums data. This is to ensure consistency with the method used to allocate
the total output of non-life insurance. Estimates of net non-life insurance premiums
payable by each sector are then directly computed by deducting the output allocated to
each user sector from the corresponding data on premiums earned and premium sup-
plements. The sectoral estimates are then summed up to obtain the estimates receivable
by the insurance corporations.

3.225. Resident institutional units are also likely to purchase non-life insurance
from non-resident insurance corporations. Estimates of the total imports of non-life
insurance service charge, as well as transactions in investment income attributable to
policyholders, unearned premiums, claims incurred and net non-life insurance premi-
ums between residents and non-resident non-life insurance corporations can be ob-
tained directly from balance of payments statistics. However, if the balance of payments
statistics do not report estimates of these items, the compiling agency may need to esti-
mate them using a combination of sources, including ratios available from the domes-
tic non-life insurance sector, information from the ITRS (which captures information
on the destinations of premiums paid by residents and sources of claims received by
residents on a cash basis), partner country data or a survey that can be used to collect
premiums paid and claims recovered from the domestic policyholder. If an economy

53 An example is motor vehicle insurance, the policyholders of which can include all five resident institu-
tional sectors, as well as overseas students who are studying in the host economy and are thus classified as non-
residents.

54 Another option is to use claims data to allocate the output of non-life insurance. However, this is not
recommended, as claims depend on the insured events occurring to trigger payments. Besides, claims also tend to
fluctuate more than premiums. The allocation of the output of non-life insurance to industries should also be made
in proportion to the actual premiums payable by these industries.

135
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has a non-life insurance sector, the compiling agency can apply the service charge to
the premiums paid ratio derived from this sector to the premiums paid by residents to
non-resident non-life insurers to obtain an estimate of the imported non-life insurance
service charge. Appropriate ratios can be also be applied to the premiums paid by resi-
dents to non-resident non-life insurers to obtain estimates of transactions in unearned
premiums, investment income attributable to policyholders, claims incurred and net
non-life insurance premiums between resident policyholders and non-resident non-life
insurance corporations. On the other hand, if the economy does not have a non-life
insurance sector, the compiling agency can consider contacting partner countries to
obtain these ratios. Information on which countries to contact can be obtained from
the ITRS. The compiling agency should estimate the non-life insurance transactions
between residents and non-resident non-life insurance corporations in consultation
with the compilers of the balance of payments to ensure that there is consistency in
the recording of these transactions in the national accounts and balance of payments
statistics. After obtaining the required data either directly from the balance of pay-
ments statistics or through estimation techniques, the compiling agency will still need
to allocate the data on the total imports of non-life insurance service charge, as well as
transactions in investment income attributable to policyholders, unearned premiums,
claims incurred and net non-life insurance premiums, to the resident institutional sec-
tors. The allocation can be carried out using data on premiums from the ITRS. Alter-
natively, the compiling agency can consider allocating the data in proportion to the
consumption of the domestically produced non-life insurance service charge by the
resident user sectors.

Worked example 3.14.  Allocating the output of non-life insurance
to user sectors

3.226. This worked example shows how to allocate the output of non-life insur-
ance and other related transactions to institutional sectors (including the rest of the
world) in a situation in which there is incomplete information to directly compute the
output consumed by each sector. For simplicity, it is assumed that the output which is al-
located to the households sector is meant for final consumption. In addition, the worked
example will show how to record the counterpart entries in the financial account to
show the means of payment for some of the transactions between the institutional units.
For simplicity, it is assumed that these transactions are settled in currency or transfer-
able deposits, which are part of “currency and deposits” in the financial account.

3.227. Table 3.65 shows data from insurance corporations for a particular line of
non-life insurance. The data on total earned premiums, unearned premiums, claims
paid, changes in outstanding claims, changes in equalization provisions and investment
income earned from investing technical reserves are the same as those in table 3.60. For
simplicity, it is assumed that the investment income is payable by other resident sectors
and that all the investment income attributable to policyholders comprises this property
income. Insurance corporations are able to provide a breakdown of the data for earned
premiums, unearned premiums, claims paid and changes in outstanding claims by in-
stitutional sector. However, they are unable to provide any breakdown of the data for
changes in equalization provisions and investment income attributable to policyhold-
ers. Given the partial data set, a “top-down” approach is needed to allocate the output
of non-life insurance. Thus, total non-life insurance output is computed first. After that,
the total output together with the investment income attributable to policyholders can
be allocated to each institutional sector using the data on actual premiums as weights.
Estimates of non-life insurance premiums payable by each sector are then directly cal-
culated before the sectoral estimates are aggregated to obtain the estimates receivable by
the insurance corporations.
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Table 3.65

Data from insurance corporations on non-life insurance transactions
Line number Item Value
(1) | Earned premiums 750.0
(1a) Non-financial corporations 240.0
(1b) Financial corporations 210.0
(1c) General government 120.0
(1d) Households 90.0
(1e) NPISHs 60.0
(1) Rest of the world 30.0
(2) | Unearned premiums 195.0
(2a) Non-financial corporations 60.0
(2b) Financial corporations 52.5
(2¢) General government 375
(2d) Households 22.5
(2e) NPISHs 15.0
(2f) Rest of the world 7.5
(3) | Claims paid 195.0
(3a) Non-financial corporations 60.0
(3b) Financial corporations 45.0
(30 General government 35.0
(3d) Households 26.0
(3e) NPISHs 21.0
(3f) Rest of the world 8.0
(4) | Changes in claims outstanding 166.0
(4a) Non-financial corporations 45.0
(4b) Financial corporations 39.0
(40) General government 32.0
(4d) Households 22.0
(4e) NPISHs 17.0
(4f) Rest of the world 11.0
(5) | Changes in equalization provisions 200.0
(6) Investment income 63.0

3.228. Table 3.66 shows how to compute the actual premiums payable by each
sector. The actual premiums payable by each sector are computed as the sum of the
corresponding earned and unearned premiums. The total actual premiums payable by
all sectors is computed as the sum of the corresponding data on earned and unearned

premiums.

Table 3.66

Computation of actual premiums by sector

Line number Item Description Value
(7) | Actual premiums (M+(2) 945.0

(7a) Non-financial corporations (1a)+(2a) 300.0
(7b) Financial corporations (1b)+(2b) 262.5
(7¢) General government (10)+(2¢) 157.5
(7d) Households (1d)+(2d) 112.5
(7e) NPISHs (Te)+(2e) 75.0
(7f) Rest of the world (1f)+(2f) 37.5
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3.229. Table 3.67 uses the data in table 3.66 to derive the share of each sector in
total actual premiums. The share of each sector in total actual premiums is obtained
by dividing the actual premiums payable by each sector by the total actual premiums
payable by all sectors and then multiplying the result by 100.0. These data will be used
to break down total non-life insurance output and investment income attributable to
policyholders.

Table 3.67
Breakdown of actual premiums by sector (as a percentage)
Line number Item Description Per cent
(8) | Actual premiums (8a)+(8b)+(8c)+(8d)+(8e)+(8f) 100.0
(8a) Non-financial corporations [(7a)/(7)]x100.0 31.7
(8b) Financial corporations [(7b)/(7)]x100.0 27.8
(8c) General government [(7c)/(7)]1x100.0 16.7
(8d) Households [(7d)/(7)1x100.0 1.9
(8e) NPISHs [(7e)/(7)1x100.0 79
(8f) Rest of the world [(7f)/(7)]x100.0 4.0

3.230. Table 3.68 shows how to calculate the total output of non-life insurance us-
ing the accounting approach and then allocate the total output to each sector. The table
also shows how to allocate the investment income attributable to policyholders and how
to compute the net non-life insurance premiums payable by each sector. The total output
(252.0 units) is allocated to each sector by multiplying the share of each sector in total
actual premiums in table 3.67 by the total output and then dividing the result by 100.0.
The investment income attributable to policyholders (63.0 units) is also allocated to each
sector using the same procedure. Net non-life insurance premiums payable by each sec-
tor are then directly calculated before the sectoral estimates are aggregated to compute
the estimates receivable by the insurance corporations.

3.231. Table 3.69 shows how to calculate the changes in financial assets and li-
abilities arising from the transactions between insurance corporations and the other in-
stitutional units, as well as the means of payment for these transactions. In general, the
computations are similar to those in the other worked examples on non-life insurance.

3.232. Table 3.70 shows how to record the relevant transactions. The analysis is
essentially the same as that for the earlier worked examples on non-life insurance, ex-
cept that some of the non-life insurance output is now recorded as the intermediate
consumption of the other corporations, general government and NPISHs. To simplify
the presentation and analysis, the impact of allocating non-life insurance output to the
output and final consumption expenditure of non-market producers (i.e. general gov-
ernment and NPISHs) is ignored. In addition, since non-residents are also policyhold-
ers, some of the output is also recorded as exports of goods and services. As in the earlier
worked examples, there is a decoupling between net non-life direct insurance premiums
and non-life direct insurance claims. This is due to the use of adjusted claims rather
than actual claims incurred in the formula. Given that the policyholders include all the
resident sectors and non-residents, these two items are also recorded in the secondary
distribution of income account of these sectors and the rest of the world. Unlike the
earlier worked examples on non-life insurance, net lending/net borrowing for the total
economy is no longer zero. The estimate of -9.0 units for net lending/net borrowing for
the total economy implies that there is an increase of 9.0 units in net borrowing from
the rest of the world.

3.233. The compiling agency can repeat the steps above for other classes of non-
life insurance to obtain the sectoral estimates of non-life insurance output and other
related transactions.
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Table 3.68

Calculation and allocation of non-life insurance output, investment income attributable to policyholders
and net non-life insurance premiums
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Line number Item Description Value 2008 SNA code
(9) | Claimsincurred (3)+(4) 361.0 D72,D721
(9a) Non-financial corporations (3a)+(4a) 105.0 D72,D721
(9b) Financial corporations (3b)+(4b) 84.0 D72,D721
9¢) General government (3¢)+(4c) 67.0 D72,D721
(9d) Households (3d)+(4d) 48.0 D72,D721
(9e) NPISHs (3e)+(4e) 38.0 D72,D721
(9f) Rest of the world (3f)+(4f) 19.0 D72,D721
(10) | Adjusted claims (9)+(5) 561.0
(11) | Output of non-life insurance corporation (insurance service charge) | (1)+(6)-(10) 252.0 P1
(11a) Non-financial corporations [(8a)/100.0]1x(11) 80.0 P2
(11b) Financial corporations [(8b)/100.0]1%(11) 70.0 P2
(11¢) General government [(8¢)/100.01%(11) 42.0 P2
(11d) Households [(8d)/100.0]1x(11) 30.0 P3
(11e) NPISHs [(8e)/100.0]1x(11) 20.0 P2
(11f) Rest of the world [(8f)/100.01%x(11) 10.0 P6
(12) | Investment income attributable to policyholders (6) 63.0 D4, D441
(12a) Non-financial corporations [(8a)/100.0]1x(12) 20.0 D441
(12b) Financial corporations [(8b)/100.0]1%(12) 17.5 D441
(120) General government [(8¢)/100.01%(12) 10.5 D441
(12d) Households [(8d)/100.0]1%(12) 7.5 D441
(12e) NPISHs [(8e)/100.0]1x(12) 5.0 D441
(12f) Rest of the world [(8f)/100.01%(12) 2.5 D441
(13) | Net non-life insurance premiums (13a)+(13b)+(13¢)+(13d)+(13e)+(13f) 561.0 D71,D711
(13a) Non-financial corporations (1a)+(12a)-(11a) 180.0 D71,D711
(13b) Financial corporations (1b)+(12b)-(11b) 157.5 D71,D711
(13¢) General government (10)+(12¢)-(11¢) 88.5 D71,D711
(13d) Households (1d)+(12d)-(11d) 67.5 D71,D711
(13e) NPISHs (1e)+(12e)-(11e) 45.0 D71,D711
(13f) Rest of the world (1f)+(12f)-(11f) 22.5 D71,D711
Table 3.69
Calculation of changes in financial assets and liabilities related to the allocation of non-life insurance output
Line number Item Description Value 2008 SNA code
Changes in financial assets (currency and deposits)
(14) | Non-financial corporations (3a)-(1a)-(2a) -240.0 F2
(15) | Insurance corporations (M+(2)+(6)-(3) 813.0 F2
(16) | Financial corporations (3b)-(1b)-(2b)-(6) -280.5 F2
(17) | General government (30)-(10)-(2¢) -122.5 F2
(18) | Households (3d)-(1d)—(2d) -86.5 F2
(19) | NPISHs (3e)-(1e)-(2e) -54.0 F2
(20) | Rest of the world (3f)-(1f)-(2f) -29.5 F2
Changes in financial assets (non-life insurance technical reserves)
(21) | Non-financial corporations (2a)+(4a) 105.0 F61
(22) | Financial corporations (2b)+(4b) 91.5 F61
(23) | General government (2¢)+(4¢c) 69.5 F61
(24) | Households (2d)+(4d) 44.5 F61
(25) | NPISHs (2e)+(4e) 32.0 F61
(26) | Rest of the world (2f)+(4f) 18.5 F61
Changes in liabilities (non-life insurance technical reserves)
27) Insurance corporations (2)+(4) 361.0 F61
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Table 3.70
Recording non-life insurance transactions for which output is allocated using the “top-down” approach
Uses Resources
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100 100 pe | Exports of goods 100 | 100
and services
252.01252.0 P1 Output 252.0 252.0 252.0
Intermediate
212.0 212.0| 20.0 42.0 | 70.0 80.0 P2 consumption 212.0| 212.0
(service charge)
Value added,
40.0 40.0 | -20.0 -42.0 | -70.0 | 252.0 | -80.0 | Blg gross/Gross
domestic product
External balance
-10.0 -10.0 B11 of goods and
services
Allocation of primary income account
63.0 63.0 63.0 D4 | Property income 63.0 63.0 63.0
Investment
incom