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and Brent Moulton

11.1 Introduction

This chapter reports on an ongoing effort at the Federal Reserve Board
(FRB) and the Bureau of Economic Analysis (BEA), henceforth the agen-
cies, to integrate the nation’s macroeconomic accounts. The BEA publishes
the National Income and Product Accounts (NIPAs) and international
transaction accounts (ITAs). The NIPAs convey production and income
flows in the United States—the current accounts. The NIPAs also include
data on the accumulation and value of reproducible, tangible assets. The
presentation in the NIPAs is heaviest on national aggregates, with a mix-
ture of sector and transaction detail. The ITAs record the nation’s transac-
tions and balances with the rest of the world. They provide detail on the
U.S. external position and changes in that position, in many cases by re-
gion and country.

The FRB publishes the flow-of-funds accounts (FFAs). The focus of the
presentation is on sector activity. For each sector, the FFAs combine a cap-
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ital account (showing saving and capital expenditures) and a financial ac-
count (showing net acquisition of financial assets and net incurrence of li-
abilities). The FFAs include detail on flows of financial instruments and
stocks of financial assets and liabilities. For certain private sectors, the
FFAs have balance sheets, which combine information on tangible assets
with stocks of financial assets and liabilities. The FFAs offer considerable
detail for specific financial instruments, such as mortgages, corporate
bonds, and deposits.

The three published accounts—NIPAs, ITAs, and FFAs—are major el-
ements of a full set of integrated national accounts outlined in standards
developed by a consortium of international agencies and published as the
System of National Accounts 1993 (United Nations et al. 1993; hereafter
SNA93). The U.S. accounts provide a long history of macroeconomic ac-
tivity, using a consistent methodology, and with a level of detail and qual-
ity rarely matched in accounts of other countries. The publications are
available quarterly and are produced in a timely fashion.

Over the past decade, many changes to the U.S. accounts have moved
them closer to SNA93 standards. For example, in the NIPA comprehensive
revision that was released in December 2003, the tables and definition of
transactions were changed to make them much more consistent with
SNA93 (Moulton and Seskin 2003; Mayerhauser, Smith, and Sullivan
2003). Nonetheless, the agencies and the user public have recognized that
the accounts could be more fully integrated.! Closer coordination between
the agencies would ensure that certain critical elements—such as sector
boundaries, alternative data sources, and treatment of transactions—are
handled in a way that minimizes distortions to important analytical con-
cepts. Integration likely would align U.S. statistics more closely with those
of other nations, and allow policymakers and researchers to analyze more
fully and accurately the interrelationships of the nation’s financial and
nonfinancial activities. Integration of the accounts also would provide a
common terminology and a uniform presentation that highlighted con-
nections between the activities described in separate accounts.

The U.S. effort toward a better or more fully integrated set of economic
accounts has a history, with a particularly noteworthy undertaking by
Richard Ruggles and Nancy Ruggles (1982) about a quarter century ago.’
While retaining much of the existing account structure, they showed a
framework for all economic statistics that embraced both stocks and flows
using the then-existing NIPAs, ITAs, and FFAs. The commentary on their
effort highlighted significant conceptual issues and considerable disagree-
ment on the form of such accounts. Some of those issues and disagreements

1. For example, references to the integration of the NIPAs and FFAs are contained in both
general and specific terms in BEA (2002, 8-32).
2. Discussion by other experts is contained in Adler et al. (1982).
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remain, but over the years, international consensus, published in SNA93,
has eliminated many.

Given the consensus, our work focuses on the actual production of ac-
counts. With regard to the Ruggleses’ 1982 paper, James Tobin noted that
“their experiment . . . illustrate[d] the well-known problem. It is difficult to
reconcile data from the different sources, and disturbingly large, unex-
plained discrepancies remain. . .. Conceptual integration needs to be
matched by a concerted effort to diagnose and remedy these inconsisten-
cies” (Adler et al. 1982, 74).

Diagnosing and remedying inconsistencies has been our goal. Indeed,
preparing this chapter, including the tables, is perhaps the most significant
joint effort on the accounts since the Tobin comment was made. The agen-
cies have looked closely at sector boundaries and the nature of discrepan-
cies that arise from using different data sources, judgmental adjustments,
and estimating techniques. We have uncovered many issues and have
solved a number of them; others remain for future work.

We have also considered ways to present the vast amount of data that lie
within integrated accounts. As matters stand, the FFA quarterly release is
more than a hundred pages, and the number of tables in the NIPAs and
ITAs could easily fill an equal number of pages. Even if done parsimo-
niously and coherently, a combined set of accounts likely will require con-
siderable navigation by the user.

Other countries and economic areas are in various stages of providing a
fully integrated set of macroeconomic accounts. Canada, for example, has
published integrated accounts for some time. The integration extends to
benchmarking to the input-output accounts. Moreover, within Statistics
Canada there is coordination so that common estimation methods are used
among the accounts; and, where issues arise, implications are considered
for the full range of accounts, rather than a single portion.?

Eurostat provides a coordinating role within Europe. They have pub-
lished standards in the European System of Accounts (ESA95), patterned
on SNA93. European Union (EU) member countries are legally required
to meet the standards for national income and product accounts and fi-
nancial accounts over a set time schedule. They are requested to transmit
regularly annual financial and nonfinancial accounts to Eurostat. The Eu-
ropean Central Bank is coordinating development of quarterly financial
accounts for the euro area, and, thus far, countries have provided quarterly
national data, which are used, together with other euro-area financial sta-
tistics, to compile a subset of quarterly Monetary Union financial accounts
for nonfinancial sectors, insurance companies, and pension funds. They
are working toward expanding the integrated system to seven sectors—

3. A more thorough description of three countries’ integrated accounts is provided in K.
Wilson (chap. 2 in this volume).
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households, nonfinancial corporations, government, monetary financial
institutions, insurance corporations and pension funds, other financial in-
termediaries, and the rest of the world.

International agencies are also providing impetus to the efforts. The In-
ternational Monetary Fund (IMF) guides and manuals for national statis-
tics are increasingly ensuring that accounting and other elements are con-
sistent with SNA93 standards.* Moreover, international agencies have
sponsored ongoing committees and conferences during which issues per-
taining to SNA93 standards are addressed. Currently, an effort is under-
way to update SNA93. The Organisation for Economic Co-ordination and
Development (OECD) is coordinating dissemination of integrated ac-
counts among member countries.’

The next section of this paper offers an overview of the contents of an in-
tegrated set of accounts and reviews how those accounts are related to cur-
rent publications in the U.S. Section 11.3 discusses draft SNA-USA sector
tables produced with the recent data in the NIPAs, ITAs, and FFAs. Sec-
tion 11.4 highlights several issues that affect the quality of the accounts,
mainly those dealing with the statistical discrepancies between the capital
and financial accounts. Section 11.5 has a few concluding remarks.

11.2 What Are Integrated Accounts, and Where Do We Stand with
Current Publications?

The SNAO93 structure envisions separate statements for sectors of the
economy. Each statement contains accounts for production, income, sav-
ing, investment, and financial flows for that sector. Those sector flow ac-
counts are combined with information on changes in value of assets and
liabilities due to factors not related directly to production and saving. All
together, the integrated accounts offer a means to track the sources of
change in sectors’ net worth; the SNA93 structure begins with a balance
sheet position and fully explains how that position evolves. Along the way,
it provides detail on transactions, the distribution of income by factors of
production, saving, capital formation, financial intermediation, and other
aspects of national and sector economic activity.

The types of accounts are listed in table 11.1, along with comments on
how each account relates to what is currently published. The first, the cur-
rent account, is composed of production and income subaccounts that
provide the familiar measures for gross domestic product (GDP), national
income, and their components.

Although there are nearly three hundred NIPA tables that provide ex-

4. Examples include Bloem, Dipplesman, and Mehle (2001) and International Monetary
Fund (1995, 2000).

5. The BEA prepares estimates for the OECD on an SNA basis; these estimates and their
relationship to the NIPAs are described in Mead, Moses, and Moulton (2004).
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tensive detail on the flows underlying the major aggregates, there are still
some gaps relative to what would be needed for a complete set of integrated
accounts. In addition to what is currently in the NIPAs, the integrated ac-
counts envision providing such information by major sectors and subsec-
tors. In the production account, SNA93 recommends a presentation of
gross output, intermediate consumption, and value added by each sector.
The BEA provides this type information by industry in its input-output and
GDP-by-industry accounts, and provides value-added information by sec-
tor in tables 1.3.5 and 1.14. However, the NIPA tables do not provide in-
formation on gross output or intermediate consumption for nongovern-
ment sectors. The more familiar presentation of GDP in NIPA table 1.1.5,
though, presents it as the sum of final expenditures (a calculation that
SNA93 presents only in the input-output or “supply-use” tables). The
SNAO93 distribution and use of income accounts are similar to the NIPA
private enterprise income, personal income and outlay, government re-
ceipts and expenditures, and foreign transactions accounts, but would
show more detail on financial and nonfinancial corporations and noncor-
porate business. Published integrated accounts may retain the information
shown on these or similar tables, but they would also clearly derive the sav-
ing for each sector and for the total economy.

The most important shortcoming of the NIPAs relative to the integrated
accounts envisioned by SNA93 is an inconsistency in sector definitions be-
tween the production account and the distribution and use of income ac-
count. While SNA93 calls for using consistently defined sectors through-
out, the sectors emphasized in the NIPA production account differ from
those presented in the distribution and use of income accounts. The NIPA
production account, as shown in table 1.3.5, presents three major domes-
tic sectors—business (including private and government noncorporate
business), general government, and households and institutions. In con-
trast, the distribution and use of income accounts feature a personal sector
(which includes income derived from private noncorporate business), a
government account (which includes government business enterprises—
that is, the full public sector), and, implicitly, a corporate business sec-
tor, which is defined by corporate legal form of organization.® Some
production information is presented for corporate business, but these es-
timates are based on the income approach and, therefore, differ from the
expenditure-approach estimates for the other production account sectors.
Consequently, the statistical discrepancy between these two types of esti-
mates prevents the derivation of an estimate of value added for the non-

6. The distribution and use of income accounts are presented in table 2.1 for the NIPA per-
sonal sector, in table 3.1 for the government (including government enterprises), and in table
1.14 for the corporate business sector.
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corporate business sector as the difference between value added for corpo-
rate business and for the full business sector. Developing estimates for a
consistent set of sectors is a major objective of this chapter.’

A second set of accounts is accumulation accounts. Much of the infor-
mation for the capital account, the first accumulation account, is provided
in the current NIPAs. Data for capital outlays and saving are compiled by
major sectors. Although not currently labeled as such, FFA sector state-
ments—such as table F.100 for the household sector and tables F.101
through F.104 for the major nonfinancial business sectors—typically begin
with a capital account. However, the terminologies in the NIPAs and FFAs
are not similar to each other, among the sectors, or with that in SNA93.

Financial accounts, the mainstay of the FFAs, are available in consider-
able detail. The FFA tables offer information for more than thirty sectors,
many of which are financial intermediaries. Data for about fifty instru-
ments are published in the FFAs, with a separate set of tables describing the
issuers and purchasers of each instrument. Again, the terminology in the
tables differs from international norms, and the organization of the tables
varies slightly among sectors.

SNA93 structure has additional accumulation accounts for revaluations
of stocks and changes in volume of stocks due to neither holding gains and
losses nor net purchases. The information in the United States for revalu-
ation accounts and other changes in volume accounts is less developed
than that for other types of flows. The FFA reconciliation tables (labeled
R.100 through R.103) enumerate factors that lead to changes in net worth.
They estimate holding gains and losses for equity, real estate, and other in-
struments and other factors that change the level of assets and liabilities.
The ITAs also provide figures in some tables on revaluations due to cur-
rency and price changes of assets and liabilities.

The SNA format envisions balance sheet positions for each sector. The
FFAs publish balance sheet tables for three sectors—the household and
nonprofit organizations sector (table B.100 in the FFA), nonfinancial non-
corporate business sector (B.103), and nonfinancial corporate business
sector (B.102). For other sectors in the FFAs, balance sheet data are lim-
ited to financial assets and liabilities. The necessary information for tan-
gible assets of private subsectors has not been fully developed; and, of
course, there are many issues concerning valuation of tangible assets of
governments other than reproducible assets.

The listing in table 11.1 implies that most of the elements of integrated
accounts are in currently published material, although the missing pieces
are critical in many instances. Moreover, data for some elements are in-
complete or thin. Sophisticated users of the NIPAs, ITAs, and FFAs likely

7. See also Lal (2003).
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are aware that this is the case, but because the information is diffused over
different publications, there is a perception by a new or occasional user
that the accounts are unrelated. Use of the combined accounts is cumber-
some, at best. For anyone analyzing international transactions, for ex-
ample, the differences between the FFA rest-of-world sector and the BEA’s
international transactions tables seem enormous. In fact, they are not, as
both agencies rely on the same information, but they present it differently.
Less well known are the inconsistencies between accounts that remain in
the published data and the dangers of drawing analytical conclusions from
a combination of the accounts.

11.3 Draft SNA-USA Tables

This section presents draft SNA-USA tables, an integration of the agen-
cies’ accounts. We were able to construct virtually all the series required
from existing data in the NIPAs, ITAs, and FFAs. In those instances where
information was incomplete, we made estimates. We are reasonably confi-
dent that the figures in the tables are near what would be derived from
a more sustained effort, but they remain unofficial estimates from the
agencies.

Each sector table is lengthy, and the accounts are quite a bit to absorb in
a single sitting, even though we have limited them to the major sectors.
Little attempt was made at this stage to whittle down the information to
ease the presentation, because a goal is to understand and show the struc-
ture of the accounts. We maintained the traditional time series format,
with tables that have annual figures for 1985 to 2002.% The estimates are
based on official data available on June 10, 2004.°

In draft SNA-USA, the economy is divided into five sectors—house-
holds and nonprofit institutions serving households, nonfinancial busi-
ness, financial business, government, and the rest of the world (table 11.2).
Draft SNA-USA tables show subsectors for nonfinancial corporate busi-
ness, nonfinancial noncorporate business, the federal government, and
state and local governments.

There are several differences between draft SNA-USA sectors and those
in SNA93 and current publications.

e The household sector includes nonprofit institutions serving house-
holds (NPISHs). Over the past decade, both agencies developed and
published separate sets of estimates for NPISHs, but their definitions

8. The draft SNA-USA tables 11.3-11.11 show the year 1995 through 2002. A set of these
tables that also includes data for 1985-94 is available at http://www.bea.gov in XLS format.

9. June 10, 2004, marked the release of the FFAs for 2004:Q1 and revisions to prior peri-
ods. Preliminary estimates of the NIPAs for 2004:Q1 were published on May 27, 2004. Inter-
national transaction accounts for 2003 were made available on March 12, 2004; revisions to
the official estimates made after June 10, 2004, are not reflected in draft SNA-USA.
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Table 11.2

Sectors in draft SNA-USA

Sector

Subsectors

Comments

1. Households and
nonprofit institutions
serving households

2. Nonfinancial business

3. Financial business

4. General government

5. Rest of world

None

Nonfinancial corporate
business

Nonfinancial
noncorporate business
(partnerships and sole
proprietorships)

None

Federal government,
including federal govern-
ment enterprises

State and local govern-
ments, including
regional government
enterprises

None

Current efforts seek to coordinate the NIPA
and FFA information for consistency in
sector boundary and data sources.

In SNA93, the unincorporated business sector
sector is divided into units that are not separate
from households that own them (for example,
most sole proprietorships) which is included in
the household sector, and units that are distinct
and maintain separate accounts (for example,
partnerships), which are included in the non-
financial corporate business sector. At present,
available source data do not permit this treat-
ment for the U.S., nor is it clear that the SNA93
treatment is most useful for analysis, although
agencies may consider this treatment, if addi-
tional source data are developed.

Financial businesses in the U.S. represent a
diverse set of institutions that carry out inter-
mediation of funds. Additional subsectors and
detail on their types of transactions are pro-
vided in the FFAs. Data for revaluations, other
changes in volume (such as for loan write-offs),
and value of tangible assets need to be
developed.

Developing information for the market value
of tangible assets remains problematic, par-
ticularly land or the combination of land and
tructures. Monuments, parks, and other
public facilities present difficult valuation
issues.

SNA measures an increase in purchases of
national securities by foreigners as an increase
in rest of world assets. In the balance of pay-
ments, such flows are a positive capital inflow
to the nation. Draft SNA-USA provides an
integration of foreign activity with other sectors.

of the sector boundary differ enough at this time that combining sep-
arately estimated financial and nonfinancial flows was not possible. In
addition, assets of bank personal trusts are part of assets of the house-
hold sector in draft SNA-USA; in the FFAs, such trusts are a separate
financial sector, with the level and change in the total value of the sec-
tor assets a separate instrument held by households.
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» The division of the nonfinancial business sector in draft SNA-USA
into corporate and noncorporate sectors closely matches current pub-
lications.!® The noncorporate sector includes both partnerships and
sole proprietors, the latter of which would be within the household sec-
tor boundary in SNA93, while the former would be merged with cor-
porations.'!

e Draft SNA-USA treatment of housing, specifically owner-occupied
and tenant-occupied housing, differs in some respects from SNA93
guidance, but is the same as in the NIPAs and FFAs. Owner-occupied
housing production and finances are in the household sector, and the
transactions associated with such activity are treated as business-type
transactions within the sector. Rental housing transactions are also of
a business type, but they are part of the nonfinancial noncorporate
business sector in draft SNA-USA. As suggested above, SNA93 would
include activities of individuals that provide rental homes in the
household sector.

e Draft SNA-USA, SNA93, and the NIPAs differ in their placement of
government enterprises, such as the Postal Service and Tennessee Val-
ley Authority. In draft SNA-USA and the FFAs, their activity is within
the government sector. In the NIPAs, there is a mixed treatment of
government business enterprises; their activities are presented as part
of the business sector in the production account; but, for calculating
net saving, they are consolidated with the government sector in the
government receipts and expenditures account.

In addition, as indicated in the comments in table 11.2, portions of the
other changes in volume, revaluation, and balance sheet accounts are un-
available or underdeveloped for some sectors. In particular, balance sheet
accounts for the government sectors and financial business sector reflect
only the reproducible portion of tangible assets. Thus, buildings are in-
cluded, but the full market value of real estate is not.

The following narrative introduces significant elements of draft SNA-
USA. It also highlights differences from currently published series. After
some brief comment about the total economy current account, the discus-

10. SNA93, and international statistical terminology generally, defines corporation more
broadly than in the United States. In the international terminology, a corporation sector
refers to institutional business enterprises grouped together because of the type of function
they perform, while, in the United States, a corporation sector refers to a legal form of busi-
ness. Except in instances where the meaning should be clear or where the statistical conse-
quences are judged insignificant, draft SNA-USA has retained the terminology in the NIPAs
and FFAs, using business to refer to type of sector and corporation to refer to a specific legal
form of business.

11. SNA93 defines quasi-corporations as unincorporated enterprises operated as if they
were separate corporations whose de facto relationship to their owner is that of a corporation
to its shareholders. It specifically notes one form of quasi-corporation is an unincorporated
enterprise, including an unincorporated partnership, owned by households, which is operated
as if it were a privately owned corporation. Quasi-corporations are not limited to those owned
by households, however; they may include government business enterprises and partnerships.
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sion turns to the sectors, with more detailed comments for the household
sector to explain the terminology and structure common to all the tables.

11.3.1 Total Economy—Current Account (table 11.3)

Draft SNA-USA table 11.3 shows the current account for the economy
as awhole, and illustrates that the account reflects an income-side approach.
We have used SNA93 terminology—GDP/gross value added in line 1, and
net domestic product (line 3), while in the NTPAs we refer to these figures as
gross (net) domestic income. That is, in the NIPAs there are two methods of
calculating GDP. The featured measure, known as GDP, is based on the
sum of final expenditures (personal consumption, private investment, net
exports, and government consumption and investment). The other mea-
sure, known as gross domestic income, is based on the sum of incomes gen-
erated from production. Because these measures, which are conceptually
identical, are estimated from separate source data, they differ by a statisti-
cal discrepancy. For this paper we avoid dealing with the effects of this dis-
crepancy by focusing on the income-side measure, or gross domestic in-
come; the more familiar expenditure-side measure is shown in line 44.'2

The specific income factors are shown in lines 4 through 8. One term, op-
erating surplus (line 8), is a concept that has only recently appeared in U.S.
accounts. In SNA93, it is defined as “the surplus accruing from processes
of production before deducting any explicit or implicit interest charges,
rents, or other property incomes payable on the financial assets, land, or
other tangible nonproduced assets required to carry on the production”
(para. 7.82). In other words, it is a broad income concept that includes in-
terest, rent, and profits.

Lines 9 and 10 of table 11.3 account for the difference between domestic
product and national income. Specifically, they add to gross product in-
come receipts from the rest of the world and remove income payments
made to the rest of the world.

The middle section of the current account describes the factors of net na-
tional income (line 11). These include the compensation received by em-
ployees and operating surplus. Net saving for the total economy (line 41)
is derived by subtracting final consumption expenditures (line 40) from
disposable income (line 39).!* Table 11.4 reports how a number of key

12. Total gross value added NIPA table 1.3.5 (“Gross Value Added by Sector™) is similar
but not identical to the draft SNA-USA gross value added. The NIPA table subsumes the sta-
tistical discrepancy and puts value added of government enterprises in the business sector;
draft SNA-USA has not allocated the discrepancy, and government enterprises are in the gov-
ernment sector.

13. Draft SNA-USA table 11.4, “Selected Aggregates for Total Economy and Sectors,” is
an example of the supplementary information that can be provided in a full set of accounts.
It summarizes the contribution of sectors for several important aggregates. Table 11.4 was
produced mainly as a way to check the consistency of our compilations of sectors with pub-
lished aggregates. However, it appeared to be of interest on its own and is offered, without nar-
rative, in the overall set of draft SNA-USA tables.
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Integrated Macroeconomic Accounts for the United States: Draft SNA-USA 487

macroeconomic aggregates (such as GDP, net saving, gross fixed capital
formation) are distributed among the sectors in draft SNA-USA.

11.3.2 Households and Nonprofit Organizations
Serving Households Sector (table 11.5)

Production in the household sector (table 11.5, line 1) and net domestic
product (line 3) are measured largely by compensation paid (line 4) and net
operating surplus in draft SNA-USA (line 8). In the context of the house-
hold sector, the operating surplus is that part of GDP associated with
owner-occupied housing. It also includes net interest on fixed assets used
by NPISHs. In both cases, the operating surplus is net of taxes on produc-
tion and imports less subsidies (line 7).

While output of the sector is relatively small, it receives the bulk of net
national income (line 9) in the form of employee compensation (line 11)
and property income (line 14), including “withdrawals from income of
quasi-corporations” (line 18), which is the sum of proprietors’ income and
rental income of tenant-occupied housing in the NTPAs.

In draft SNA-USA, household-sector disposable income (line 26) is
slightly different from “disposable personal income” in the NIPAs. In draft
SNA-USA, interest received (line 15) and interest paid (line 19) are part of
the derivation of net national income for the sector. In addition, current
transfers paid (line 25) are subtracted from net national income. In the
NIPAs, disposable personal income includes interest paid and other cur-
rent transfers paid.

Net saving (line 28) in draft SNA-USA differs from that in the NIPAs by
the amount of wage accruals less disbursements, which are included in
compensation received by the household sector in draft SNA-USA. In ad-
dition, in draft SNA-USA, net saving is calculated as disposable income
(line 26) less sector consumption expenditures (line 27), instead of the
more comprehensive personal outlays concept in the NIPAs. When calcu-
lating the household sector saving rate, the smaller denominator in draft
SNA-USA and difference in the level of net saving results in a slightly
higher level for the rate (fig. 11.1, panel A).

The capital account for the household sector is straightforward. Net sav-
ing is reduced by capital transfers (net; line 31). For this sector, such trans-
fers are negative, on net, reflecting estate and gift taxes paid to the govern-
ment and net migrants’ transfers received by the rest of the world.

Importantly, net capital formation (line 32) excludes consumer durable
goods purchases, which are a component of consumption expenditures
(line 27). The accounting treatment of consumer durable goods outlays in
the current and capital account is consistent with SNA93 (and NIPA).'
However, because in draft SNA-USA we chose to show the value of the

14. See also Fraumeni and Okubo (2001).
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A. Net Saving Percent
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Fig. 11.1 Maeasures of household-sector saving and net worth as a percentage of
disposable income
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stock of consumer durable goods as household sector assets (as is done in
the FFAs), this treatment has implications for our revaluation and balance
sheet accounts (discussed below).

The difference between saving and capital formation is net lending or
borrowing (line 37), the amount the sector supplies to financial markets for
other sectors or requires from the financial markets to meet its own needs.
The figures in table 11.5 indicate the household sector has been a net bor-
rower since 1997.

The details of how the sector meets its borrowing requirement is revealed
in the financial account, which is analogous to table F.100 in the FFAs. In
the financial account, accounting identities require net lending/net bor-
rowing to equal the net acquisition of financial assets (line 39) less the net
incurrence of liabilities (line 68). The “net” in the financial account refers
to purchases less sales of assets, and the extensions less repayment of lia-
bilities.

Although conceptually the same, the value of household-sector net lend-
ing/net borrowing derived in the financial account (line 79) differs sub-
stantially from that in the capital account. Indeed, it is less clear from the
figures in line 79 whether the sector has consistently borrowed over the past
Six years.

The difference between the net lending/net borrowing derived in the cap-
ital account and that derived in the financial account is defined in draft
SNA-USA as the sector’s statistical discrepancy (line 83). The treatment of
the statistical discrepancy is problematic and has implications for the esti-
mates of household-sector net worth.

Some nations do not show a discrepancy between the two measures of net
lending/net borrowing. Rather, they force equality in some way, such as
splitting the difference between the financial account and the current and
capital accounts. (There is no recognition of such discrepancies in SNA93.)
Our practice is to report the discrepancy as a component of the “other
changes in volume” account. An indication, albeit a crude indication, of the
success of our efforts to bring the accounts into better alignment in the
future will be the reduction of the statistical discrepancies between the fi-
nancial account and the current and capital accounts for sectors.!> We ex-
amine the alternative values of net lending/net borrowing derived in each
sector in the next section.

The remaining accumulation accounts provide additional information
on how estimates of net worth of the sector are affected in the period. The
account for “other changes in volume” allows for recording factors that are
not defined as financial transactions or holding gains and losses in the

15. In the household sector, the sum of net lending/net borrowing in the financial account
and net capital formation is an alternative, but conceptually equivalent, measure of saving
from the FFAs.
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period, such as the statistical discrepancy noted above. The revaluation
account (analogous to table R.100 in the FFAs) lists changes in value of as-
sets due to holding gains and losses.

We used the other changes in volume account to insert net investment in
consumer durable goods (line 81). Our view, not reflected in SNA93, is that
the value of such goods is an important household-sector asset that be-
longs with other tangible assets on the balance sheet account. The BEA es-
timates the value of the stock consistent with the expenditures in the cur-
rent account, including depreciation and revaluations. The FRB uses the
data to complete estimates of tangible assets in the FFA sector balance
sheet statement (table B.100 in the FFAs). Draft SNA-USA retains that
balance sheet treatment.

The revaluation account (lines 84 to 94) records nominal holding gains
and losses for nonfinancial assets and financial assets. We have carried
over the practice of estimating the gains for real estate (combined land
and structures), because the agencies have found no acceptable way, on a
macro-sector basis, to separate changes in the value of land from changes
in the value of structures on the land.'¢

The change in net worth for the household sector is shown in line 95 at
the beginning of the balance sheet account. It is the sum of net capital for-
mation, net lending/net borrowing, other changes in volume, and nominal
holding gains/losses. The change in net worth is the same as that published
in the FFAs, but the components differ. The net lending/net borrowing fig-
ure used for calculation of net worth is that from the capital account, rather
than the financial account. The statistical discrepancy between the finan-
cial and capital account enters into the “other changes in volume” ac-
count. The change in net worth as a percent of disposable income differs
slightly from that currently published only because the denominator (dis-
posable income) in draft SNA-USA is different (fig. 11.1, panel B).

End-of-period stocks in the household balance sheet are similar to those
published in the FFAs, although the terminology for asset and liability
items is consistent with international terminology, which should allow for
easier comparison across countries. Instruments have been grouped as rec-
ommended in SNA93. This was also done in the financial account in draft
SNA-USA.

11.3.3 Nonfinancial Noncorporate Business Sector (table 11.6)

As noted above, the nonfinancial noncorporate business sector includes
partnerships and sole proprietorships (including tenant-occupied hous-
ing). Draft SNA-USA has a full set of accounts for this sector.

16. No attempt was made to separate nominal holding gains into neutral gains (those due
to changes in the general price level) and real gains (those due to changes in the relative prices
of assets), as SNA93 would dictate.
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502 Teplin, Antoniewicz, McIntosh, Palumbo, Solomon, Mead, Moses, Moulton

Income generated in the sector is paid out to the household sector as
withdrawals from income of quasi-corporations (table 11.6, line 14).!” As a
result, the sector has no net saving. Nonetheless, there is capital formation
and financial transactions in the noncorporate business sector. The finan-
cial account in draft SNA-USA—TIlines 29 through 60 in table 11.6—is
analogous to table F.103 in the FFAs. The additions to net worth (line 71)
result mainly from capital gains on real estate shown in the revaluation ac-
count (line 63).'8

11.3.4 Nonfinancial Corporate Business Sector (table 11.7)

We have been able to provide a full set of accounts for the nonfinancial
corporate business sector. The sector’s value added (table 11.7, line 1) is
more than half of total output of the economy. Consumption of fixed cap-
ital (line 2) in this sector, as with other sectors, is on an economic basis, re-
flecting the capital consumption adjustment to book (tax) depreciation.
Similarly, in the capital account, inventory investment (line 32) reflects the
NIPA valuation adjustment so that inventories are at current prices and on
a consistent accounting basis.

The draft SNA-USA current account arguably offers a more compre-
hensive and intuitive view of flows through the sector, although the termi-
nology is probably unfamiliar to users of NIPA tables. Measures of profits
and cash flow, which are fairly prominent in the NTPAs and FFAs, are no-
ticeably missing from SNA93 and, thus, our presentation of draft SNA-
USA. Providing them likely would be a useful addition to some analysts of
the U.S. economy.

The sector has no final consumption expenditures, and the SNA format
shows disposable income (line 23) as net saving (line 24); net saving in this
sector and the financial business sector is the same as undistributed corpo-
rate profits in the NIPAs. Again, the presentation lacks a measure of total
internal funds that is used to derive the financing gap shown in the FFAs
(in table F.102 of the FFAs)—a sometimes-cited measure of the impetus
for corporate borrowing. Net lending/net borrowing (line 33) is nearly the
same concept, but it includes undistributed profits of foreign subsidiaries,
which are not in the FFA calculation of U.S. internal funds.

The statistical discrepancy resulting from the difference in net lending/
net borrowing in the capital account and in the financial account was han-
dled the same way as for the household sector. Net saving in the capital ac-
count was used to derive changes in net worth (line 93), and the discrep-
ancy is reported in the other changes in volume account (line 80).

The calculation and interpretation of net worth in the nonfinancial

17. Households withdraw income from both financial and nonfinancial quasi-corporations.

18. We considered a number of ways to treat household equity in nonfinancial noncorpo-
rate business, and, although the method chosen is consistent within the sequence of accounts
in draft SNA-USA, it is not necessarily consistent with SNA93.
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Integrated Macroeconomic Accounts for the United States: Draft SNA-USA 509

corporate business sector (line 144) is substantially different from that cur-
rently published. In table B.102 of the FFAs, net worth is the market (or re-
placement) value of assets less liabilities, excluding equity capital. That mea-
sure of net worth is sometimes compared with the market value of shares for
nonfinancial corporate businesses or to net worth derived with tangible as-
sets at historical cost. Draft SNA-USA follows the format in SNA93, which
calculates net worth as the market (or replacement) value of assets less lia-
bilities, including the market value of shares and other equity (line 136).

The currently published measure of net worth has been a large positive
figure that has risen from just over $4 trillion in 1985 to about $9.5 trillion
in 2002 (fig. 11.2, panel A). In contrast, nonfinancial corporate business-
sector net worth in draft SNA-USA has both positive and negative values
(fig. 11.2, panel B). Indeed, as would be expected from the elevated equity
valuations in the late 1990s, the draft SNA-USA measure of net worth
moved down sharply over the 1990s to —$7 trillion, before turning up in
2000 and becoming positive in 2002.

The draft SNA-USA measure of net worth may be interpreted as a vari-
ant of Tobin’s ¢. As defined by Tobin, g is the ratio of the market value of
the firm (equity plus debt) to the replacement cost of its tangible assets. For
the nonfinancial corporate business sector, debt and equity are the bulk of
liabilities in the SNA format, and they correspond to the numerator of ¢.
Tangible assets (the denominator in ¢) are about half of total assets on the
sector balance sheet.!” Therefore, a negative net worth in draft SNA-USA
corresponds to a ¢ greater than one, while a positive net worth corresponds
to a g of less than one.

11.3.5 Financial Business Sector (table 11.8)

The financial business sector includes the monetary authority, deposi-
tory institutions, insurance and pension funds, and all other financial in-
termediaries, such as finance companies, mutual funds, and brokers and
dealers. Except for a complete accounting for the value of real estate hold-
ings, we have been able to compile nearly a full set of accounts for the com-
bined sector.

The current account and capital account are structured the same as the
nonfinancial corporate business sector, with the exception of withdrawals
from quasi-corporations, and the financial account is a summation of lend-
ing and borrowing flows of all the financial intermediaries in the flow of
funds accounts. For this sector, we did not net intrasector assets and liabili-
ties. For example, issuance of a mortgage-backed security by a government-
sponsored enterprise and purchased by a bank is reflected as a net incurrence

19. The popular press often uses a variant of ¢ equal to the ratio of the market value of eq-
uity of the sector to the published net worth of the sector. The popular version differs from
true ¢ by including financial assets and nondebt liabilities in the denominator.
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Integrated Macroeconomic Accounts for the United States: Draft SNA-USA 517

of a liability (included in line 50 of table 11.8) and as an acquisition of a fi-
nancial asset (included in line 33).

A consequence of showing gross flows of the sector is that there are siz-
able revaluations of financial assets (line 74) and liabilities (line 78). As
with other sector accounts, shares and other equity instruments were reval-
ued for capital gains and losses. Other types of liabilities, such as bonds and
mortgages, were not revalued. Past efforts by staff at the FRB found little
impact on net worth of sector balance sheets when liabilities other than
equities were revalued. However, that work predated the recent down-shift
in interest rates, and it was not applied to the financial business sector as
defined in draft SNA-USA.

While draft SNA-USA shows an account for other changes in volume
for financial corporations, the data are not well developed. In particular,
debt write-offs are not included. Rather, they are reflected in changes in the
flows in the financial account. A better articulation of such information
would likely make analysis of business and household financing in the econ-
omy clearer, and the draft SNA-USA format provides a focused means for
eventually recording the figures as they are developed.

The change in net worth for the financial business sector (and for the
government sectors that follow) is calculated using the same factors as for
the household and nonfinancial business sectors, with an important ex-
ception. Data are available only for reproducible assets, which include
structures; data are not available for the market value of real estate, which
combines the value of structures and land. As a result, the change in net
worth (line 85) and the level of net worth (line 134) are limited. The change
excludes revaluations of real estate, and the level excludes the market value
of real estate but includes the current cost value of structures.

11.3.6 Government Sectors (tables 11.9 and 11.10)

In the government sectors, current surpluses (deficits) are measured
by net saving (line 24 of both tables 11.9 and 11.10). Net lending or bor-
rowing (line 32) in the capital account provides a broader measure of the
surplus/deficit, by taking into account investment in fixed assets; it is the
measure most akin to the budget surplus/deficit reported by U.S. Office of
Management and Budget (OMB).

The capital account also shows the net acquisition of nonproduced non-
financial assets (line 31 in both tables). The federal government has been a
seller of such assets, which include the sale of electromagnetic spectrum
rights and leasing of offshore drilling rights. For state and local govern-
ments, acquisition of nonproduced assets reflects net purchases of land
and access rights for roads. The counterparty for the government sales,
leases, and purchases is the nonfinancial corporate business sector.

The revaluation and balance sheet account for the government sectors is
limited by the lack of information for real estate values, the same as is the
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528 Teplin, Antoniewicz, McIntosh, Palumbo, Solomon, Mead, Moses, Moulton

case for the financial businesses sector. Estimates for real estate—actually
for structures and land—are available in supplementary information in the
federal government budget documents produced each year by OMB (OMB
2004). However, as noted by OMB, the data are somewhat rough and are
provided for illustrative purposes in showing how a national balance sheet
could be constructed; they have not been fully vetted by the agencies for use
in national accounts. Moreover, there are no estimates for state and local
governments. As a result, stocks in the balance sheet in draft SNA-USA are
for reproducible tangible assets, financial assets, and liabilities.

In the past, the BEA and FRB have collaborated to compile a consoli-
dated government sector. Both the NIPAs and FFAs have a consolidated
sector, and doing so in SNA format should be a relatively straightforward
exercise for the agencies in the future.

11.3.7 Rest-of-World Sector (table 11.11)

The rest-of-world sector is a mirror image of the international transac-
tions accounts published by the BEA. In the current account, net saving,
or the current external balance (table 11.11, line 8), is derived as the differ-
ence in foreign income received from U.S. residents and foreign outlays to
U.S. residents. The capital account adds net capital transfers and subtracts
acquisitions of nonproduced nonfinancial assets to derive net lending and
borrowing to U.S. residents from the rest of the world. That figure must
offset the sum of net lending/net borrowing for domestic sectors.?

Data for the draft SNA-USA financial, other changes in volume, and
revaluation accounts are taken from the BEA’s international transaction
accounts and underlying source data. The nature of the presentation is the
same as the domestic sectors. It differs from the ITAs, however, because
many financial transactions are netted in draft SNA-USA (and the FFAs),
while they are shown gross in the ITAs.

The statistical discrepancy in the rest-of-world sector—the difference
between net lending calculated in the current and capital account and net
lending in the financial account reflects the statistical discrepancy in the
recorded balance of payments as well as a combination of other differences
in residency definitions in the NIPAs, the ITAs, and the FFAs. The agen-
cies have a project underway to reconcile differences between the accounts.

11.4 Issues Concerning the Integration of the Accounts

As noted above, the agencies are working to minimize sector discrepan-
cies that result from using alternative data sources and methods. Those

20. Net lending from the rest of the world does in fact equal the net borrowing from the do-
mestic sectors after accounting for the NIPA statistical discrepancy, wage accruals less dis-
bursements, and rounding differences. The statistical discrepancy is a factor because we used
data for capital formation from the NIPA product side and net saving from the NIPA income
side. The figures for all the sectors are shown in draft SNA-USA table 11.4.
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discrepancies are summarized by the net lending/net borrowing measures
compared in the panels of figure 11.3. The figure indicates that the pattern
of net lending/net borrowing is similar in each sector whether measured by
the capital account or the financial account. Even so, there are significant
differences for some sectors and in some years.

For the household sector (fig. 11.3, panel A), the differences in net lend-
ing/net borrowing between draft SNA-USA capital account and financial
account are significant, but relatively stable in sign for the earlier period
shown. Until about 1998, net lending derived in the financial account av-
eraged about 2 percentage points (of disposable income) more than in the
current account. In recent years, the differences have narrowed on average.
Put another way, the financial account implies that households accumu-
lated more assets than suggested by flows from the capital account, and
household-sector net worth is about 6 percent higher than would be the
case without the discrepancy that is included in the “other changes in vol-
ume” account. (The 6 percent represents the value of the discrepancy ac-
cumulated over time.)

The household-sector discrepancy in the FFAs has been the subject of
several studies over the years.?! The residual calculation of some categories
in the current account and the residual calculation of most asset categories
and some liability categories in the financial and balance sheet accounts
leave considerable room for speculation on the sources of the difference. A
benefit of integrating the national accounts as we have done for this chap-
ter is that the nature of the problem is more clearly defined in terms of
stocks and flows of the sector.

An additional concern to the agencies has been the difference in net
lending/net borrowing for the nonfinancial corporate business sector
(panel B of fig. 11.3). Creating draft SNA-USA pointed to several likely
sources for the discrepancy. A particularly vexing one lies in the agencies’
separation of nonfinancial and financial businesses, a boundary that is im-
portant for analysis of disintermediation and evaluation of flows, such as
interest paid and interest received. The boundary also has implications for
measuring stocks and net worth in the sectors.

The business boundary problem reflects in part differences in source
data for the NIPAs and the FFAs. The NIPAs rely heavily on tax return data,
and the FFAs supplement tax data with surveys and regulatory informa-
tion to compile accounts for financial corporations. In the NIPAs, corpo-
rations that file consolidated returns, which combine data for nonfinancial
and financial subsidiaries, are in either the financial or nonfinancial busi-
ness sectors, depending on the predominant business. In the financial ac-
counts, adjustments are made with the supplementary information to split
consolidated corporations into financial and nonfinancial enterprises. The

21. See, for example, Wilson et al. (1989).
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Fig. 11.3 Net lending/net borrowing in Draft SNA-USA (billions of dollars)

issue is particularly acute in cases for firms with captive finance companies,
such as General Motor’s GMAC and General Electric’s GE Capital.

Some encouragement that solving the boundary problem will reduce the
discrepancy is evident in figure 11.4. The net lending/net borrowing esti-
mates of the two sectors combined align somewhat better than for the sec-
tors separately.

In addition to the boundary problem, part of the difference between net
lending/net borrowing measures in the nonfinancial corporate business
sector likely reflects the booking of miscellaneous financial assets. In the fi-
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Fig. 11.4 Net lending/net borrowing for combined financial and nonfinancial cor-
porate business (billions of dollars)

nancial accounts, changes to goodwill and other intangible assets are in-
cluded in flows of miscellaneous financial assets. Such flows are large and
positive during periods of heavy merger activity; they are large and nega-
tive during periods of economic weakness. The impact of changes in such
assets is not reflected in the current and capital accounts. SNA93 standards
would relegate a portion of the changes in the value of such assets to the
“other changes in volume” account. An effort to reclassify them into reval-
uations and/or other changes in volume is likely to have a sizable impact on
the statistical discrepancy. No changes were made for draft SNA-USA for
the business sectors’ boundary or other accounting issues.

Finally, net lending/net borrowing estimates for the federal government
sector (panel C of figure 11.3) are close, reflecting a generally high quality
of information available and recent efforts by the agencies to ensure con-
sistent use of that data. In contrast, net lending/net borrowing estimates for
the state and local government sector (panel D)—where the data tend to
be of lower quality—diverge by significant amounts. It would appear that
coordination of estimation methods for missing data would more tightly
integrate the accounts of the state and local government sector.

11.5 Where Do We Go from Here?

Aside from reformulating the structure of the accounts to international
standards, it has been our intention to use the integration of the accounts
to improve the quality and usefulness of the estimates published. Specific
items that require joint work by the agencies have been identified, includ-
ing further work on ensuring that sector boundaries are consistent across
accounts, developing additional source material for sectors where infor-
mation is not available, and sharing data sources and methods for estimat-
ing missing data.

We have shown that SNA-USA tables can be produced for the period
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1985-2002. Considerable work is still required if the agencies chose to re-
work the published figures into the draft SNA-USA structure for the pe-
riod before 1985. The exercise indicated, moreover, that considerable in-
vestment is needed to produce the integrated accounts on a continuing
basis, and even greater investment to carry out the improvements identi-
fied.

The BEA's strategic plan outlines a number of research and development
activities related to the development of integrated accounts. Work is al-
ready underway to examine sector definitions, with particular considera-
tion given to the development of improved source data on government
business enterprises. Other research is being conducted on improving the
consistency of source data between the NIPAs and FFAs—for example, to
improve consistency of NTPA interest flow estimates with FFA estimates of
interest-bearing assets and liabilities. Efforts are also underway to improve
the estimates of fixed assets and to provide more reliable information on
valuation and legal form of ownership of these assets, along with the efforts
to improve integration with other BEA accounts, such as the input-output
accounts, and with the Bureau of Labor Statistics productivity statistics,
which are described in many of the other chapters in this volume.

Among other prospective projects that should improve integration of
the U.S. macroeconomic accounts, FRB staff are initiating new research
into the accounting of miscellaneous assets and liabilities by nonfinancial
businesses. These categories include a wide range of financial activities
and, indeed, are the largest items on the balance sheets of nonfinancial cor-
porations in the United States. Once more detailed information about
these financial activities has been analyzed, FRB staff intend to reconsider
how changes in miscellaneous assets and liabilities should be apportioned
into flows, revaluations, and other changes in volume. Although the work
involved is expected to be considerable, it offers the potential to improve
the integration of the FFAs of the U.S. with the NIPAs and to bring them
into closer alignment with the SNA93 guidelines.

In addition, efforts at the Federal Reserve are directed toward improv-
ing integration in the capital accounts, particularly adapting the draft
SNA-USA framework to show estimates for as many detailed financial sec-
tors as are included in the FFAs of the United States. In conjunction with
that work will be a consideration of developing detailed information for the
“other changes in volume” accounts, particularly estimates of debt write-
downs.

The BEA and FRB are jointly advancing other efforts to improve the in-
tegration of the accounts. These efforts include estimating the general de-
gree to which captive finance companies are included in consolidated tax
return data for nonfinancial corporations, so that more is known about the
importance that disparities between the sector boundaries might play in
examining the financing of the corporate sector. BEA and FRB staff are
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also working together to further examine the possible use of alternative
data sources to improve the NIPA estimates for state and local govern-
ments that are made before complete data from the Census of Govern-
ments become available.

An important and useful result of integrated macroeconomic accounts
would be an ability to produce on a regular basis a national balance sheet.
Several deficiencies, some already noted, would need to be resolved before
such a balance sheet is completed. Three of the most important are

« Further development of the “other changes in volume” and revaluation
accounts. Although the “other changes in volume” accounts in draft
SNA-USA are more advanced than found in other countries’ publica-
tions, they are still limited. The effort to expand the accounts would re-
quire a closer review of the accounting techniques used in data sources
and whether those techniques align with what is needed for macroeco-
nomic accounts so that differences in flows, revaluations, and other
changes in volume can be separated.

» Improved data for real estate values in some sectors, especially for the
government sector, and techniques for separating the market value of
land and structures.

» Removal or reconciliation of remaining differences between the cur-
rent and accumulation accounts and the international transactions
accounts.
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