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Summary

The main purpose of the national accounts framewsrko offer sound set of
indicators which will provide reliable picture ohd economy. Timely and trustful
indicators ensure a good base for the right detisiblational accounts are at the end of
statistical chain but ironically many times are gamed with the engine that fearlessly runs
towards new things. Implementation of the systenmaifonal accounts is determent with
the quality of the entire statistical office an@ thtatistical office is shaped with the quality
of the national accounts. The paper is mainly alloaitchallenges that appeared with the
implementation of the national accounts rules wets Assets (balance sheet) are at the
end of the system and they are just like nationabant in the statistics; GDP without the
wealth gives incomplete information about the stdtéhe economy.

x This paper does not necessarily reflect the viéiseoCentral Bureau of Statistics.
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. Introduction

1. The biggest change in the measurement of Croatt@nomy happened when the
old material balances system was replaced by theSyMem of national accounts (SNA
93) and the European System of National AccounSA(B5). Essential part of these
improvements was also implementation of the newsifi@ation system.

2. Main approach to gross domestic product (GDR)uiput approach. Expenditure
GDP is calculated independently and income is é@driform output estimates. National
accounts data are not reconciled in a reliable Iyuppd use framework, but the GDP
calculation has been improved by the inclusionhef hon-exhaustive part of economy, the
new estimation of imputed dwelling rents and thevnestimation and allocation of

Financial Intermediation Services Indirectly Measu(FISIM).

3. Estimates exist for other main aggregates (digion, redistribution and use of

income) and employment but they are even less hasmo with the ESA 95 and SNA 93

than the transaction accounts. More intensive figkeostatistical business register (SBR)
in the CBS and the bigger awareness of the impoetasf the statistics on business
demography in the CBS will improve data on natia@ounts aggregates by industry.

4, Estimates on fixed assets are done for all bfpesset but official ones are only on
dwellings (consumption of fixed capital (CFC) i<limded in GDP through imputed rent
calculation). Currently CBS is trying to producdiaél estimates for assets owned by non-
market producers and they should be included iméx revision of GDP. Values on assets
owned by market producers are far from perfect thedefore can not be used as official
data.

5. Based on Commission Regulation No. 1722/2005 Buadstat recommendation
SBC already included consumption of fixed assetetbeon capital stock estimates for
dwellings in the last big revision. Since in thenrroarket economy the size of capital
consumption affects directly the value added of-nwrket activities and to total GDP, we
plan to include consumption of fixed assets for-nmarket producers in our next revision
(planned for next year). The market consumptiofiixad capital should be included into
GDP as the last phase of implementing capital stadkes.

6. Since flows in the national accounts are cordpd@ an ownership basis capital
stock figures also have to be classified by the evand not the user of the asset. For the
Classification of Institutional Sectors all inputata that are available to national
accountants at the reporting unit level are dividgdectors with simple bottom up method
(by joining databases of sector with the inputreewata).

7. Measurement methods are perpetual inventory ade(RIM) for assets with the
shorter service life and benchmark estimates coeabinith PIM for longer lived assets.
Benchmarks differ depending on the type of asset;used two methods price-quantity
method and bookkeeping balance sheets revalued stattistical price indices. Price-
quantity method is used for asset with better ¢yatiata sources like censuses or
administrative data sources of good quality. Restibm based on accounting statements of
reporting units (balance sheet from FINA administe database; Financial Agency) is
used for assets for which CBS dos not have battace for the moment.

8. Our preliminary method uses data from finanbalance sheets but with upward
adjustments to reflect national accounts valuati@ehchmark gross capital stock cannot
be calculated by pure addition of historical valéresn company accounts. Most firms do
not revalue their assets because in recent yeaati€rhas had a low inflation rate; the
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average rate for 2004 was 2.1 per cent (Annuahcbansumer price index) and there is no
legal obligation to revalue data in balance sheets.

M ethodological revisionsin the Central Bureau of Statistics
in the Republic of Croatia

9. On 28 January 2009 the CBS published a majasicevof the national accounts;

revised data series for the period from 1995 to52@0current and constant previous year
prices. The effect of this major statistical reoisiat the GDP level in nominal terms was
the average increase of 15.8% throughout the wipgleod. The largest impact to

corrections of GDP had a part that refers to thienesion of the non-observed economy. It
makes about 2/3 of the overall GDP correctionsughout the whole period from 1995 to
2005. The remaining 1/3 of the overall correctitwetong to the two GDP elements that
were calculated according to the new ESA 95 metlogyo imputed dwelling rents and

FISIM.

10.  Financial intermediate services indirectly nueed are calculated and allocated
among user sectors and industries according torties described in Commission
Regulation 1889/2002 and Council Regulation 448/d&thodology on one part of the

non-observed economy and on the imputed dwellintsrare posted in the United Nations
official website; at the Joint UNECE/Eurostat/OEQWeeting on National Accounts

(Geneva, 21-23 April 2008).

11. CBS next revision on national accounts is plattebe released this year with the
following methodological and data improvements:

« Inclusion of consumption of fixed capital of non-tket producers.

« Inclusion of the results of the Economic Accourds Agriculture into the national
accounts to replace the very simple calculatiomseotly used.

 Value the output of insurance in line with ESA95.

 Valuation as required by ESA95 of the output of keaiproducers which satisfy the
50% rule of ESA95.

* Inclusion of the production of software for own aaot.

* Verify the size of the cross-border flows of comgetion of employees using the
number of employees and ensure correct valuati@tuding taxes and social
contributions.

* Review all taxes and subsidies on production. ComMAT assessed with time-
adjusted VAT payments.

12. To improve some methods applied in the experaliapproach it is planned to do
the Eurostat's Tabular Approach; especially to letadd final consumption expenditure
(HFCE) and to gross fixed capital formation (GFCF).

13.  Considering GFCF following area for improveméalve been identified; CBS's
dedicated capital expenditure survey undertakethénnational accounts will remain the
main source for GFCF for legal entities, but sorhanges will be introduced. The plan is
to introduce conceptual adjustments by improving ¢bverage (grossing up to the entire
universe of legal and unincorporated units). kfizital importance to improve as much as
possible the quality of industrial and size clasatfons of the units on the current FINA
“registers” (quarterly and annually databases)oostart using good quality data from the
statistical business register (SBR). Due to traesion table requirements, changes are
needed to the investment survey (asset breakddwrgddition, the validation of survey
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values against other data sources will be undemtaéed what distinguishes GFCF from
intermediate consumption and HFCE has to be defiméuk supply use (SUT) framework.

14.  One of the most demanding improvements to GisQiIRked to classifications. It is
essential to improve the current practise of codiagistry and to start with the profiling of
enterprises and associated producing units. For FGEG for all other components of
GDP), business entities are grouped within acésiths institutional units and not as pure
kind of activity units, while for regional GFCF thare grouped at the kind-of-activity unit
level, by location and activity of operating units.

[11. Challenges of implementing National Accounts framework
on assets

15.  In the attempt to be as much as possible clus&NA and ESA standards lot of
challenges have to be resolved. National accoutamly” have to know economy really
well to be able to design the statistical systeat till measure all about the economy that
has to be known.

16. National accounts is a complex system, it hasnymdimensions. Diverse
classifications have to be applied on differentksoand on all the flows in the economy.
Often the best solutions are the simple ones,Heutdompound architecture complicates the
need to have homogenous parts of a huge demartdircguse.

17.  Classification of the institutional units onlated sectors grounds on the

differentiation between market and non-market petidn/producers where the decision on
which unit bears the risks and/or enjoys benefitthe crucial and definitely not easy. To

explain some events in the economy that happerted the peaks of financial crises it is

not enough to have data only on government setha.need for data by additional groups
like public sector existed before the financiakes but it was not so much required by the
institutions that are responsible for economicqes.

18.  Assets involved in a public-private partnerstéyp not bee treated like concessions.
Different kinds of risks have to be tested to decithould the asset be considered as non-
government or government asset. It is possible thatmain assets used by a public
nonfinancial corporations; market producer is Iggatvned by the government for which
corresponding transactions between the two seekisss.

19. Household sector on a first glimpse could e ses a sector which is homogeneous.
Beside the fact that the households are the maiswbpers in the system they also supply
the inputs for production and they yield differémtomes on all inputs (compensation of
employees, gross operating surplus, dividends #mgl aincomes). Although not employed

they are involved in the production of owner ocedpservices. They include incorporated
units and for satellite account voluntary and udgadusehold work has to be added too,
yet this kind of work is outside production boundar

20. And finally according to the Stiglitz-Sen-Fissil report it is important to emphasise
the household perspective. Income and consumpbigether with wealth data give better
information than GDP. It has been said many tine$ GDP is not intend to measure a
well-being but it could at least measure total @roic activity.

21. When we started production of the data on ahpmitock we experienced how
challenging is to produce data by activity, prodoi@akdown and other classifications. In
the CBS net capital stock of the current year Isutated by adding to the net capital stock
of the privies year expressed in the end year prafethe current year, adding values of
gross fixed capital in end year prices and sulitrgatonsumption of fixed capital in end
year prices.
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22.  We are using geometrical depreciation andribtsclear to us what do to with other
changes in volumes; do they have to be included fatmula for net capital. Holding
gains/losses result from the price changes andidt toe recorded for the entire difference
between the opening and closing which could be ghamthe price between beginning and
end of the year or averaging all price movementinduthe year (significant difference is
for the dwellings).

23. To be able to make calculations everythingtbdse in the end year prices. Second
prerequisite for making calculations could be tinaits used for balance sheet should be at
the same level of aggregation as the level usedldar data and other changes of assets.
For example the stock data from the balance sHemteinstitutional unit has activity cod
of institutional unit but the flow data has diffatecods of activity; of local kind of activity
units (establishments).

24. A basic accounting identity links the openiredaimce sheet and the closing balance
sheet for a given asset in a way that balance shaet aggregated at the level of
institutional unit and positive and negative chan@ows) are manly at the level of local
kind of activity units.

25.  Flows that show creation and usage of assetmatifferent activity codes than the
code of the balance sheet. This does not happen thgeperpetual inventory method is
used because the stock value is the accumulatitimegbast investment in constant prices
but when the net value comes from other sourcesaffsets with the longer service live) it
is possible that activities are different becauséties are grouped within activity at
different more aggregate level.

26.  For the future when capital services shoulgtoeluced and when the productivity
analyses is done, it is essential to have the énpheat created the output in the same
classification group, otherwise any conclusion fficiency is odd.

27.  Similar challenge appeared with activity clésations for gross fixed capital
formation and regional gross fixed capital formatit is substantial that the breakdown by
activity is the same for regional and national egland this is again possible only when the
units for which data are collected are same; threygaouped within activities at the same
level.

28. Institutional unit has establishment in diffeiraegions and probably different
activities. By summing data of investments by dg&hments would produce different
activity breakdown than the one given by groupinsgtitutional units. Regional data for
institutional units would mean using local unitslarot local kind of activity units.

29. To assume that the economical owner of an &sset establishment is not feasible.
Usually gross operating surplus is used by theitiniginal unit and rarely by the
establishment. Just like the risks are mainly cedeby the unit. Probably everyday
maintaining of an asset is done by the local umit the major improvements which are part
of investment are probably done by the institutiomt.

30.  Occupation migrations and movements of assetween regions are causing
difficulties to do balancing. Incomes earned in oegion could be used (for consumption
or production) in the same country but not necdgsarthe same region.

31.  Other thing with the balancing is when the $yyppethods are used to estimate the
gross fixed capital formation by the product and the activity of the owner, the
information on net capital transfers have to bduided too (one component of GFCF).
Some activities could have substantial amount @italaformation that is not covered with
the output produced by this activity (for examphdstment in the public non-financial
corporations or in the agriculture activity are nigicovered with the capital transfers from
the budget).
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32. Non-financial produced assets are tricky bezaiaional accountant have to know
are they used under financial or operating leagivigen the charge for using asset is not
consumption of fixed capital but intermediate cangtion), are they produced by the user,
bought or received without the payment and is ggetonly used by a unit and belongs to
the headquarters of the institutional unit. Thet lalemma is important for the
consolidation that makes already complicated eséisnan investment more demanding.

33.  This “authorisation” that headquarters do byirgj right to its local kind of unit to
use the fixed assets owned by them for the prooluaif the output of the establishment
could be seen as some peculiar transaction ins&enstitutional unit. As the output of the
institutional unit include deliveries of goods asmdrvices to other establishments, also
usage of all inputs between establishments coulthpertant. Valuation of the transactions
between establishments is sometimes used for #ilaation of the profit and the costs
between the units and in time.

34.  Existence of many owners/user of the same &ssathallenge even for the product
classification. For example Croatian railways shheeoptical cables beneath the track with
the telecommunications enterprises. The questioarésthe cables an integral part of the
track or a separate asset. In Croatia the capa€ityptical cables which is not used by
Croatian railways is being rented and becauseisfiticould be seen that they are separate
asset. On the other hand if they are an integnalgfahe track, investment in them should
be showed as investment in ‘other structures’.

35. Contrary to the case when one asset has méeyedi users is the situation when
institutional unit has no assets and no employée<£roatia this is the case with some non-
profit institution serving household like union3hey are treated as separate institutional
units because they have a complete set of accdButsnembers are employed be the unit
where they work and not by the union. There is asyrnits (with the same identification
number) as there is local units of the same uni@hthey are all without the employees.

36. It would be mischief to have different rulepéerding on the type of fixed assets. If
somebody uses the building for the production it c@t be used at the same time by
somebody else, it can only be sold to other, whicluild mean the loss of benefits for the
seller (capital services). It is not so for som&mygible assets, they can be used by more
than one owner/user at the same time. Intangilde®oti have to be sold, they can be copied
and original retained; the old and the new ownefehaenefits by using the “same” asset.
Copies and the original could be used in many #ietsv at the same time, and again if
productivity is calculated it is essential to hawe proportion all inputs and outputs
produced in the exact activity.

37.  One of the most difficult things is to find thest place in the system for the non-
produced assets and to make proper distinction fittenproduced assets. Non-financial
produced assets in the system of national accdavis stock values which are the result of
the previous accumulations of investments. Elememtéch are outside production
boundaries influence them like holding gains arssés and other changes in the volume.
And finally they are used in the production proc#s®ugh the consumption of fixed
capital; capital services.

38.  Non-produced non-financial assets also havekstalue. They entirely result of
actions that are outside the production boundahethe system the net acquisitions (one
part of the capital account) only records the mosets between units/activities of leases or
other transferable contracts (excluding the assettiaosts of ownership transfer because
they are a component of gross fixed capital foramgti

39. There is no direct information on the value tbé used non-produced in the
production process; the net operating surplus deduelements that belong to the non-
produced assets. That part of the net operatingusigained by the activities involved in
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the processing of natural assets is in the mosthef cases recorded as intermediate
consumption in the system by the units that useqe®ed natural assets. The thing missing
is the value of the natural assets used up intheegs of production.

40.  Acquisition of gross fixed capital formation utd be compared to the net
acquisitions of natural assets because they reuwdrith sectors/activities bought or
disposed off assets and in that way increased oredsed their stock values. As the
consumption of fixed capital shows how much thelstealue of the produced assets has
been used up it is also logical that natural staike also has this kind of flow which will
show the contribution of that kind of input to geduction.

41. ltis ironical that if you cull protected flowgou will pay the fine but if you are
building something on the ground where it is pdssthat has protected flowers and you
have all documentations for the project you wilt be fined.

42.  If you consider the fact that in the systendlamd other non-produced assets are
treated as unaffected assets with the productimcess it is somehow difficult to
understand how the system would show economicatefif the production of renewable
and non-renewable energy. For example in the mirdng quarrying activity output
includes non-produced assets which are part ofatipgrsurplus and we could assume that
there is a stock of values changing because afiegdy produced output. The similar thing
also happens with the land because the industriglegsing (usage of the pesticides etc.)
impoverishes the land.

43.  Pollution of the environment is manly resultfmt of the economy. Activities
undertaken to reduce pollution do not create imatedorofits but they do reduce the costs
in many activities. When we decrease emissionsi®muantities of dangers waste etc. we
are doing something positive for the Earth but aleo are increasing “indirect” profits
which would be decreased if these activities nénagpened because more would be paid
for the health (and more sick leaves) and educatidche new workers.

44.  When we included costs on gross fixed capitainftion on motorways we also
included costs of building noise reduction barridrkis type of assets is not used by the
consumers of the motorways they are there for thetralization of negative affects
produced by this type of asset and the benefit§aarthe people located close to the noise
ore any other type of equipment that has negatieerapanying effects.

45.  Some of the negative effects like waste reprtelsaely profitable business; some
people would even say the garbage is money!

46.  Itis difficult to make accurate borderlinesvibeen different assets depending on the
role they play in the system. Roads are manly Umeldousehold sector but are treated as
fixed assets. Art object can earn incredible amofimboney during years and huge amount
could be spent on the restoration (and maintairémg) will not be treated as assets. Dogs
“employed” by government can have a high cost aication because they have to be
prepared for a wide spectrum of activities theyfgren like helping police (finding drugs,
mines etc.), helping the blind, finding people aftatural disasters and even in health by
working with children with disabilities or even di@aosing certain illnesses.

47.  So far Croatian Bureau of Statistics (CBS) bpplortunity to benefit from many EU
projects like CARDS, MB PHARE 2005, MBP 2006, MBAIR0OO7 etc. We hope we will
have this privilege in the future and this is esgécimportant for implementing the new
SNA 2008.

48.  Currently MB IPA 2008 is going on in the CBSdaane of the topics is the
implementation of the Tabular Approach to GFCF. @lan is to by scanning the possible
sources for the SNA93 and ESA95 we would also itgate the sources needed for the
SNA 2008.



ECE/CES.GE.20/2010/31

49.  One of the topics in the revision that shoutddone this year is inclusion of the
production of software for own account. We alretmbk the data from different sources on
the categories of IPPs from the OECD Handbook omivibg Capital Measures of
Intellectual Property Products that should be idetliunder SNA 2008.

50. Last year we stared to explore the possihiftysing the annual report on research
and development (R&D; survey is carried out on blhsis of the Frascati manual). Since
this is also demanding area CBS would like to ble ab receive help by bridging this
source with the SNA 2008 framework.

51.  Eurostat new Transmission Program has a sabtés on R&D so we can not take
too much time for implementing the statistics tustkind of asset.

52.  Finally capital services are something that Wilve to wait after the backcasting
methods on GFCF are introduced. This would allowprome the capital stocks
considerable and we should be able to make attetoptalculate genuine contribution of
the capital to the production.




