RETA 6483: Adopting the Supply and Use Framework towards 1993 System of National

Accounts Compliance in Selected Developing Member Countries

REPORT ON FIRST DATA REVIEW WORKSHOP
ADB Headquarters, Manila, Philippines, 13-17 July 2009.

Partl. BACKGROUND

The main purpose of the Regional Technical Assistance Project (RETA) 6483 is to bring
together participating countries into satisfactory conceptual compliance and expand the
scope of implementation of the 1993 SNA by adopting the Supply and Use Framework.
To meet this objective, the Workshop was convened with the following specific
objectives:

e Review data submitted by participating countries for two components of the Supply
and Use Table (SUT), namely the gross output matrix and the intermediate
consumption matrix;

e |dentify problems in compiling these two matrices;

e Explain the next steps in the compilation of the SUT, namely the vectors for imports
and exports, final consumption by government, households and private non-profit
institutions serving households, and gross fixed capital formation; and

e Agree on a timetable for submitting the above data to ADB.

A list of participants from the 15 countries attending the workshop is contained in
ANNEX 1.

Part Il. CONSTRUCTING THE GROSS OUTPUT (GO) AND INTERMEDIATE CONSUMPTION (IC)

MATRICES: COUNTRY EXPERIENCES, PROBLEMS AND SOLUTIONS

All participants had attempted to compile the above matrices although not all had
submitted to ADB prior to the meeting. They shared their experiences in compiling said
matrices based on the following framework:

e Background and current situation regarding SNA data;

e Choice of base year for the SUT;

o Level of aggregation for the classification by product and kind of activity;

e Compilation methodology;

e Data source available for the GO and IC matrices; and

e Problems encountered in compiling these two matrices.

Based on each presentation and on the discussion that followed, progress made so far,
lessons learned and possible solutions to problems encountered are summarized as follow:

4.

Supply and Use Tables. It was emphasized that there are two different ways by which

the SUT are used — either as 1) the first step in compiling an input output table or 2) a

means of ensuring consistency between GDP estimated from the expenditure and

output sides. As the RETA is mainly concerned with the second use, the rules for

compiling the SUT can be simplified in several ways. Specifically:

e That the imports and import duties are shown as a column — a single vector — and
not as a matrix. They are classified by type of product and not by kind of activity as
well.



e That an SUT does not need to be “square” and can have a different numbers of rows
and columns depending on the classifications used in each country; and
e That the valuation rules are less strict.

5. Valuation. A number of countries expressed difficulty in the valuation of their GO
matrix. It was mentioned that theoretically speaking, the GO matrix should be valued at
basic prices while taxes less subsidies on products should be shown separately. In
practice however, what is wanted is to have an estimate of total supply (domestic
production plus imports) at market prices’. This means that if it is more convenient to
leave some taxes on products in domestic production this will not matter provided one
can still arrive at a correct figure for total supply at basic price.

6. Classifications. It was noted that most countries’ national product classification is not
compatible with the standard international classifications. It was emphasized that it is
not necessary to use CPC and ISIC2. Countries should use their own national
classification bearing in mind that this is more representative of the economic structure
of each country. However, it was clarified that while the national product classification
do not necessarily provide direct/exact match (compatible), it was observed that they
are still generally consistent with standard classification system like the CPC or the
previous International Standard Commodity Classification (ISCC).

9. Size of the matrix. It was explained that there is no single “ideal” degree of detail or size
of matrix for the SUT. Hence, each country must decide on the appropriate level of
detail depending on its data sources. As a general rule, countries usually use as much
detail as possible in compiling their SUTs but collapse their classifications to a much
smaller number of items for publication purposes. It was reiterated that SUT does not
have to be square and countries can have more product than industries. A combination
of industry groupings into 2-digit, 3-digit, 4-digit is acceptable and is totally up to the
country. However, countries are encouraged to bear mind than when regrouping items,
it should be such that the sampling errors of production-related parameters for the
redefined groups are within acceptable limits and similar or related activity categories
are merged. The criteria for merging related level of ISIC codes are as follow:

e For the redefined groups, relative standard error (RSE) is within acceptable limit (say
5%);

e Share of redefined groups in GDP> 1%;

e If required, more than one 2-digit levels may be merged entirely;

e Redefined groups do not cut across 2-digit levels of ISIC, except when they are
merge entirely; and

e If available, use RSE of three consecutive surveys for this purpose®

As a rough guide and for purposes of the RETA, ADB recommended minimum level of 50
products (rows) and 20 industries (columns) for the country's SUT.

! Market prices are also called “purchasers values” of “purchasers prices”.

? Central product classification version 1 (CPC) and the International Standard Industry Classifications
(ISIC rev 3.1) are the recommended classifications for the row and column, respectively, of a Supply
and Use Table based on the 1993 SNA.

* Use of Economic Classifications at Appropriate Detail Level, UN-ESCWA, Cairo, 2007



10. . If it has less than that, it will not be very useful for ensuring consistency between
expenditure and output estimates of GDP. The next round of the International
Comparison Program (ICP) will probably use an expenditure classification with about 120
Basic Headings, so it will be necessary to have around 200 rows if the SUT is to be used
to obtain the expenditure weights for ICP 2011.

11. Structures, ratios and filling-in data gaps. In practice, data gaps exist and national
accountants resort to use of structures and ratios from other countries to fill-in these
gaps. This is true for most countries especially for estimating structures of the informal
economy, albeit it does exist even for estimating cost (or input) structures of the formal
economy. Available data for a given year is never complete to make possible the direct
estimation or filling in all the elements of the supply and use table. But before one
resorts to extrapolation or filling data gaps, a thorough investigation of other data
should be tried first i.e. special studies or surveys of a few domestic producers, trade
associations, product engineers, commercial accountants and experts from within
government may be able to supply the information. The use of production functions i.e.
the percentage breakdown of intermediate consumption — are quite similar between
establishments/enterprises producing the same commodity. This means that
information on the details of intermediate consumption needs to be collected from only
a small number of establishments/enterprises in a given kind of activity and the average
pattern of intermediate consumption can then be applied to all
establishments/enterprises in that kind of activity.

12. India shared their experiences in compiling their GO and IC matrices and presented
some methodologies for them to come-up with the required level of details. To be able
to come-up with the required level of disaggregation, they utilized available information
from administrative data and results and structures from regular censuses and surveys.

13. The approaches in coming-up with detailed estimates for GO and IC (and the final
consumption expenditures for six countries®) and filling-in data gaps vary from country
to country and can be summarized as follow:

13.1. Use of census/survey data. The first approach adopted was the gathering of
information from relevant surveys that are carried out in 2005°. The more
important sources of information for the construction of SUT or 10 include: the
Census and Survey of Enterprise/Establishments (for industries); and Household
Income and Expenditure Data or Household Expenditure Survey (for individual
consumption expenditures). In the case of enterprise surveys, all countries noted
that most respondents report huge percentages of their intermediate consumptions
(inputs) under "others" when they cannot allocate the costs by type. These might be
referred to as “miscellaneous inputs”. To address this issue, two alternatives were
presented which include:

4 India, Malaysia, Maldives, Mongolia, Thailand and Vietnam have submitted their preliminary or
existing SUTs prior to the Workshop

> During the Inception Workshop held in Putrajaya, Malaysia last January 2009, it was agreed that countries
participating in RETA 6483 will construct SUT for 2005 at the latest.



e The allocation of the "others" pro rata across all reported inputs; or
e The allocation of the "others" to the largest or a few major reported inputs

It was emphasized that the second alternative may often be “safer” because it will not
distort estimates of small inputs.

13.2. Use of results from more recent special survey studies or other indicators. In the
absence of census or survey data for 2005, national accountants were advised to
utilize results from special studies or quarterly indicators between the last two
available censuses and surveys as a measure of extrapolation. However, the results
of the quarterly indicators which are mostly available only for outputs could have a
huge impact on the figures of economic growth and structure. Hence, countries
were reminded to exercise caution when using and/or interpreting the results and
that it is obviously crucial to do consistency checks®. Although, it is often counter-
argued that the structure of industry do not change much over time.

13.3. Use of structures from the latest Input-Output Tables. When using the input-
output ratios, the same method and basic assumption as in /tem 12.2 are observed.
It is more likely that only outputs are available from economic indicators and that
the input-output ratios do not vary so much over time. Nonetheless, the validity of
these ratios is crucial and should therefore, be examined closely.

13.4. Borrowing input coefficients from neighboring countries. It was agreed that
borrowing is justified if no other data sources are available and if the neighboring
country is similar in level of development and industrial structure. Production of
textiles, clothing, footwear, motor vehicles and electronic consumer goods are
examples of industries for which it may be quite legitimate to borrow another
country’s estimates of intermediate consumption. However, other data sources
should be explored first, such as ad hoc surveys or studies of a few domestic
producers or use of expert opinion. In many cases, the same multinational
companies will be producing the same goods and services and using essentially the
same production techniques and the same patterns of intermediate consumptions.
In the conduct of such studies, it is recommended to choose (sample) at least two
major industry players and one small-medium enterprise since they will more or less
reflect/capture the production functions of the industry.

14. Financial intermediation services indirectly measured (FISIM). Among the more
common issues faced by countries with the implementation of the 1993 SNA
recommendation is the estimation, proper allocation and/or distribution of FISIM. It
was noted that all versions of the SNA defined FISIM in the same way, i.e. as the

6 Compiling detailed flows is traditionally referred to as the commodity-flow method, utilizing basic statistics on
goods and services (products) with the additional items required for the proper valuation. The full power of the
commodity-flow method is reached when independent estimates could be made for each of the use items, i.e.,
when specific information establishes the basis of the distribution of the supply of products to the various kinds
of uses. Reconciliation of the supply and use side of the equation is necessary. In some cases, the commodity-
flow method is necessarily less sophisticated, when one of the uses (e.g., changes in inventories, gross fixed
capital formation or even final consumption) has to be derived residually, or the distribution to users - fully or
partly - has to be made in fixed proportions without enough direct information on or from users. (Source:
Handbook and Manuals on National Accounting: The 1993 System of National Accounts, Chapter 15, para 15.22,
UNSD Website, August 2009 http://unstats.un.org/unsd/nationalaccount/handbooks.asp)
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difference between interest received by banks on loans and interest paid by banks on
deposits. Earlier versions of the SNA referred to this as “imputed bank service charges”
while the 1993 SNA calls it “FISIM”. The 1993 SNA differs from the 1968 SNA because it
recommends that FISIM should "be allocated to the institutional sectors that consume it
— either as intermediate consumption or final consumption. The main points to bear in
mind when estimating and allocating FISIM are:

e For most countries FISIM is very small;

e FISIM should be allocated to the institutional sector that consumes it. The minimum
requirement is to separate out that part of FISIM that is consumed by the general
government, corporations, and by the household institutional sector from the total
FISIM to be reflected in the intermediate consumption and final demand columns;

e The two ways of allocating FISIM include: 1) the use of reference rate; and 2) the use
of relevant indicators such as shares of bank deposits or the share of bank deposits
plus bank loans.

e The preferred methodology for allocating FISIM to final demand as well as
intermediate consumption was to use the reference rate of interest. However, due
to conceptual and practical problems such as lack of data.

e The recommendation was for countries to adopt the second approach - use of either
the shares of bank deposits or the shares of bank deposits plus bank loans as a key
for allocating FISIM - given its practicality.

e Treatment of FISIM of Housing/Mortgage Loans and on other loans. FISIM of
individuals taking loans from banks for the purpose of construction of housing units
thru a construction/developer company and on other loans to unincorporated
enterprises should all be allocated to the household institutional sector. This is
consistent with the SNA recommendation that FISIM should be allocated according
to institutional sector.

e Difference between FISIM and IBSC. It was mentioned that FISIM is the new term for
IBSC. Both are calculated in the same way as the difference between interest
earned by banks and interest paid by banks. However in the 1968 UN SNA FISIM
was all shown as intermediate consumption but in the 1993 SNA FISIM is allocated
to the sectors that consume it. FISIM allocated to government and households is
therefore treated as final consumption and GDP is therefore higher than it was
according to the 1968 SNA. .

Subsidies and social transfers. Subsidies are only paid to producers by governments to
encourage production. For example, if governments sell fertilizer to farmers at low
prices, the difference between what the government pays to purchase the fertilizer and
what it charges the farmer is a subsidy. In this instance, the farmer is a "producer".
Social transfers are made directly to households. For example, if governments sell
electricity to households at low prices that is a social transfer. Suppose that
government buys electricity for 10 and sells it for 6 to households. The 6 will appear in
household expenditure and the 10 - 6 = 4 will be in government individual expenditure.

Treatment of payments that enterprises/establishments make to government. When
this practice is present and is significant in terms of shares to total production, it is
crucial to identify and classify these charges and the purpose for such payment. If they
are payments for the provision of services then they will be part of intermediate
consumption. If they are payments made without any “quid pro quo” or that the
enterprise does not receive any service in return for the payment, then the payment can
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be equated to additional tax on production. There are two kinds of taxes on production:
1) those that are proportional to the volume of goods or services produced; and 2) those
that do not vary according to the amounts produced. If they are proportional to the
volume of goods or services produced they are defined as “taxes on products”. If they
are not proportional to output then they are “other taxes on production”. Other taxes
on production are included in basic prices. Taxes on products are excluded from basic
prices.

Other issues. Most countries identified staff shortages as a major constraint for their
work on national accounts. Staff who have acquired the necessary skills in national
accounts often move to better paying jobs in central banks, ministries of finance or in
the private sector. They expressed appreciation to ADB for involving them in RETA 6483
and mentioned that the Workshops are good venues for discussing and for sharing
experiences and challenges faced in constructing the SUT. They acknowledged the
benefits of having close and constant exchange of views from countries and experts in
national accounts and hope to emulate some of the practices of neighboring countries
and impart their knowledge to their colleagues in the offices.

Part Ill. NEXT STEPS IN COMPILING THE SUT

. Basic Concepts and Compilation methodology: Final consumption expenditure, Gross

Capital Formation, and Imports and Exports

Final consumption expenditure. In the SUT this is divided into four columns:

e Individual consumption expenditure by households

e Individual consumption expenditure by non profit institutions serving households
(NPISH)

e Individual consumption expenditure by general government

e Collective consumption expenditure by general government

Individual consumption expenditure of households (ICEH) is by far the largest
component of final demand. It includes:

e Goods and services bought for cash or on credit (hire purchase)

e Imputed rents of owner-occupied dwellings

e Value of own-produced farm produce and other goods

e Services provided by domestic servants

e Goods and services in kind as wages

e Trade margins on second-hand goods (for transactions made between households)

e Purchases by residents abroad

e |ess Purchases by non-residents at home

Classification of ICEH. In the 2005 ICP countries classified household consumption
expenditure into 110 Basic Headings (BHs). The BHs were defined according to the ICP
Expenditure Classification which is different from CPC. The ICP Expenditure
Classification only covers final consumption expenditures (FCE) whereas the CPC
includes goods and services that are for intermediate consumption and for FCE. Table A
below shows how the items in a product classification could be regrouped to form Basic
Headings.



Table A. Example of regrouping CPC rows to match the 110 BHs

CPC rows

Intermediate
consumption

Gross
Capital
Format-
ion

Government
and NPISH

Households

110 BHs

Rice 1

Rice 2

>

Rice

Sorghum

Garments 1

Garments 2

Garments 3

Garments

Motorcars 1 X X Motor

X | X | X | X | X

Motorcars 2 X cars

21

22.

23.

24.

25.

. Note that Table A assumes that the product classification — which may be a national

classification rather than CPC — is much more detailed than the ICP Expenditure
Classification. This means it will have to have considerably more than 120 products. In
Table A one product “sorghum is used only for intermediate consumption so does not
appear in final consumption expenditure. Other products may appear in government
consumption expenditure as well as in household expenditure — "garments 1” for
example - or they may be assigned to capital formation as well as final consumption
expenditure — “motor cars” in the example above.

Data sources for ICEH. In general countries in Europe and North America mainly use
retails sales statistics while in the Asia Pacific region household expenditure surveys
(HES) are more often used as the main source. Other sources include import statistics,
VAT statistics and administrative data on sales of alcohol and tobacco.

Individual consumption expenditure by NPISH is usually a very small percentage of
GDP, and many countries do not separately publish estimates of expenditures by NPISH
but combine it with household expenditure.

Data sources for NPISH. These include special surveys and administrative data from
government departments that supervise non-governmental organizations. Information
can also be sourced from BOP for international NGOs and Securities and Exchange
Commission for local NGOs. The larger international NPISHs like Red Crescent, Doctors
without Borders, Handicap International or OXFAM publish accounts detailing their
activities in different countries. These could be another source.

Individual and collective consumption expenditure by general government refers to
expenditures by all levels of government — central, federal, provincial and local
government. The split between individual and collective expenditures is required
because individual consumption expenditure by government is added to individual
consumption expenditure of households to obtain actual household consumption.
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Strictly speaking individual consumption expenditure by government includes
expenditures on these five ‘functions” of government’:

e Health;

e Education;

e Recreation, culture, religion;

e Social security and welfare services; and

e Housing, refuse collection and sewerage services

In practice health and education are the largest and in many countries the only types of
individual consumption expenditure by government. To simplify, some countries take
the total current expenditures of the ministries of health and education and assign that
to individual consumption expenditures. All other government consumption
expenditures are then treated as “collective”. This is a short-cut method but it can be
accepted in countries where the government accounts are not sufficiently detailed to
apply the full COFOG classification.

Collective consumption by government includes expenditures on the following kinds of
functions:

e Defense

e Internal law and order

e Tax collection

e Customs authority

e  Statistics office

e Ministries of finance, agriculture, industry, economic affairs etc.

Government Expenditure Share to GDP. Data collected during the ICP 2005 for 146
countries shows that collective consumption expenditure is, on average, about 10% of
GDP compared to about 4% for individual consumption expenditure.

Data sources for government expenditure. The main source is the government
accounts. These include the budget or “planned” expenditures as well as the actual
expenditure records, which may be released as provisional, first estimates and final
accounts. In some countries the budget gives more detail on the types of expenditures
than the actual expenditure accounts, so the budget information is used to allocate the
actual expenditures according to more detailed functions.

Gross capital formation (GFC). GCF has three components:
e Gross fixed capital formation

e Change in inventories

e Acquisition, less disposal, of valuables

GFC Share to GDP. For all 146 countries in ICP 2005, gross fixed capital formation
represented 23% of GDP, change in inventories plus net acquisition of valuables came to

less than 2% of GDP. Very few countries reported net acquisition of valuables.

Gross fixed capital formation consists of:

” The precise coverage is explained in the Classification of the Functions of Government (COFOG).
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e Building and construction
o Residential buildings
o Other buildings
o Civil engineering — roads, bridges, airports, dams, Olympic stadiums, water
purification, sewers...
e Machinery and equipment
o Machinery
o Transport equipment
e Orchards, plantations, animal herds
e Exploration for sub-soil assets
e Computer software and data bases.

Important Note on GFCF. It covers purchases of both new and used buildings,
machinery and equipment. To avoid double-counting, sales of second hand assets are
deducted from purchases of assets. This means that enterprises should be asked to
report both their expenditures on assets (used as well as new) and any receipts from
sales of assets.

Changes in inventories (or “change in stocks”) has three components:

e Additions to, less withdrawals from, inventories of finished goods

e Additions to, less withdrawals from, inventories of goods for intermediate
consumption

e Netincrease in work in progress.

It is usually impossible to measure changes in all inventories. The aim is to measure
changes in major stocks of goods, such as:

e Strategic reserves managed by government— petroleum, food stocks

e Stocks held by mining companies

e Goods for resale held by large retailers

e Fuel stocks held by electricity companies

e Stocks of finished goods held by large manufacturers

Imports and exports cover both goods and services. Imports are valued c.i.f. and are
classified by type of product — either CPC or a national product classification. Exports
are valued f.0.b. and are classified by the same product classification.

Imported goods consist of:

e Imports of goods for consumption or for GFCF

e Imports of goods for processing

e Imports of goods previously exported for processing

e Fuel and stores purchased abroad by resident-owned ships and aircraft
e Direct purchases abroad by residents

e Minus freight and insurance on imports

Imports of services include:

e Financial services

e Insurance services, except on merchandise imports

e Insurance on merchandise imports provided by non-residents
e Transport of merchandise imports by non-residents
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Exports of goods consist of:

e Goods sent abroad for processing and subsequent importation

e Goods returned to owners abroad after processing

e Fuel and stores sold to aircraft and ships owned by non-residents

Direct purchases in the domestic market by non-residents (“tourist expenditures”)

Exports of services include:

e Financial services

e Insurance services provided to non-residents

e Transport services provided to non-residents

e Other services, such as call centers and software development

Issues, Clarifications and Suggested Courses of Action: Final consumption expenditure,
Gross Capital Formation, and Imports and Exports

Reconciling ICP classification and CPC. In the 2005 ICP, countries classified GDP into 155
Basic Headings (BH). The basic headings were defined according to ICP expenditure
classification which is different from CPC. To reconcile ICP with CPC, two alternatives
were suggested: 1) to reclassify household expenditure by CPC; and 2) to regroup CPC
rows to match the 155 BH. The bridge table for ICP and CPC using COICOP, COFOG, and
CPC correspondence table as prepared by ADB were included in the Workshop CDs
provided to countries during the DRW.

Estimating ICEH for Non-benchmark years. In between HES (benchmark) years,
indicators can be used to interpolate between benchmark years and to extrapolate
forward from the latest benchmark. The use of retail sales (preferred over VAT) or VAT
can be used to estimate household consumption expenditures. Import data classified
according to Broad Economic Category (BEC) could be used to estimate final
consumption of imported goods.

Distinction between individual and collective expenditure of Government. The
distinction between individual and actual government consumption expenditures is
required to estimate the "actual final consumption of households". Consumption
expenditures by general government on behalf of households (their individual
consumption expenditures) are undertaken for the purpose of making social transfers in
kind. The important characteristic of an individual good or services is the provision of
certain individual health or education services (for example, vaccination or
immunization) which may bring some external benefits to the rest of the community; in
general, however, the individuals concerned derive the main benefit. On the other
hand, certain kinds of services can only be provided collectively to the community as a
whole, and consist mostly of the provision of security and defense, the maintenance of
law and order, legislation and regulation, the maintenance of public health, the
protection of the environment, research and development, etc.

Actual Final Consumption of Household (AFCH). Household's actual consumption
consist of their own expenditures on consumption of goods and services (ICEH) plus the
value of individual consumption of goods and services that are provided to them free or
at reduced prices by the government (ICEG). The latter are called social transfers in
kind. This the concept of AFCH used in the ICP.

10



46. Non-profit institution serving households (NPISH). To the extent possible, this is to be
disaggregated from Households. Information can be sourced from BOP for international
NGOs and NPISHs and Securities and Exchange Commission.

47. Estimating changes in inventories. Opening and closing stocks can be used as basis to
estimate changes in inventories but should take into consideration the holding gains
(losses). For constructing SUT, changes in stocks are all that is needed.

48. Dual purpose use of military assets. There are structures used by military
establishments such as roads, bridges, hospitals, helicopters which are not only used for
military purposes but are used in much the same way as similar structures utilized by
civilians. These should be classified under GFCF.

49. Breakdown for GFC. The ICP requires a relatively detailed breakdown of capital
formation; but the required details and aggregates are likely to be available from supply
side information. Most commonly, a wealth of different sources such as surveys of
capital expenditures by businesses, data on finalized and ongoing construction projects,
building permits, supply of building materials, government accounts; trade data and
motor vehicle registration records can be utilized to derive estimates of capital
formation by type of asset.?

50. Country — Specific Issues and Concerns and Recommendations Based on Available
Literatures. During the last day, countries wanted clarifications on some other critical
areas of the SUT compilation in preparation and these are contained in Annex 2.
Clarifications were made on the following: major differences between SUT and 10
Tables; accounting for the non-observed economy; treatment of wastage and systems
losses; qualifying work-in-progress and changes in inventories; disaggregating levels of
GFCF; treatment of import or gold; qualifying/classifying imports data; treatment of
"unfunded' pension to public servants by governments; valuation; taxes; estimating
trade and transport margins; and other issues.

51. Work Plan, Deliverables and Timeliness. The group was informed that the next DRW is
tentatively scheduled for November 2009. It was agreed that all participating countries
will submit the following matrices which will be the basis for the Second DRW:

e The revised gross output and intermediate consumption matrices — on or before
end of August.

e The accomplished Worksheets developed by ADB for the final demand vector (listed
below)- on or before the end of October 2009

U Household Final Consumption Expenditure

Non-Profit Institutions Serving Households

Government Consumption Expenditure

Gross Capital Formation

Exports of Goods and Services

Import of Goods and Services
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