Evaluating Government in the GDP

Some Points still pending

Alfred Franz

Generally the System of National Accounts (NA) appears as a wealth of clear-cut concepts on Sectors,
Transactions and Accounts (and related data where available). Delving into this System more thoroughly,
we will discover that its inner life is governed by a sort of "dualistic" architecture, which applies to most
of the systemic concepts. The distinctions of this "two- storey building" originate in the fundamentally
different nature of the so-called "Statistical Units" (SU), which are either of a genuinely institutional
character; or they are more operational ones, often more detailed and hierarchically subordinated to
the former species. Statistically, either of these populations of SU represents a "Level" in its own right,
yet neither of them is viable on its own. To remain within the metaphor of "building" the need of care-
ful distinction between the mentioned Levels is obvious.

Whether pursued in terms of conceptual design or in terms of statistical data only, the "Inter-Level"
respect is the concern of the present exercise, which is further confined to the particular field of Gover-
nment. In this context the needs of Inter-Level harmonisation become all the more critical: applicable
for Government are quite specific rules regarding the evaluation of Output as well as the concomitant
evaluation of the SU in terms of their being Market or Non-Market. Therefore, the interplay of these
concepts assumes crucial importance, and even more so when such target is by no means achieved
automatically. To analyse that issue a rather comprehensive review of all the "official" reference concepts
has proved necessary. In addition, more practical respects like the prescribed sequence of observations
— i.e. Top down (TD) vs the alternative Bottom up (BU) — and their validity in terms of the ultimate
superiority of either of them must also be taken into consideration. To narrow what could become an
excessively wide scope a couple of equally pertinent points or of a merely theoretical kind or in a view of
"de lege ferenda" have been excluded, so that the outcome refers to the given legal state of the art.
Conveniently supported by a series of Diagrams the remaining conceptual framework was developed
step by step, and evaluated accordingly. On that basis alone situations of imminent Inter-Level incongru-
ence have been recognized. Similarly supported is the importance of systematic evaluations at the lower
Level (i.e. BU rather than TD). Only brief consideration is given to the options of the respective treatment
in the accounts of a given country, where sufficiently detailed evidence is still extremely poor. Anyway,
certain reservations with regard to the safety of the given concepts of Level-linking must be concluded.

1 Introduction
1.1 A few Reservations beforehand

Within the scope of the modern Systems of National
Accounts (SNA) a variety of segments can be brought to
bear that are not as popular as the use of growth rates of
GDP or the National Income per capita, but which are still
indispensible for the working of the whole. Only with such
qualification the topic of the present text is "Government
in the Accounts" — not in its universal meaning but with
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regard to the so called "Two-Level" structure of the econ-
omy, which is also fully reflected in the Government
accounts. From such a perspective the idea of a "two-sto-
rey building" might be a suitable metaphor of the work-
ing of an economy, even with its necessities of mutual
"match" and proper "statics". If shortcomings are found
in that respect — all the better (or: all the worse). With
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such an understanding it seems appropriate to begin this
text with a recapitulation of the related and often quite
detailed concepts, which are not necessarily known to
everybody. A broader approach is all the more appropriate
as the official Systems on NA! are not particularly explicit
on the present topic but deal with it rather summarily.

Dealing with the said "dualism" some preliminary ques-
tions may arise, e. g.: are the two Levels somehow interre-
lated? If yes, how? Is it really necessary to deal with both,
either together or separately? In view of consequential
further complications, we might also ask whether a monis-
tic alternative could actually exist (indeed, the so-called
"institutional" Level could be a self-sustaining alternative).
Apart from the still valid principal decision of the Systems
in favour of "dual", the complementary "other" Level is an
indispensable prerequisite for any more detailed break-
down of data.? Therefore, right from the start, we can see
the need for methodologies that take both Levels into
account.

1.2 Some primary notions

Attempting to portray "the" economy in terms of
accounts, the official Systems of the NA have adopted
this fundamentally dualistic view, as indicated. This dual-
ity affects their entire accounting framework as it is built
on the concepts of "Agents" as well as on the notions of
"Transactions" (and even the well known Aggregates, like
GDP). At its very roots it results from the recognition of the
Statistical Units (SU) either as "Institutions" (enterprises,
governments...) on the one hand; or as "operational" units
("establishments"; "offices") on the other: in other words,
the said dualism is essentially a dualism of SU. Although
separate in view of their function, these concepts stay
closely interrelated in a natural hierarchical order. Speak-
ing statistically, it is simply depicted in terms of two "Lev-
els" of different "populations", each of its own kind, but
mutually corresponding and interacting in defined tracks
of transactions. Parts of the latter overlap as between
the Levels, whereas the remaining ones are exclusively
reserved for the "institutional" Level. Here, the overlap-
ping ones are at the centre of interest.

However, the SU as well as their transactions are to be
investigated jointly. In either respect, there is an addi-
tional but major distinction to be made, which governs the
whole topic: the quality of being Market (M) vs Non-Mar-
ket (NM). While the meaning of M vs NM is intuitively
clear the exact details are most critical for "Congruence"

1 In the following, for short: "the Systems". Since the 50ies a

sequence of organically developed versions has been issued, lastly
in close cooperation of UN/OECD/EU/IMF/WB.- If not otherwise
specified, in the present text the EU version ("ESA") is meant.- For
further details see the respective References in the Annex.
Input-Output statistics and Systems of regional accounts are prom-
inent but not the only examples.
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(further discussion is found in a separate Annex). A cou-
ple of more technical tools of the present analysis are to
be mentioned in advance. The so-called "Top down" (TD)
procedure deals with the "other" Level (which is the lower
—"operational" — one) from above, which implicitly means
that all answers are found there; whereas the "Bottom up"
(BU) approach goes the other way round. As far as both
Levels are involved at the same time (with an alternative
TD or BU effect), the distinction of prima vista (p.v.) vs sec-
onda vista (s.v.) observations is used in addition.

1.3 A few preliminary decisions

The small Diagram shown next gives an idea of the pos-
sible interlinks that exist between the given Levels. The
appearance of SU 1: m or 1: n is of utmost importance
whereas in a simple 1:1 world there would not be any fur-
ther problem. In the former situations the principal ques-
tion of Congruence arises, at least in terms of the Totals. It
is not achieved automatically but requires detailed meas-
ures of alignment on either Level. In a way, all concepts
of the SU are involved accordingly, with all their distinc-
tions by Level and M vs NM, as well as the associated
transactions, which is Output in the main. Accordingly, an
examination such as the present one must go into a similar
degree of detail as regards the SU as well as their trans-
actions (quite apart from any further breakdown on the
basis of their related classifications). In this understanding
several options may be considered:

The Level-Hierarchy of the Economy (outline)?

‘ M-ISU ‘ ’M-ISU‘ ‘

Ni¥i-1su |

‘ M-LKAU:

’ M-LKAUn

’ M-LKAU ‘ ‘ N¥i-LKAU ‘ ‘ M-LKAU ‘

I:m 1:1 I:n

»  Firstly, a sort of combined comparison of the two
Levels, automatically tending towards a sort of cross-
classification. If detailed enough, such an approach
almost automatically furnishes evidence on the vari-
ous parts where the inter-Level congruence is suffi-
cient, vs the rest where "there is some problem", and
which is awaiting solution. In other words, "Hygiene"
of the inter-Level situation is at issue.

» A wider perspective comprises a setting that revol-
ves around the peculiarities of the two Levels each
as such, each representing a self-contained System
to be reviewed in its own right. Its outcome provi-
des an idea of the specific information furnished
by a given Level and is only later on recovered and

3 ISU = Institutional SU; LKAU = Local kind of Activity Unit, which is
the technical term for the operational SU. For simplification the
conditional possibility of the of NM-LKAU appearing under M-ISU
has been disregarded for the moment. For further details see sec-
tion 2.1(a).
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fitted in the greater dual context at a later point. In
the first instance, however, deviance is allowed and
interesting as such.

Against such principal options, some limitations are indi-
cated to avoid an excessive scope of more theoretical
rather than practical use. In this respect preliminary deci-
sions suggest themselves as follows:

»  The discussion revolves around the given de lege
lata situation only, as stipulated by the Systems;
outright juridical discussion was not at all intended.

»  Purely academic variants within the above outlines
have not been pursued further.

Any shortcomings brought to light on that more practical
basis are all the more interesting.

1.4 Organisation of the text

On the above basis the forthcoming text is organized as
pointed out next.* Use has also been made of diagrams,
which can often transport the message more easily than
any text.

i.  The Conceptual Equipment. At the very beginning
the systemic building blocks and the main lines of
the entire examination are outlined or recapitula-
ted in greater detail, as useful. A special Annex is
reserved in context to show the M vs NM distin-
ctions as issued by the "Systems". As to the Refe-
rences, the really relevant sources are the official
NA-Systems issued of the UN and the EU (in the
latter case with formal legal validity); a related
instrument is issued by IMF and more specifically
meant for Government; a couple of Classifications
complete the family. A rather representative list
can be found in the Annex.

jii. The Framework discussion. This part is essenti-
ally based on the already mentioned cross clas-
sification of the kind:

ISU-Level x LKAU-Level

Step by step it shows the degree of congruence
achieved and finally leads to an ultimate "hot"
confrontation. By the latter stage, the suspected
shortcomings of the accounting system for the
Government are identified as well as further needs
to arrive at an incontestable outcome. The other
alternative (see Section 1.3) has been considered
only in the sideline, as suitable.

jiii. The Outcome. At the end the outcome is in sum-
mary considered in terms of its actual importance
and with a view to the possibilities and/or desirabi-

4 Up to date, access to more detailed national sources as well as any
scientific discussion of the present topic is limited, at best. As to the
official Systems see the indications given in footnote 1.
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lities of how to deal with them at the present state
of the art. Within the current standards on accoun-
ting the main outcome can be anticipated as fol-
lows: for M vs NM elements situations of incon-
gruence arise whenever a mixture of elements
(SU; Output) of M with others of a NM nature is
involved. While still questionable whether allowa-
ble in a MISU context, incongruences is the uncon-
tested consequence in a NMISU context whenever
an MLKAU is involved. — Beyond that, NM-Sales
raise particular problems of application to be in
line across the Levels. Since all these situations
require inter-Level feedback, at the present state
the choice of either Level as "the only one" is as
dubious as the choice of TD to be "the only saving".

2 The Conceptual Equipment
2.1 Basic notions and operative concepts

First, the most significant concepts needed for any anal-
ysis of the present kind are summarized, and this first for
those ones which are of general application and as such
issued by the mentioned official Systems. Next a couple of
more specific notions are dealt with, which proved to be
useful if not absolutely necessary.

(a) Concepts as briefly already touched upon and so found
in the "official Systems":

»  Statistical units (SU; as an entity of observation):
The "Institutional SU" (ISU) vs the "Local kind of
activity Unit" (LKAU; = "Establishment" — the "I-O"
type of SU®). The ISU represents a juridical entity
which receives its specifications from the law and is
thus able to acquire assets and incur liabilities (e.g.
the Government/s/; corporations like companies,
and the like); whereas the LKAU is represented
in merely operational terms (factory, workshop,
plant, office...) and so recognized by contrast to the
ISU. However, each LKAU belongs to a super-ordi-
nate ISU (the i:1 case, with i=1...n), or is co-exten-
sive therewith (the 1:1 case).

»  Output (gross; net /=gross output net of produc-
tion costs: Value added [VA] /)

»  Market (M) vs Non-Market (NM), as applicable
to SU as well as to Output; accordingly distinguis-
hed are M- vs NM-ISU; M- vs NM-LKAU; and M-
vs NM-Output. For further detail on these major
distinctions see the mentioned separate "M -
NM"-Annex.

> A related concept is the "Departmental Enterprise", which is tanta-
mount to the "Establishment" but focuses on the specific situation of
SU in the context of government rather (primarily so used in the GFS).
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»

»

»

»

Non-Market(NM) Sales (further on called "NCS"®)
need special attention: By contrast to M-Sales, NCS
are evaluated by their Sales as well as at their costs;
there are special rules as to the Allowableness of
their appearance;

Classifications: The relevant official instruments
refer to Goods and Services (applicable on any
component of the commodity flows); and to Activi-
ties (industries, branches, etc), otherwise: The clas-
sification categories of the latter kind are in their
turn based on the LKAU’s output. Related impli-
cations are discussed later on, as suitable (2.3(d);
4.2(iv)). For both versions instruments exist of legal
quality similar to the SNA.

Top down (TD) has been established by the Sys-
tems as the main "Regime" to achieve Symmetry
between the ISU- and the LKAU-Level. Its comple-
mentary Regime follows next.

Significance Test: By means of the "50% criterion"
it evaluates the very economic nature of the Out-
puts as well as of the SU themselves. In any case
of "mixture" of M and NM, the 50% ratio of Sales
to Cost demarcates the "break-even point" of the
individual SU as well as of its aggregates (2LKAU
under ISU; and ISU, which is always "Total").

(b) A couple of further concepts are not directly found in
the Systems but either easily derived from them or
against that basis particularly useful for the present
exercise on that basis:

»

»

»

»

Levels: As already largely anticipated, these are
represented by the ISU (further on: Level ) or by
the LKAU (Level 1), otherwise. Due to the common
"1: n" pattern of ISU : LKAU, a hierarchical relation
between I under Il emerges.

Inter-Level Congruence: The very central concern
whenever relations between the two Levels (I; II)
are at issue; its meaning is either qualitative or —
more important presently — quantitative (or some
combination of them). Further methodical detail is
found below in Section 2.3(e). Synonymous with
Congruence, "Symmetry" etc may also be used.
Bottom up (BU): Once the given Level structure has
been adopted the use of TD (see (a) above) is not
automatical, but there is the principal BU alterna-
tive. Apart from the position by the Systems taken
in favour of TD, BU may still be worthwhile as a
means to dig into alternative detail, or even more
S0, as a necessity in terms of "feedback".

Exclusive vs overlapping design of the Classifications:
This refers to the application of the M- vs NM-dis-
tinction to the individual categories of the Classifi-
cations (see (a) above). While Exclusiveness would

% The term "Non-commodity Sales" (NCS) is a reminiscence of the
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SNA 1968, which seems to have introduced this as a separate trans-
action for the first time.

»

not seem the primary "official" doctrine it could still
stabilize a certain shakiness of the present inter-Le-
vel relations that is difficult to avoid otherwise. The
other way round, a feedback effect from M / NM to
a classification structure may also happen.

Allowableness: On the basis of the legal provisi-
ons of the present Systems, most of the Inter-Le-
vel questions are unambiguously solved, and will
be identified accordingly. However, certain points
may still arise which are not fully clear on that basis
alone. (For further details see Section 2.3(b) below).

(c) A few equally important distinctions are of a more
operational kind:

»

»

»

»

»

Observation "a prima vista" (p.v.) vs "a seconda
vista" (s.v.), as the stages of the Sequence of statisti-
cal observation in a Level context when proceeding
with the mentioned "Regimes" (TD vs BU). While the
former would remain within the scope of informa-
tion available at the given Level, the latter involves
precisely this Inter-Level reference. Only for "p.v."
further subdivisions apply as taken up later (Section
2.3(a)). — A certain redundancy of "Sequence" vs
"Regime" is true for the p.v. Stage only.

Feedback: In the application of TD vs BU necessi-
ties may arise from the "other" Regime to borrow
information needed for further implementation. It
always involves a s.v. element, when it first appears
in the stage of the primary identifications (1 = I1; Il
— 1), but of greater interest are situations of circula-
rity, where it is needed to complete the application
of TD or of BU, respectively (I > 11 > 1, 11 > 1> 11).
Overheads (OH): In any situation of the distribution
of such cost on basis of the 50%-rule there is a pro-
blem of attribution of OH across the many LKAU.
Aggregation: For the NA, only the aggregates of the
SU are drawn upon; however, the criteria used for
the aggregates equally apply to the individual SU
(and their Output), too. And across the Levels (I <>
1) there is the possibility of a deviant mix: under a
given ISU, a variety of LKAU may be found which
are not automatically of the same M- vs NM-kind
as that ISU, at least at first sight (i.e. before any sub-
sequent intervention).

The contexts of "M-ISU" vs "NM-ISU": These com-
prise all the LKAU assembled under either of the
respective ISU; the former represents a "M-cont-
ext", the latter a "NM-context".

2.2 Legal Provisions

Nowadays, the System of NA together with a variety of
neighbourhoods is thoroughly regulated by instruments

of international law, as itemized in the forthcoming Annex
on References. For the present text, the EU has been given

priority (ESA’10, etc; with the quotations of the number
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of the respective article: "§..."). With a view to the many
Concepts presented above, all of which have some direct
or indirect legal basis, it makes sense only to point out
those provisions that are of crucial importance to the
present discussion of the dual Level structure and its
implications on congruence. Due to the NA-typical "inter-
linking of everything with everything" a given article may
redundantly overlap with the application of related refer-
ence of similar kind (not further pursued here).

» "No NM in M" — ESA§3.38: M-producers at the
LKAU-Level cannot supply any NM-Output (obvi-
ously, for such outcome the foregoing identifica-
tion of a producer of such kind is presupposed).’

»  (A-)Symmetry — only in the old ESA’95 an explicit
indication is found: §3.40 and Table 3.2. Accor-
dingly, M-LKAU are adopted as the second kind of
SU allowed to be contained in a NM-ISU. This rule
is another central pillar, as mentioned before.®

» TD (as opposed to BU) — ESA§3.16 & §20.30: TD is
introduced as the governing "Regime" when dealing
with the significance test and any other question of
the Inter-Level relations; whereas BU is not even
mentioned as an alternative. However, the critical
point is not so much BU as an outright alternative
than BU as a feed back necessity, as set forth later.

» In terms of the legal basis, the before mentioned
three sets of provisions are the very central pillars
on the achievement of congruence (see the Frame-
work Diagrams later on).

»  50% test — ESA §3.26 & §3.32: general applicabi-
lity to output as well as to SU (notwithstanding the
reservation on the application to M-producers).

»  NCS — ESA8§3.19: the significance of the price test
applies, but only after an NM-SU has been as such
identified (otherwise: see §3.38).

2.3 A '"Hygiene" for the delimitation of
"Government"?

Before entering into the Analytical Framework (and its
final evaluations...) we may raise the question whether
the above points would not be suited to define a sort of
minimum standard to guarantee the "good statics" of our
two-storey building —or a sort of "hygiene" when it is about
sound practice in inter-Level statistics. From such a perspec-
tive a set of reference points are recapitulated for which a
clear, consistent solution is absolutely indispensable.

7 To this is complementary the assumption of the allowableness of
NM-LKAU in a M-ISU context (as taken up in the Diagrams). Other-
wise, a specific regulation of this kind would not be necessary. .

Another Asymmetry is mentioned in the Annex on the M — NM Dis-
tinctions, i.e. the acceptance of M-ISU in the Public Sector, where it
was necessary for systemic reasons. For the present purpose, how-
ever, it is not of similar use.- Remarkably, not any provision directly
addressing a requirement of Congruence is found in the "Systems".
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(a) Primary Identifications (i.e. p.v. type):

i.  The very first action of this kind is the identifica-
tion of an SU as such. The next step is the distinc-
tion of the SU as an "ISU" (Level ) vs a "LKAU" (1),
which is achieved by the respective statistical inst-
ruments (census; survey...). Essentially concerning
Inter-Level relations, however, such record is abso-
lutely necessary.- The same applies to the Output
side, which cannot easily be imagined other than
by relation to a SU; production cost are an obvious
complement identified in the same step.

jii. ~ On that basis the identification of the "economic
nature" (M; NM) of those SU and their Output fol-
lows. It is usually proved by the SU’s overall cha-
racter but may require more detailed evaluation in
terms of the well-known 50% criterion. As with the
SU before, the outcome may first be determined
without reference to the "other" Level. Output of
the NCS-type may appear that way, even if it does
not hold as such later on.

(b) Allowableness: this criterion directly refers to the legal
basis of the application of M vs NM under 1: m/n con-
ditions (1 ISU, m/n LKAU). The theoretical range of
allowableness goes from zero to 1, which means: from
"no deviation acceptable" to "any deviation accept-
able". The ISU : LKAU relation is straightforward only
if their original qualification (M or NM, respectively)
is similar but becomes less and less so if there is more
and more inter-Level asymmetry between them. Note
that (unlike the foregoing individual "identification"
mentioned earlier), allowableness also applies to the
aggregate (ZLKAU).

(c) Evaluation of NCS: output of this kind raises prelimi-
nary points of concept, identification, allowableness
and use at the same time. In terms of "hygiene", a very
first point to be clarified is its apparent appearance in a
M-context: is this possible at all? And if yes: is it allowa-
ble? Similar questions remain even in the NM-context,
because M-LKAU are allowed there.

(d) Classifications: affecting structures as well as delimita-
tions the instruments on Activities on the one hand,
and on Products (Goods and Services) on the other
are fully applicable there, too. Rather than in terms of
Levels they are closely interrelated in terms of goods
and services defining the activity categories; and the
other way round for the activities.- On that basis it is
possible to describe ("define") the classes identified as
being activities of government in terms of the classes
of output produced?®.

° The mutual interlinks are based on "characteristicity", which is a
major concern in Input-Output statistics when applying classifica-
tions to the LKAU Level. It is not of primary importance for the pres-
ent topic, except the eventual "Exclusiveness" variant (see above
section 2.1(b)).
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(e) Congruence: Whether Inter-Level Congruence is
achieved (or not achieved...), and in which constella-
tions achievement happens (or fails to happen...): this
is one of the primary targets of the present exercise.
It may relate to more qualitative criteria (e.g. a cer-
tain classification structure) or to scope, which is a
more quantitative meaning (i.e. in numerical terms),
and even the latter may vary (e.g. VA vs Investment).-
The present context is about Congruence of Output
only, and that for ISU’s output vs output of the LKAU
in aggregate (2LKAU) only.- As mentioned, in a system
of Levels the systemic conditions of achieving Congru-
ence are not yet fully working, however.

3 The Analytical Framework
3.1 Examination as a Sequence of Steps

For the further Analysis a sort of tabular framework is
used in which account is taken of the various points of any
analytical relevance, and that in a continued cross classi-
fication of the ISU part with the LKAU reference. When
following this framework step by step the argument devel-
ops in the same order.

In Diagram No. 1 the conceptive "raw material" is out-
lined, which essentially distinguishes SU by M vs NM; for
LKAU the aggregate is also included (2LKAU). In addition to
the SU, the head row also distinguishes Output, because
sufficient detail is available only at that Level. Among NM
Output (in the trunk column) NCS are introduced as a
special case because of the additional detail useful with
regard to the effects from their varied SU environment.-
Already at this stage the necessity to consider all combina-
tions of ISU (M; NM) with the various references of LKAU
(M, NM; and their aggregates) is obvious.

Continuing this overview in Diagram No. 2 a few addi-
tional elements of analysis are introduced:

»  NCS are now separately distinguished in the head
row, too, to account for further asymmetries reco-
gnizable that way.

»  Similar to the ideas on "Hygiene" above, in the
cross classification itself (ISU x LKAU) question
marks ("?"; "¢") have been used to directly indicate
any situation where some problem of Inter-Level
Symmetry in terms of M vs NM announces itself.
Any situation of this kind needs concrete answer in
terms of Allowableness, etc.

»  For the sake of completeness a special Classifica-
tion part has been added, as a reminder of the
applications of Classifications, which are often
co-determining the further outcome in terms of M
vs NM (e.g. via an "Exclusiveness" application).
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On that basis Diagram No. 3 introduces the "Regimes" (TD;
BU) and the Steps of "Sequence" (p.v.; s.v.) as well, that
way enabling the ultimate analysis. Before this "finale",
however, a number of conceptive or formal preliminaries
must be clarified in advance.

3.2 Preliminaries of Concept

Particulars of Presentation (referring to the rectangular
"boxes" used in Diagram 3) with a variety of situations, as
follows:

»  Symmetry: 1) "Straightforwardness": Due to simi-
lar economic characters (i.e. M : M or NM : NM,
respectively) at the aggregate Level there is no pro-
blem of Asymmetry in these cases, nor of Incon-
gruence at all; 2) whereas possible "Asymmetry"
may thoroughly be effective at NMISU x ZLKAU;
and for NCS in NMISU.*°

»  Allowableness: Further divergences must be taken
into consideration for the remaining situations,
which feature M and NM as meeting one ano-
ther: 1) While MLKAU are easily allowable under
a NMISU, for the other possibility, i.e. NMLKAU
under MISU, the situation is less obvious, as already
pointed out.* 2) For the aggregates ("M+NM"...)
the principal situation is analogous: Asymme-
try is throughout allowable for the NMISU (i.e. a
MLKAU in the ZLKAU-aggregate is acceptable) but
the question remains about any NMLKAU featuring
under MISU.

Introducing "Regimes" and "Sequence" combined: For
better overview, subsequently a sort of formulae type
presentation is used.

i. ~ Primary observations (and consequential identities):

Levell: Bup.va = Bus.v.; [or (for short): Byp.v.(=s.v)r]
Levelll : 1pp.V.a = toS.V.u [or (for short): 1op.V.(=s.v.)u]

To each Level a "Regime" (TD; BU) is specifically
related via its "primary" step of the Sequence of
observations, happening at its genuine starting
Level (p.v.); its outcome is determined only by the
circumstances prevailing at that Level. E.g., | p.v,
refers to the observations made at Level I imme-
diately and alone. As a consequence, for the "pri-
mary" situations Level and Regime coincide: p.v.
= s.v... - Involving contact to the "other" Level all
other observations are secondary, and they are of

1050 to say, a rule of "independence" applies in the former case (no
reference to be made to any other reference); and a rule of "par-
simony" in the latter (evaluation of NCS at Level Il not to be coun-
ter-checked with Level I; however, on this point cf below, 3.3(iii)).
"NM in M" has already above been recognized as a major problem
of the principal methodologies (2.2; and 2.3(b)), but is probably not
recognized as a real possibility in country practice. Requiring de
lege ferenda reform, this point should be on the Agenda but is not
discussed as separate category at length later on.

1
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the s.v. type whenever some information from that
Levels flows into that observation.*

ii. Interrelations:
On the basis of the above, two views emerge as the
ones here primarily interesting, i.e. the one view of
the structure in terms of LKAU and their Outputs;
and the other view of the Totals of the SU and their
Outputs, as appearing at either Level.

(a) Relating to the Structure (inherent in Level I),
symbolically written as follows (signs as used in
the diagram):

(1) Bup.v.x <> 1pp. V1, ie. Level I structures, before any feedback:.....?”

Levell veess on.., feedback, accepting ... “#”

s eee s ...& Adjustments ..“="

This comparison is about the situation at Level
I, which is structured by LKAU. There is a diffe-
rence between versions (i) vs (ii), which results
from the different reference to the TD Regime:

Version (i) is established in TD independently
from any authentic circumstances of Level |
(p.v.; e.g. by way of downwards-projecting the
proportions of Level Il to Level 1). However,
without further instruction from the Systems
(as presently still the case) it is not clear how
TD is to determine a Level | structure in its own
right ("?"). Whenever Inter-Level symmetry is
put forward we inevitably get into details of
Level I (see (ii).

Version (ii) The other way round, under TD a
more authentic feedback from Level | may be
introduced (s.v.). Even when proceeding with
feedback, in the end we will be faced with
another, unavoidable discrepancy, i.e. one of
the Totals (Level I: 2BUp.v.l vs Level II: TDp.v.li).
This may either be accepted ("#"); or somehow
be eliminated (by way of some "adjustment"
/"="/), otherwise (see next paragraph).

(b) Relating to the Level Totals, symbolically written

as follows:
HPV(EsV) > pv(Esv)

The Totals of Level I result from summing up
the Outputs etc of the LKAU, here written as £
I. The comparison here at issue directly relates
the totals by Level (the originally alone available
Total at Level Il, and Z I, which is the equivalent
of the associated Level Il Total: £ I = Il). Diffe-
rences may be expected whenever the compo-

2 However, wuP-V. is hardly applicable at Level I, because of absence
of any LKAU structure at Level Il, which could be used as an object
of observation; whereas s.v. involves contact to the other Level and
is, therefore, applicable without such restriction
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sition of Level I is not completely homogeneous
with respect to M vs NM. Such differences may
arise in a context of M-ISU conditioned to allow
NM-LKAU; and are even more important for
any M-LKAU in a context of NM-ISU, where allo-
wableness of the latter is normal.

3.3 The final Review

With these preliminaries on the respective "arithmetics"
let us come to the actual outcomes, as set up in Diagram
No. 3. It first deals with what happens on the part of the
SU and their Outputs (in the Diagram: No 1.), compared
from TD as well as from BU, and according to the formulae
of comparison as outlined above (ex 3.2, (i); (ii)).

i.  To start with, the context first considered is M-ISU,
first of all for "structure". 1) As far as only M-LKAU
(and their Output, due to §3.38 necessarily being
"M") are concerned, there is no Inter-Level prob-
lem of this kind (box "straightforward"). However,
under the condition of Allowableness of NM-LKAU
(box "NM, conditional"), the question about the
more specific evaluation at Level | arises (see
above 3.2, with the options of (i) vs (ii)). 2) Beyond
that, but still under the condition of "Allowable-
ness", on the part of the Totals (column "M+NM")
we encounter the particular problem expected to
"remain" in the end (see "?", under "ILKAU", for
those which are NM). The question mark is to sym-
bolize the absence of any unambiguous solution at
the present legal state.

ii. Next, NM-ISU is examined, with the same steps,
viz "structure" first, and the "Totals" in the end.
There is a basic difference as regards "Allowable-
ness", which stipulates the general admittance for
M-LKAU in NM-ISU (cf 2.2, on Asymmetry). Accor-
dingly, a most specific evaluation of the LKAU-Le-
vel with regard to the M-/ NM-distinction is all the
more indicated. As a consequence, the said prob-
lem "remaining" in the end is similarly unconditio-
nal, and particularly annoying for its inherent and
thus — so to say — "regular" insolvability. Indeed,
with these specifications the most important issue
is addressed.

iii. Separately considered are the NCS, for their par-
ticular bearing on the identification and demarca-
tion in the border area of M and NM (No 2. of the
Diagram)®. The central problems are, on the one
hand, allowableness of NCS at all vs their correct
identification in terms of "50%-testing", on the
other.

3 |n the previous Diagrams distinguished was No. 2.1 and 2.2, with
the latter relating to the balancing item of NM-ISU; as a simple
reflection of the consequences of all other points this is not par-
ticularly interesting as such and has, therefore, been left out.
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This is first addressed for the M-ISU context:

»

»

»

»

To begin with a situation with M-LKAU throughout,
any Output originally supposed to be "NCS" would
turn immediately into M-Output. This is due to
the cogent rules of §3.38 (allowing no NM-Sales
as NM-Output in M-LKAU) in combination with
§20.30 requiring the lumping together of all kind
of Sales for the 50%-test). This holds independent
of whether TD or BU is applied.

Things are different in a (conditional) situation
where NM-LKAU would also be allowable, because
with the latter the NCS would fit in perfectly.
Under the above shown formula (3.2(i)) [, p.v., <>
,PV.] the question was whether under TD that
NCS would be as closely identified as under BU,
with consequential inter-Level discrepancy of the
respective LKAU. Therefore, feedback from I - 1l
would be indicated, with the said options of accep-
tance vs adjustment, but without the effects on the
Total (because in NM-LKAU the basis of Output is
Costs, so that the Total does not change). However,
the latter should not discourage from attempting
reliable estimates of NCS, which may be important
for various purposes (e.g. the evaluation of "Social
Transfers in kind", net).

Next, on NCS in a NM-ISU context:

As far as NCS figure in the Output of an eventu-
ally included M-LKAU, the situation is as simple as
described above for the MISU-context (provided
the tests have been performed properly...).

What remains in the other case — NCS in NM-LKAU
— this again raises the point of symmetry bet-
ween BU and TD, which is not automatically gran-
ted. Thanks to their genuine allowableness in the
NM-environment there are no other problems
otherwise.

Outcomes tentatively
summarized

The above discussion is now wrapped up with a couple
of conclusions, partly of a more serious, systemic charac-
ter, partly of a more parenthetical, qualitative kind only. In
either case, the focus is on diagnosis rather than on rec-
ommendation.

4.1 Critique of the Systems

i.

120

A moderate number of related legal provisions are
provided by the Systems which are, however, not
suited to solving the problems recognized as still

ii.

iii.

iv.

pending. Allowableness of NM-LKAU in a M-ISU con-
text and a reconcilable treatment of deviant M or
NM nature of LKAU are of the utmost importance.
The main point concerns the congruence of the
Output Totals of the two operative Levels of the
System (the lower Level I = LKAU; the upper Level Il
=ISU). Congruence is missing if LKAU(s) of different
quality in terms of M vs NM are involved (the "M
in NM" or the "NM in M" case, respectively). At the
present point no solution is in sight since the pro-
visions on the evaluation of the SU —i.e. Costs for
NM- SU; Sales for M-SU — are both obligatory, and
thus inevitably end up contradicting each other.

As to the Top Down (TD) Concept, which has been
officially established to interlink the two Levels of
the System, the operationality is defective as long
as there is no advice on how to project the circum-
stances prevailing at Level I down to Level I. On the
contrary, the circumstances prevailing at the lower
Level (composition of LKAU in terms of activity clas-
sification as well as their M- vs NM-quality) provide
the otherwise largely blank ISU with operational
content: ISU needs Feedback, which turns TD into
BU (Bottom up).

Incongruent Totals (ii) and Feedback (iii) are in a
way interrelated, as the latter automatically inclu-
des the independent Total of Level I. However, the
problem with (ii) exists even if it has not been made
explicit on either Level. Therefore, and apart from
any reasoning in favour of more detailed informa-
tion, with (ii) and (iii) together a specific argument
is found in favour of the availability of both Levels
side by side.

In the present context Non-Market Sales (NCS) are
an omnipresent point of particular significance in
the NM-environment. Reliable recognition is pos-
sible only when taking account of their appearance
at Level l whereas any evaluation at Level Il is lacking
in sufficient distinction against Market Sales.

4.2 Complementary Considerations

ii.

After all, Level I ("BU") is not only indispensible for
a picture completed by way of feedback and avoi-
ding otherwise concealed problems of inter-Level
discrepancy (see 4.1(l1)) but is an integral constitu-
ent of the System of NA anyhow. The most import-
ant, but not the only applications are Input-Output
(I-0) analysis and Systems of Regional Accounts
(SRA). With the increasing involvement of Gover-
nments in the provision of social, communal and a
variety of other services the interest in this kind of
information automatically increases.

For actual practice of the countries’ NA, it seems to
be an attractive a priori to circumvent (rather than
to really avoid) the problems of the above kind by
way of outsorting the questionable LKAU as much
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as possible: these are then figuring as "Quasi-cor-
porate Enterprises" (QCE). Whether such conver-
sion is legitimate depends on the degree of auto-
nomy of that SU as well as the actual availability
of the then much more demanding accounts. Ano-
ther "way out" was ignorance of the dual Levels,
which are then reduced to Level I or — much more
likely — to Level II'*; or even complete ignorance of
the respective candidates as SU to be separately
identified. Reservations vis & vis such practices are
obvious, and in particular so when it is about inter-
national comparability of the data, which may be
affected by different practices of the above kind.
jii. Instead of rating NCS as a stepchild they deserve
particular, primary attention in a world of further
and further involvement of government at the bor-
derlines of "Market". However, such data is useful
only if it achieves a reliable state of differentiation.
Unfortunately, in this respect (as in many others) the
present state of accessible documentation is poor.
iv. Official instruments of Activity and/or Product Clas-
sifications (ISIC; CGS) are not particularly elaborate
with regard to "Government". Activities and / or
goods and services, which are apparently govern-
mental, can be found side by side with other ones,
in such a way without clear positioning with regard
to their "characteristicity" in terms of "Govern-
ment". In that respect, concepts of "Exclusiveness"
are a (possibly here and there already uftilized...)
alternative means to facilitate the delimitation of
Government as a whole and, likewise, to improve
international comparability in that field.

4.3 Tentative Lessons for the Practitio-
ner?

i.  Anexplicit review of the present practice as a start,
with regard to the treatment of the Levels "in dual"
(recognized Incongruence) and the handling of
inter-Level relations (e.g. by way of feedback).

ii. On the current situation of Incongruence (the "M
in NM /NM in M", situations) there is not much to
deduce in practical terms directly: identification of
the Incongruence and some "method" to get rid of
it but, hopefully, in a more "respectable" way than
by cheating it away through ignorance or a forcible
redefinition of the respective SU.

ii. Consequentially, a comprehensive "feedback
regime" is to be recommended, which applies to
the situation addressed just before as well as in
particular with regard to the NCS.

¥ Last, but not least, the Austrian NA of the immediate post-war
period could be quoted as an example of the Level I kind.- By the
way, Austria is also an example of a country where the bulk of gov-
ernmental M-SU is separated out as QCE, but at the same time a
substantial number is still left within Government.
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Instead of an Epilogue

In the above text it has been mentioned at several places
that in the official Standard Systems on the NA, for which
UN/OECD/EU/IMF/WB stand as editors, the current topic
is neither addressed nor all the less systematically dealt
with; nor has it found sufficient — if any — attention in the
pertinent scientific discussion. In the latter respect, two
of the below quoted references would deserve particular
mention, not only as having been published with a con-
siderable distance in time: both originate with widely
renowned experts (Blades, Lequiller, Pathirane...), and
both co-cover a field like the current one, but none of
them has taken up the inherent problem: not the only
ones, regrettably.
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Annex: Statistical Units and their Output in a Level ("I" - "II") Framework

Diagram No. 1: Delimiting the Areas of Reference applicable in principle

Level 1

. as
Areas applied T | Y M+-
of at..— < LKAU; Output ..Output.. ....Y.... >

Reference.. |

2. - Output (Level II x Level I)

2.1 “HCs” *+

.. in M-ISU, with..
.. M-LKAU only - - -

X - X
. MM-LkAU a0 - - - X - X
.. in NIMI-IS U, with..
. M-LKAU also - - - X - X
MMLKAUOnly - - - X - X
2.2 “OfeE”.. <+
...in NMIFLKAU only - - - X - X

(TSN

x": applicability; “--“: combination inapplicable, by definition.

* «SU” - Level IT =1 SUvAM; Level I= LKAUwM
** Distinctions by composition of the respective ISU in terms of M-/NMI-LKAU are

necessary in view of the different effects on the identification of NCS
*x% “Other” = the “balancing item” in the Production Account of SU
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Diagram No. 2: Identifying those Situations which require particular Solution

.. as
Areas applied
of at..—

Reference |

1. Statistical Units (SU) — Level 11

2. B Output (Level II x Level I)
2.1 “NcCs”..

. in M-ISU, with..
.. M-LKAU only - - -

....M-LKAU also - - - i,;l - - LQI -

2.2« ..
. in'LKAU only - - - - I e I

3. CLASSIFICATION

3.1 Exclusiveness (‘M’ vs ‘NIMI):
Monly ...

X X - - - X X - -
- only. ... 24 - - I I I X -
(M & [NMI) combined - - -- - -- X X
3.2 M/'— Overlapping~..... :
MorNM ... X X I I I x;l I I
“x”: aiplicability; “--*“: combination inapplicable, by definition.

“27. “@: indicates questionable “Allowableness” (with still outstanding solution (--LKAU under M-ISU?).

27 cases of apparent ICS firstly occurring at M-LKAU but, due to explicit legislation (§338) , ready for
immediate adjustment to be made at the same Level (i.e. LKAU /“Intra-Level”/)

»

. x % Indicates situations of automatic coincidence (i.e. definitional conformity/compatibility) existing from

the beginning; that way “straightforward” there is not any further problem to be expected!

* Presumably the legal state of the art
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Diagram No. 3: Introducing the "Regimes"(TD / BU) & Inter-Level "Sequence"(p.v./s.v.)

Level 1
Areas ..as applied | ........ 1\ Y (e - M+-
of at.. —» < LKAU; Output ..Output... ...>Y... ... > Output....

Reference |

.......... (M Sales) ........ NCS Oflie§ LKAU M NcCS Ofiex

1. Statistical Units (SU) — Level 11

- 3
- under TD ) X X
“straightforward” N (=conditional) ‘ | (=cond.l)
M-ISU L O s L]
[-?s'v'] b X | 4 | | * |
- under - X; I X
\ J
....................................................................................................................................... R
- under TD ( ;X X
'—ISU} M (fully allowed..!) “straightforward” 1| straightforwrd
0l () (7))
[\ A - n B [ [ < ( . ) ( . ) I I
- under - T
I; X X
\ J
2. MM Output — “NcCS”
.. in M-ISU: X X
- under TD & under BU, t !
with only M-LKAU (1)) - - - <(50%.) -- -- - ) (50%..)\ -
[Py =s.0. ] ! !
X X

- under TD & under BU
with some [NMI-LKAU ¢ (conditional !); see below, NMI-ISU, under TD and/or under BU

[- 7?50

- under TD ) [ x [ x
[ . ~s».]| | inregard 1 1
....................... \\ toany (- - - {(B0%.)s - = {(50%..) \e-
- under BU | M-LkAU 1 1
[. =s.n ] X ** X ”
7 \ \
N -
- under TD |1|
and/or in regard )
under -j to any - - — 1§ (B50%.)p ¥FE
[p-v. ? 5. -L 1
(1]

* Note that for “M in NI’ the B : TD symmetry is not maintained at the ISU-Level (=2LKAU)

** The §3.38 case; due to the clear legal stipulation, the respective adjustment becomes feasible at a most early
stage of the course of the Sequence of observations (viz the BU stage /[ p.v =s.v. |/).

##% The Test takes place on the BICS as such, which would remain in the -context anyhow
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The MARKET vs NON-MARKET Distinctions in the NATIONAL ACCOUNTS: A SUMMARY

"Market output consists of output that is disposed of on
the market" (or intended to be so disposed of), and "Mar-
ket producers are LKAUs or institutional units the major
part of whose output is market output" (for the Non-Mar-
ket part it goes the other way round). Laconic sentences as
found in the official Systems do not really define ‘Market’,
nor ‘Non-Market’, nor are they ready for immediate appli-
cation. However, on the basis of the above wording more
operational definitions applicable to Output as well as to
Producers can be provided (both capable of being either
M or NM; ‘producers’ are either ISU /Level II/; or LKAU /
Level I/ ).*

The situation is a bit specific insofar as mutual interlinks
exist where the economic nature of the producers is at
issue: for the "commercial" part of them some individual
sales may look NM but actually the decision follows the
sustainable operative "mission" of asserting oneself in the
Market. Therefore, the suggested uniform application of
the above notions is without reservation applicable to the
remaining producers, which are somehow related to the
Government (and to the so-called Private Non Profit Insti-
tutions /not at issue here/ ).

Therefore, only for the latter kind of "producers" the dis-
tinction of Output by M vs NM is the very beginning. For
this purpose a relatively simple operational rule has been
introduced, i.e. the renowned "economically significant
price" criterion. In numerical terms it says that an output
price is economically significant when more than 50% of
its production costs are covered by that sale — a handy
rule for an all-encompassing testing of the Sales-Output of
those producers. Production costs are defined as Interme-
diate consumption plus "Value Added".

That way, total Sales-Output of those producers is subject
to the same 50%-criterion so that the testing of the Sales
overall coincides with the testing of the respective selling
producers themselves. In other words: the populations of
NM-Producers represent a population of SU whose Sales
receipts do not exceed an amount of half their production
costs, neither individually nor when put together.

In practical applications, two points assume major impor-
tance for the overall outcome:

i.  Once identified as M-LKAU the identification of
any Sales as NM is prevented by the law. That way,
the adoption of the "significance rule" reaches its
limits, viz. by being inspired by the economic cir-
cumstances rather than by an increasing M share.

ii. Under NM-ISU, NM-LKAU as well M-LKAU are a
source of a major asymmetry when comparing the
Totals at Level Il: Government contains M-LKAU
side by side with NM-LKAU.

An additional point of Asymmetry is the allowableness
of M-ISU to be included in the "Government Sector" (as
represented by its NM-ISU), whereas no similar provision
allowing NM-elements under M-ISU is found. That way,
the expected "pure" NM-character of the Output of Gov-
ernment is somewhat diluted, and all the more so when
M-ISU of the government ((quasi-)corporate enterprises
contained in the Public Sector) are also taken into account.

Symbolically (not to scale...) the Diagram shows the
composition by M vs NM; extending from Government
to commercial ISU, "Public Sector" is the widest notion.
Asymmetries see Boxes with a mixture of M and NM.

} SU ¢Levely  ~~_ Sector — <erereerernenrin The Public Sector ........cveevenn... >| |..Private... |
Sector
11J| “legal Government Entities” NM-ISU
M-ISU
“(Quasi- corp.| G A
Enterprises ” < \
t
- | /\ | [wasu |
................... /. ....................\....................... Y I
/ \ L T 1
|| NMLLKAU.
Mar- M-LKAU.. M-LKAU.. M-
ket LKAU
Sales : Production Costs < at LKAU .......... : <50% >50% >50% >50%
atISU ............ N <50% evevennees | >50% >50%

* Abbreviations: "M" = Market; "NM" = Non-Market; "LKAU" = Local kind of Activity Unit; "ISU" = Institutional Statistical Unit
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