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Preface

This book provides a description o f  the national accounts o f  the United 
Kingdom. It is the third in a series, following two earlier volumes published 
in 1956 and 1968'. It is regarded primarily as essential working 
documentation for both compilers and users o f the national accounts within 
government. But it can serve also as a comprehensive work o f  reference 
for the much wider range o f  people who make use o f  the published national 
accounts statistics.

The descriptions given in this book relate to the national accounts as 
published in the 1984 edition o f  the Blue Book^ As in the past, the Notes 
at the back o f  future editions o f  the Blue Book will bring these descriptions 
up to date. In general the United Kingdom national accounts follow the 
principles recommended internationally\ although there remain several 
differences o f  detail. Estimates adjusted as far as possible to these bases 
are supplied to the various international organisations for inclusion in their 
publications.

When read with the Notes in the Blue Book, the previous edition o f Sources 
and Methods was for many years a relatively robust description o f  the 
national accounts statistics. As changes accumulated, however, an update 
became more and more essential. In some respects a complete re-write might 
have been desirable, but this could not be justified in terms o f the resources 
required to achieve it. This edition therefore follows very closely the format 
o f the previous one and draws very heavily on it. Within many o f  the 
chapters there are substantial changes, however; little attempt has been 
made to impose a common style and the chapters remain very much the 
work o f the authors listed overleaf, whose efforts are acknowledged with 
appreciation. Too numerous to mention individually are the many members 
o f the Central Statistical Office and other Departments including the Bank 
o f  England who have also contributed to the preparation o f  this volume; 
their help - often substantial - is gratefully acknowledged.

National Income Slalisiics: Sources and Methods HMSO. 1956. and National Accounts Statistics: 
^Sources and Methods. HMSO. 1968.
United Kingdom National Accounts, 1984 edition. HMSO. 1984.
A System o f  National Accounts. United Nations. New York. 1968, and European System o f  
Integrated Economic Accounts. Statistical Office o f  the European Communities, Luxembourg. 1980.
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Chapter One

The Main Aggregates

INCOME, PRODUCT AND EXPENDITURE

1.1 In this chapter, the main national accounting 
aggregates, and the relationships between them, are 
described. But national accounts statistics extend beyond 
these aggregates to the compilation o f detailed accounts 
for each broad group or sector o f  the economy, and this 
accounting framework is explained in Chapter 2.

1.2 In a closed economy, the terms national income, 
domestic product and final expenditure would be 
synonymous. They would provide a measure o f the money 
value o f goods and services becoming available to the 
nation from economic activity, either for consumption or 
for investment (adding to wealth). This value may be 
regarded in three ways: as a sum o f  incomes derived from 
economic activity, for example incomes from employment 
and incomes from profits; as a sum o f  the products o f the 
various industries o f  the nation; or as the sum of 
expenditures, which may be seen in terms o f demand for 
the product as well as in terms o f  use o f the income.

1.3 In reality, where there is international trade and 
other overseas transactions, the terms mentioned above 
take on different meanings, and these are described in 
greater detail below.

National income and domestic product

1.4 The national income is defined as the sum o f ail 
incomes o f residents o f the United Kingdom which arise 
as a result o f economic activity, that is from the current 
production o f goods and services. Such incomes, which 
include rent, employment income and profits, are known 
as factor incomes because they are earned by the so-called 
factors o f production: land, labour and capital. Transfer 
incomes, such as retirement pensions and other social 
benefits, are excluded because they amount to a 
redistribution o f factor incomes and to include them would 
be to include the same income twice.

1.5 National income is synonymous with (net) national 
product. Most o f the national income is derived from 
economic activity within the United Kingdom, which is 
known as total domestic income or domestic product. 
However some national income arises from overseas 
investments, while some o f the income generated within 
the United Kingdom is earned by non-residents. The 
difference between these last two items is net property 
income from abroad. National income is derived from 
domestic income or product by the addition o f net property 
income from abroad.

1.6 In the United Kingdom statistics, more prominence 
is given to gross domestic product than to national income 
(for the distinction between gross and net see paragraph 
1.17). Equal to the sum o f all incomes earned from 
productive activity in the United Kingdom, domestic 
product is a measure o f the value o f the goods and services

produced. The total value o f  output o f  a firm making 
shirts, for example, must be income to someone— whether 
the owners, their employees or suppliers. But one cannot 
arrive at total domestic product simply by adding up the 
selling values o f  the outputs o f  every industry in the 
country. To do so would be to count the same output more 
than once. For example, if we include in domestic product 
not only the total value o f sales o f  suits by a tailor, but 
also the value o f  sales by the weaver who supplies him with 
cloth, and the value o f  sales by the spinner who provides 
the necessary yarn, then we have counted the value o f  the 
yarn three times over. Instead it is necessary to measure 
and sum the value added at each stage o f production. In 
this sense, the value o f  the output o f  the weaving industry 
consists o f the value added in the process o f  transforming 
yarn into cloth, and the value o f  the tailor’s output consists 
o f  the value added by turning cloth into suits. Since the 
domestic product includes only the values added within the 
country, it excludes the value o f imported goods and 
services, which are part o f  the domestic products o f  other 
countries.

1.7 Thus gross domestic product can be measured as 
the sum o f  the various factor incomes which comprise the 
value added. This is called the income measure o f  gross 
domestic product. The terms value added, domestic 
product and domestic income are all equivalent.

Domestic product and final expenditure

1.8 Domestic product can also be measured by 
considering the expenditure o f those who purchase the 
finished or final goods and services. Again, it is necessary 
to exclude the transactions which occur when a commodity 
(such as cloth) or a service (such as the carriage o f  cloth 
from weaver to shirtmaker) is sold for the production o f 
some finished commodity (a shirt). This involves drawing 
a distinction between ‘ intermediate’ and ‘ final’ sales and 
purchases. The shirt is a final product: its purchaser— the 
consumer— is a final purchaser, and his purchase in the 
retail shop is a final sale and is part o f  final expenditure. 
The transactions between the weaver and the shirtmaker 
and between the shirtmaker and the transporter are 
intermediate sales, as are all sales o f  goods and services 
for use in current production or subsequent resale by 
domestic producers. On the other hand capital goods, such 
as buildings, plant, machinery or transport equipment, 
which will render services to production over a number o f 
years and represent an investment by the producer, are 
considered to be final goods. Expenditure on these goods 
is regarded as final expenditure. Furthermore some goods 
which have been produced may not be immediately sold 
or used in the productive process. These goods, which arc 
added to stocks, together with additions to work-in- 
progress between the end o f one accounting period and 
another, are accounted for as final expenditure; they also 
represent an investment (which may be involuntary to some
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The main aggregates

extent) by the stock-holder. All sales to non-residents— 
exports o f goods and services—are final sales (whether or 
not they are in a finished state).

1.9 Thus total final expenditure is defined as the sum
o f final expenditures by residents {total domestic 
expenditure) plus exports o f goods and services. Now many 
o f the final goods and services contain imported materials; 
in fact their value consists o f the total value o f imported 
goods and services and the value added in domestic 
production. Thus gross domestic product is equal to final 
expenditure less imports o f goods and services; it is equal 
to total domestic expenditure plus net exports (that is, 
exports minus imports). When measured in this way the 
result is called the expenditure measure o f gross domestic 
product.

National expenditure

1.10 We have seen how the national income is derived 
from the production o f goods and services (and the final 
expenditure o f purchasers on such goods and services), 
together with net property income from abroad. In order 
to gain further insight into the underlying concepts it is 
useful to consider the way in which this income can be 
spent, although this approach is not made explicit in the 
published statistics.

1.11 First o f all, in considering the composition o f 
national expenditure, we may leave aside all transfer 
payments within the United Kingdom (as in the case o f 
national income) because these merely redistribute the 
purchasing power o f  the national income without altering 
its value. Net transfers abroad are however one element 
o f national expenditure, since they reduce (or, if receipts 
exceed payments, increase) the nation’s command over 
goods and services. We return to this point in paragraph 
1.16 below.

1.12 Apart from expenditure on international 
transfers, national expenditure may be divided'between 
consumption and adding to wealth (investment). 
Consumption in principle comprises final expenditure 
(whether by individual consumers or by collective bodies 
including government) on goods and services which are 
consumed within a short time o f  purchase. (In practice 
however it also includes expenditure on durable consumer 
goods, see paragraph 1.35 below.)

1.13 Adding to wealth in this context is defined as the
net increase in the stock o f capital assets, both physical
and financial. Physical assets include both capital goods
(buildings, plant etc) and stocks and work in progress.
Financial assets take the form o f holdings o f securities and
other claims including currency and bank deposits.
However, every financial asset or claim is necessarily a
liability o f someone else (including currency which is
regarded as a liability o f the issuing authority). Hence,
within the nation, financial assets must be offset exactly
by financial liabilities. Adding to wealth, or investment,
by the nation as a whole thus means net additions to the
nation’s stocks o f physical assets together with any net
addition to the total claims by residents o f the nation on
residents o f other nations, in the form of gold, foreign
exchange, holdings o f shares in non-resident enterprises, 
trade credits, etc.

1.14 There are, o f course, forms o f wealth which do 
not come within this definition o f the stock o f capital 
assets. Some— such as the health o f the population, its 
technical knowledge, its heritage o f literature and m usic- 
are not capable o f measurement. Others—such intangible 
assets as patents, copyrights, leaseholds and goodwill— 
might in principle be measured, but in fact no attempt is 
made to do so. Nor is any allowance made at present for 
wealth in the form of natural resources such as oil reserves.

1.15 In summary, national expenditure therefore 
comprises

net transfers abroad;
total domestic expenditure (ie consumption and capital 

formation); and 
net investment abroad.

This allocation o f national income is identically equal to 
the expenditure which generates it (described in paragraph 
1.9). This follows because the expenditure generating the 
national income may be expressed as

total domestic expenditure; 
net exports; and
net property income from abroad

and the accounting identity o f the balance o f international 
payments requires that net exports plus net property 
income from abroad necessarily equals net transfers plus 
net investment abroad.

National disposable income

1.16 It would not have been unreasonable to have 
defined national income as including international transfers 
from abroad, leaving transfer payments abroad as part of 
expenditure. However to treat such transfers gross in this 
way is not very practical or useful especially if there are 
off-setting transactions between two countries. An 
alternative measure o f income which is widely recognised 
is that o f  national disposable income. This is equal to 
national income less net transfers abroad. Being identically 
equal to total domestic expenditure plus net investment 
abroad, it may be interpreted as the nation’s command 
over goods and services. (Net investment abroad may be 
interpreted as that which could be converted into imports 
and thence additional domestic stocks or consumption, 
while if it is negative it may be equated with the overseas 
borrowing required to finance the imports which support 
the given level o f domestic expenditure.)

Personal disposable income

1.17 Another commonly used aggregate o f some 
importance is personal disposable income. This is the 
aggregate o f all incomes accruing to persons resident in 
the United Kingdom, after taking account o f all transfers. 
It represents that which persons spend on goods and 
services or save. It is equal to consumers’ expenditurep/w5 
personal saving. Total personal income is basically the 
aggregate o f income accruing to persons from work or 
property (net o f interest payments) and from the 
government in the form o f social security and other current 
grants. Personal disposable income is obtained from this 
by deducting UK ta.\es on income, national insurance, etc. 
contributions and net transfers abroad.
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Summary

1.18 The main national accounting aggregates and the 
relationships between them, as described above, are set out 
in Table la. Further details o f the distinctions between 
national and domestic aggregates are to be found in 
paragraphs 1.57 to 1.60.

1.19 There are two further attributes o f  these
aggregates which must be specified. The first is whether 
they are gross or net o f the consumption o f  fixed capital. 
This capital consumption represents the gradual using up 
o f the nation’s productive assets. It should be deducted 
from income and product because the using up o f  assets 
is a necessary cost o f  earning the income or producing the 
output; and from expenditure because the depreciation o f 
capital represents a reduction in the national wealth. 
However the aggregates are usually shown that is,
before deducting capital consumption— both because o f 
the difficulties o f estimation and because the gross addition 
to assets is o f importance in itself. Further details are given 
in paragraphs 1.62 to 1.67 below. In the Blue Book the 
term national income refers to the net concept. Total 
domestic and total final expenditure are measured gross.

1.20 The second attribute refers to the valuation o f the 
aggregates at market prices or at factor cost. The 
distinction arises according to whether indirect taxes less 
subsidies are included in the aggregate (market prices) or 
excluded (factor cost). The choice between these two 
concepts largely depends on the purpose for which the 
statistics are to be used. Further details are given in 
paragraphs 1.51 to 1.56.

1.21
form.

Table lb illustrates the relationships in algebraic

THE EFFECTS OF INFLATION

1.22 An important consideration when looking at the 
changes in product or income between accounting periods

is how far the changes are ‘ real’ and how far they arc the 
result o f inflation.

Gross domestic product at constant prices

1.23 Measurement o f money flows ‘at constant prices’ 
can be achieved unambiguously only when each flow is 
associated with the purchase or sale o f  a specific good or 
service available both in the current and the base period. 
In the context o f  the national accounts as described above, 
this revaluation o f  flows can only be attempted for the 
flows which comprise the expenditure measure o f  the gross 
domestic product. By revaluing the commodities which are 
purchased by final expenditure, and subtracting imports 
similarly revalued, we obtain a measure o f  the volume o f 
the production o f  goods and services in the United 
Kingdom. The ratio o f  the measures o f  gross domestic 
product at current and constant prices provides an implied 
index o f  inflation within the economy.

1.24 In addition to this an independent measure o f 
changes in the volume o f  goods and services produced 
within the United Kingdom is obtained by estimating the 
changes in the volume o f  output o f  each industry and 
weighting the results together in proportion to the value 
added in the base period. This is known as the output 
measure o f  gross domestic product. Further details are 
given in the second half o f  Chapter 3 and in Chapter 5.

Real national disposable income

1.25 While the volumes o f expenditure and production 
have a relatively clear meaning, this is no longer so in the 
case o f the resulting factor or transfer incomes (unless these 
are denominated in terms o f goods and services rather than 
money). Net property income from abroad, for example, 
cannot be associated with flows o f  goods or services in 
itself. However it is possible (though not uniquely) to 
express income in terms o f  the volume o f  goods and 
services it can buy. This is done in the case o f gross national 
disposable income which is equal to the sum o f  total

I

Income, product and expenditure

Table la

Income or product Expenditure equivalent

n Eoods and
iture

Domestic product (or income) Total domestic expenditure plus net exports

National income (or product)

plus net property income from abroad equals

National expenditure 

less net transfers abroad equals

National disposable income Total domestic expenditure plus net investment abroad
#
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The main aggregates

domestic expenditure and net investment abroad (see 1.16). 
If this net investment abroad was zero and disposable 
income exactly equal to total domestic expenditure, there 
would be no difficulty. The volume o f goods and services 
represented by total domestic expenditure at constant prices 
would be the appropriate measure o f real national 
disposable income. The difficulty arises when net 
investment abroad is non-zero. There are several ways in 
which this flow might be expressed in real terms. In the 
United Kingdom this is assessed in terms o f the additional 
quantity o f imports it could buy (if positive) or the quantity 
actually bought to this value (if negative). This method is

Real personal disposable income

1.27 Similar considerations apply to the measurement 
o f real personal disposable income. This is measured in 
terms o f the volume o f consumer spending, the value o f 
which would equal personal disposable income in current 
prices. Further details are given in Chapter 6-A.

THE DEFINITION OF PRODUCTION

known as the Nicholson method

1.26 Real national disposable income differs from 
gross domestic product at constant prices in three respects. 
First, instead o f including a measure o f the volume o f 
exports, it measures the volume o f imports which this 
quantity o f exports would buy. This is known as the terms 
o f trade effect. Secondly it includes the real value (or 
import equivalent) o f  net property income from abroad 
and thirdly the real value o f current transfers abroad is 
deducted. An article describing this measure in more detail 
was published in Economic Trends in 1975\ Further
details o f the calculation are given in Chapter 4 (paragraph 
4.41).

1.28 It was said at the outset that the national income 
includes only those incomes, whether individual or 
corporate, which arise from economic activity. It is 
therefore necessary to define what is meant by economic 
activity. In the widest sense, it might be taken to cover all 
activities resulting in useful goods and services. Such a 
definition would raise great difficulties o f measurement. 
The domestic services o f housewives, for example, and the 
gardening and do-it-yourself activities o f householders, are 
not exchanged for money: they could be given only an 
assumed value which would necessarily be very arbitrary. 
In computing a money measure o f the nation’s production, 
it is clearly preferable to confine attention to activities 
which can be valued objectively. This means substantially 
those goods and services which are in fact exchanged for 
money.

Table lb

Relationships between the main aggregates

At market prices At factor cost

Measure Gross Net Gross Net

domestic product y + a y + a - c y y - c

national income y + p + a 
or d + i + t

y + p + a - c y+  p y + p - c

national disposable income d + i d + i - c d + i - a d + i - a - c

indirect taxes less subsidies (factor cost adjustment) 
consumption o f fixed capital 
net property income from abroad 
total domestic expenditure 

net investment abroad 
net transfers abroad

Accounting identities

y + p + a -  d + i + t 
i = x - m - i - p - t  
and y + a = d + x -  m

(national income = national expenditure) 
(balance o f payments)
(supply and demand for goods and services)

where X = exports o f goods and services 
m = imports o f goods and services

’  I  effects o f  international trade on the measurement o f  real national income. The Economic Journal, Vol LXX, September 1960.
I eri. Measuring changes in the nation’ s real income. Economic Trends No. 225, January 1975.
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The main aggregates

1.29 This is already a very broad definition. It includes 
not only the output o f physical commodities from 
extractive and manufacturing industries but also the 
activities o f transport and communication, wholesale and 
retail distribution, other service industries including 
hospitals and education, and the work o f civil servants, 
local government employees and the Forces.

1.30 In practice, the definition used in the UK statistics 
extends a little beyond this to cover certain kinds o f activity 
which are not actually exchanged for money. The principal 
example is the provision o f owner-occupied houses. No 
money actually passes between the owner and the occupier 
of a house when they are the same person, but the services 
o f the house do nevertheless have a value equivalent to the 
net income which could be obtained by letting it 
commercially. A figure based on this approach is included 
in the national income. In effect the owner-occupier is 
divided into two separate transactors: it is supposed that 
as owner he lets the house to himself as occupier for a 
certain rent. This process o f  inventing a transaction is 
known as ‘ imputation’ .

1.31 Imputation is confined to the very small number 
o f cases where a reasonably satisfactory basis for the 
assumed valuation is available. In general this occurs where 
the imputed transactions are similar to transactions in 
which money actually passes. Hence the flows o f goods 
and services which contribute to the national income and 
product are mostly limited to those goods and services 
which are customarily exchanged for money. Thus in the 
case o f owner-occupied houses, a basis o f  valuation can 
be obtained by reference to the rented sector. Similarly, 
values are imputed for certain forms o f  employees* income 
in kind (such as free or cheap coal for miners, food and 
lodging for domestic servants) and for farm produce 
consumed by farmers and their households. Finally, values 
are also imputed for the services o f fixed assets owned and 
used by general government and private non-profit-making 
bodies for their non-trading activities (such as office, 
school, university and hospital buildings and equipment): 
the value o f these services is taken as equal to the estimated 
cost o f capital consumed.

1.32 These are the only significant cases o f  imputation 
in the UK national accounts. To omit some o f these 
imputed items might lead to misleading conclusions being 
drawn from the statistics. For instance, if a large number 
o f rented houses were sold to their occupiers (as indeed 
has happened recently in the case o f council houses), the 
omission o f imputed rent would lead to an apparent 
reduction in national income and product due merely to 
the change in ownership and without any reduction in 
consumption o f housing services.

1.33 It should be noted that whenever an income is 
imputed, a corresponding expenditure must also be 
recorded. The inclusion in the owner’s income o f the value 
o f an owner-occupied house must be balanced by an 
imputed payment o f rent by the owner-occupier as 
occupier. The inclusion o f free food in the income o f 
domestic servants must be balanced by imputed expend
iture by domestic servants on food. Both aspects o f  the 
imaginary transaction must be recorded in order to preserve 
the identity between income, product and expenditure.

ro

1.34 Although the practical arguments against 
extending the scope o f  imputation seem overwhelmingly 
strong, it must be admitted that the restriction o f  the 
estimates substantially to money transactions limits their 
significance in certain contexts. For example, the fact that 
the unpaid activities o f  housewives are excluded from the 
national income will invalidate to some degree comparisons 
between different countries or different periods if the 
amount o f unpaid work done by housewives is substantially 
different. Thus, if instead o f  doing housework herself a 
housewife employs a domestic worker, this increases the 
national income and product although there may in fact 
have been no change in the volume o f  work carried out.

1.35 Another example is the treatment o f  consumers’ 
durable goods such as cars, washing machines or pianos. 
It would in principle be desirable to include in production 
the services rendered by such goods over the period o f  their 
useful lives, which often is many years. The owner o f  the 
goods would be regarded as a producer and it would be 
necessary to impute a hire charge to himself as user in the 
same way as for owner-occupied houses. However, 
although such goods are sometimes rented, there is little 
basis for estimating such a charge, and therefore no 
imputation is made. The boundary o f  production is drawn 
where the goods are handed over to the buyer, and in effect 
their consumption is supposed to take place immediately. 
The disadvantages o f  this procedure are obvious. People 
may temporarily reduce their purchases o f durable and 
semi-durable goods, such as cars, washing machines and 
clothing, to a comparatively low level without reducing 
correspondingly their actual use o f  such goods. The 
wearing out o f  existing goods is not fully replaced. In such 
circumstances, the figures for consumption, being 
restricted to new acquisitions, may give a very misleading 
impression o f  the reduction in the standard o f  living o f 
consumers. These are two o f  the limitations which should 
be borne in mind in interpreting national income statistics.

FORMS OF FACTOR INCOME

1.36 The national income includes only those incomes, 
whether individual or corporate, which arise from 
economic activity. Apart from income from abroad, such 
incomes are those arising from domestic production o f 
goods and services and are described as factor incomes, 
since they are regarded as the earnings o f  factors o f 
production. The classification o f factor incomes is dictated 
by convenience rather than solely by theoretical 
considerations.

1.37 In the broadest sense, factor incomes may be 
described as earnings from work and from the use o f 
property, in other words as employment income and 
profits. Employment income includes wages and salaries 
and the pay o f HM Forces: it also includes supplements 
to employees’ incomes such as contributions made by 
employers to national insurance and superannuation 
schemes and employees’ income in kind. The term profits 
includes all surpluses from trading, that is, any excess o f 
operating receipts over operating expenses, by any 
producing enterprise whether publicly or privately owned.
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1.38 The distinction between employment incomes and 
profits cannot be made in the case o f persons working on 
their own account or in partnership: their incomes are 
therefore separately classified as income from self- 
employment. In practice, it is possible to distinguish profits 
only in the case o f ‘ impersonal’ enterprises. These can be 
subdivided between privately owned corporate enterprises 
(companies and financial institutions), public corporations 
(chiefly the bodies administering the nationalised 
industries) and other publicly owned trading enterprises.

1.39 Rent— the operating surplus derived from the
ownership o f land and buildings— is classified separately, 
although (apart from the imputed rent o f owner-occupied 
dwellings—see paragraph 1.30) it differs little from any 
other form o f profit. A similar item is the imputed charge 
fo r  consumption o f  non-trading capital (see paragraph 
1.31). Finally, stock appreciation is deducted, given that 
profits are calculated using historic costs methods o f 
business accounting. This adjustment is described further 
in paragraphs 1.68 to 1.71.

1.40 The forms o f income derived from domestic 
production, as presented in the UK statistics, are given 
below. The classification is not one that allows any precise 
division between the earnings o f the different kinds o f 
factors o f production:

plus

plus

plus
plus

less
equals

Income from employment: 
wages and salaries 
pay in cash and kind o f HM Forces 
supplements to employment income 

(employers’ contributions)
Income from self-employment: (a mixture o f 

employment income and profit income) 
Profit incomes from domestic production, earned 
by:

companies and financial institutions
public corporations
general government enterprises

Rent
Imputed charge for consumption ol non-trading 
capital
Stock appreciation
Gross domestic product (income measure) at 
factor cost

THE CLASSIFICATION OF FINAL EXPENDITURE

1.41 Four groups o f economic entities which buy goods 
and services produced in the United Kingdom may be 
distinguished:

Residents o f the United Kingdom: 
private households and organisations; 
producers or trading concerns; 
general government; and 

Non-residents o f the United Kingdom

The categories o f expenditure o f residents are described
below. Expenditure by non-residents (exports o f goods and
services) is not elaborated further here; details are to be 
found in Chapter 15.

Consumers* expenditure

1.42 Private households or individuals buy all sorts of 
things— food, haircuts, clothing, cars— for their own 
private use and enjoyment. Since it was decided, for the 
reasons given above, that (except for houses) it is 
impracticable to measure the services rendered by 
consumers’ durable goods over their useful lives, the value 
o f consumers’ expenditure is computed at the point where 
the goods and services are handed over to the consumer. 
The purchase o f these goods and services constitutes 
‘personal expenditure on goods and services’ or, for short, 
consumers* expenditure. Also included in this category is 
the net final expenditure o f private non-profit-making
bodies serving persons, for example clubs, charities and 
universities.

1.43 The acquisition o f houses and land is not included 
in consumers’ expenditure. Houses are regarded as 
productive assets, the houseowner being therefore a 
producer. As mentioned above, the owner-occupier is 
regarded as a producer who sells the services o f his house 
to himself at an imputed rent, and the imputed rent is 
included in consumers’ expenditure. Land also is a 
productive asset from which the owner may receive a rent 
income.

Producers* purchases

1.44 Next may be considered the purchase o f goods 
and services by producers, whether companies, 
unincorporated businesses, public corporations or general 
government trading bodies. Most such purchases are of 
goods and services for use in the course o f production, for 
example the flour bought by bakers for use in the 
production o f bread. In such cases the purchase is regarded 
as an intermediate and not as a final purchase, as pointed 
out in paragraph 1.8. The ultimate purpose both of 
producing the flour and o f using it in the bakery is the 
production o f  bread for sale to the consumer; it is only 
at this stage that final expenditure is measured. Although 
these intermediate transactions are eliminated in estimating 
the national aggregates o f final output and expenditure, 
the study o f inter-industry transactions in intermediate 
goods and services is also o f considerable interest. These 
transactions are shown in input-output tables which 
nowadays are compiled for the United Kingdom at 
intervals o f about five years .̂ These tables display the 
inter-relationships between the inputs and outputs o f the 
principal industries and the effects on different industries 
o f changes in final expenditure.

1.45 There are two forms o f expenditure incurred by 
producers which are considered to be final expenditures. 
First, the producer may buy buildings, machinery, vehicles 
or plant which will give services to production over a 
number o f years. This form o f expenditure is described as 
gross domestic fixed capital formation. The amount by 
which it exceeds the wearing out or depreciation o f existing 
assets represents an addition to wealth and is described as 
net domestic fixed capital formation. As already pointed 
out above, in the official UK statistics attention is 
concentrated on gross fixed capital formation.

The latest are Input-Output Tables fo r  the United Kingdom 1979 (Business Monitor PA 1004) HMSO, 1983

J

d

o f  it

Sccoi"!’ o f  I ' l '

tn his

hi additions'?
;  this form

f course beneg
si«si«'“ fjMchchaog»‘“

geoerai
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1.46 Second, materials o f the kinds used in production 
may be bought in excess o f  the amount used in the period 
o f account. In this case the producer’s slocks o f materials, 
his assets, will increase: he is adding to wealth by investing 
in capital formation in stocks. His assets may also be 
increased by additions to his stocks o f  unsold finished 
goods and by additions to work in progress, which are also 
included in this form o f expenditure. Capital formation 
in stocks may o f course be negative if stocks are reduced. 
The way in which changes in stocks and work in progress 
are valued is discussed in paragraphs 1.68 to 1.71.

Expenditure by general government

1.47 Another group o f purchases o f goods and services 
is formed by the expenditure o f  ‘general government’ , ie 
the central government and local authorities. In the course 
o f organising collective services, such as defence, justice, 
health and education, general government purchases the 
services o f its officials, and many goods and services from 
other suppliers. The services to the public which result from 
these purchases are rendered free, or nearly free, and so 
do not appear in consumers’ expenditure. Nevertheless it 
is clearly desirable that, in reckoning the national income, 
the work done by teachers, judges, civil servants, etc., as 
well as by those who make the supplies needed for their 
work, should not be excluded. This may be achieved by 
regarding central government and local authorities as 
collective bodies providing free public services for collective 
consumption by the community. Since these services o f 
general government are not sold, they can be valued in 
money only by adding up the money spent by the 
authorities in buying the services o f  teachers, health service 
employees, the Forces, and other public servants, together 
with the materials and bought-in services used (less any 
charge to the consumer, eg for prescriptions). The total 
is described as general government final consumption.

1.48 In the same way, general government’ s 
expenditure on fixed assets, such as buildings or fire 
engines, is part o f fixed capital formation. However no 
account is taken, because o f lack o f information, o f  any 
additions to its stocks o f  consumable stores apart from 
strategic stocks and stocks held by government trading 
enterprises and the Intervention Board for Agricultural 
Produce. It should be noted that purchases o f  military 
equipment, however durable, are not regarded as capital 
formation: nearly all defence expenditure is treated as 
current expenditure.

1.49 A more difficult problem is the treatment o f those 
government services which are services not to the citizens 
as ultimate consumers (for example education, defence or 
justice) but to producers: for example advisory services for 
industry, or that part o f the expenditure on maintaining 
roads which might be regarded as serving industry. It has 
been argued that services o f this kind should be regarded 
as intermediate products and so excluded from final 
expenditure. Such a treatment would make it necessary to 
estimate the benefits received by each individual industry 
and it is not adopted in the UK statistics.

Summary

1.50 To sum up, the categories o f final expenditure are 
classified and aggregated as follows:

Consumers’ expenditure on goods and services 
General government final consumption 
Gross domestic fixed capital formation 
Capital formation in stocks and work in 

progress
Total domestic expenditure 
Exports o f goods and services 
Total final expenditure 
Imports o f  goods and services 
Gross domestic product (expenditure measure) 

at market prices

VALUATION AT MARKET PRICES
OR FACTOR COSTS

1.51 The various forms o f final output, considered 
from the point o f  view o f  the purchasers, are most 
appropriately valued at the prices which the purchasers 
actually pay, the import content being deducted as a single 
total from the sum o f  the various expenditures. However, 
when valued in this way the aggregate o f  the goods and 
services consumed or added to the nation’s wealth will not, 
in general, be equal to the sum o f the factor incomes arising 
from production. The final expenditures as recorded cover 
any taxes on expenditure (broadly, what are known as 
indirect taxes, such as VAT and other Customs and Excise 
duties) imposed on the goods and services concerned. Also, 
the prices paid by the final user will fail to cover the total 
factor incomes if the producers receive a government 
subsidy (for example, the payments made to employers 
who give temporary employment to long-term unemployed 
adults under the community programme). Such taxes and 
subsidies are reflected in the final or market prices paid 
by the purchaser. But taxes accrue to, and subsidies are 
paid by, the government not the producer, and cannot be 
identified with any specific goods or services which the 
government provides or receives in return. Thus although 
taxes on expenditure form part o f  producers’ costs, they 
do not form part o f  the income o f  factors o f  production. 
Similarly, although subsidies form part o f  the income o f 
factors o f  production, they do not form part o f  the prices 
which the final purchaser pays.

1.52 There are therefore two different ways o f  valuing 
domestic or national product; at market prices, including 
all taxes on expenditure (with subsidies regarded as negative 
taxes), or at factor cost, representing only the sum o f  the 
incomes o f factors o f  production. The two methods lead 
to different totals which may show different movements 
over time.

1.53 In the official statistics for the United Kingdom 
the domestic product is usually expressed at factor cost, 
in the sense that it is the sum o f  domestic factor incomes. 
On the other hand the components o f expenditure are 
shown at market prices (the basis on which the statistics 
are naturally compiled), and the expenditure measure o f 
gross domestic product at factor cost is derived by 
summing the components in terms o f  market prices and 
then deducting taxes on expenditure and adding subsidies.

1.54 Many authorities prefer to express the national 
accounting aggregates at market prices. This is done in the 
international recommendations and in the statistics 
published by international organisations. And although in
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UK publications the main emphasis is on the aggregates 
at factor cost, aggregates at market prices are also shown.

1.55 Both methods o f valuation have their uses and 
both are well established by tradition. Broadly, the 
justification o f market prices is that they represent the 
relative values to the individual of different goods and 
services, on the usual assumption that the price paid for 
each commodity is proportional to its marginal 
significance. Thus an increase in the domestic product at 
constant market prices, other things being equal, can be 
regarded as indicating prima facie an increase in the 
‘economic welfare* o f the community. On the other hand, 
valuation at factor cost displays the composition of 
national product or expenditure in terms o f the factors of 
production employed, the contributions of the factors 
being measured by the incomes which they receive. 
Valuation at factor cost may therefore be useful in 
connection with problems o f allocating resources. The 
choice between the two presentations thus depends on the 
purpose for which the statistics are to be used.

1.56 Although no serious statistical problem is involved 
in estimating the total of taxes on expenditure or subsidies, 
there are difficulties o f both concept and estimation in 
allocating them between the different industries 
contributing to the domestic product or between the 
different goods and services making up total final 
expenditure. No attempt is made in the UK statistics to 
allocate such taxes and subsidies between industries, and 
the contribution o f each industry to the national product 
is shown as the sum of its factor incomes. However, taxes 
and subsidies are allocated between the different categories 
of final expenditure, in Table 1.2 o f the Blue Book. Since 
the incidence o f some o f these taxes (for example, the taxes 
on petrol used by business, or local rates on business 
premises) is spread in indeterminable proportions over 
most goods and services, the allocation cannot be carried 
through in full detail and is necessarily somewhat arbitrary 
even for the broad groups in which final expenditure is 
shown.

THE DIFFERENCE BETWEEN NATIONAL AND
DOMESTIC AGGREGATES

1.57 So far, little indication has been given o f what is 
meant by the nation in describing the national accounting 
aggregates. Broadly, the national income or product is the 
income or product which accrues to those persons, 
enterprises and institutions which are regarded as residents 
of the United Kingdom. Most o f the national income or 
product arises from economic activity within the United 
Kingdom (including the United Kingdom sector o f the 
continental shelQ, but some income accrues to UK residents 
as a result o f economic activity abroad or properly held 
abroad, while some income arising in the United Kingdom 
is paid to non-residents. For example, the income 
originating within the United Kingdom includes the profits 
of companies which are subsidiaries of overseas companies: 
these profits are part of property income paid abroad, and 
are not part of the national income of the United Kingdom. 
In contrast, domestic income or product relates to income 
arising from economic activity within the United Kingdom, 
even if that income accrues to non-residents. Domestic 
income or product is therefore less than national income

or product by the amount o f net property income from 
abroad.

1.58 The definition o f resident is given in the annex 
to Chapter 15 . For the moment, two important points may 
be noted. In the first place, UK residents include some 

. persons whose economic activity is carried on abroad, but 
which is treated as if it occurred in the United Kingdom. 
Thus both the UK national product and the UK domestic 
product include the activity o f ships and aircraft owned 
in the United Kingdom and of members o f the armed 
forces and government officials stationed abroad. 
Similarly, work done by members o f other countries* 
forces, or by staffs o f their embassies stationed in the 
United Kingdom, is excluded. Secondly, a problem arises 
in applying criteria o f residence to business enterprises 
which operate abroad. The principle followed is to regard 
such enterprises as divided into two parts, whether or not 
this conforms with the actual organisation o f the 
enterprise: an overseas branch or subsidiary which is 
resident overseas and a head office which is resident in the 
United Kingdom. The profit earned by the overseas branch 
or subsidiary is regarded as originating overseas but 
accruing to the head office in the United Kingdom and is 
part o f property income from abroad, whether or not it 
is remitted to the United Kingdom. It therefore forms part 
of the national income or product but not o f the domestic 
income or product. Similarly the profits o f branches and 
subsidiaries o f overseas companies which are resident in 
the United Kingdom are included in domestic income or 
product but not in national income or product: these 
branches and subsidiaries are the ‘property’ o f their head 
offices overseas and their profits form part o f  property 
income paid abroad.

1.59 In the standard systems o f national accounts 
drawn up by the United Nations and the Statistical Office 
of the European Communities, the difference between 
domestic product and national product is not quite the 
same as in the UK accounts. In these international systems 
domestic product is defined as the income from factor 
services rendered to resident producers. This includes the 
income paid to foreign residents who are employed directly 
by resident producers and excludes the income paid to 
residents who are employed directly by non-resident 
producers. In the UK accounts, income from employment 
is included in domestic income if the employee is resident, 
whether or not the producer for which he is working is 
resident. For the United Kingdom the difference in 
definition is small and the effect on the accounts is 
negligible. The treatment in the national accounts is 
consistent with that in the balance of payments accounts.

1.60 The term total domestic expenditure is used to 
describe final expenditure by UK residents, both consumers 
and producers. It therefore differs from domestic income 
or product by the inclusion o f imports and the exclusion 
of exports.

MAINTAINING CAPITAL INTACT

1.61 The national income may be measured as the 
value o f the nation’s consumption plus any net increase 
in its assets or wealth which results from economic activity. 
The measurement o f changes in the nation’s wealth raises 
two problems, rather similar in character, which cannot 
be avoided in even the most summary presentation o f the
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statistics. These are the problems o f valuing the capital 
consumption (or depreciation) o f fixed assets, already 
referred to above, and o f valuing the change in assets in 
the form o f stocks and work in progress—the problem o f  
stock appreciation.

Capital consumption

1.62 The gross aggregates which are given prominence 
in the UK statistics do not allow for the using up o f  capital 
assets. This is because the cost o f consuming fixed capital 
cannot be measured directly: it is not represented by actual 
transactions.

1.63 In business accounting, this element in the current 
costs o f production is met by provisions for depreciation. 
However, these provisions are not usually o f  the kind 
needed for the national accounts. There are two reasons 
for this.

1.64 First, the provisions for depreciation in business 
accounts are often based on the historical cost o f the assets: 
in other words, they provide for setting aside the original 
money outlay during the life o f  each asset. In the context 
of measuring national income however, the current charge 
for the use o f assets must be based on current prices the 
prices at which the other transactions in the accounts are 
measured—as this is the only way o f securing internal 
consistency between the cost o f using capital and the other 
current costs o f production, and o f treating consistently 
the use o f  different kinds o f capital assets. This is the basis 
on which depreciation is charged in the ‘current cost’ 
system o f business accounting. Only after long periods of 
stable prices would provisions based on historical cost be 
adequate for measuring the current cost o f  capital 
consumed.

1.65 Second, the estimates o f capital consumption in 
the national accounts should reflect realistic service lives, 
rather than the shorter lives often assumed for prudence 
in business accounts.

1.66 The estimates o f capital consumption are 
described in Chapter 12. They are based on broad 
assumptions about the service lives o f  the assets held by 
each industry. Assets are assumed to render their services 
in equal amounts in each year o f  their lives— the ‘straight 
line’ basis o f depreciation.

1.67 No allowance is made at present for depletion of

T1\ro .1

natural resources, such as reserves o f  oil and other 
minerals.

Stock appreciation

1.68 The second problem occurs in measuring the 
change in national wealth represented by changes in stocks.

1.69 In calculating the profit earned by a trading 
enterprise in a given period using historical cost methods 
o f business accounting, the stocks taken over from the 
preceding period are treated as a purchase, while the stocks 
handed on to the following period arc treated as a sale. 
As a result, any increase in the value o f  stocks between 
the beginning and end o f the period will be counted as part 
o f operating profit.

1.70 If this definition o f  profit were accepted in 
national income measurement, it would mean that any 
increase in the money value o f  stocks would be treated as 
investment, even if the physical volume o f stocks remained 
constant or declined. But for measurements o f  income and 
stock changes consistent with the other flows dealt with 
in the system o f national accounts it is necessary that 
additions to wealth should include only those additions 
which arise from the economic activity o f  the period: 
increases in the physical volume o f  stocks should be 
included, but not any increase in the money value o f  stocks 
due to a rise in the prices at which stocks are valued. The 
effect o f  historical cost accounting methods is that in times 
of rising prices the money value o f stocks increases by more 
than the physical volume valued at the prices o f  the year, 
and book profits thus include an amount which in the 
national accounts must be regarded as a holding gain, not 
as income. This difference is described as stock 
appreciation, and is the amount which is estimated by the 
‘cost o f sales adjustment’ in the current cost system o f  
business accounting. In estimating gross domestic product, 
the estimated amount o f  stock appreciation is subtracted 
from the estimates o f  incomes and slock changes derived 
from accounting data. After this adjustment, the slock 
change is described as the value o f  the physical increase 
in stocks, often abbreviated to stockbuilding. If prices are 
rising, stock appreciation is positive: if prices are falling, 
it is negative.

1.71 The estimates o f  stock appreciation are described 
in Chapter 13 where there is a fuller treatment o f  this 
problem.
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Chapter Two

The National Accounting Framework

INTRODUCTION

2.1 Because o f the equivalence of gross domestic 
product measured as the sum of incomes and as the sum 
of expenditures, it follows that the statistics can be 
presented in the form o f a balanced account, showing the 
various kinds o f expenditure on one side o f the account, 
and the various forms o f income on the other, the two sides 
adding to the same total.

2 .2  A natural extension o f this method o f  
presentation for the economy as a whole is to show 
balanced tables, or accounts, summarising the transactions 
of particular groups or entities within the economy. Thus 
the economy can be divided into sectors and a set of 
accounts presented for each. Such a framework displays 
the relationships between the different parts of the 
economy, and the different types o f transaction, in a way 
which the aggregate statistics o f national income and 
expenditure cannot do. This division o f the economy into 
institutional sectors is a primary feature of a national 
accounting system. It provides the framework within which 
the national accounts o f the United Kingdom are presented 
in the Blue Book and elsewhere.

2.3 In principle, the institutional sectors should be 
defined in such a way that the economic units in each one 
can be expected to behave in broadly similar ways, so that 
the transactions between the sectors have special economic 
significance. The choice o f the sector boundaries is crucial, 
for all flows within sectors are omitted. In practice, 
limitations in the available data make it necessary to 
modify the sector definitions which one would ideally like. 
The essential elements are a personal or household sector 
to display the transactions of members o f the community 
in their capacity as final consumers: a sector or sectors for 
trading enterprises, whether publicly or privately owned: 
a sector or sectors for government, both central and local; 
and a sector, which may be described as the overseas sector 
or the rest o f the world, the accounts for which record 
international transactions, that is, transactions between 
residents and non-residents. The sectors distinguished in 
the UK national accounts are defined in paragraphs 2.7 
to 2.24.

2.4 There are two points of view from which 
transactions may be classified in a national accounting 
system.

2.5 First, different types o f account are established 
which reflect production, consumption, and adding to 
wealth. A production account records the transactions 
involved in the production and supply of goods and 
services. An income and expenditure account records 
current expenditure out of the income generated in 
production or received through current transfers. As

regards adding to wealth, a capital account records the 
savings derived from the income and expenditure account 
of the sector concerned, its net receipts o f  capital transfers, 
its investment in physical assets and its financial surplus 
or deficit; while a financial account displays its transactions 
in financial assets and liabilities. In addition, sector balance 
sheets have been developed, showing the forms in which 
each sector holds its wealth. The various types of account 
are described in paragraphs 2.25 to 2.50.

2.6 Second, all transactions can be divided between 
(a) payments made for the supply o f goods or services 
(including the services o f factors of production), (b) 
transfer payments (such as taxes, grants, gifts and interest) 
and (c) financial transactions. Only the first of these affect 
the level o f domestic product. Transfer payments represent 
a redistribution o f the national income without adding to 
its total; they appear in the accounts for the individual 
sectors o f the economy.

DEFINITIONS OF THE SECTORS

2.7 The institutional sectors should be so defined that 
each constitutes a group o f entities similar to one another 
in general characteristics affecting economic behaviour. In 
practice, this cannot be fully achieved because of the 
limitations of the available data, as will be seen below. The 
main sectors into which the UK economy is divided are: 

The personal sector 
Companies and financial institutions:

Industrial and commercial companies 
Financial companies and institutions 

Public corporations 
General government:

Central government 
Local authorities 

The overseas sector

Separate chapters o f  this book deal with each o f these 
sectors^ The coverage of the institutional sectors will vary 
over time as a result of, for example, nationalisation and 
denationalisation or the incorporation of previously 
unincorporated businesses. Time series published in the 
Blue Book reflect the changing composition of the sectors, 
the new coverage is adopted only for the periods 
subsequent to the date on which a change has occurred and 
data for earlier years continue to record the entity in its 
former location.

2.8 For some purposes a consolidation o f the central 
government’s transactions with those of local authorities 
is appropriate, and the combination o f these two sectors 
is referred to as general government. In the financial 
accounts it can be useful to group public corporations with 
general government to form the public sector, because the 
public corporations, although independently managed on

A full description of the sectors and their sub-sectors is also given in Sector Classification for the National Accounts, Central Statistical Office (London 1983).
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The national accounting framework

a day to day basis, are subject to a significant degree o f  
government control, especially with respect to their 
borrowing and the extent o f  their investment in liquid 
assets. This grouping draws a distinction between publicly 
controlled bodies and those under private control.

2.9 A lso in the financial accounts, financial 
companies and institutions are sub-divided into: 

Monetary sector institutions 
Other financial institutions

and, on occasion, other financial institutions are further 
sub-divided to show separately the financial transactions 
of life assurance and pension funds. No attempt is made 
at present to distinguish the activities o f  financial 
intermediaries within the personal sector, such as 
unincorporated stockbrokers and jobbers.

The personal sector

2.10 The personal sector consists primarily o f  
households and individuals considered as final consumers. 
However, the accounts for the personal sector cannot be 
seen merely as an aggregation o f the household accounts 
of ordinary people. There is more to it than that.

2.11 First, the personal sector accounts include the 
whole income (after deducting trading expenses) and the 
investment and financial transactions o f self-employed 
individuals such as farmers, professional people and 
individual traders and partnerships. It would be preferable, 
of course, to separate the transactions o f unincorporated 
businesses from the purely personal transactions o f  their 
proprietors but this is not possible in practice. 
Consequently, the saving o f self-employed persons, which 
is a substantial element in the total saving o f  the personal 
sector, necessarily includes an indistinguishable amount of 
saving reinvested in businesses by proprietors which, in the 
case of companies, would be regarded as undistributed 
profit.

2.12 Second, the personal sector also includes private 
non-profit-making bodies serving persons, such as 
universities, some private schools, churches, charities and 
social clubs. Again it would be preferable to treat these 
bodies as a separate sector. However, sufficient 
information is not available for reliable separate accounts 
to be compiled on a regular basis and they are therefore 
regarded as ‘collective persons’.

2.13 Third, the treatment of the life funds o f assurance 
companies and the funds o f pension schemes has a 
significant effect on personal income and saving. These 
funds are regarded as the collective property o f  the 
policyholders and members o f the schemes. In particular, 
both employers’ contributions paid directly to the schemes 
and the investment income o f the funds are regarded as 
part o f personal income and saving, while pensions paid 
to individuals are regarded not as personal income but 
implicitly as dis-saving. A current account for life 
assurance and pension funds is shown separately in the Blue 
Book.

2.14 Given that the personal sector is defined in this 
wide sense, it is desirable also to distinguish within it a 
household sub-sector from which the three sub-sectors

“Tl

mentioned above are excluded. Although it is not possible 
to isolate entirely the transactions o f  households and 
individuals as such, an income and expenditure account 
for households is given in the Blue Book.

Companies and financial institutions—the company sector

2.15 Companies are privately controlled corporate 
enterprises resident in the United Kingdom. Together with 
public corporations, they comprise the bulk o f  trading 
enterprises. The remaining trading enterprises consist o f  
unincorporated businesses and some private non-profit- 
making bodies serving persons, both o f which are included 
in the personal sector, and trading enterprises within the 
central government and local authority sectors. There is 
a separate sector for companies, rather than for all 
privately owned trading enterprises, because o f  the 
difficulty mentioned above in distinguishing between the 
business and personal affa irs o f  proprietors o f  
unincorporated enterprises.

2.16 The company sector includes some productive 
enterprises which provide financial services and act as 
financial intermediaries. In analysing the financial 
transactions o f  the various sectors it is helpful to separate 
the transactions o f  these intermediaries and the company 
sector is therefore divided into (a) industrial and 
commercial companies and (b) financial companies and 
institutions. The latter are defined as compan ies and 
institutions which obtain, convert and distribute available 
funds as their main activity.

2.17 Financial companies and institutions are sub
divided into the following:

(a) Monetary sector institutions. These comprise the 
UK offices o f  institutions recognised as banks or 
licensed to take deposits under the Banking Act 1979. 
institutions in the Channel Islands and Isle o f  Man 
which have opted to adhere to the monetary control 
arrangements, trustee savings banks and, for the 
purposes o f  the financial accounts, the National 
Girobank and the Banking Department o f  the Bank o f  
England. (In the current and capital accounts, the 
National Girobank and the whole o f  the Bank o f  
England are classified as public corporations and there 
is a small discontinuity between the capital and financial 
accounts in consequence.) A complete list o f  monetary 
sector institutions is published from time to time in the 
Bank o f  England Quarterly Bulletin. Amendments are 
published monthly in the London Gazette^ and quarterly 
in the Bulletin. Until the end o f 1981, the monetary 
sector comprised the UK offices o f  banks which had 
agreed to observe the common reserve ratio and other 
credit control arrangements, discount houses and, in the 
financial accounts, the National Girobank and the 
Banking Department o f the Bank o f England. It was 
then called the banking sector and it was renamed the 
monetary sector when its new coverage was introduced.

(b) Other financial institutions. Ideally, this sector 
would include all non-monetary sector institutions 
which come within the definition in paragraph 2.16. In 
practice, at the present stage o f development, the sector 
is restricted to those financial institutions (other than 
monetary sector institutions) which provide direct
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12 The national accounting framework

statistical reports of their financial activities. These 
include all the major groups o f institutions, and 
reporting arrangements are being extended with the aim 
of including the smaller groups eventually. Meanwhile 
these smaller groups o f institutions are included by 
default in the industrial and commercial company 
sector.

2.18 Insurance companies and pension funds are 
classified as other financial institutions for the purpose of 
the financial accounts because their main activity is to 
invest their surplus funds. As stated in paragraph 2.13, life 
assurance and pension funds are regarded as the collective 
property o f the policyholders and members o f the schemes 
in the personal sector (and the current income and 
expenditure o f these funds are included with those o f the 
personal sector). The net increase in the funds remains the 
property o f persons by way of a financial claim of the 
personal sector on these institutions. The assets held by 
the funds which match this liability to the personal sector 
are assets o f the Other financial institutions sector.

Public corporations

2.19 Public corporations are corporate bodies, 
including their UK trading subsidiaries, which are both 
owned and controlled by government on a basis that is 
intended to be permanent. Ownership may be o f the entire 
corporation, or may take the form o f a majority 
shareholding. Government control is over broad aspects 
of policy, mainly in relation to the corporation’s capital 
investment and borrowing and the prices at which it sells 
its products. Within these broad policies, a public 
corporation is free to conduct its day-to-day management 
independently o f government. Central government trading 
funds which hold their own reserves are also classified to 
the public corporations sector.

2.20 A complete list o f organisations treated as public 
corporations as at 31 December 1983 is given in Annex 1 
of Chapter 8, together with lists o f public corporations 
which have existed in the past.

Central government

2.21 The central government sector is defined in a wide 
sense. In addition to government departments (including 
the Northern Ireland departments) it includes various funds 
for which separate accounts are kept. In particular, it 
includes the National Insurance Fund, the income and 
expenditure o f which are determined by the central 
government. It also includes a number o f publicly 
constituted boards and the like which, while not 
government departments in the ordinary sense, are 
financially dependent upon and effectively controlled in 
major matters by the government. Important examples are 
the Regional Health Authorities and the Atomic Energy 
Authority.

2.22 Also included are central government bodies 
engaged in trading activities but with no power to maintain 
reserves, such as the Forestry Commission.

Local authorities

2.23 The local authority sector is defined as the 
authorities and bodies obliged to make returns under the 
local government Acts: currently the Local Government 
Act 1972, the Local Government (Scotland) Act 1973, and 
the Local Government (Northern Ireland) Act 1972. This 
sector includes metropolitan, county and district councils 
in England and Wales, regional councils in Scotland, and 
other bodies which have a right to precept on these councils 
such as police forces, magistrates’ courts, and the 
probation service in England and Wales. The trading 
activities o f local authorities, such as housing, municipal 
bus companies, ports and aerodromes, are included.

The overseas sector

2.24 The accounts for the rest o f the world cover the 
transactions o f  non-residents with residents o f the United 
Kingdom. The accounts for this sector are essentially the 
transactions shown in the balance of payments accounts.

THE TYPES OF ACCOUNT

2.25 Four main types o f account are used in national 
accounting:

Production accounts, otherwise known as operating 
accounts
Income and expenditure, or current, or appropriation
accounts
Capital accounts
Financial accounts, otherwise known as financial 
transactions accounts or flow o f funds accounts

Accounts of all these types are included in the annual Blue 
Books on National Income and Expenditure. Elsewhere 
the capital account and the financial account are sometimes 
combined.

2.26 All these accounts record transactions or flows 
during particular periods. In recent years a further type 
of account has been developed: this is a balance sheet 
showing the levels or stocks o f assets and liabilities at 
particular dates.

2.27 Other presentations which are used in national 
accounting include input-output tables and commodity 
flow accounts. All these types o f account are described 
below.

Production accounts

2.28 These accounts correspond roughly to the trading 
accounts o f businesses. The main elements on the 
expenditure side are the current costs o f production, that 
is, current purchases o f goods and services, employment 
costs, and taxes on expenditure. The revenue side comprises 
receipts from sales and any subsidies received. The balance 
is trading profit before deduction o f depreciation or 
expenditure on rent. All factor incomes originate on the 
expenditure side or in the trading profits shown on a 
production account.
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2.29 Production accounts are appropriate only to 
enterprises. A production account could, however, be 
constructed for the personal sector or for general 
government as well as for the company sector and public 
corporations since, as shown above, these sectors include 
some enterprises. In the United Kingdom national accounts 
the only sector for which a separate pro duction account 
is shown is public corporations. However, the main tables 
of aggregate national income and expenditure (Tables 1.2 
and 1.3 o f the 1984 Blue Book) are in effect a production 
account for the United Kingdom as a whole. These tables 
may be thought o f as summarising the activity o f the nation 
considered as a single giant enterprise. They show, in 
consolidated form, the expenditure incurred on purchasing 
the services o f factors o f  production (the different forms 
of factor income) and other goods and services (imports), 
and revenue in the form o f sales to final purchasers (the 
different forms o f final expenditure). Hence the factor 
incomes received by each sector may be regarded as flowing 
from the production account o f  the United Kingdom as 
a whole.

Income and expenditure accounts

2.30 The income (or trading profit) derived from the 
production account o f  a trading enterprise is carried into 
its income and expenditure account. In the case o f  a 
corporate enterprise this is better described as an 
appropriation account, in which the enterprise’s receipts 
of income—both from its own production account and 
from other sources such as investments—are shown as 
distributed to the shareholders, to debt-holders or, in taxes, 
to the government. What remains, the undistributed 
income, is the enterprise’s saving. The sectors which consist 
wholly o f productive enterprises (the company sector and 
the public corporations sector) show no purchases o f  goods 
and services on income and expenditure account since such 
enterprises are not regarded as final consumers. Their 
expenditure consists wholly o f redistributing income by 
transfer payments o f  interest and dividends, grants, or 
taxes. Purchases o f goods and services by a productive 
enterprise are wholly on production account or capital 
account.

2.31 The income and expenditure account for the 
personal sector is different in appearance from the 
appropriation accounts for companies, but most o f  the 
entries are similar in type. The income o f the personal 
sector includes the trading profits o f  unincorporated 
enterprises and the factor incomes o f  employed persons, 
‘income from employment’. Income is also received from 
investments; and transfers from general government 
(national insurance benefits and other current grants) are 
a further important source. The main differences are that 
transfer payments are either netted o ff the income flows 
(interest payments are treated in this way) or shown as 
deductions from income; and that on the expenditure side 
there is expenditure on goods and services, because persons 
are final consumers and companies are not. The definition 
of total personal income is somewhat arbitary (because it 
includes both factor incomes and transfers derived from 
taxation o f those factor incomes), and frequently personal 
disposable income is o f greater interest. This is personal 
income after deducting UK taxes on income, national 
insurance contributions and net transfers abroad, and it

is this which is available either for spending on goods and 
services or for saving.

2.32 The income and expenditure accounts (current 
accounts) o f central government and local authorities bring 
in as income only a small amount o f  trading profits: the 
main receipts are taxes plus, in the case o f  local authorities, 
grants from central government. The bulk o f  the outgoings 
consists o f  current expenditure on goods and services (final 
expenditure) and transfer payments, the latter going chiefly 
to the personal sector. Again a balance o f  saving or dis
saving remains.

2.33 Income and expenditure accounts are provided for 
all the main domestic sectors in the UK accounts. In each 
case, what remains after accounting for all expenditure is 
called ‘saving’ and is carried forward to the capital 
account. Sectors may, o f  course, spend more than their 
income in some periods and, when this happens, a negative 
item—dis-saving—goes forward to the capital account.

Capital accounts

2.34 The capital account for each sector shows as 
receipts the saving on its income and expenditure account 
and capital transfers received from other sectors. This is 
balanced by the increase in the sector’s physical assets, 
capital transfers paid, and a financial surplus or deficit.

2.35 The sum o f the savings o f  the domestic sectors 
represents the total o f  national saving available for adding 
to wealth. The capital account for the nation as a whole 
shows the sum o f the domestic sectors’ net saving as a 
receipt, together with any net capital transfers received 
from the rest o f the world. These total receipts are balanced 
by spending on additions to wealth, both in the form o f  
physical assets (fixed assets or stocks) in the United 
Kingdom and net investment abroad.

2.36 Conceptually, the sum o f the financial surpluses 
and deficits for the domestic sectors is equal to the net 
acquisition o f  financial claims on the rest o f  the world, 
although in practice estimation errors obscure this equality. 
Physical assets held abroad are regarded as financial assets 
(and similarly physical assets in the United Kingdom owned 
by non-residents are regarded as financial liabilities) and 
the sum of the financial surpluses and deficits for all sectors 
is thus equal in concept to net investment abroad.

Financial accounts

2.37 The financial surplus or deficit is carried forward 
from the sector’s capital account to its financial account 
(otherwise known as a financial transactions account or 
a flow o f funds account). Conceptually, the sum of each 
sector’s transactions in financial assets and liabilities must 
be equal to this balance. The financial account shows the 
changes in various financial liabilities, such as borrowing, 
the issue o f securities, and trade debt; and in various 
financial assets such as loans made, deposits with banks 
and holdings o f  stocks and shares. Financial assets are in 
every case balanced by a corresponding liability elsewhere 
in the financial accounts. When the nation is considered
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14 The national accounting framework

as a whole, financial transactions between residents cancel 
out and only transactions between residents and non
residents remain.

2.38 In some presentations a sector's capital account 
and financial account are combined in a single account 
showing ‘sources and uses o f funds’. When this is done, 
the intermediate balance ‘financial surplus’ or ‘financial 
deficit’ does not appear.

Kingdom. Then exports would be treated as payments, 
being expenditure by the overseas sector generating factor 
incomes in the United Kingdom in the same way as 
expenditure by resident consumers generates factor 
incomes, and imports would appear as receipts. However, 
for convenience the account is presented from the United 
Kingdom point o f view, so that receipts by the United 
Kingdom (‘UK credits’) are shown first.

2.39 Financial assets are classified primarily according 
to the character o f the asset, but the nature o f the sector 
issuing the asset is also important and in most cases can 
be identified. The classification o f financial assets is 
described in detail in Chapter 14.

2.42 A separate table shows international financial 
transactions. This is presented as the financial account of 
the overseas sector. It is the same as a financial account 
for the United Kingdom as a whole, with signs reversed.

Balance sheets

The Blue Book system o f accounts

2.40 The system o f sector accounts shown in the Blue 
Book is summarised in Table 2a. The table numbers relate 
to the 1984 edition.

2.41 In the Blue Book, a single account for 
international transactions combines elements o f a 
production account (exports and imports o f goods and 
services): elements o f an income and expenditure account 
(income from profits or property, and current transfers 
paid or received); and elements o f a capital account (net 
investment abroad and capital transfers). For consistency 
with the rest of the national accounts, this account for 
international transactions should perhaps be presented as 
the account o f the overseas sector with the United

2.43 All the accounts discussed so far record 
transactions or flows within the economy. But knowledge 
o f the flows alone is not sufficient for a full understanding 
o f the behaviour o f  the various sectors. For this, the 
accounts o f transactions in any period need to be 
supplemented by balance sheets showing the levels or stocks 
of assets and liabilities at the beginning and end of the 
period. Income, expenditure and transactions in financial 
assets during the period can then be related to the levels 
of assets and liabilities. A balance sheet for the whole 
economy shows the stock o f physical assets, in the form 
of fixed assets and stocks o f goods, and holdings of 
financial assets and liabilities in the form of claims on and 
liabilities to the rest o f the world. A balance sheet for a 
sector shows in addition its financial claims on and 
liabilities to the other sectors o f the economy. These

The system of national accounts

Table 2a

Type o f accounts

Sector Income and expenditure 
{or appropriation)

Capital Financial

Personal sector Tables 1.7 and 4.1 Table 4.2 Table 13.3

Company sector: 
Industrial and

Table 5.1 Table 5.2 Not published

commercial companies Table 5.4 Table 5.4 Table 13.4
Financial companies Table 5.5 Table 5.5 Tables 13.5, 13.6 and 13.7

Public corporations Table 6.2 Table 6.3 Tables 6.4 and 13.8

General government: Tables 1.9 and 9.1 Table 9.1 Not published
Central government Table 7.2 Table 7.3 Tables 7.4 and 13.9
Local authorities Table 8.2 Table 8.3 Tables 8.4 and 13.10

Overseas sector Table 1.10 Table 13.12

N.B. There is a combined appropriation account for the company sector and public corporations in Table 1.8 and 
combined public sector financial accounts in Tables 13.11, 13.13 and 13.14.

^  national and sector balance sheets and reconciliation accounts and their place in national accounting is given in Provisional International
Guidelines on the National and Sectoral Balance Sheet and Reconciliation Accounts o f the System o f  National Accounts: Statistical Papers. Series M. 
No 60 (United Nations. 1977). j  j' j kv
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balance sheets should preferably be reconciled with the 
figures in the flow accounts by dividing the changes in 
levels between successive balance sheets into transactions, 
changes in price or market value, consumption o f fixed 
assets, and other changes o f  various types (in sector 
boundaries, for example)^

2.44 National and sector balance sheets have been 
developed less quickly and less comprehensively than the 
accounts o f the corresponding flows. Compiling them is 
complicated by data limitations and by problems of 
valuation o f assets. For comparability with the various 
accounts o f  transactions, both assets and liabilities need 
to be valued at current market prices. The estimates 
therefore have to allow not only for the depreciation o f  
fixed assets from wear and tear and obsolescence, but also 
for changes in value o f both physical and financial assets 
arising from changes in price. The market value o f  financial 
assets in particular may change considerably over time.

2.45 National and sector balance sheets for the United 
Kingdom have however been published in varying degrees 
of detail for dates since the end o f 1957. Particulars are 
given in Chapter 14. Reconciliation o f sectors* transactions 
in financial assets and liabilities with their holdings has 
begun but is still at an early stage.

2.46 The Blue Book does not contain any balance 
sheets. However, it does contain estimates for the stocks 
of physical assets other than land, and for the value of 
stocks o f materials and fuel, work in progress and unsold 
goods. These estimates are described in Chapters 12 and 
13. The annual Pink Book United Kingdom Balance o f  
Payments includes estimates o f external assets and 
liabilities. There are also various estimates o f holdings of 
financial assets by certain sectors and institutions which 
are published in Financial Statistics.

Input-output tables

2.47 Input-output tables add an extra dimension to the 
national accounts as normally compiled and presented. The 
latter are concerned with the composition and value o f  
goods and services purchased by final expenditure (final 
demand) and with the factor incomes and values added 
which are generated in producing them but not with 
intermediate transactions, that is, the transactions between 
industries which form part o f the production process (see 
paragraph 1.8). Input-output tables present these 
intermediate transactions, together with the flows o f goods 
and services to final demand and the incomes generated, 
within a framework which records all transactions among 
the industry or commodity groups distinguished in the 
tables. As a result, input-output tables show the detailed 
input structures o f each industry, whereas the mainstream 
national accounts show only the value added or factor 
incomes generated in the industry.

2.48 Input-output tables are not prepared for each year 
as part o f the regular national accounts o f  the United 
Kingdom, because the preparation o f firmly-based tables 
requires more detailed information than is available for 
most years, and because methods o f projecting the inter
industry relationships from years for which full 
information is collected have proved unreliable. In the 
United Kingdom, unlike some other countries, inpul- 
output tables are not a necessary step in compiling the 
mainstream national accounts. Nowadays they are 
compiled at intervals o f  about five years\ Each set o f  
input-output tables is consistent with the national accounts 
for the relevant year in a particular Blue Book so that the 
relationships can be followed through to the national 
accounts themselves.

Commodity flow  accounts

2.49 Some accounts which help to fill the gaps between 
input-output tables—and which can be considered as 
condensed input-output tables— are the commodity flow  
account/. These accounts are prepared on quarterly lime 
series, and are compiled annually following the publication 
o f the Blue Book. They are like the input-output tables in 
that they take account o f  intermediate transactions and 
allow supply to be balanced against demand, commodity 
by commodity. But intermediate sales o f  each commodity 
are shown only in total, not broken down between the 
industries which purchase that com m odity as an 
intermediate input.

2.50 Commodity flow accounts are prepared, at 
constant prices, for about 40 commodity groups. Within 
each group, six elements o f demand are identified; 
consum ers’ expenditure, general government final 
consumption, gross domestic fixed capital formation, 
stockbuilding, exports, and intermediate demand. Supply 
is broken down into home output and imports. In principle, 
total supply must equal total demand for each commodity 
but, in practice, there are discrepancies on each account, 
which (with certain adjustments) sum to the discrepancy 
between the expenditure-based measure o f  gross domestic 
product (at constant prices) and the output-based measure. 
The accounts are indeed used to help identify the sources 
of the discrepancies between these two measures, ai 
because o f this no attempt is made to force them to ba'  ̂
by arbitrary or mechanical means.

Articulation o f  the national accounts

2.51 It is evident that each payment from an account 
is also a receipt in another account. For example, personal 
income tax appears on the payments side o f  the personal 
income and expenditure account and as a receipt in the 
central government current account. Wages arc paid from 
the UK production account to the personal income and

pert*

^The latcsi arc Input-output Tables for the United Kingdom 1979 (Business Monitor PA 1(X)4), HMSO 1983.
These accounts were formerly known as the ‘production accounts’, but not in the sense of paragraph 2.28. The commodity How accounts are ovoiloble on 
subscription from the Central Statistical Office.
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16 The national accounting framework

expenditure account. A few transactions, such as payments 
by households to domestic servants and the imputed rent 
of owner-occupied houses, appear as payments and receipts 
in the same account (the income and expenditure account 
of the personal sector) but these are also implicitly included 
in the United Kingdom production account. A system of 
national accounts in which every payment reappears as an 
identifiable receipt in another account is said to be 
articulated.

2.52 Articulation is helpful in preparing as well as in 
understanding the national accounts. However, it is not 
essential for either purpose and complete articulation is 
often impossible in practice because of lack of information. 
Fortunately the detailed inter-sector flows are often of less 
interest than the total flows between one sector and all 
other sectors combined. The UK accounts are only partly 
articulated.
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Chapter Three

The Estimates: A General Review

1. GROSS DOMESTIC PRODUCT AT CURRENT
PRICES

3.1 In later chapters a quite detailed description will 
be found o f the sources and methods used for estimating 
the various categories o f income, product and expenditure. 
The statistical structure is essentially synthetic: in building 
it up, a great variety o f  sources, both official and 
unofficial, is drawn upon. The quality o f the resulting 
figures can be judged only by reference to the quality o f  
their component parts, bearing in mind however that at 
many points checks can be applied because o f the inter
relationships o f the concepts measured. The present 
chapter gives a summary review o f the sources and o f the 
ways in which they are used.

totalling factor incomes and (b) by totalling final 
expenditures and subtracting imports o f  goods and 
services. The aggregates obtained in these ways are called 
‘income estimates’ and ‘expenditure estimates* respectively.

Estimates o f  income

3.2 One o f the major purposes o f  the system o f  
national accounts is to throw light on the inter-relationships 
between different aspects o f economic activity— for 
example, between profits and capital formation, or 
between personal disposable income and consumers’ 
expenditure. The importance o f  the inter-relationships 
means that consistency between the sources used for 
different items in the accounts is a major consideration in 
the choice and use o f data and in any judgement aboutI
the reliability o f the conclusions drawn from the 
information.

3.5 The major source o f the annual statistics o f  
incomes is data from the Inland Revenue. This source has 
always been drawn upon extensively in British national 
income statistics, especially since its use was developed in 
the early work o f Lord Stamp^ Subsequent development 
by the Inland Revenue o f  the statistical analysis o f  tax 
records made possible a substantial extension o f the detail 
which can be derived from these records and o f the 
accuracy with which they can be adapted to national 
income concepts. Thus tax data provide the source for the 
annual estimates o f  profits o f  industrial and commercial 
companies, o f  most income from self employment, and 
o f total wages and salaries. Altogether, about two-thirds 
o f the annual estimate o f  total domestic income is derived 
from tax data.

3.3 As explained in Chapter 1, gross domestic product 
may in principle be measured by estimating output, income 
or expenditure. Until the 1930s, however, it was necessary 
in practice to rely almost wholly on estimates o f  income. 
The early work o f Bowley and Stamp’ was based very 
largely on income data, especially wage statistics and tax 
assessments. A different approach was made by Flux^, 
using estimates o f industrial output from the census of 
production. The first attempt to reconcile aggregates 
derived from income data with independent estimates of 
the components o f final expenditure was made by Clark\

3.4 The series o f official estimates which began in 
194U was at first based primarily on income data, 
although items o f expenditure other than capital formation 
in fixed assets and stocks were also estimated directly. It 
was only at the beginning o f the 1950s—mainly because 
of the development o f  new sources o f  information about 
expenditure on fixed assets and stocks—that it became 
possible in the official estimates to use basically 
independent sources for all, or almost all, forms of income 
and of expenditure. Since that time, the national accounts 
of the United Kingdom have included independent 
estimates o f gross domestic product obtained (a) by

3.6 The major part o f  the annual estimates o f  income 
from employment is based on information about wages 
and salaries contained in PAYE deduction cards which are 
sent by employers to local tax offices after the end o f each 
financial year. These data are supplemented by various 
other sources, including surveys o f  pension funds and life 
assurance companies to cover pension contributions which 
are part o f employment income. The quarterly path within 
each financial year and estimates for the latest year are 
based on data from the Department o f  Employment on 
average earnings per head and numbers in employment. 
As the tax data can be analysed only by PAYE points and 
not by establishments, they do not permit as satisfactory 
a division o f wages and salaries between industries as the 
Department o f Employment’s statistics. These latter 
sources are therefore also used, in conjunction with 
centralised information for certain public sector groups 
(such as National Health Service employees), and data 
from the annual censuses o f  production (for industries 
within manufacturing) to provide an industrial analysis of 
the total.

3.7 Estimates o f the trading profits o f  industrial and 
commercial companies are based on statistics o f tax 
assessments. However, these provide only annual estimates 
and are not available for the latest periods. Information 
for the latest years and estimates o f the quarterly paths

Division o f the Product o f Industry, 1919. A L Bowlcy and Josiah Stamp. The National Income 1924, 1927.
A W nux, ‘The National Income’. Journal o f the Royal Statistical Society. Vol. XCIl, Part 1. 1929. A similar estimate is made in the keport o f  the Census 

^of Production 1907. Cd. 6320.
^Colin Clark. National Income and Outlay. 1937.
An Analysis o f the Sources o f  War Finance and an Estimate o f the National Income and Expenditure in 1938 and 1940, Cmd 6261 
Josiah Stamp. British Incomes and Property, 1916.
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within each year are obtained from a quarterly sample 
inquiry into the profits of larger companies, conducted by 
the Inland Revenue. As explained in more detail in Chapter 
7, the contribution of financial companies and institutions 
to the national income is represented by the difference 
between their receipts for services rendered (represented 
by charges and commissions) and their management 
expenses (employment costs and payments for current 
expenses). These ‘national income profits’ are not available 
from Inland Revenue information and instead are 
estimated from a variety o f sources— for instance, returns 
by banks to the Bank o f England, information on 
insurance companies published by the British Insurance 
Association, and information on building societies 
provided by the Building Societies Association.

3.8 Estimates o f  self-employment income for 1980 
and subsequent years are based on the Inland Revenue 
Survey o f Personal Incomes. Like the profits o f industrial 
and commercial companies these estimates have to be 
projected for the latest years using, in this case, an Inland 
Revenue sample survey of trends in the earnings o f the self- 
employed. Quarterly paths are interpolated and 
extrapolated using a number o f indicators as proxy 
measures o f the activity o f self-employed people in 
particular industries. Self-employment income estimates 
for years before 1980 are based on a statistical analysis of 
tax assessments. This analysis has been discontinued.

3.9 Annual statistics o f the gross trading surpluses of 
public corporations are taken from their published 
accounts, and quarterly estimates are based on returns 
made by the major corporations. The annual trading 
surpluses of central government and local authority trading 
enterprises are taken from their trading accounts. Quarterly 
figures for central government enterprises are based on 
departmental returns, and for local authorities smooth 
quarterly changes are assumed.

3.10 Part o f the estimate o f income from rent is taken 
from the estimates o f consumers’ expenditure on rent 
which are based largely on the Family Expenditure Survey. 
The rent income o f central government, local authorities 
and public corporations is estimated from their accounts. 
The rent income of farmers is estimated by the agricultural 
departments from the sources used for calculating farmers’ 
income. For estimating rent income from other property, 
use is made o f rateable value statistics and price indices 
of office rents. The quarterly estimates o f rent incomes are 
very largely interpolated and projected.

3.11 Finally an estimate is made to allow for certain 
factor incomes not declared to the Inland Revenue and to 
bring the estimates of the income measure o f gross 
domestic product into line with those o f the expenditure 
measure in the longer term. This is done by means 
described in paragraphs 3.32 to 3.36. This estimate is added 
partly to the basic estimate of employment incomes, partly 
to the basic estimate of profits of industrial and commercial 
companies, but mainly to the basic estimate o f self- 
employment incomes.

3.12 While the annual estimates o f factor incomes are 
based mainly on Inland Revenue data, the estimates of 
transfer incomes draw upon a variety of sources. The 
figures of receipts of interest and dividends which involve 
the public sector are taken mainly from accounting data

V

and departmental returns. Estimates of receipts by 
companies are largely built up from estimates of holdings 
of financial assets and information on interest rates. Net 
receipts of dividends and interest by the personal sector 
are estimated as a residual, as the difference between the 
total receipts and payments o f all other sectors. The other 
important transfer incomes are grants from general 
government to the personal sector, such as national 
insurance benefits: this part o f personal income is based 
on central government and local authority accounting data 
and departmental returns.

Estimates o f  expenditure

3.13 In contrast to the estimates o f factor incomes, 
estimates o f final expenditure are necessarily based on a 
wide variety o f sources. Consequently there is less 
assurance o f internal consistency. The sources used for 
estimates o f consumers’ expenditure, in particular, are very 
heterogeneous. For expenditure on food the major source 
is the regular sample survey o f household expenditure on 
food conducted by the Ministry o f Agriculture, Fisheries 
and Food (the National Food Surveys For expenditure on 
alcoholic drink, Customs and Excise data are used. The 
estimates o f expenditure on tobacco are based on trade 
sources. For clothing, household and recreational goods 
and a number o f other commodities, retail sales statistics 
compiled by the Business Statistics Office are the primary 
source. Registrations data, supplemented by inquiries to 
the motor trades conducted by the Business Statistics 
Office, are used to estimate total expenditure on motor 
vehicles, from which estimates o f business expenditure 
(gross domestic fixed capital formation) are deducted to 
obtain consumers’ expenditure by residual.

3.14 Estimates o f expenditure on fuel and on public 
transport draw heavily on information collected by the 
Department o f Energy and the Department o f Transport. 
For a number o f other goods and services, the Family 
Expenditure Survey is used. A number of other methods— 
some o f them little more than conjectural—are used for 
other forms o f consumers’ expenditure.

3.15 Several general points may be made about these 
estimates of consumers’ expenditure. First, errors o f timing 
may occur, for example, because of respondents to business 
surveys using accounting years which differ from the 
calendar year. Furthermore, some series—those for 
alcoholic drink, for example—relate to supplies coming 
forward at an earlier stage o f distribution, such as 
withdrawal from bond. Thus, although some crude 
adjustments are made over the period just before and after 
a budget, the figures may sometimes reflect changes in 
stock held in the distributive chain after the point of 
recording, in addition to any genuine changes in 
consumers' expenditure. Second, a proportion of many 
classes o f consumer goods and services is bought on 
business account and should not be included in consumers’ 
expenditure: a basis for accurate estimation of such 
business expenditure seldom exists but an estimate must 
be made when, as frequently happens, the original data 
relate to the total spending on a particular class o f goods 
and services. Third, the use o f a variety of independent 
sources increases the risk of overlapping or of omissions: 
errors in one item are not necessarily compensated in other 
items, as they are when an overall measure of expenditure
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is used. The second and third o f these factors will generally 
have less effect on the estimates o f  period-to-period 
changes than on the general level o f  consum ers’ 
expenditure.

3.16 The estimates o f  gross domestic fixed capital 
formation and o f changes in stocks and work in progress 
are more homogeneous. For private industry the main 
sources are the annual censuses o f  production, the annual 
inquiries to the distributive trades, and the less frequent 
inquiries into some service trades carried out by the 
Business Statistics Office, together with quarterly returns 
of fixed investment made by financial companies and 
institutions to the Bank o f England. Quarterly sample 
inquiries are used for interpolation within the annual or 
less frequent survey results, and for recent years until new 
benchmark results are available.

3.17 For private industry not covered by these inquiries 
other data sources, some far from satisfactory, must be 
used. The main private capital formation not covered by 
the inquiries is in dwellings. The total o f  fixed investment 
and stockbuilding for private dwellings is based on 
estimates o f construction output made by the Department 
of the Environment from returns by contractors. The fixed 
investment element is derived from information about 
numbers o f private dwellings completed and their average 
value, and the difference between these two estimates is 
deemed to be stockbuilding.

3.18 For the public sector, the estimates o f  capital 
formation by central government, local authorities and 
public corporations are based on their accounts. For the 
most recent periods and for the paths within each financial 
year departmental returns and returns by nationalised 
industries and some other public corporations to the 
Central Statistical Office are used.

3.19 The estimates o f  capital formation thus rest 
heavily on accounting data. Such data, being derived 
basically from the same records as the statistics o f  profits, 
are most likely to afford consistency between the income 
and expenditure estimates. This is particularly important 
because o f the interest in relationships between profits and 
fixed capital formation. On the other hand, reliance on 
accounting data means that the definition o f fixed capital 
formation depends on the accounting conventions used, 
and no clear definition can be given o f the types o f  asset 
which, at the margin, are treated as capital goods.

3.20 The statistics o f  general government final 
consumption are also based on accounting data and 
departmental returns. Estimates for the central government 
are derived from the various Exchequer and departmental 
accounts. But the very detailed and accurate basic data 
must be rearranged extensively to fit the concepts used in 
the national accounts. Much the same applies to the 
estimates o f local authority expenditure which are 
summarised in Local Government Financial Statistics 
although, in this case, the basic data are less detailed but 
in some respects closer to the national accounting categories 
required. In both cases the rearrangement involves elements 
of estimation at certain points.

3.21 The statistics o f exports and imports o f  goods and
services are taken from the balance o f payments accounts. 
Exports and imports o f goods are based on the figures in 
Overseas Trade Statistics o f the value o f goods leaving and

entering the United Kingdom, with certain adjustments to 
valuation and coverage to obtain figures on the required 
basis. The estimates o f  exports and imports o f  services are 
based on a variety o f sources, the main ones being 
government accounts, surveys conducted by the Bank o f  
England, shipping and civil aviation statistics, the 
International Passenger Survey which is conducted by the 
Office o f  Population Censuses and Surveys for the 
Department o f  Trade and Industry, and the series of 
inquiries conducted by the Department o f  Trade and 
Industry into the overseas transactions o f UK companies.

The stage at which transactions are recorded

3.22 The point in time at which transactions should be 
recorded may be important for interpreting individual 
series and for achieving consistency between the various 
estimates. The sale o f  an article involves the placing o f  an 
order by the buyer, the delivery o f  the article, the rendering 
o f an account by the seller, and the actual payment by the 
buyer: these operations may be simultaneous but often take 
place on different—sometimes widely different—dales. It 
is necessary therefore to decide which o f these events is 
to count as the transaction in the national accounts, since 
it is clear that in any given period the value o f  transactions 
on one basis will not necessarily be the same as on another. 
Further, the same basis should be adopted throughout the 
accounts, so that the various transactions are mutually 
consistent. Even so, difficulties arise in practice because 
transactions are not recorded simultaneously as a receipt 
and as a payment, even when both are on one basis: 
transmission o f orders and payments takes time and 
intermediaries cause delays.

3.23 In practice, the choice is generally between two 
bases o f  accounting— the cash (or payments and receipts) 
basis, on which transactions are recorded when money 
passes; and the accruals (or payable-receivable) basis, on 
which transactions arc recorded when the expenditure is 
incurred. The principle adopted in the national accounts 
is, so far as possible, to record transactions as taking place 
at the time when the expenditure is incurred. It is more 
appropriate for factor incomes to represent amounts 
arising from the production o f goods and services and for 
the components o f final expenditure to reflect demands 
made on these goods and services than for them to show 
the cash flows in the period. The difference between 
accruals and cash payments is then regarded as a financial 
transaction, reflecting changes in assets and liabilities. For 
transfers, however, apart from on expenditure and 
subsidies, cash flows are more often used because the 
national income aggregates are not affected and the 
presentation is simpler.

3.24 The adoption o f the accruals principle creates 
certain difficulties. Indeed, since the information most 
easily available for different groups o f  transactions is not 
all on the same basis, the adoption of any uniform principle 
is bound to raise problems o f adjustment in some part of 
the field. However, the number o f points at which serious 
difficulty arises is fairly limited. Information derived from 
commercial accounts, such as company profits, is already 
in substance on the desired basis because the payable- 
receivable basis is the one mainly used in commercial 
accounting. In other cases, such as wages, although the 
available information relates generally to cash payments.
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there is no reason to believe that there is frequently any 
large difference between one basis o f measurement and 
another. One difficult case is that of government purchases 
of goods and services, other than payments of wages and 
salaries. For reasons connected with Parliamentary control, 
the main accounts o f the central government are recorded 
entirely on a cash basis (see Chapter 9). Trading accounts 
on a commercial basis are available for government trading 
activities and are used in the national accounts in preference 
to the cash accounts whenever possible; but for most 
expenditure by the central government, records are 
available only on a cash basis. Where there are known to 
be marked differences between the timing o f transactions 
in the government accounts and the recording o f the same 
transactions in the accounts o f other sectors, adjustments 
are made to the government accounting figures.

3.25 Difficulty also arises over the recording o f capital 
expenditure on fixed assets. For certain classes o f asset, 
in particular building work, the construction o f the asset 
extends over a considerable period. The problem is to 
ensure that the amount o f work done during the accounting 
period, which generates factor income, is matched either 
by capital expenditure on the part o f the purchaser (which 
will generally include any progress payments), or by an 
increase in work in progress on the part o f the producer, 
without duplication or omission. With the information 
available, the consistency is necessarily imperfect.

3.26 Inconsistencies may also arise from the means of 
recording imports and exports o f  goods. These are 
normally included in the balance o f payments accounts 
when they enter or leave the United Kingdom, and 
generally no adjustment is made for differences between 
this timing and the time o f change in ownership. In 
particular, for imports there may be differences between 
the time when goods are included in the estimates of 
stockbuilding and when they are counted as imports, and 
between the time when expenditure on imported fixed 
assets is charged to capital account (which may be when 
progress payments are made) and the time when they are 
counted as imports. Corresponding timing discrepancies 
may occur with exported goods.

3.27 The extent o f the inconsistencies arising from the 
use o f differing bases of accounting may not be very serious 
for periods as long as a year, except perhaps when there 
are marked changes in trend in the components. But the 
presence of such inconsistencies is relatively more 
important for the quarterly statistics.

3.28 Some discrepancies in timing may arise not from 
the method o f recording but because the statistics do not 
relate exactly to the periods for which the national accounts 
are compiled. The national income statistics relate in 
principle to calendar quarters and calendar years. But, for 
example, the annual estimates o f profits o f industrial and 
commercial companies are the totals o f data for the 
individual companies’ accounting years. The same is true 
of some of the annual data on fixed capital formation and 
stocks, though some of it is collected for calendar years. 
It happens that the weighted average closing date o f all 
companies’ accounting years is close to the end of the 
calendar year, so little error should normally result in the 
estimates for the economy as a whole. It is nevertheless 
possible, especially when prices change rapidly, that the 
result of aggregating data for accounting years may

sometimes differ significantly from experience during the 
calendar year. The central government accounts relate to 
the government’s financial year, ending 31 March, but 
most elements in the government accounts are recorded on 
the basis o f shorter periods and reasonably good estimates 
can be made for calendar years.

3.29 There are small divergences in the timing of 
quarterly data arising from the use of short-period statistics 
relating to 13 week periods or ‘statistical quarters’ which 
are not fully coincident with the calendar quarter (for 
example, retail sales and overseas trade statistics described 
in Chapters 6B and 15 respectively).

Consistency o f estimates: the residual error and the evasion 
adjustment

3.30 It will be seen that the greater part of the statistical 
structure derives from three major annual sources: Inland 
Revenue tax data, the annual censuses o f production and 
other annual inquiries carried out by the Business Statistics 
Office, and the central government accounts. Each of these 
sources is used at many points throughout the system. 
These three main sources are supplemented by a variety 
of others.

3.31 The problems o f consistency between different 
types o f records have an important bearing on the 
reconciliation between the largely independent estimates 
of aggregate income and aggregate expenditure. It would 
of course be possible to manipulate the least reliable 
estimates so that complete reconciliation of the totals was 
achieved. Until 1953 this was always done but, in view of 
the development o f the statistical sources, it was then 
decided that it was no longer reasonable to presume that 
the whole discrepancy was more likely to be due to one 
item than to another. An adjustment may still be made 
when there is good reason to attribute a discrepancy to a 
particular item but no attempt is made to allocate all the 
discrepancy and the residual discrepancy between the 
income and expenditure estimates is shown as a residual 
error. It is presented as though it were an unknown item, 
positive or negative, o f income. This is purely for 
convenience o f presentation, and does not imply that the 
published estimates o f expenditure are regarded as superior 
in accuracy to the estimates of income.

3.32 As stated in paragraph 3.12, the estimates of 
factor incomes, and hence the income estimate o f gross 
domestic product include an allowance to account for 
under-recording o f factor incomes in the basic statistics 
(because of failure to declare them to the Inland Revenue) 
and to make the income and expenditure measures o f gross 
domestic product consistent.

3.33 As explained above, the expenditure measure of 
gross domestic product is derived mainly from a wide range 
of business and household surveys designed specifically for 
statistical purposes, and from central government and local 
authority accounting data. There is no reason to suppose 
that the expenditure measure does not include some, 
though perhaps not all, o f the expenditure which 
corresponds to incomes not declared to the Inland 
Revenue; and indeed the expenditure measure does almost 
invariably exceed the unadjusted total o f factor incomes.

3.34 The estimate is called the net allowance for  
evasion. No attempt is made to estimate that part of the
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hidden economy which is concealed from the expenditure 
estimates as well as from the income estimates; nor to 
estimate any transfer incomes on which tax may be evaded, 
since these do not (even in concept) enter into gross 
domestic product. Thus the evasion adjustment does not 
purport to measure either the total size o f  the hidden 
economy or the total o f incomes on which tax is evaded.

3.35 The net allowance for evasion is based on the 
trend o f the initial residual difference' between the 
expenditure measure o f gross domestic product and the 
unadjusted total o f factor incomes. The initial residual 
difference is made up o f three types o f error:

under-reporting o f factor incomes;

(b) timing errors (ie transactions recorded in different 
time periods by the two parties to the transaction); and

(c) other errors o f estimation such as those arising 
from the use o f samples.

The estimates for evasion only attempt to remove errors 
from under-reporting. This therefore still leaves errors o f  
types (b) and (c), known collectively as the residual error. 
Errors of these latter types can be either positive or negative 
and, indeed, over a period o f time they can be expected 
to average out to zero. An article in the February 1980 issue 
of Economic Trends*" gives a much fuller and more 
detailed description o f the evasion adjustments and o f the 
elements which these adjustments cover.

3.36 The net allowances for evasion are revised each 
year because o f revisions to and later movements in the 
initial residual difference. As percentages o f  the 
expenditure measure o f gross domestic product the net 
allowances in the 1983 Blue Book rise from 1 1/2 per cent 
in the 1960s to 2 1/4 per cent in 1975 and 1976, and then 
fall to 1 1/4 per cent in 1980 and subsequent years. The 
allowances are applied mainly to self-employment incomes, 
with much smaller adjustments to wages and salaries and 
to company profits.

The reliability o f  the estimates

3.37 It is essential that a system o f national accounts 
should be comprehensive: an estimate must be included for 
each item that should appear in a balancing account.A  
system o f national accounts could not be established at all 
if the presentation had to be restricted to those components 
which were soundly based on accurately recorded facts. 
It is inevitable that the published statistics should include 
a number of figures for which the evidence is relatively 
weak. It is, however, the duty o f the statistician to warn 
users of the statistics about the weaknesses o f  the figures 
presented. The object is that the user should not (except 
at his own risk) draw substantial conclusions about the 
state o f  the econom y from differences between 
components, or differences between one year and another 
in the size of a given component, when there is a significant 
risk that such differences may be due wholly or mainly to 
errors in estimation.

3.38 It will be clear from the review o f the data used 
that it is not possible to calculate statistical margins of error

in a scientific way (such as can be calculated for estimates 
derived from random samples) for any o f the aggregates 
or for most o f their components. It is however possible, 
from knowledge o f  the data, to form very rough and 
mainly subjective judgments o f  the ranges o f  reasonable 
doubt attaching to the estimates. This is done in the 
chapters concerned with the detailed estimates. Wherever 
possible these judgments are standardised by the use o f  
uniform gradings, as follows:

Margin o f error

A + or 
B + or 
C + or

less than 3 per cent 
3 per cent to 10 per cent 
more than 10 per cent

3.39 The terms ‘good’, ‘fair’ and ‘poor’ are used at 
some points in the text and are broadly equivalent to the 
categories A , B and C. Like the ‘standard errors’ of 
estimates derived from random samples, these judgments 
do not represent certainty. They may be taken to mean 
that, in the opinion o f the statisticians and in their present 
state o f  knowledge, there is, say. a 90 per cent probability 
that the true value o f  the figure referred to lies within the 
limits set by the grading.

3.40 It has not in fact been possible to attach gradings 
to every individual series nor to apply them in a fully 
standardised way. A description is usually given o f the 
reliability o f  the figures for the later years shown in the 
Blue Book. The figures for the most recent years are often 
preliminary estimates and thus more uncertain than the 
figures for earlier years, and a separate assessment o f  the 
latest estimates is also given where appropriate. Generally, 
it is only the figures for the most recent year which are 
less reliable. In some cases, however, the description o f  
sources will show that the reliability o f  an estimate for a 
given year improves over a much longer period: for 
example, the profits o f  industrial and commercial 
companies are subject to revision for a number o f years 
after the first provisional estimates are made. In other cases 
some earlier year represents a benchmark because for that 
year there was a detailed inquiry. Estimates for years no 
longer included in current Blue Books—especially the 1940s 
and 1950s may be less reliable than those for later years 
because o f the development o f new sources o f information.

3.41 The gradings relate to the absolute values o f  the 
various components. In general the error in the change 
from year to year is likely to be less than might seem to 
be implied by the errors attached to the absolute values. 
This is because the deviations between the estimates and 
the facts are likely to consist partly o f a bias which is more 
or less constant from year to year, and partly o f  a more 
random element.

3.42 Those major aggregates whose components are 
drawn from a variety o f sources (such as total consumers’ 
expenditure, or total fixed capital formation) contain some 
very reliable estimates and some very weak ones. The 
proportionate error attaching to the aggregates is likely to 
be less than the weighted mean o f the proportionate errors

‘A glimpse of the hidden economy in the national accounts’ by Kcrrick Macafee: Economic Trends No 316, February 1980. Another, more comprehensive, 
article on the subject (covering other countries as well as the United Kingdom) is ‘The hidden economy and the national accounts’ by Derek Blades: OECD 
Economic Outlook Occasional Studies. June 1982.
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attached to the components.This is so not only because the 
errors in the components are likely, at least in part, to 
offset each other, but also because the estimate o f each 
major aggregate is to some extent controlled by the 
relationships between income and expenditure.

3.43 The gradings are attached to the annual figures 
appearing in the Blue Book. They do not necessarily 
indicate the reliability o f the basic statistics from which 
the Blue Book figures are derived. It frequently happens 
that a margin o f error arises not in the basic statistics but 
in the various adjustments needed to adapt them to 
national accounting concepts. For example, for some items 
of consumers’ expenditure, reliable figures exist of the total 
supply o f a class of goods, but uncertainty arises in the 
proportion to be attributed to consumers’ expenditure and 
the proportion to be attributed to business purchases.

3.44 The gradings do not rule out all possibility of 
revisions resulting in new estimates differing from the old 
by more than the margin o f error attributed here. First, 
as pointed out above, the gradings are intended to represent 
a probability, suggested as 90 per cent, and not a certainty. 
Second, the gradings represent an opinion arrived at with 
present knowledge—that is, on the basis o f the information 
now available and an appreciation o f the extent of the gaps 
in information. New sources o f information, for example 
new kinds o f statistical returns, may however make it 
apparent that the estimate of an item for some years past 
was even further from the truth than had been thought 
likely. Third, substantial revisions are sometimes necessary 
because o f changes in definition. Some o f these are 
required because an inconsistency in definitions comes to 
light— an element of duplication or a gap between different 
parts o f the accounts. Other changes in definition may be 
made to achieve consistency with international 
conventions.

3.45 One final point must be made about the reliability 
of the statistics. In most o f the published tables no attempt 
is made to round o ff the estimates beyond the nearest £1 
million. It will be evident from the discussion of the degree 
of reliability that many estimates, stated to the nearest £1 
million, must in fact be regarded as correct only to the 
nearest £50 million or even, for large items, to the nearest 
£500 million. The choice between rounding o ff and 
apparent but often spurious precision is one on which 
different views are held. The reasons why the national 
accounts show figures which appear to have more precision 
than the evidence warrants are:

(a) rounded figures often distort differences over lime, 
or between items:

(b) some o f the estimates in the tables are fairly 
precise, and if such an estimate is small, rounding would 
unnecessarily distort what it shows; yet if such series 
remained unrounded, the major aggregates o f which 
they are components (including the national income 
itself) would appear precise even though other 
components were heavily rounded; and

(c) It aids users who wish to prepare derived statistics
to avoid the accumulation o f rounding errors, which
can occur when a number o f rounded figures are 
manipulated.

3.46 In presenting figures to the nearest £1 million, the 
rounding is always such that the components add to the 
total at current prices, so that the accounts balance. In 
particular, the quarterly estimates, both before and after 
seasonal adjustment, add up to the calendar year figures. 
Also, the rounding is made consistent throughout the seaor 
accounts.

3.47 If these reservations are borne in mind, Table 3a 
summarising the reliability gradings o f the major 
components may be o f value. The gradings relate to data 
for recent years based on current methodology. Although 
the estimates for the latest year are less reliable than those 
for earlier years, they are not sufficiently so to warrant 
a lower grading.

Reliability of annual estimates of major 
components at current prices

A + o r -  
B + o r -  
C + o r -

less than 3 per cent 
3 per cent to 10 per cent 
more than 10 per cent

Table 3a

Income:
Income from employment'
Income from self-employment
Gross trading profits of companies
Gross trading surplus of general government enterprises

Rent
Net properly income from abroad

Expenditure:
Consumers’ expenditure'
General government final consumption 
Gross domestic fixed capital formation'
Increase in book value of stocks and work in progress' 
of which - stock appreciation

physical increase 
Exports of goods and services'
Imports of goods and services'
Taxes on expenditure'
Subsidies

Gross national product A

'For a detailed grading of the components see subsequent chapters.

2. GROSS DOMESTIC PRODUCT 
AT CONSTANT PRICES

3.48 For many purposes, comparisons over time are 
more useful when the effects o f price changes are 
eliminated. Accordingly, estimates are made o f gross 
domestic product and its main components in each period, 
revalued at the average prices o f a selected year (the ‘base 
year’). Two largely independent methods o f  estimating 
gross domestic product at constant prices are used in the 
United Kingdom: the expenditure method and the output 
method.

3.49 The expenditure method consists of estimating at 
base year prices all the components o f  final e.xpenditure 
on goods and services consumers’ expenditure, general 
government final consumption, gross domestic fixed 
capital formation, the value o f the physical increase in 
stocks and work in progress, and exports o f goods and
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services and deducting estimates o f  imports o f  goods and 
services at base year prices. (Estimates at constant market 
prices so derived are converted to their factor cost 
equivalent by the deduction o f ‘taxes on expenditure less 
subsidies’ valued at constant prices.)

3.50 The output method consists o f  adding together the 
contributions o f all industries to the gross domestic product 
valued at base year prices. In theory, these contributions 
(net outputs including depreciation) should be measured 
as the difference between the volume o f gross outputs and 
the volume o f inputs. If complete, accurate and detailed 
information about all transactions were available, the two 
methods would lead to the same answer.

3.51 Direct estimates o f  gross domestic product at 
constant prices cannot be made from income data. 
Although wages and salaries may be deflated by an index 
of wage and salary rates, these are only one form o f factor 
income and the result would not take full account o f  
changes in labour productivity. The only satisfactory 
revaluation o f profit incomes is obtained by taking the 
difference between deflated gross output and deflated 
inputs including labour costs, which is not distinct from 
the conceptual basis o f the output estimate. However, since 
by definition total factor income equals total expenditure 
on the gross domestic product, the price index derived by 
dividing the expenditure-based estimate at current prices 
by the corresponding estimate at constant prices can be 
treated as a currently weighted price index applicable to 
total factor income. The estimate o f  gross domestic product 
at constant prices obtained by dividing total factor income 
by this index differs from the expenditure estimate only 
by the deflated value o f the residual error (the difference 
between the income and expenditure estimates o f  gross 
domestic product at current prices). It provides no 
information on changes in the deflated values o f the 
separate components o f factor income but it does provide 
an alternative estimate o f  gross domestic product at 
constant prices which may be compared with the 
expenditure and output estimates. Any bias in the price 
index derived from the expenditure-based measures will, 
of course, be equally present in this constant price income 
measure.

3.52 The estimates o f gross domestic product at 
constant prices adhere, o f course, to the definitions laid 
down in Chapter 1. But compiling the constant price 
estimates gives rise to a fairly distinct set o f conceptual and 
practical problems. The main problem is to determine the 
appropriate unit in which each component o f the domestic 
product is to be measured. The need for general principles 
of measurement is particularly felt in connection with the 
output of services—as opposed to goods— including the 
services provided by general government. A brief account 
of these conceptual problems and o f the solutions adopted 
is necessary to an understanding o f the nature o f the 
estimates.

General principles o f  measurement

3.53 The domestic product (as defined in Chapter 1) 
comprises the incomes or values added generated by 
production o f goods and services within the UK; and this 
productive activity is deemed to take place within a certain

boundary— known as the boundary o f production. 
Accordingly, it may be taken as a general principle that 
all contributions to the gross domestic product should be 
measured at the point o f  production. For services, this is 
considered to be equivalent to the point o f  sale, the point 
at which the services are provided to the purchaser. For 
goods it implies that the unsold finished manufactures and 
work-in-progress (as well as stocks o f inputs insofar as they 
include value added within the domestic economy) are 
considered to contain added value, although this is not yet 
realised through sale. Except for changes in stocks and 
work-in-progress during the period, this principle is 
equivalent to measuring final expenditure on goods and 
services as they cross the production boundary, at the 
points at which they finally emerge from the production 
process.

3.54 In the case o f  most goods and some services and 
leaving aside the question o f quality (see paragraph 3.57 
below) there is not much difficulty in determining the 
appropriate measure o f  changes in output: the quantity and 
the unit o f  measurement, as well as the price per unit, are 
usually stated at the time o f sale. Thus the unit o f  output 
o f the coal mining industry can be identified as a given 
quantity o f coal; the unit o f  output o f  a railway might be 
a passenger-mile. (Train-miles would not be appropriate 
as this is only the means o f  providing the end-product.) 
In other cases, the unit o f  output may not be so obvious. 
What, for example, is an appropriate unit o f  output for 
architects? (At present, this question is side-stepped in the 
UK national accounts: architects’ output is part o f  an 
output group for which numbers employed are used as a 
proxy.)

3.55 Greater difficulties exist in the case o f  certain 
services provided by general government for the benefit 
of the community at large, particularly where the services 
are o f a preventative nature, such as defence, crime 
prevention, etc. In general, the solution adopted has been 
to use changes in labour and capital inputs—generally 
numbers employed (or wages and salaries deflated to 
constant prices by an index o f average earnings) and capital 
consumption as an indicator o f  changes in output. The 
implied assumption o f no change in productivity is 
obviously unsatisfactory since it takes no account o f  the 
use o f more modern methods or equipment. The problem 
has been discussed at a number o f international conferences 
without any generally acceptable solution being found. In 
some countries the assumption has been made that 
productivity in the public services increases at the same rate 
as productivity in all other industries, or in all other service 
industries. Trends in public service productivity are 
however no easier to assess than movements in their output 
and in the United Kingdom the assumption o f no change 
in productivity has been preferred. This is equivalent to 
taking the purchase o f labour and materials by general 
government as being at the production boundary.

3.56 Another general problem in the measurement o f  
gross domestic product at constant prices is that o f  quality 
changes. The unit o f measurement for each good or service 
should be as homogeneous as possible in'order to preserve 
the proper distinction between price changes and quantity 
changes. Any improvement in quality, such as a shift 
towards higher quality television sets and cars, should if
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possible be reflected in the measurement o f the quantity 
change and not in the price change”'.

3.57 Im provem ents in quality and increased  
proportions o f higher value goods may often be better 
allowed for by estimating quantity changes by ‘deflating’ 
the value o f output or expenditure using an appropriate 
price index rather than by using quantitative measures 
directly. In either case, the units o f measurement must be 
consistent and narrowly defined, otherwise quality changes 
may be confounded with price changes and not properly 
isolated. Considerable problems arise when one type of 
good or service is replaced by an entirely different type. 
It may then be impossible to obtain a satisfactory estimate 
of the associated change in the quantity or price level, 
leading to mis-statement o f the change in gross domestic 
product. Also, the price indices should, but may not 
always, represent changes in the prices actually paid; for 
example goods may be bought at a discount when the price 
index is based on list prices, or the price indicators may 
relate only to particular markets which may be changing 
in relative importance. In some service industries it is 
difficult to define, let alone measure, changes in quality. 
For example, some shoppers may deplore the loss of 
personal service associated with the switch from small 
retailers to large supermarkets, while others may welcome 
the opportunity to do the bulk of their shopping under one 
roof. In such cases quality is a largely subjective concept.

been re-weighted according to average 1980 relative prices 
only for periods from 1978 onwards. Thus successive 
sections o f the time series o f constant price estimates are 
weighted according to the price structures o f successive base 
years; but all parts o f the series are shown in terms of 1980 
prices, or with 1980 =  100 in the case of those published 
in index form. In other words each series has several 
weighting bases, but a single ‘reference base’.

3.61 In conducting the re-scaling or ‘re-referencing’, 
sub-totals and totals are re-referenced independently of 
their components. In consequence, for periods before 1978, 
these re-referenced sub-totals and totals do not equal the 
sums o f the components: in other words, the constant price 
figures do not ‘add up’ in an accounting sense. Although 
this can be an inconvenience, it is necessary if the correct 
weighting o f the estimate is to be maintained. To obtain 
new sub-totals as the sums o f re-referenced components 
would amount to re-weighting between components at 1980 
prices, and would therefore be contrary to the principles 
outlined above. The same inconsistency is present in index 
numbers o f output and expenditure at constant prices prior 
to 1978, though it is not so easily perceived.

The expenditure approach

Rebasing the estimates

3.58 Measures of the change in gross domestic product 
and its components at constant prices depend on the year 
chosen as the base. Relative prices change over time, and 
different relative prices result in different measures of 
volume change. It is therefore important that the weights 
(relative values) underlying the measurement of changes 
over any period should reflect the price structure of that 
period as closely as possible. This requirement is met by 
‘rebasing’ the estimates at intervals o f about five years. 
In the past, the base years were the years for which detailed 
censuses o f production were taken, but since 1970, in line 
with international recommendations, the United Kingdom 
has adopted base years ending in 0 and 5.

3.62 The methods used for estimating the various 
components o f expenditure at constant prices are so far 
as possible consistent with the measures o f output. More 
detailed descriptions are given in later chapters, which deal 
also with the corresponding current price estimates.

3.59 Rebasing does not entail recalculating the entire 
series o f constant price estimates (many o f which start in 
1948) using the relative weights o f the new base year. This 
would defeat the main object o f rebasing, which is to 
ensure that measured changes in the volumes of output and 
expenditure are reasonably compatible with the price 
structure o f the time. To measure changes in output 
between, say, 1978 and 1982 in terms o f 1954 prices would 
give a distorted picture of developments in the economy 
between those years. But an equally distorted picture would 
be given o f developments in the 1950s if changes during 
that decade were measured in terms o f 1980 prices.

3.60 In order to achieve the best practical results the 
constant price series are re-weighted, at each rebasing, for 
only a limited number o f years: the estimates for earlier 
years are not re-weighted but simply re-scaled or ‘re
referenced’, so that they link up with the re-weighted series. 
For example, in the rebasing on 1980, the estimates have

3.63 There are several methods o f obtaining estimates 
of expenditure at constant prices. The most usual is by 
‘deflating’ the estimates at current prices by an index of 
price changes. This method is used for more than three- 
fifths o f consumers’ expenditure and for about two-thirds 
of general government final consumption (including over 
two-fifths which is expenditure on wages and salaries 
deflated by an index o f changes in wage and salary rates). 
The same method is used for most stocks and work in 
progress, and for almost all exports and imports of goods 
and services. For some components o f expenditure, the 
basic data consists o f  estimates o f  the actual quantities of 
goods purchased: the estimates o f expenditure at constant 
prices are derived by using these as indicators to project 
base year values. This method is used for about one-third 
of consumers* expenditure, for some o f the estimates of 
changes in stocks, and for some relatively small 
components o f exports and imports o f goods and services. 
For expenditure on services, changes at constant prices are 
frequently represented by an independent, and often 
somewhat arbitrary, indicator o f changes in the quantity 
of services obtained. This method is used for some services 
purchased by consumers and for expenditure on certain 
services by general government: for the latter, the indicator 
of changes in services obtained is generally the numbers 
employed.

3.64 The price indices implicit in any comparison 
between estimates o f expenditure at current prices and 
estimates at constant prices reflect the methods by which 
the changes in quantity are measured. In some cases, the 
movement in the implied price indices may not be the same

See J L Nicholson, ‘The Measurement of Quality Changes’, The Economic Journal. Vol. LXXVII, September 1967. Also United Nations, Guidelines on 
Principles o f a System o f Price and Quality Statistics, Statistical Papers, Series M No 59.
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as the movement in actual prices charged, because the latter 
may not relate to identical commodities or services in every 
year. In other cases, for example many o f the estimates 
for services, the index o f  prices implied by the estimates 
is influenced by the arbitrariness o f  the measures of 
changes in quantity.

3.65 The implied price indices are based on weights o f  
the current period and, strictly, provide a direct measure 
of price changes only between the current period and the 
base year. Comparisons other than with the base year may 
be affected by changes in the pattern o f expenditure, which 
are generally more important over longer than over shorter 
periods but can be significant (because o f  seasonal 
variations) between different quarters o f the year.

3.66 The expenditure method provides estimates of 
gross domestic product, sub-divided by categories o f  final 
expenditure, which are valued at market prices in the base 
year. Estimates o f the gross domestic product at factor cost 
are derived by subtracting estimates o f total taxes on 
expenditure subsidies, valued at base-year rates, from 
the total estimate at market prices. The amount subtracted 
is called the factor cost adjustment.

3.67 The estimates o f  indirect taxes at constant rates 
of tax present little difficulty. About one-sixth o f  the 
total—the gas levy and the taxes on alcoholic drink and 
hydrocarbon oils—is estimated by multiplying the physical 
quantities o f the taxable goods by the rates o f  tax which 
applied in the base year. For ad valorem duties the ratio 
of tax to market price in the base year is applied to the 
expenditure at constant prices in other years on the items 
concerned. Value added tax (VAT) is calculated by 
deflating the current price figures to constant prices. A  
special deflator is used for this purpose which is calculated 
as follows. Estimates o f the amount o f  VAT payable at 
current prices are produced by applying appropriate ratios 
of tax to market price expenditure in each year to the 
appropriate categories o f expenditure. Similarly estimates 
are made at constant prices by applying the ratio o f  tax 
to market price expenditure in the base year to the constant 
price estimates o f the same categories o f expenditure. The 
required deflator is obtained as the ratio o f the current and 
constant price totals produced from these calculations. The 
rateable values on which local authority rates are based 
are changed only occasionally: after allowing for these 
changes the procedure for estimating rates at constant 
prices is the same as for taxes charged on the basis o f  
quantity. The national insurance surcharge at constant 
prices is calculated by applying the ratio o f  national 
insurance surcharge to wages and salaries in the base year 
to wages and salaries in other years after deflating the latter 
by the index o f average earnings.

3.68 Estimates for subsidies are more o f a problem and 
the methods used are approximate. The largest item, 
agricultural subsidies, consists mainly o f payments to 
farmers of the difference between guaranteed prices for 
various agricultural products and actual prices in the 
market. The estimate at constant prices is obtained by 
applying the subsidy per unit for each product in the base 
year to the quantities marketed in other years. Central 
government and local authority subsidies for housing are 
revalued by reference to the subsidy per house in the base 
year and subsequent changes in the stock o f such houses.

ri

The revaluation is carried out in rather less detail quarterly 
than annually.

The output approach

3.69 The output method starts from the estimated 
contribution o f each industry to the income measure of 
gross domestic product in the base year, giving rise to a 
set o f detailed industry weights. The various estimates o f  
period-to-period change in the quantity o f  output o f  each 
industry are then combined using these weights to give an 
estimate o f the change in total output. Changes in the gross 
domestic product are thus estimated by a base-weighted 
quantity index, the result being expressed as an index with 
the base year as 100.

3.70 The base year weights are the estimated values o f  
net output before deducting depreciation (but excluding 
stock appreciation) and are consistent with the breakdown 
o f factor income by industry current at the time o f  the 
calculations, as presented in Blue Book Table 1.13. These 
estimates are subdivided in the degree o f  detail necessary 
to provide estimates for the different sections o f  each 
industry, which are further subdivided to give estimated 
net output for each individual activity o f  interest. Some 
o f the more detailed subdivisions o f  the weights are 
approximations, being derived from a proxy for net output 
such as turnover.

3.71 It is then necessary to decide, bearing in mind the 
general principles mentioned above, the most suitable 
indicators to represent the movements in the net output 
(that is, gross output minus inputs o f  goods and services) 
o f each industry. It is seldom possible to obtain a direct 
measure o f changes in the volume o f  net output as 
sufficient information is not normally available to enable 
both gross output and input to be estimated at constant 
prices. In practice, therefore, the change in net output is 
generally represented by a measure which relates to gross 
output. Any change in the ratio o f  net to gross output at 
constant prices would render the measure chosen less 
accurate. Changes in the constant price net-to-gross ratio 
could for example, be caused by changes in the amount 
o f workmanship incorporated in the product or by more 
efficient use o f  the inputs purchased. On the other hand, 
changes in labour productivity which could affect the 
current price ratio would not necessarily alter the constant 
price relationship.

3.72 Even figures o f  gross output are not usually 
available for every variety o f  commodity or service which 
an industry provides or if total turnover is available the 
corresponding price indices are not com pletely  
comprehensive; without this kind o f detail the accuracy 
o f the estimates o f  total output at constant prices is 
reduced. There may be changes in quality or design over 
time, some o f which are not susceptible to measurement, 
while sometimes entirely new commodities are produced. 
In compiling the individual time series it is frequently 
necessary to make approximations and adjustments 
because o f  discontinuities in the data. The practical aim 
has been to make full use o f  all the detailed information 
which is available, or obtainable, and to marry the 
indicators to the weights in such a way as to obtain the 
maximum coverage o f  each industry, while avoiding 
duplication. Within the service industries this objective 
cannot be fulfilled completely as the series used exploit a

I IM;
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wide range o f administrative and statistical sources, 
inevitably giving rise to a degree o f overlap and omission.

3.73 The methods used within the output approach are 
summarised below. Fuller details o f the weights and 
indicators used, together with further explanations o f the 
methods used for particular industries, will be found in 
Chapter 5.

3.74 The output approach to the estimation o f gross 
domestic product incorporates the constituent indices of 
the official quarterly index of output o f the production and 
construction industries; these account for some 42 per cent 
of the total. The indicators and sources for the 1980 based 
series for these industries have been published* as have 
those at each previous rebasing. The construction 
component is obtained by deflating the value of work done 
to constant prices. Currently (ie following the introduction 
of the 1980-based series) some 38 per cent by weight of 
the index o f production is calculated from production 
quantities. For most of the remainder the basic source is 
information on sales or deliveries. These are often in value 
terms and must therefore be deflated using suitable 
Producer Price Indices.

3.75 The application o f the output approach to 
industries outside the production and construction 
industries was developed by the Department of Applied 
Economics o f Cambridge University before official 
estimates were published’ .

3.76 Agriculture is the only industry for which a direct 
measure of change in net output at constant prices is 
attempted. Estimates are made at constant prices o f the 
volume o f gross output and of all items of input , the 
difference providing the required estimate o f net output.

3.77 Over half the gross domestic product is accounted 
for by the service industries, namely: distribution, catering, 
repairs, transport and communication, educational and 
medical services, government activities and financial, 
business and personal services. The same basic concepts 
are used in measuring the constant price output o f service 
industries as in the rest of the economy but their application 
often differs, either for reasons o f data availability or 
because it is harder to convert theoretical concepts into 
practical measures. Wherever possible a direct measure of 
output in terms o f the actual quantity o f goods handled 
or o f services rendered is used. Passenger transport, for 
example, is represented by the number o f passenger- 
kilometres and goods transport by the number of tonne- 
kilometres; the number o f mortgage advances is used as 
one of the indicators representing the services o f building 
societies. The deflated value o f turnover or transactions 
is often employed, as in the use o f retail sales indices within 
the calculation o f net retailing output.

3.78 For many o f the services provided by central and 
local government (covering some 15 per cent o f gross 
domestic product) employment is used as the main 
indicator of output. For example the services of the police 
are represented for the most part by indices o f changes in

the numbers employed in the various grades. There are 
solid reasons for the use o f employment data within such 
public services—in particular appropriate units of output 
cannot be defined in many cases but the same justification 
does not apply for those private sector businesses and 
personal services (amounting to some 6 per cent of total 
net output) where employment data are used; their use is 
a consequence of the lack o f feasible alternatives. Arbitrary 
adjustments for changes in output per head have been 
made for these private industries since the 1984 Blue Book. 
It is thought that the assumption of no productivity change 
implicit in the previous treatment of these industries was 
contributing to discrepancies with other measures of gross 
domestic product. Within the non-traded public sector the 
methods used within the three measures are consistent and 
no discrepancy should result.

3.79 Details of the administrative and statistical sources 
used to represent the agriculture and service industries 
within the 1980-based output measure of gross domestic 
product have been published elsewhere'®. It must be 
admitted that some o f the indicators which are intended 
to represent changes in service industry output provide only 
very rough measures o f changes in the output o f the 
industries in question. However, as far as the service 
industries are concerned the aim o f the exercise is to 
produce a reliable aggregate at whole economy level, not 
detailed industry series. The shortcomings of some of the 
indicators, while remaining a hindrance, are therefore of 
rather less importance.

3.80 The relative importance o f the various types of 
indicators used in the annual output-based estimates of 
gross domestic product is summarised in Table 3b (the 
breakdown would be a little different for the quarterly 
estimates).

Types of indicators used in output approach
Table 3b

Type of indicator Percentage of 
total weight

Net output at current prices

Output indicators:
Quantity of goods or services 
Value of goods or services, revalued at 
constant prices 
Mixture of above

31

Input indicators 
Employment:

Non-traded public sector services 
Other

Material inputs; capital consumption

100

* Industry Siaiislics: Occasional Paper No. 18, Central Statistical Office, 1984.
’Scc W B Rcddaway, ‘Movements in the Real Product of the United Kingdom’, Journal o f (he Royal Siaiistical Society. 
'Index Numbers of the Real Product of the United Kingdom', ibid. Vol CXV, 1952.

Vol. CXIII. 1950; and C F Carter,

10Output Measures: Occasional Paper No. 20, Central Statistical Office. 1984.

blisb̂ * output

not
suae of 'season
shottio? a f f r o m

an ouif

S u S e s  to the vanous 

„;,hat arbitraty-
SO

o f
In principio. the

auswers. So also should th 
income and expenditure api 
same aggregate at current pi
revalued by the overall pnee I
In the absence of full and at 
surprising that in practice t 
rather different results. Var 
be used at all stages and cc
These have been outlined in tl
ghen above.

measuring the

goods
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3.81 The results o f the output method are compiled and 
published in index number form at constant factor cost. 
The index o f output o f  the production industries is 
published monthly and construction output quarterly, both 
unadjusted and seasonally adjusted. Output indices for 
other industries and for the economy as a whole are only 
available in quarterly seasonally adjusted form; it would 
not be meaningful to present an unadjusted series when 
some o f the quarterly data sources are proxies probably 
showing a different seasonal pattern to output, or are 
indeed interpolated from the annual values. No attempt 
is made to construct an output index at constant market 
prices. This would require the allocation o f indirect taxes 
and subsidies to the various industries, which would be 
somewhat arbitrary.

Consistency o f  estimates at constant prices

3.82 In principle, the expenditure and output 
approaches to the measurement o f  changes in gross 
domestic product at constant prices should lead to the same 
answers. So also should the income estimate, since the 
income and expenditure approaches aim to measure the 
same aggregate at current prices and the income data are 
revalued by the overall price index implied for expenditure. 
In the absence o f full and accurate information, it is not 
surprising that in practice the three methods often give 
rather different results. Various approximations have to 
be used at all stages and could give rise to differences. 
These have been outlined in the descriptions o f the methods 
given above.

3.83 Although the estim ates obtained by the 
expenditure and output methods are largely independent, 
every effort has been made in applying them to achieve 
mutual consistency. Thus the same principles have been 
followed in measuring the expenditure at constant prices 
on, and the output of, all final goods and services: 
wherever a choice has had to be made between using one 
method o f measurement, or one set o f  data, rather than 
another (for example, physical quantities or deflated 
values), arbitrary differences are generally avoided.

3.84 In a few instances, the same basic statistics have 
been used in both sets o f estimates. But in general the 
information used for the two methods is different, as 
explained above: it is only if an industry has no input from 
other industries that its gross output can be identified with 
expenditure on the commodities it supplies. Thus an index 
of the change in net output at constant prices, at the last 
stage o f production, would not be expected to show the 
same movement as an index o f expenditure at constant 
prices on the final goods in question, which covers the 
output o f all stages o f production.

3.85 As mentioned in Chapter 2, the commodity flow 
accounts are used to help identify the sources of 
discrepancies between the expenditure and output 
measures. The value of this approach is however somewhat 
limited by the lack o f good information on intermediate 
consumption which has to be interpolated and extrapolated 
from benchmark input-output analyses.

3.86 The three measures o f gross domestic product at 
constant prices are shown in Table 3c. One noticeable 
feature o f this table is the frequency with which 
discrepancies between the different series in one year

I

*

disappear or even change sign a year later. This suggests 
that many o f the discrepancies in the year-to-year 
movements may be the result o f timing differences between 
the three sets o f data.

Gross domcsUc product at constant factor cost

Table 3c 1980 -  100

Based on 
expenditure data

Based on 
income data

Based on output 
data

1962 65.3 65.3 68.2
1963 68.1 68.3 70.4
1964 71.7 71.8 74.7
1965 73.6 74.2 76.8
1966 75.0 75.4 78.1
1967 77.1 76.9 79.5
1968 80.6 80.1 82.9
1969 81.9 82.9 84.5
1970 83.5 84.7 86.0
1971 85.6 85.2 87.2
1972 86.8 87.9 90.0
1973 93.8 95.1 95.2
1974 93.1 92.6 93.8
1975 92.5 91.9 92.0
1976 96.1 93.8 93.9
1977 97.1 97.2 96.5
1978 100.0 99.9 99.9
1979 101.9 102.3 103.0
1980 100.0 100.0 100.0
1981 99.1 98.8 98.3
1982
1983

100.5
103.9

101.7
105.1 103.2

3.87 As might be expected, the differences between the 
three estimates are more marked for quarterly changes than 
for annual changes. In particular, the expenditure and 
output approaches may from time to time show slightly 
different quarterly movements because the index o f output 
o f the production industries, which makes up 36 per cent 
of the output estimates, is designed to estimate the weekly 
rate o f production and to allow for variations in the 
number o f working days. Nearly all o f  the expenditure data 
relate in principle to calendar quarters, without adjustment 
for variations in their length.

Reliability

3.88 As has already been implied, it is very difficult 
to judge the reliability o f  the estimates at constant prices. 
Estimates o f this nature are to some extent arbitrary and 
a guide to their reliability can only be given in the context 
of the principle adopted in their compilation. The accuracy 
of the estimates depends partly on the amount by which 
expenditure or output has changed: there is no difference 
between the current and constant prices estimates for the 
base year as a whole and the estimates become less reliable 
the further they are from the base year. The following 
remarks are no more than a very general guide to the 
reliability o f  the annual estimates, given in terms o f the 
gradings described in paragraphs 3.37 to 3.44.

3.89 The estimates o f  final expenditure at constant 
prices are less reliable than the estimates at current prices 
(except where the former are based on detailed quantities 
purchased) because o f the uncertainties surrounding the 
process o f deflation by price indices. Table 3d gives the 
reliability gradings in terms o f the absolute values in 
millions at constant prices o f the various components. The
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estimates for the latest year are less reliable than those for 
the latest year but one, but not sufficiently so to warrant 
a separate grading.

Reltabilily of annual estimates of major components
at constant prices

Table 3d

Consumers’ expenditure A
General government final consumption A
Gross domestic fixed capital formation 
Value of physical increase in stocks and work in

C

progress C
Exports of goods and services B
Imports of goods and services B
Adjustment to factor cost A
Gross domestic product A

3.90 The relative errors in the year-to-year changes are 
also greater for the estimates at constant prices than for 
those at current prices, and the reliability of the estimates 
of change is less over longer periods. The estimates of 
changes in consumers’ expenditure at constant prices are 
measured more accurately than those in other forms of 
final expenditure because the estimates are compiled at a 
more detailed level using quantities or appropriate price 
indices. The estimates o f  changes in parts of general 
government final consumption and in gross fixed capital 
formation are weakened by the variable composition of 
the goods purchased which makes it difficult to distinguish 
quantity changes from price changes. A weakness o f the 
estimates of changes in exports and imports o f goods is 
that the statistics o f quantities for some commodity 
headings are not comparable over time because their 
commodity content may change. For some o f the items in 
exports and imports o f services the units to be revalued 
are difficult to specify.

3.91 The reliability o f changes in the output measure 
of gross domestic product should be regarded as good for 
periods o f upto about 5 years and fair on longer-term 
comparisons. The reliability o f the output measure, and 
of its industrial components, is discussed more fully at the 
end of Chapter 5.

3. SEASONALLY ADJUSTED ESTIMATES

3.92 For each o f the quarterly measures o f  gross 
domestic product, estimates are made o f the regular 
seasonal variation in their components and the aggregate 
series are published on a seasonally adjusted basis to assist 
interpretation. The general principles followed in making 
these adjustments are the same throughout the accounts 
and the discussion of them is therefore brought together 
in this section.

3.93 Descriptions o f various methods o f  calculating 
seasonal adjustments will be found in most elementary 
textbooks on statistical methods. The method most 
commonly used in the UK national accounts is the ‘ratio 
to moving average’ method, which in its simplest form 
comprises four stages:

(a) The original series is first adjusted to eliminate, 
so far as possible, the effects o f special factors which 
would otherwise obscure the normal seasonal 
fluctuations. The result is called the prior-adjusted 
series. Examples of special factors are the exceptionally 
severe winter o f 1963, the anticipation of tax changes, 
and major strikes.

(b) The trend in this prior-adjusted series is estimated 
by calculating moving averages.

(c) Percentage deviations o f the prior-adjusted series 
from its trend are calculated for each quarter and the 
average o f  these deviations for the same quarter, in 
several years is taken as the seasonal factor for that 
quarter.

(d) The seasonal factors are divided into the prior- 
adjusted series and the adjustments for special factors 
are then added back to arrive at the seasonally adjusted 
series.

3.94 In some cases, where the magnitude of the 
seasonal variation appears to be independent of the trend, 
the ‘difference from moving average’ method is used. In 
this method, absolute differences rather than percentage 
deviations are calculated at step (c), and are averaged to 
estimate seasonal differences. These differences are then 
subtracted from the original series to obtain the seasonally 
adjusted estimates. For a few series there appear to be no 
regular seasonal fluctuations and no seasonal adjustment 
is made.

3.95 In practice the methods used are more refined 
versions o f the basic ones described above. The calculations 
are performed using variants o f the X-11 program which 
was developed originally by the United States Bureau of 
the Census*'.

3.96 It is not possible to devise a unique set of 
seasonally adjusted figures: the estimates depend on the 
methods used and are to some extent subjective. The series 
will differ according to the length o f the period on which 
the seasonal adjustment calculations are based, and 
according to the method o f calculation. The estimates for 
the latest quarters are particularly uncertain as the seasonal 
adjustment has to be based on experience in previous years 
and the pattern of seasonal variation may be changing.

3.97 Throughout the national accounts, seasonal 
adjustments are calculated for component series, in as fine 
detail as is judged appropriate. The published seasonally 
adjusted totals are the sums o f the seasonally adjusted 
components, except that constant price totals and sub
totals before 1978 are derived by summing the components 
at the prices of the appropriate base year and re-scaling 
(see paragraph 3.61). The application of this procedure 
ensures that the quarterly accounts balance in the same way 
as the annual ones. Also, in all cases the seasonally adjusted 
estimates for each year are constrained to sum to the total 
of the unadjusted estimates for the year. This procedure 
is followed even when the basic data relate to the 
government financial year ending on 31 March. Most of the

(l%7)^'* * Census Melhod II Seasonal Adjusimem Program’ US Department of Commerce. Bureau of the Census. Technical Paper No 15
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public sector data are on this basis and the sum o f the 
seasonally adjusted estimates for the financial year may 
differ from the basic unadjusted data. Some o f these series

are published in other contexts with alternative seasonal 
adjustments, constrained to the unadjusted totals for the 
financial years.
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Chapter Four

Published Tables

1. THE ORGANISATION OF PUBLISHED TABLES

THE BLUE BOOK TABLES

4.1 The presentation in the Blue Book of the statistics 
of national income and expenditure follows so far as 
possible the systematic exposition o f sector accounts 
described in Chapter 2, but incorporates, in addition, a 
number o f other tables which are not formally a part of 
the national accounting structure. The arrangement o f the 
1984 Blue Book is as follows:

General tables

1. Summary tables. This section contains the basic 
national accounts.

2. Value added. In this section the contribution 
(value added) at current prices o f  the main industry 
groups to the gross domestic product is shown, 
together with a more detailed analysis o f the 
contribution of the production industries. Index 
numbers o f output, by industry group, at constant 
factor cost are also shown.

3. Percentage distributions and growth rates. This 
section contains tables showing the composition of 
various main national accounting aggregates in 
percentage form and ‘growth triangles’ which show 
the rates of change in the gross domestic product 
and personal disposable income between any two 
given years.

Sector tables

4. The personal sector. This section provides a 
detailed analysis o f various aspects o f the income, 
expenditure and saving o f  the personal sector. Also 
shown are details o f capital transactions. Separate 
accounts are given for transactions o f  life assurance 
and pension funds and the household sector.

5. Companies and financial institutions. In this 
section the appropriation and capital accounts for 
all companies combined and separately for 
industrial and commercial companies and financial 
companies and institutions are given.

6. Public corporations. This section gives 
operating, appropriation, capital and financial 
accounts for public corporations. Capital 
expenditure is analysed by industry groups.

7. Central government. This section gives current, 
capital and financial accounts for the central 
government including the transactions of the 
National Insurance Fund.

8. Local authorities. This section gives current, 
capital and financial accounts for local authorities.

9. General government. In this section the 
accounts for central government and local 
authorities are combined. Also shown are more 
detailed analyses o f total government expenditure 
by function and o f tax receipts.

Capital and financial accounts

10. Gross domestic fixed capital formation. This 
section gives analyses o f gross domestic fixed 
capital formation by sector, industry and type of 
asset, at current and constant prices.

11. Stock o f fixed capital. Details o f capital 
consumption, capital stock, and net capital 
formation by industry and by sector at current and 
constant prices are given in this section.

12. Stocks and work in progress. This section 
gives details o f changes in stocks and work in 
progress by industry and by sector at current and 
constant prices.

13. Financial accounts. The summary table brings 
together the capital accounts o f the various sectors 
and shows the derivation o f each sector’s financial 
surplus or deficit. Subsequent tables show each 
sector’s identified transactions in financial assets 
and liabilities.

The tables in sections 4— 13 and the sources of
information used are described in detail in succeeding 
chapters o f this book. Many o f the tables in section 1 are 
summaries o f the fuller tables and are described in the 
relevant chapters. The following paragraphs give some 
description o f the tables in sections 1-3, with special 
attention to those tables which do not receive full treatment 
elsewhere. Selected tables from the Blue Book are also 
published in the Annual Abstract o f Statistics.

THE QUARTERLY TABLES

4.3 The quarterly tables follow as far as possible the 
arrangement o f the annual tables. The tables listed below 
are published in a quarterly article in the January, April, 
July and October issues o f Economic Trends. Tables 1—5 
and 14— 16 also appear in the Monthly Digest o f Statistics, 
and Tables 4, 7— II and 13 in Financial Statistics.

Economic Trends Tables 1984 Blue Book 
Table numbers

1. Expenditure on the gross
domestic product 1.2, 1.5

2. Factor incomes in the gross
national product

3. Index numbers o f output 
at constant factor cost

4. Personal income, 
expenditure and saving 1.7, 4.1
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Published tables

5. Consumers’ expenditure 4.6, 4.7
6. Appropriation account o f

companies and financial 
institutions 5.1

7. Appropriation account o f
industrial and commercial 
companies 5.4

8. Appropriation account o f
financial companies and 
institutions 5.5

9. Appropriation account of
public corporations 6.2

10. Current account o f  central
government 7.2

11. Current account o f  local
authorities 8.2

12. International transactions I.IO
13. Summary capital account 1.11
14. Gross domestic fixed 

capital formation by sector and
type o f asset 10.1,10.2

15. Gross domestic fixed 
capital formation by industry
group 10.6, 10.7

16. Value o f  physical increase
in stocks and work in progress 12.2, 12.3

17. National accounts 
aggregates (October Economic
Trends only) 1.15, 1.16

4.4 Most o f the series given in Tables 1, 2, 4, 5, 10, 
12, 14,15, and 16 are available back to 1955 on a consistent 
basis, whilst those in Table 3 are available back to 1958. 
For the remaining tables, most o f  the series contained in 
the sector accounts are available back to the early 1960s. 
In many cases annual data are available for earlier periods. 
In the national accounts article in the October issue o f  
Economic Trends each year, following the publication of 
the Blue Book, quarterly series are published covering the 
latest 10.5 years. Many o f these series are also contained 
in the Economic Trends Annual Supplement where figures 
are given back to the start o f each series. This information 
can also be obtained from the CSO databank, which is run 
on behalf o f the Central Statistical Office by SI A Computer 
Services*.

in presentation and in the amount of information available. 
The current and constant price estimates o f  the gross 
domestic product are combined in Table 1 o f the quarterly 
article but are given in separate tables in the Blue Book. 
All the quarterly expenditure tables include estimates at 
current and constant prices, and the constant price 
estimates are seasonally adjusted, as are the current price 
series for the gross domestic product and factor incomes 
in Tables 1 and 2 respectively. The sector accounts (Tables 
4, and 6— 12) also contain seasonally adjusted current price 
data. Quarterly financial accounts on the same basis as the 
annual tables have been published from 1963 in Financial 
Statistics. This publication also contains much o f the basic 
material, some o f which is available monthly, from which 
the financial accounts are assembled.

2. BLUE BOOK GENERAL TABLES

4.5 The arrangement o f the quarterly tables differs 
slightly from that in the Blue Book, because o f differences

Gross domestic product, 1980
Table 4a

THE SUMMARY TABLES

Table L I. National accounts aggregates

4.6 This table shows the main national accounts 
aggregates, either in £ billion or as index numbers, for 
certain selected years.

Tables 1.2 and 1.3. Gross national product

4.7 These tables in the Blue Book contain a summary 
presentation o f the expenditure and income components 
of the gross national product. In the top half o f  Table 1.2 
the items o f expenditure are valued at market prices with 
the gross domestic product and gross national product also 
given in market price terms. In the bottom half o f the table 
the items o f expenditure are shown after deducting taxes 
on expenditure and adding back subsidies, to give a factor 
cost valuation. Totals are given for gross domestic product, 
gross national product and national income at factor cost. 
The incomes arising from economic activities which result 
in production are given in Table 1.3. In the top half of 
the table the individual components are given before 
deducting stock appreciation, with stock appreciation 
deducted in total to provide the income-based measure o f  
the gross domestic product. In the bottom half o f  the table 
the individual series are shown after deducting slock 
appreciation. The top halves o f these two tables arc shown 
in Table 4a.

£ billion

Expenditure Income
Consumers’ expenditure
General government final consumption
Gross domestic fixed capital formation
Value of physical increase In stocks and work in
progress

Total domestic expenditure 
Exports of goods and services 
less Imports of goods and services

Gross domestic product at market prices
less Taxes on expenditure
Subsidies

Gross domestic product at factor cost

224.3
63.3 
-57 .4

199.3

Income from employment 136.9 
Income from sclf-employmenj 17.6 

Gross trading profits of companies 29.0 
Gross trading surplus of public corporations 6.1 
Gross trading surplus o f general government

enterprises* 0.1 
Rcnt^ 13.5

Imputed charge for consumption of non-trading
capital 2.0

Total domestic income* 205.3 
/ess Stock appreciation -6 .5  

Residual error 0.5

Gross domestic product at factor cost 199.3

Before providing for depreciation and stock appreciation. 
Before providing for depreciation.

Source: 1984 Blue Book. Tables 1.2 and 1.3

Further details can be obtained from SIA at Ebury Gale. 23 Lower Belgrave Street, London SWIW ONW
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4.8 This table contains the elements of what might 
be described as the United Kingdom production account 
(see paragraph 2.29). If re-arranged to show imports and 
taxes on expenditure on the right hand side, the table may 
be regarded as a consolidated account of the productive 
activity of the economy as a whole considered as a giant 
firm. The items of income may then be considered as 
payments by the firm to the different factors of production 
which it employs. These payments are carried forward as 
receipts into the income and expenditure accounts of the 
different sectors and represent their whole receipts from 
production to which may be added other grants and other 
unrequited flows. The items of expenditure are receipts by 
the firm from all sales of goods and services to final users. 
These sales are made, so to speak, to the sectors, including 
residents abroad, purchasing goods and services and appear 
in their expenditure either on income and expenditure 
account or on capital account.

The allocation of taxes and subsidies used in this table is 
taken from Table 9.5. Some of the difficulties of making 
this allocation are explained in paragraphs 11.21 and 11.22 
and the allocation must be regarded only as an 
approximation. In particular, it is not practicable to 
allocate taxes and subsidies specifically to stock building; 
hence the factor cost of the increase in stocks is combined 
with that of fixed capital formation.

4.13 The items in Table 1.3 are shown gross, before 
providing for depreciation. An estimate of capital 
consumption is given at the foot of Tables 1.2 and 1.3 and 
deducted from the gross national product to arrive at the 
national income.

Table 1.4. Index numbers o f output at constant factor cost

4.9 The estimates at market prices of gross domestic 
product and gross national product shown in Table 1.2 
include all United Kingdom taxes on expenditure less 
subsidies, including those levied on imports. This conforms 
with the definition adopted internationally by the United 
Nations^.

4.14 This table shows changes in output, revalued at 
constant prices, of broad industry groups in the economy. 
It is a summary of the more detailed figures given in Table 
2.4.

Table 1.5. Expenditure at 1980 prices

4.10 In measuring gross domestic product at market 
prices an alternative view may be taken, that estimate, 
which excludes imports, should also exclude taxes on 
imports. According to this view market prices of imports, 
as of other groups, must include any taxes which they 
attract, since it is the price including duty which the 
purchaser has to pay, and which therefore may affect 
substitution at the margin between different commodities, 
whether home-produced or imported. Estimates 
conforming with the alternative definition can be obtained 
by using the figures of taxes on expenditure levied on 
imports published in the Notes to the Blue Book. These 
figures are of the amounts paid in customs duty on imports 
of merchandise arriving in the country or on withdrawal 
from bond. The figures include the duties on the quantities 
withdrawn from bond during the year and not those on 
the quantities actually imported during the year in such 
cases as wines and spirits, when the duties are normally 
paid on withdrawal from bond. Value added tax on 
imports is not included.

4.15 Table 1.5 shows each major category of final 
expenditure revalued at constant market prices. The 
methods of deriving these estimates are summarised in 
Chapter 3 and are described in subsequent chapters where 
the current price estimates are described.

4.16 Net property income from abroad is revalued at 
constant prices by dividing it by the price index implied 
by the estimates of imports of goods and services at current 
and constant prices (shown in Table 1.16).

4.11 There are disadvantages in this approach, 
however. Firstly, the distinction between taxes that are 
levied on imports and other taxes on expenditure is not 
as clear cut as may at first appear. Until 1976 the 
consumption of cigarettes was taxed by means of a duty 
on the imported leaf but since then the duty falls on 
cigarettes produced. Since the 1983 Blue Book duties on 
tobacco have been excluded from taxes on imports shown 
in the Notes for all years. Secondly there may be other costs 
which the purchaser has to pay, such as clearance and 
freight charges from the port of entry, which may affect 
substitution also.

4.17 The estimates of gross domestic product at factor 
cost from 1978 onwards are derived by subtracting 
estimates of total taxes on expenditure less subsidies 
revalued at 1980 average rates from the estimates of gross 
domestic product revalued at average 1980 market prices. 
For earlier periods a similar procedure is used but because 
of the linking method used to re-reference these years to 
1980 prices (see paragraphs 3.58 and 3.61) these data may 
not add exactly. The estimates of total taxes on expenditure 
less subsidies at constant rates are required in order to 
produce the estimates of gross domestic product at factor 
cost, but this does not necessarily imply that they are in 
themselves of economic significance.

Table 1.6. Index numbers o f  expenditure at 1980 prices

4.18 Each of the main components of final expenditure 
is expressed in index number form taking 1980 equal to 
100. Also shown in index number form are the main 
aggregates—gross domestic product, gross national 
product, and net national product.

Tables 1.7 to 1.9. Income and expenditure accounts

4.12 The estimates at factor cost in the lower part of 
the table involve allocating taxes on expenditure and 
subsidies between the various forms of final expenditure.

4.19 Summary Tables 1.7-1.9 need not be described at 
length here since they are all explained in detail in 
subsequent chapters. Table 1.7, Personal income and 
expenditure, is the income and expenditure account of the 
personal sector (see Chapter 6-A).

A System o f National Accounts, United Nations, New York, 1968
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4.20 Table 1.8, Corporate income appropriation 
account, is the combined appropriation accounts of 
companies (see Chapter 7) and public corporations (see 
Chapter 8). It is not strictly a consolidated account because 
interest and dividend payments between companies and 
public corporations have not been eliminated.

4.21 Table 1.9, Current account o f  general 
government, is obtained by combining the income and 
expenditure accounts of central government (see Chapter 
9) and local authorities (see Chapter 10). Certain 
transactions between the central government and local 
authorities (eg. interest payments) and grants by central 
government to local authorities have been excluded on 
consolidation.

Table 1.10, International transactions

4.22 This is a combined account which incorporates 
items from the United Kingdom production account and 
from the current and capital accounts of the domestic 
sectors. It sets out in a very summary form the principal 
elements in the balance of payments. The account is 
described in detail in Chapter 15.

Table 1.11. Summary capital account

4.23 This table brings together the capital accounts for 
all sectors of the economy. A capital account is included 
in each of the sector sections of the Blue Book and the 
sector accounts are described in subsequent chapters. On 
the receipts side of the table the figures for saving—that 
is, the excess of current income over current outlay—from 
each individual sector capital account is shown both before 
and after providing for depreciation and stock 
appreciation. Similarly on the expenditure side capital 
formation by each sector is shown both gross and net of 
capital consumption (depreciation) while changes in stocks 
and work in progress in each sector are shown net of stock 
appreciation.

4.24 Net receipts of capital transfers (receipts less 
payments) are shown for each sector. Transactions between 
domestic sectors sum to zero so that the total of capital 
transfers (net) is equal to net capital transfers to or from 
the overseas sector. This series is shown in Table 1.10 and 
is usually zero. For the private sector, no distinction is 
made between current and capital transfers from abroad 
and capital transfers from abroad relate solely to 
transactions by the central government.

4.25 Conceptually, the total of saving after deducting 
stock appreciation together with capital transfers from 
abroad, represents the total funds available for gross 
investment. However, there are discrepancies between the 
income and the expenditure data from which the estimates 
of saving are derived as a residual. The overall difference 
between the income and the expenditure data, the residual 
error, has to be brought into the table in order to preserve 
the balance between total receipts and total payments. The 
nature of the residual error is explained in paragraph 3.31. 
It is presented as a form of income (positive or negative) 
and thus of saving, which is not attributable to any sector.

4.26 The expenditure items in Table 1.11 represent the 
investment or additions to wealth for the nation as a whole. 
Investment is shown on both a gross basis—that is before

deduction of depreciation on domestic fixed assets—and 
on a net basis. Investment takes three forms: domestic 
investment in fixed assets (such as plant and buildings), 
investment in stocks and work in progress (materials, partly 
finished products and goods awaiting sale) and net 
investment abroad.

4.27 The estimates of gross domestic fixed capital 
formation and depreciation are described in Chapter 12. 
The estimates of changes in the value of stocks and work 
in progress are described in Chapter 13. Net investment 
abroad represents the net increase in the value of overseas 
assets acquired by United Kingdom residents less the net 
value of the increase in assets in the United Kingdom 
acquired by non-residents; it is taken from the international 
transactions account (Table 1.10) which is further described 
in Chapter 15. Net investment abroad is equal to the 
current balance in the balance of payments accounts less 
capital transfers paid abroad.

4.28 An alternative arrangement of the sector capital 
account is given in the section on financial accounts (Table 
13.1 of the 1984 Blue Book) and described in Chapter 14.

Table 1.12. The composition a ffin a l output

4.29 This table shows the primary input content of total 
final output at market prices, divide^ between factor 
income, imports and taxes on expenditure less subsidies. 
Total final output is the value at market prices, of home 
produced and imported goods and services available for 
private and public consumption, investment and exports. 
It is equal to total final expenditure and the residual error 
is included in it.

Table 1.13. Gross domestic product by industry

4.30 This table shows the gross domestic product 
divided by industry of origin; it shows the total factor 
incomes originating in each industry, before providing for 
depreciation but after deducting stock appreciation. The 
total of factor incomes originating in each industry is equal 
to the net output (or value added) of that industry, that 
is, its contribution to the gross domestic product. The table 
is a summary of Table 2.1 which shows, where possible, 
the separate forms of factor incomes.

Table 1.14. Gross domestic product by sector and type o f  
income

4.31 This table shows the contribution of the 
productive activity of each sector of the economy to the 
gross domestic product. The changes in the figures for the 
sectors from year to year are affected by changes in 
classification, principally the incorporation of formerly 
unincorporated businesses and nationalisation or de
nationalisation of companies.

4.32 The contribution to gross domestic product is 
divided between income from employment, income from 
self-employment, rent, profit incomes and the imputed 
charge for non-trading capital consumption. The factor 
incomes are distributed according to the sector where they 
are earned and not according to the sector to which they 
are paid.

4.33 Total income from employment is estimated 
mainly from Inland Revenue data; the estimates are
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described in Chapter 6-A. Income from employment 
arising within the public sector is estimated independently 
in constructing the public sector tables and the remainder 
is attributed to the private sector. Income from 
employment paid by public corporations is shown in their 
operating account (Table 6.1), which is described in 
Chapter 8. Most of the wages and salaries (and associated 
contributions to national insurance, pension funds, etc.) 
paid by central government and local authorities form part 
of their current expenditure on goods and services, which 
is analysed in Table 9.4; other similar payments by 
government are shown in a table in the Notes section of 
the Blue Book which is described in Chapter 11. The 
remaining income is taken to be that paid by employers 
in the private sector, including any income from 
employment earned by non-residents.

4.34 Income from employment arising in the personal 
sector comprises the income of domestic workers employed 
by private households, income from employment arising 
from the activities of private non-profit making bodies 
serving persons and the income of employees of 
unincorporated businesses.

4.35 The estimate of income from employment arising 
in the financial companies and institutions sector is derived 
from the estimate of income from employment in the 
banking, finance, insurance, business services and leasing 
industry, shown in Table 2.1. Income from employment 
in the industrial and commerical companies sector is the 
residue and as such is highly approximate.

4.36 The various forms of trading income other than 
rent arise in different sectors, and there is no problem of 
allocation.

4.37 Income from rent is estimated in total for the 
economy as described in Appendix I. Rent income received 
by the public sector is shown in their current accounts. The 
allocation of the remainder between the personal sector 
and companies is very approximate, being based on a 
largely arbitrary allocation of rent income for various 
groups of property between the sectors (see Appendix I).

Table 1.15. Index numbers o f gross domestic product and 
gross national disposable income

4.38 This table brings together the various estimates 
of gross domestic product at factor cost and at market 
prices. They are shown in index number form, with the 
base year for constant price estimates taken as 100. The 
estimates of gross domestic product at current prices from 
which the index numbers are derived are given in Table 
1.2 (expenditure data) and in Table 1.3 (income data).

4.39 The index number of gross domestic product at 
constant prices based on expenditure data is derived from 
Table 1.5. The index number based on income data is 
derived by deflating the income estimate of gross domestic 
product by the price index implied by the current and 
constant price estimates based on expenditure data. This 
price index is given in the table of index numbers of costs 
and prices (Table 1.16) as the index o f total home costs.

4.40 Also shown in this table is the average measure 
of the gross domestic product at constant factor cost which 
is obtained by averaging the expenditure, income, and 
output-based measures. Estimates are also published, on

an average basis, of the gross domestic product at current 
and constant market prices. The procedure followed is first 
to convert the average index at constant factor cost to value 
terms by multiplying it by the average of the expenditure 
and income based measures (in £ million) in the base year. 
The factor cost adjustment (that is, taxes on expenditure 
less subsidies at constant prices) is added to convert to a 
constant market price valuation. The series is turned to 
index number form with the base year of the constant price 
estimates taken as 100. The procedure for producing the 
average at current market prices is slightly different. The 
output index is converted to a value basis by multiplying 
it first by the average of expenditure and income in the 
base year and then by the index of total home costs in order 
to bring it to a current price valuation. This series is 
combined with the expenditure and income based measures 
at current prices and averaged to produce an average value 
series for the gross domestic product at current factor cost. 
The factor cost adjustment, at current prices, is then added 
to produce the series at market prices which in turn is 
converted to index number form by dividing each value 
by the value in the base year.

4.41 The final series shown in this table is the index 
of gross national disposable income at constant market 
prices, which is a measure of changes in the nation’s real 
income. The starting point in the calculation is the average 
measure of gross domestic product at constant market 
prices. From this, exports of goods and services at constant 
prices are subtracted and the ‘import equivalent’ of the 
receipts from those exports added (this is the ‘terms of 
trade’ effect). The import equivalents of net property 
income from abroad and of current transfers abroad are 
also added and subtracted respectively. The result is real 
national disposable income, which is then expressed in 
index form. The ‘import equivalent’ of the international 
monetary flows is obtained by dividing the flows by the 
implied imports price index. Adjustments are also made 
for import duties. Discounting capital transfers, this 
calculation is exactly equivalent to the formula:
RNDI = TDE + a -t- (l + d)NIA/p

where
is total domestic expenditure at constant prices 
is an adjustment equal to the difference between 
the average and the expenditure measures of gross 
domestic product
is net investment abroad (at current prices) 
is the import price index and 
is the average rate of import duties at constant 
prices.

Table 1.16. Index numbers o f costs and prices

4.42 The index numbers of total home costs per unit 
of output are derived by dividing the estimate of the gross 
domestic product based on expenditure data (Table 1.2) 
at current factor cost by the corresponding estimate at 
constant factor cost (Table 1.5).

4.43 Since, in principle, the income and e.xpenditure 
based measures of the gross domestic product should 
correspond, the index of total home costs per unit of output 
is also a measure of total domestic incomes (after deducting 
stock appreciation) per unit of output and will rise if total 
incomes increase faster than total output. Total domestic 
incomes comprise employment incomes and trading
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result of disiding an  «
question at current p n «  by a
i  constant prices. The md 
iberefore based on the weigh 
a direct measure of the chanj 
and the base year. Comparis 
year may be affected by diff 
are generally more important 
periods, 'ftiere the informal 
accurate, the indices are giv

h b k  1.7. Population a. 
estimates

m
in the Unite
vouaiaTO y\li
by the Dep;

.rwi



'Ic is the index 
'DStani market 
le nation's real 
1 is the average 
'Rstant market 
ices at constant 
ivalent’ of the 
, the ‘terms of 
f net property 
crs abroad are 
le result is real 
n expressed in 
e iniemational
le flows by the 
are also made 
transfers, this
rmula:

'ent prices)

lies at coQStnn̂

n ofoUlP“‘

,radio*

I*

i

L

I

Published tables

incomes and it is of interest to examine the contribution 
which these two components make to the change in total 
home costs. This is shown by the two series—income from 
employment per unit of output and gross profits and other 
trading incomes per unit of output.
4.44 These index numbers are derived by first dividing 
the current price estimates for the two categories of income 
by the estimate of the income based measure of the gross 
domestic product at constant factor cost. The resulting 
ratios are expressed as index numbers by taking the 
quotient in the base year of the constant price estimates
as equal to 100.
4.45 The estimate of gross domestic product at constant 
factor cost to which the incomes are related is shown in 
index number form in Table 1.15. The estimate based on 
income data is used rather than that based on expenditure 
or output, because the numerator and denominator are
then consistent.
4.46 In the lower half of the table each implied deflator 
is the result of dividing an estimated total for the year in 
question at current prices by a corresponding total revalued 
at constant prices. The index number for any year is 
therefore based on the weights of that year, and provides 
a direct measure of the change in prices between that year 
and the base year. Comparisons other than with the base 
year may be affected by differences in the weights which 
are generally more important over longer than over shorter 
periods. Where the information is considered sufficiently 
accurate, the indices are given to one decimal place.

Table 1.7. Population and employment—-mid-year 
estimates
4.47 This table gives estimates of the home population 
and analyses total employment by sector and employees 
in employment by industry. The total working population 
in the United Kingdom is taken from the mid-year 
estimates published by the Department of Employment and 
by the Department of Manpower Services, Northern 
Ireland. In these estimates a part-time worker is counted 
as one person, and people with more than one job are 
counted more than once.
4.48 Estimates of employment in the public sector are 
based on various sources. For public corporations, the 
figures are based mainly on data in the annual reports of 
the corporations. Most of the information for central 
government is provided by the Treasury and the Health 
Departments. For local authorities, since 1975 regular 
surveys have been taken of the numbers employed in 
England and Wales and the system was extended to 
Scotland in 1976. The Department of Manpower Services, 
Northern Ireland provides details of numbers employed 
in the public sector in Northern Ireland.
4.49 The estimates of employment in the private sector 
are residuals and thus include any differences between the 
method of measuring total employment and the methods 
used for estimating employment in the public sector. The 
division of employment between the public and private 
sectors can therefore only be regarded as approximate. 
Because sufficient information is not available, it is not 
possible to allocate employment in the private sector 
between the personal sector and companies. Further details 
are given in regular articles in Economic Trends on 
employment in the public and private sectors.

4.50 For employees in employment by industry group, 
the figures are provided by the Department of Employment 
and the Department of Manpower Services, Northern 
Ireland and are consistent with the revised 1980 Standard 
Industrial Classification.

VALUE ADDED

Table 2.1. Gross domestic product by industry and type 
o f income

4.51 This table, which is summarised in Table 1.13, 
shows the composition by industry group of the gross 
domestic product and the forms of factor income 
originating in each industry. The total of factor incomes 
is divided where possible between income from 
employment, gross trading profits of companies and 
income from self-employment, gross trading surplus of 
public corporations and other public enterprises, rent, and 
the imputed charge for consumption of non-trading 
capital.

4.52 The total of factor incomes generated in each 
industry is identical with the net output or value added of 
the industry plus stock appreciation; that is, the excess of 
the value of the goods and services produced by the 
industry over the cost of goods and services supplied by 
other industries or imported for use in that production, 
before provision is made for the depreciation of fixed assets 
and for stock appreciation. In this context, the value of 
goods produced is reckoned at factor cost, that is, it 
excludes any taxes on expenditure paid by the producer 
and any subsidy received by him from general government 
is not deducted. Where appropriate separate figures for 
slock appreciation are shown and the total value added (net 
of stock appreciation) is also given.

4.53 The table gives an analysis by only broad industry 
groups, because data of sufficient quality are not available 
to provide a finer industry classification. In the case of 
income from employment the unit of classification is 
normally the establishment while the estimates of trading 
income are generally based on the financial unit used for 
tax purposes. It is thus possible, where a company is 
engaged in two or more activities, for example 
manufacturing and distribution, for the employment 
income arising from these activities to be allocated to each 
of them while the profits unavoidably relate to only one 
industry group. The difference in classification is not likely 
to have a significant effect on the estimates for the groups 
shown; the largest potential error arises in the allocation 
of trading income between manufacturing and distribution.

4.54 The estimates of income from employment by 
industry are described in Chapter 6-A. The estimates of 
trading income by industry for public enterprises are built 
up from the accounts of the various enterprises. The 
methods used to produce the estimates for private 
enterprises are described in Chapter 6-A for self- 
employment income and in Chapter 7 for companies. In 
the case of banking, finance, insurance etc, total value 
added includes the ‘profits’ arising from net receipts of 
interest which are shown again as a deduction (the 
adjustment for financial services) in the final section of 
the table in order to reconcile the industry totals with the 
income-based measure of the gross domestic product.
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Further details about the adjustment for financial services 
are given in paragraphs 7.8-7.11.

4.55 The definition of the various branches of industry 
follows the Standard Industrial Classification, 1980, as 
listed below: Agriculture, forestry and fishing. Division 0

Energy and water supply. Division 1
More details relating to the industries within this 
Division are given in tables 2.2 and 2.3.

Manufacturing (revised definition). Divisions 2-4 
Further details relating to the main industries within 
manufacturing are given in tables 2.2 and 2.3.

Construction. Division 5
Building work done by the direct employees of gas, 
electricity and water undertakings is included under 
‘Energy and water supply’.

Distribution, hotels and catering; repairs. Division 6

Transport. Division 7, apart from postal services and 
telecommunications (Class 79).

Communication. Class 79 of Division 7

Banking, finance, insurance, business services and 
leasing. Part of Division 8. except for rental income 
from the ownership of dwellings.

The problems of measuring the contribution of the 
financial sector to the gross domestic product are 
discussed in paragraphs 7.8-7.11. Included here for 
real estate is the rental income arising from (a) rent 
of farm land and buildings, (b) land and buildings 
rented to trading concerns or government authorities, 
even though the owners of the property may be a 
concern primarily engaged in some other industry, 
such as a manufacturing concern. The imputed 
income from owner-occupation by trading bodies is 
not included: this is regarded as part of trading 
profits. Also excluded is the income from the letting 
or owner-occupation of dwellings, which is shown 
separately, and the imputed charge for capital 
consumption of non-trading assets owned and used 
by government and by private non-profit-making 
bodies. Employment income arising in real estate is 
included here only if it arises in a business concern 
classified to this industry. Other employment income 
arising in real estate is included under the main 
activity of the concern.

Ownership o f dwellings. Part of Division 8
Rent income, actual and imputed, from the
ownership of dwellings. Any employment income
arising from this activity is included under the main
activity of the concern. This form of income is shown
separately from the other income generated in
Division 8 because of its special interest and because
much of the income is received by, or imputed to,
individuals including owner-occupiers. The
corresponding income from owner-occupied trading
property is included in the trading income of each 
industry.

Public administration, national defence and compulsory 
social security. Class 91 of Division 9

The services rendered are measured by the wages and 
salaries of civilian employees, pay in cash and kind

of the Forces, employers’ contributions and the imputed 
charge for consumption of non-trading assets owned and 
used by general government.

Education and health services. Classes 93 and 95 of 
Division 9

Educational and health services provided by central 
government, local authorities and the private sector. 
The contribution of the public sector is measured by 
the wages, salaries and employers’ contributions in 
respect of staff employed, fees of hospital 
consultants and the imputed charge for consumption 
of non-trading assets owned and used by 
government. The remuneration of general 
practitioners and demists is recorded as income from 
self-employment.

Other services. The remaining parts of Division 9 
The item “ imputed charge for capital consumption’’ 
relates to assets owned and used by private non- 
profit-making bodies serving persons—for which 
separate figures are given in Table 4.1—and for the 
consumption of buildings used by local authorities 
in providing certain social welfare services.

Table 2.2. Gross domestic product by production industries

4.56 This table supplements Table 2.1 and provides 
details of the contribution to the gross domestic product 
of the main industries within the broad categories Energy 
and water supply and Manufacturing. The industries are 
defined according to the 1980 Standard Industrial 
Classification. The detailed breakdown of manufacturing 
industries for the years up to and including 1974 and 1979 
is derived from the detailed analysis of income from 
employment and gross profits and other trading income 
provided for these years by the input-output tables which 
are based on data from the annual censuses of production. 
The estimates for all other years are based on the results 
of the censuses for those years.

Table 2.3. Income from employment in production 
industries

4.57 This table supplements Tables 2.1 and 2.2 and 
gives details of income from employment arising in each 
of the main industries within Energy and water supply and 
Manufacturing. These have been obtained by allocating 
the relevant totals in Table 2.1 by data from the annual 
censuses of production and the Department of 
Employment’s labour costs surveys. For the latest two 
years in the table, for which detailed census of production 
information is not yet available, use has been made of the 
Department of Employment’s earnings and employment 
surveys.

Table 2.4. Index numbers o f  output at constant factor cost

4.58 This table shows changes in the output, revalued 
at constant prices, of different industries in the economy. 
The methods used for deriving these estimates are 
summarised in Chapter 3 and described in greater detail 
in Chapter 5.
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Table 2.5, Index numbers o f production at constant factor 
cost—analysis by type o f market

4 59 This table rearranges the data for production 
industries in Table 2.4 into broad market categories— 
consumer goods, investment goods and intermediate 
goods—and shows the main categories within each of 
these. Further details are given in Chapter 5.

PERCENTAGE DISTRIBUTIONS AND GROWTH RATES

4.60 The first five tables in this section show, in 
percentage terms, the contribution of the different 
categories of expenditure and of income to total final 
expenditure, total final output and total domestic income. 
Table 3.6 shows the contribution of each sector of the 
economy to the gross national product and provides a link 
between personal disposable income and the gross national 
product. The contribution of the different industries to the 
gross domestic product is shown in Table 3.7. Table 3.8

1̂

m
.  r.

shows the contribution which each of the categories of 
personal income make to the total and the allocation of 
total personal income between taxes, national insurance, 
etc. contributions, consumers* expenditure and saving. 
Annual percentage changes in the main categories of 
expenditure, in constant price terms, are shown in Table 
3.9. Table 3.10 shows the proportion of the gross national 
product taken in taxes and national insurance etc. 
contributions and the contribution of subsidies and lota! 
investment at home and abroad to the gross national 
product.

4.61 The last seven tables in this section are growth 
triangles, which show the average annual percentage 
increase between any two given years. Separate tables are 
given for the three measures of the gross domestic 
product—expenditure, income and output—as well as the 
average measure. Also shown are growth triangles for 
output per person employed and real personal disposable 
income in total and per capita.
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Chapter Five

Output at Constant Prices

1. CONCEPTS

5.1 As stated in Chapter 3, there are two general 
methods for estimating the domestic product at constant 
prices (and a third indirect method). The output method, 
the subject of this chapter, in concept arrives at the gro§s 
domestic product by adding together the contributions of 
all industries, that is their net output (before deducting 
depreciation).

5.2 The word industries of course covers all economic
activity and includes not only activities like oil extraction 
or engineering, which produce goods, but also those which 
provide services. The service industries are defined to 
include not only the provision of traded services such as 
transport or banking but also non-traded services such as 
personal social services and defence. The definition of the 
production boundary, within which contributions to gross 
domestic product are generated, is discussed in Chapter 1.

Unless information on all transactions is available at 
frequent intervals the method can give unreliable results, 
as the output and input data must be consistent and relate 
to the same period. Measurement errors which are 
comparatively unimportant in the gross output or input 
data in their own right may be extremely important in the 
context of net output (the difference between the two) 
particularly when net output is small in relation to gross 
output. The double deflation method is in fact used in 
United Kingdom statistics only for estimating the net 
output of agriculture. It is used in this case, not only 
because agriculture is an industry for which sufficient 
information is available but also because weather 
conditions can have a profound effect upon the volume 
of inputs necessary to produce the same level of gross 
output. The relationship is such that changes in gross 
output will very often not give a satisfactory indication of 
changes in net output*.

5.3 The contribution of each industry to the domestic 
product is its net output (or equivalently its value added), 
that is the value of its gross output less any materials or 
services for use in current production which it has acquired 
from other UK concerns or has imported. For example, 
the value of the gross output of the aerospace industry will 
include the value of the meters bought from the instrument 
engineering industry, as well as the value of services 
provided by road haulage, advertising and so on. The value 
of these intermediate materials and services has to be 
deducted in order to arrive at the net output of the industry; 
their value is of course taken into account in calculating 
the net output of the supplying industry. The net output 
of each industry consists of the services of the factors of 
production engaged in that industry and equals the sum 
of the factor incomes (wages, salaries, profit incomes— 
before deducting depreciation but after deducting stock 
appreciation) earned in the industry. The total of the net 
output of all industries is called the gross domestic 
product—the value of the goods and services produced by 
the nation during the period in question. The product is 
described as ‘gross’ because depreciation has not been 
deducted. The estimate of gross domestic product thus 
derived is measured at factor cost; unlike the market price 
measure it excludes taxes on expenditure and includes the 
value of subsidies paid by government to producers.

5.5 In practice movements in the net output of an 
industry at constant prices must generally be estimated by 
the use of other series. This approach, of finding some 
proxy indicator to reflect changes in net output, is adopted 
in the United Kingdom statistics for all industries other 
than agriculture. It is simpler than double deflation and 
is less vulnerable to the effects of measurement error. 
However any change in the ratio of net output at constant 
prices to the chosen proxy itself introduces inaccuracy into 
the estimation of change for the industry in question; if 
there is a long-term drift in the ratio bias is introduced.

The measurement o f net output at constant prices

5.6 The most frequently used proxy indicator is gross 
output. If the ratio of gross output to net output is more 
or less stable at constant prices, changes in net output at 
constant prices can be measured satisfactorily by changes 
in gross output at constant prices. Changes in the ratio of 
net output to gross output in individual industries can be 
caused by many factors, such as variations in the product 
mix (the effects of which can be tracked by a gross output 
index if the product weights are more akin to value added 
than gross output), changes in the quality of a product or 
service either supplied or used by the industry (see 
paragraphs 5.14-5.17), or more efficient use of inputs. 
Some inputs, for example rent, are likely to be 
independent, at least in the short term, of the level of 
output. Changes in labour productivity may well affect the 
current price ratio of gross to net output but the constant 
price relationship is left unchanged.

5.4 Conceptually, net output at constant prices should 
be estimated by revaluing at constant prices both the gross 
outputs and the inputs of materials, fuel, services and so 
on, the latter then being subtracted from the former. This 
is known as double deflation. In practice this method is 
difficult to apply because it requires a great deal of data.

5.7 The aggregate output measure of gross domestic 
product is constructed by combining index numbers 
showing the estimated change in net output at constant 
prices in each industry, using net output weights. Some of 
the errors introduced by the operation of the factors 
outlined in the preceding paragraphs in individual

See for example 'Receni developments in economic accounts for agriculture’, Economic Trends, No 335, September 1981.
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industries will be somewhat reduced in the aggregate for 
all industries. For example, if an intermediate process is 
transferred from one industry to another this does not 
necessarily alter the combined amount of work done. 
Depending on the types of indicator used in the two 
industries overestimation of the change in the net output 
of one industry may be offset by understatement for the 
other industry. Nevertheless it should be realised that the 
use of gross output as an indicator is only a substitute for 
what is ideally required.

5.8 Changes in net output may also be estimated by 
changes in inputs, though gross output proxies are 
preferred when available. The input chosen may be 
materials used or purchased or, much more commonly, 
employment. These proxies are subject to the same sort 
of limitations as gross output but employment has the 
additional disadvantage that its relationship with net output 
at constant prices is affected by changes in labour 
productivity. Where employment data are used as a proxy 
for private sector service output an (inevitably arbitrary) 
adjustment for growth in output per head is made (see 
paragraph 5.13). No such adjustment is made to the labour 
input data used for most government services, where the 
conceptual issues are rather different (see paragraphs 
5.10-5.12).

Problems o f measurement

5.9 In the case of industries whose outputs consist of 
physical products—as opposed to services—there is usually 
no great difficulty in determining measures of changes in 
gross output at constant prices. These can usually be 
estimated from the physical quantities of goods produced 
or from the value of output deflated by an appropriate 
price index. Greater difficulties arise, however, with the 
measurement of the output of service industries for which 
there may be no obvious physical units. For some service 
industries, such as transport or distribution, measures of 
output suggest themselves fairly readily: the output of 
transport can be measured in terms of passenger-kilometres 
or tonne-kilometres; the output of retailers may be 
estimated using deflated turnover in the form of retail sales 
indices. However the output of financial institutions (such 
as banks and building societies) is difficult to define since 
the commodity mainly dealt with is money itself. In 
addition to keeping customers* accounts and providing 
other services, banks act as intermediaries in channelling 
funds between lender and borrower. The provision of these 
financial services requires the employment of people and 
other organisational arrangements and it is necessary to 
allow for changes in their output in assessing the output 
of these institutions (although given the treatment of 
interest payments within the national accounts the precise 
method of representing these services has limited influence 
on movements in overall gross domestic product). In such 
cases the change in the services provided may have to be 
proxied by some series associated with these services, such 
as the deflated value of advances by the monetary sector 
which is used as an indicator of the change in part of the 
services provided by banks.

5.10 Special problems arise in the case of the so-called 
‘non-traded* services provided by public authorities for the 
community as a whole, including public health and 
education, public administration and defence. In some

cases, such as defence and civil administration, it is difficult 
to suggest feasible units to represent changes in output. 
In other cases where at first sight the definition of suitable 
units looks feasible the relationship of such units to output 
is at best ambiguous. The number of fires attended would 
be a poor indicator of fire service output, which should 
also represent the fire prevention role of the service. Either 
the number of pupils or the number of teachers might be 
considered as proxies for education output but suppose the 
number of pupils increases without corresponding increase 
in the number of teachers. Does this imply an increase in 
the ‘amount’ of education, or a decline in the quality of 
the education offered, leaving the total ‘amount* 
unchanged? Neither indicator is altogether conceptually 
satisfactory as an indicator of changes in output.

5.11 The practice adopted for most of the non-traded 
government sector services is to use indicators of inputs 
rather than outputs. The two forms of input—labour and 
capital—are represented separately. The indicators of 
labour input, which attract by far the greater weight, are 
numbers employed in various grades or wages and salaries 
deflated to constant prices. Capital inputs are represented 
by the estimates of non-trading capital consumption 
flowing from the Central Statistical Office capital stock 
model (see Chapter 12). It is worth noting that capital 
consumption indicators are not needed for trading 
concerns; replacement of capital assets is just one of the 
end-uses to which they put the factor income arising from 
their trading.

5.12 The assumption implied by the use of input 
indicators for the non-traded government sector is that 
there are no changes in capital or labour productivity in 
these services (or that any changes cancel out). Although 
this seems implausible, consideration of trends in 
productivity comes up against the same conceptual 
difficulties as the definition and measurement of output 
itself. The treatment of the non-traded government sector 
is similar in all three measures of gross domestic product. 
If productivity is deemed to have gone up (affecting the 
output measure) so will the volume of constant price 
government expenditure on goods and services (within the 
expenditure measure). This in turn will affect the index of 
total home costs, increasing the constant price income 
measure.

5.13 The number of employees in employment is also 
used to represent changes in output within certain private 
sector business and personal services, amounting to some 
6 per cent of gross domestic product. In these cases the 
definition of appropriate units of output may not 
necessarily present difficulty but the data required to realise 
them are not available. Arbitrary allowances for changes 
in labour productivity in these private industries have been 
made for 1973 onwards (with effect from the 1984 Blue 
Book). This procedure is thought to give better proxies for 
output than the previous implicit assumption of no change 
in labour productivity.

5.14 The output estimates seek to measure changes in 
the volume of work done and should as far as possible 
reflect changes in the quality of goods produced and 
services rendered as well as changes in their quantities; an 
improvement in quality represents an increase in output 
and a deterioration represents a fall. Since, however, 
quality itself is very difficult to define (particularly for the
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service industries) and even harder to measure, the 
treatment of quality changes in output estimation presents 
formidable problems. It is convenient to examine these 
problems by looking separately at each of the two main 
indicators of changes in output—physical quantities and 
values deflated to constant prices.
5.15 Where physical quantities are used— the weight 
of steel, the number of tonne-kilometres—little can in 
practice be done to allow for changes in quality as that 
term is normally used. By employing a fine level of 
disaggregation (for example the six separate component 
series used for coal) changes in the commodity mix of 
output can be picked up but no amount of disaggregation 
of the series used in the construction of the index can take 
account of changes in the durability or other quality 
characteristics of a particular product, which should in 
concept affect the volume of output produced.

as the base. Relative prices change over time and different 
relative prices result in a different measure of the change 
in gross domestic product. In many ways the ideal solution 
would be to use a chain-linked index; the relative prices 
in year N would be used to assess movements in gross 
domestic product between year N and year N + I , with the 
successive movements being linked together to provide a 
consistent index. In practice the comparatively small 
variations in relative prices which occur from year to year 
are unlikely to have sufficient effect upon the estimated 
change in gross domestic product to justify the considerable 
extra amount of work involved in what would amount to 
annual rebasing. The current practice is to rebase the 
output measure every five years. This issue is discussed at 
some length in an article in Economic Trends.

5.16 The problem is more susceptible to treatment 
where value series are used as indicators, at least within 
the production industries. In this case the problem is, of 
course, transformed to allowing for quality changes in the 
construction of the price indices but here it is more 
manageable. The Producer Price Indices, on which the 
deflators are based, make some allowance for changes in 
models and specifications when these can be identified in 
terms of changes of cost or in technical performance. Given 
the method of compilation of the Producer Price Indices, 
which are built up from a sample of quotations for closely 
defined products, there is more opportunity at least to 
identify quality changes that may have taken place. The 
problems remain of defining quality changes and deciding 
how best to measure them. Discussion of these matters goes 
beyond the scope of this volume and while practical 
methods and criteria have been established which enable 
allowances to be made, they are necessarily often somewhat 
rough and seldom fully satisfactory. Nevertheless, the fact 
that some allowances can be more readily made for quality 
changes in the deflators is one of the major advantages 
of the use of value series as indicators compared with 
quantity indicators.

5.19 In the latest rebasing, completed in Summer 1983, 
estimates of change were derived using 1980 weights for 
1978 onwards. It would be as inappropriate to recalculate 
changes between earlier years using 1980 weights as to use 
1954 weights to calculate changes since 1978. The changes 
in the published output series between 1973 and 1978 were 
in fact calculated using 1975 weights, the resultant series 
being linked on to the 1980-based series using 1978 as the 
link year. Similarly estimates of change before 1973 were 
essentially calculated using weights from the base year most 
appropriate to the period in question.

2. THE PUBLISHED TABLES

5.20 The United Kingdom estimates of output at 
constant prices are derived almost entirely by the use of 
proxy indicators to represent changes in net output at 
constant prices. They are presented in the form of index 
numbers, rather than in terms of estimated values. The 
relative movements in the indicators are combined using 
as weights the value of net output in each industry in the 
base year.

5.17 Within the service industries the problems are 
similar in concept to those outlined above but are generally 
considerably greater in degree. The problems of defining 
quality are probably still more severe than for the rest of 
the economy. For example, does the switch over the years 
from small retailers to large supermarkets represent a 
deterioration in quality, with the loss of personal service, 
or an improvement, due to the wide range of goods now 
available in one store? The answers to such questions are 
largely subjective. Even the use of deflated value series is 
of little assistance in this context as the price indices 
available are not built up with the same sophistication as 
Producer Price Indices. There is at present no satisfactory 
treatment of quality changes in the service industries, apart 
from allowance for changes in the mix of services provided, 
and there is little prospect of improvement.

5.21 The estimates of output at constant prices are 
prepared and published on the basis of the Standard 
Industrial Classification, 1980, in common with other 
industrial analyses within the national accounts. The 
classification is divided into ten Divisions, each Division 
being further sub-divided in increasing order of detail into 
Classes, Groups and Activity Headings representing 
separate industries making up the industrial Divisions. For 
example, Division 7 (transport and communication) 
includes railways, road passenger transport, road haulage, 
postal services, telecommunications and so on.
5.22 The contribution to gross domestic product arising 
from the ownership of dwellings (see paragraph 1.30) is 
arguably related to the real estate industry within Division 
8 (banking, finance, insurance, business services and 
leasing). However, in view of its special nature (including
the imputed rent of owner-occupiers) it is identified 
separately.

The base year
The Blue Book Tables

5.18 The estimated change in gross domestic product 
at constant prices necessarily depends on the year chosen

5.23 The Blue Book includes three tables (1.4, 2.4 and 
2.5 in the 1984 edition) giving detailed index numbers of 
output at constant factor cost. Table 2.4 gives index

*‘Rcbasing and reclassifying the national accounts: the reasons and the likely effects’, Economic Trends. No 353, March 1983. A further article in the December 
1983 edition describes the effects of rebasing on 1980 upon the measures of GDP and their components.
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numbers for 30 detailed industrial categories (including 
ownership of dwellings and the adjustment for financial 
services— see paragraph 5.32) and several useful 
aggregates. Within the production industries, 19 different 
detailed categories are shown but for other industries data 
are only given at Division level or just below. Estimates 
are given on a consistent basis for the last 11 years (from 
1973 to 1983 in the 1984 edition, for example^ Table 1.4 
gives a less detailed analysis for the last 22 years.

5.24 Table 2.5 gives index numbers of output for 
production industries broken down by type of market, that 
is whether their output consists predominantly of consumer 
goods, investment goods or intermediate goods. This table 
is only given for the most recent 11 years. The information 
given in Tables 2.4 and 2.5 of the Blue Book is also given 
in the Annual Abstract o f  Statistics.

lein

Other published sources

5.25 For the production industries, index numbers are 
published on a monthly basis for all the categories used 
in the Blue Book in the Monthly Digest o f  Statistics, but 
only for the most recent years. All monthly and quarterly 
series are given in seasonally adjusted form but data are 
also given before seasonal adjustment (but after the 
‘working days’ adjustment described at the end of 
paragraph 5.38) for the major aggregate industrial 
groupings. Recent seasonally adjusted index numbers for 
total production industries, energy, manufacturing, 
construction and for the major market sectors may also 
be found in the monthly publication Economic Trends. The 
overall index of output of the production industries and 
some of its major components are first made available in 
the form of a monthly Press Notice about six weeks after 
the end of the month to which the estimate relates. Index 
numbers of output for the construction industry may be 
found alongside the series for production industries in all 
the aforementioned sources but only on a quarterly basis. 
The same holds for the combined series for the production 
and construction industries.

5.26 Quarterly estimates of output of the whole 
economy at constant prices are published, on a seasonally 
adjusted basis only, in the Monthly Digest o f  Statistics and 
in Economic Trends. A series for agriculture, forestry and 
fishing is published in the same table, along with series for 
three sub-divisions of the service industries; the data 
available are of insufficient quality to permit publication 
in the full Blue Book detail. The preliminary output-based 
estimate of gross domestic product is made available by 
Press Notice some seven weeks after the end of the quarter 
to which the estimate relates. Firmer estimates, along with 
the first estimates of the income and expenditure measures 
of gross domestic product, are released by Press Notice 
about a month later.

5.27 The process of adjustment to remove the effects 
of normal seasonal movements is based on the ratio to 
moving average method (see the latter part of Chapter 3). 
In addition the index of output of the production industries 
is adjusted to allow for variations in the number of working 
days in each calendar month, in order to estimate the rate 
of production. The number of working days in a particular 
month can vary considerably from year to year, depending 
particularly on the precise timing of bank holidays. As the

adjustment is less important when compiling quarterly 
estimates, it is not made outside the production industries.

3. STATISTICAL SOURCES

WEIGHTS

5.28 The indicators of changes in net output in each 
industry are combined using weights based on the relative 
contribution made by each industry to the gross domestic 
product, as measured by its net output, in the base year. 
The starting point for the calculation of the weights is the 
analysis of gross domestic product by industry and type 
of income which is given in the Blue Book (Table 2.1). This 
gives an analysis of factor income entirely consistent with 
the required concepts of net output. The derivation of 
Table 2.1 is described in Chapter 3 of this volume. 
Although revisions to this table often occur in subsequent 
Blue Books, the general practice is not to revise the weights, 
once set up, as the effects on the published estimates appear 
to be minimal. The 1980 weights were derived using the 
1983 Blue Book, when the table used was numbered 3.1.

5.29 The Blue Book analysis only gives figures by 
broad industrial groups but the sources used to compile 
Table 2.1 do provide estimates of rather less accuracy at 
a more detailed level. For the 1980 weight calculations the 
change from the 1968 to the 1980 version of the Standard 
Industrial Classification increased the complexity of the 
exercise, as most of these data sources were on the former 
basis. Adjustments of varying sophistication had to be 
made, some of them feeding through to the Blue Book 
table itself. Estimates derived on this basis were only used 
to sub-divide the Blue Book analysis outside the production 
industries.

5.30 Within the production industries the detailed 
industry weights were compiled from the results of the 
Annual Census of Production for 1980. Initially, estimates 
from this census were used to allocate total value added 
to industries at Activity Heading level of the 1980 Standard 
Industrial Classification. These estimates, however, had 
to be adjusted to remove the element of stock appreciation 
included in the census definition of gross value added. 
Where it was necessary to apportion the value added by 
a Census industry over several sub-divisions (mainly 
because better assesments of change in net output would 
be derived from working at a more disaggregated level), 
the contribution of each sub-division was generally 
assumed to be in proportion to its contribution to total 
sales (gross output) derived from the system of quarterly 
sales inquiries conducted across the production industries.

5.31 Similar techniques were used to produce the sub
industry weights outside the production industries but the 
absence of data sources (such as the Annual Census of 
Production and the quarterly sales inquiries) for many 
service industries necessitated a much more piecemeal 
approach. In some cases, for example railways, the further 
sub-division necessary was made on the basis of gross 
receipts (plus subsidies). The weights within the distribution 
industry were largely estimated from the information on 
gross margins provided by the most recent Retailing and 
Wholesaling Inquiries. Gross margins on turnover are not 
an exact measure of net output since net output is obtained 
after the deduction of payments to other industries for 
services such as rents, advertising and transport, but they
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are the best guide available for these industries. Within 
some other industries the relative weights are less firmly 
based.

5.32 One other aspect of the weights which must be 
mentioned concerns the treatment of the banking, 
insurance and finance industries within Division 8 of the 
Standard Industrial Classification, 1980. A large 
contribution to the profits of these industries arises from 
the excess of interest received over interest paid. In the UK 
national accounts interest is regarded as a transfer payment 
out of the factor income earned by the enterprise employing 
the capital, not as a factor income earned by the owner 
of the capital. The net output weight of an industry such 
as engineering is therefore estimated without deducting the 
net outflow of interest from the industry. As a corollary, 
the net inflow of interest to the banking, insurance and 
finance industries should not be included in calculating 
their net output weights. The sums involved are so large 
that the resultant weights would be at best small and in 
some cases negative. Although this is the right approach 
in terms of the calculation of gross domestic product as 
a whole, the resultant series for the contribution made by 
Division 8 would be very much an artefact of national 
accounting conventions. To provide a more useful series 
a presentational device is adopted. The net receipts of 
interest are included in the calculation of the weights for 
banking, insurance and finance. The resultant double 
counting amongst the weights is then removed again by 
introducing a special category with a negative weight, the 
adjustment for financial services. The indicators used for 
those services which are financed from net receipts of 
interest also play a dual role, appearing with a positive 
weight in the calculations for Division 8 and with a negative 
weight of similar (but unequal) magnitude within the 
adjustment for financial services. The adoption of this 
approach has no effect on the overall output-based estimate 
of gross domestic product. This technique has been used 
in the index calculations from 1963 onwards. For earlier 
years the double counting was removed by reducing the 
weights of all or most industries other than insurance, 
banking and finance.

index of output of the production industries, where 
quarterly sales inquiries often provide the definitive source 
and within the rest of the economy, where some sources 
are only available annually. In these cases alternative 
sources of information are used where possible to estimate 
changes within the quarter, or year, and to project 
movements in advance of the definitive source becoming 
available. In some cases no reliable indicator is available 
in advance of the definitive source and the shorter-period 
series is derived purely by interpolation, the most recent 
values being extrapolated from the trend of previous 
values.

5.35 Lists of the indicators used in the 1980-based series 
have been published^ as have those for the 1975-based 
and earlier series. The particular indicators used change 
as existing sources of data are discontinued or modified 
or as new sources become available. Modifications may 
occur at any time though in practice rebasing provides a 
natural focus for a review of the indicators. Brief 
descriptions of the types of sources used are given in the 
following paragraphs.

Agriculture, forestry and fishing

INDICATORS

5.36 The large amount of price and quantity data 
available for agriculture makes it possible to use the double 
deflation method for this industry. Some 250 items of 
output and 400 items of input are separately distinguished, 
each carrying its own base-period price weight. A three- 
year average (of the years 1979 to 1981, for the 1980-based 
series) is used for the purposes of revaluation to reduce 
the effect of fluctuation arising from weather conditions 
and other factors. A full description of the method and 
indicators used, albeit in terms of the 1975-based series, 
is given in an article in the September 1981 issue of 
Economic Trends. As a large part of agricultural output 
consists of crops grown and harvested once a year, there 
is no satisfactory way of allocating the annual output to 
particular quarters within the year. The quarterly figures 
used are interpolations of the annual figures. The series 
used for forestry also have to be interpolated quarterly but 
the fish landings data used to represent the fishing industry 
are available with the desired frequency.

5.33 It is worth noting that in concept output is being 
measured on an industry, not a commodity basis. Where 
sufficient information is available the ancillary activities 
of a company are treated as separate units and classified 
to the appropriate industry. In many cases this is not 
practicable; an industry’s output data will often include 
some output arising from activities atypical of that 
industry. A manufacturer of goods may, for example, also 
be involved in merchanting, repair or own account 
construction, all ‘principal products’ of other industries. 
In some cases commodity indicators stand as proxies for 
true industry indicators, either because there is in practice 
little difference or because insufficient is known about 
changes in the output of non-principal products.

Production industries (energy and water supply; 
manufacturing)

5.37 These industries, accounting for some 36 per cent 
of gross domestic product in 1980, are covered by the 
official index of output of the production industries. The 
published index, particularly in its monthly form, has an 
importance as an economic indicator beyond its role as a 
constituent part of the index of gross domestic product at 
constant prices.

5.34 Not all of the indicators used are available with 
the desired frequency. This applies both within the monthly

5.38 Detailed information on sales and production is 
obtained from the short period (monthly and quarterly) 
inquiries conducted by the Business Statistics Office. These 
are supplemented by inquiries carried out by other 
Government Departments and by trade associations. Much 
of the monthly information used within manufacturing is 
benchmarked each quarter using the Business Statistics

■Series and weights used in the index of output of the production industries’, Industry Siaiisiics: Occasional Paper No. 18. CemraJ Statistical Office. 1983
weights used in the output-based estimate of gross domestic product at constant factor cost (1980 = 100)’, Industry Statistics: Occasional Paper 

No. 20. Central Statistical Office, 1984.
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Office quarterly sales inquiries. In the 1980-based series 
some 38 per cent by weight of the index for the production 
industries is calculated from production quantities. 59 per 
cent based on sales or delivery information and the 
remaining 3 per cent almost entirely based on estimation 
of work done. The sales indicators themselves are usually 
in value terms and must therefore be deflated using suitable 
Producer Price Indices. In many industries sales figures 
for different commodities are deflated and the resulting 
volume indicators weighted together to form an industry 
aggregate. In others the total sales for the industry are 
deflated directly. Adjustments are made in the series for 
calendar periods to eliminate the effect of variations in the 
number of working days they contain.

5.39 Thus for the production industries a number of 
different types of indicator are weighted together and if 
nothing further were done a hybrid sales/production index 
would result. In order to arrive at a true gross output series, 
reflecting the rate of production, two sets of adjustments 
must be made. Firstly, for those industries where sales data 
are used an allowance must be made for changes in 
producers* stocks of finished goods. This transforms the 
series to one based on the end-result of the production 
process, analogous to the production quantity information 
used elsewhere. For some industries, the production 
process can be lengthy and the end result is not necessarily 
a good guide to the true rate of production. A second set 
of adjustments is therefore made to allow for changes in 
work in progress. The source for both stocks and work 
in progress figures is a quarterly inquiry conducted by the 
Business Statistics Office. The two adjustments are 
summarised by the following equations,:

Final production = sales + change in producers’ 
stocks of finished goods;
Gross output = final production -i- change in work 
in progress.

All of these calculations are performed on the volume or 
deflated value series. The major complication of the 
method, a more detailed description of which has been 
published* ,̂ is that stocks information is available in far 
less detail than the basic sales/production series that 
comprise the index for the production industries: there are 
327 basic indicators, most of which are published or 
available on request, but stocks data only for 37 industry 
groupings. The aggregate index numbers of production are 
published inclusive of the adjustments described above but 
no attempt is made to produce ‘stock-adjusted* indices at 
a more disaggregated level.

Construction

5.40 This industry accounted for some 6 per cent of 
gross domestic product in 1980. Information on the value 
of work done is obtained from the quarterly output 
inquiries carried out by the Department of the Environment 
in Great Britain and by the Department of Finance and 
Personnel in Northern Ireland. The data on the value of 
work done is deflated to constant prices.

Distribution, hotels and catering; repairs

5.41 Most of the indicators for retailing are in the form 
of indices of the volume of retail trade. Series for hotels 
and catering are derived by deflating turnover data 
available as a by-product of the Value Added Tax system, 
benchmarked using the results of the Annual Catering 
Inquiry. Retail Sales Indices and the indices of catering 
output are also used to represent wholesaling in consumer 
goods, food, drink and tobacco, as most wholesaling of 
these goods is directed towards retailers and caterers. 
Exports are also taken into account (imports being covered 
within the other proxies). Wholesaling and dealing in 
industrial materials are generally represented by indices of 
deliveries, production or consumption along with imports 
of materials. The annual series for the motor trades 
emanate from the Annual Motor Trades Inquiry. The 
quarterly series uses proxies such as vehicle registrations 
and deliveries of petrol and oil to dealers.

Transport and communication

5.42 For most inland transport suitable indicators of 
gross output are readily available in the form of numbers 
of passenger-kilometres or freight tonne-kilometres. 
Quarterly estimates for the bus and coach industry rely on 
the number of passenger journeys. International road 
haulage between this country and abroad is covered by a 
separate series.
5.43 Similar series are used to represent the output of 
United Kingdom airlines, including flights entirely outside 
this country. Equally, for sea transport it is necessary to 
allow for the work done on cross-voyages as well as on 
voyages between this country and abroad. The General 
Council of British Shipping provides estimates of gross 
receipts of British-operated tankers and dry cargo vessels 
which are deflated by indices of freight rates. Tonnage 
indicators are available on an annual basis to represent port 
activity, volume indices of imports and exports being used 
to estimate quarterly movements.

5.44 The communications sector is quite well 
represented by volume indicators covering most aspects of 
the postal and telecommunications services, as well as the
business conducted by the Post Office on an agency basis.

Banking, finance, insurance, business services and leasing

5.45 It is convenient to consider separately those 
industries where a large contribution to earnings is made 
by the excess of interest received over interest paid out. 
The obvious examples are the banks and institutions such 
as building societies. Two distinct sets of indicators are 
generally deployed alongside each other. The first set 
relates to actual transactions taking place during the period, 
generating work and therefore factor income but not 
necessarily charged for at ar economic rate. These include 
the number of credit and debit clearings by banks and the 
number of new building society advances. The second set 
relates to the funds generating receipts and payments of 
interest, considered in volume terms. Whilst it is 
conventional to speak of margins between lending and 
borrowing rates it can be argued that these “ margins’* are

y
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‘See ‘Index of industrial production— rebasing and reclassification', Economic Trends, No 353, March 1983 and 'Series and weights used in the index of output 
of the production industries’. Industry Statistics: Occasional Paper No IS, Central Statistical Office, 1983.
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largely illusory, since lending and borrowing activities are 
not usually arranged to permit identification of directly 
relateable counterpart transactions—that is, deposits are 
placed indistinguishably into the aggregate funds which 
support the lending portfolios. It can be further argued 
that the interest rate systems impute a notional charge to 
both depositors and borrowers, equivalent to the difference 
between a conceptual average interest rate and that actually 
paid or charged. Thus, in output assessments, factor 
income is assumed to be generated by both borrowing and 
lending activities. Loans and deposits are both represented 
in the indicators for these industries. Both sets of indicators 
are also included, with a negative weight, in the calculation 
of the adjustment for financial services (see paragraph 
5.32).

5.46 No such conceptual difficulties affect the 
remainder of this Division but the data sources available 
vary considerably in quality. For life assurance business 
the indicator is derived by deflating the expenses incurred 
in managing the funds; this is the same series as that 
included in consumers’ expenditure at constant prices. Life 
funds of insurance companies are regarded within the 
national accounts as the collective property of their policy 
holders within the personal sector so the interest generated 
on these funds is not covered within the output measure. 
The position of non-life insurance is conceptually closer 
to that outlined in the previous paragraph.
5.47 Indicators relating to the number of transactions 
or proceedings are available for stockbrokers, estate agents 
and legal services. The deflated value of turnover is used 
for accountancy and computer services. The sources 
available for hire include the Retail Sales Index component 
for television and other hire specialists.

5.48 Property management is included in this Division; 
the indicator used is the gross capital stock of buildings 
held by industrial and commercial companies in Division 
8, together with the stock of buildings other than dwellings 
held by the personal sector. A capital stock indicator is 
also used to represent the output of the finance leasing 
industry which became increasingly important during the 
1970’s.
5.49 Employment indicators are used for advertising 
and other business, professional and technical services 
within the Division, with arbitrary adjustments for changes 
in output per head. Such indicators also play a more limited 
role alongside the other indicators for banking, building 
societies and legal services.
5.50 A number of the sources used within this Division 
are only available on an annual basis. In most of these cases 
the annual sources are interpolated to give imputed 
quarterly movements. This is fairly satisfactory as most 
of the indicators involved measure levels of outstanding 
debt or capital stock, that is, they are cumulative in nature. 
The errors arising from interpolation should therefore be
minor.

Ownership o f dwellings
5.51 Ownership of dwellings is shown separately and 
is defined as the contribution to the gross domestic product 
arising from use of the stock of dwellings. It is measured 
by consumers’ expenditure at constant prices on rent, 
including the imputed rent arising from owner-occupation.

Public administration, national defence and compulsory 
social security

5.52 The output of this part of Division 9 consists of 
the direct services of the armed forces, civil servants, local 
government administration and so on. It is estimated from 
changes in employment (either directly or in the form of 
the wage and salary bill deflated to constant prices) and, 
with much smaller weight, capital consumption. The 
problems accompanying any attempt to measure the output 
of the non-traded services more directly are described in 
paragraphs 5.10 to 5.12. In many cases separate indicators 
representing the various grades of staff are used. For 
example, seven separate series are used for the fire service. 
The implicit assumption behind this treatment is that 
productivity is unchanged within each grade of 
employment, any change in output per head being due to 
a change in the composition by grade of the workforce. 
The construction of the base year weights (which are 
proportional to the total salary bill for the grade) itself 
makes the assumption that the output of a senior employee 
bears the same relation to that of a junior as their respective 
salaries bear to each other.

5.53 It should be noted that this industry, as defined 
in the Standard Industrial Classification, 1980 does not 
include the activities of all persons employed by public 
authorities. For example the National Health Service is 
included in ‘Education and health services’ and many local 
authority services (more than in the 1968 classification) are 
classified elsewhere.

Education and health services

5.54 This part of Division 9 covers both public and 
private education and health. Apart from dental services, 
where annual data by type of treatment are used, the 
indicators used for the public sector elements cover 
employment and capital consumption, as for public 
administration etc. In the absence of suitable alternatives, 
the private sector elements are also covered by arbitrary 
series or employment indicators, with arbitrary 
adjustments for changes in output per head.

Other services

5.55 The local authority services included under this 
heading—refuse disposal, personal social services, libraries 
and recreation services—are covered by employment and 
capital consumption, in the same way as public 
administration. Consumers’ expenditure is used for sport, 
betting, hairdressing and domestic service while deflated 
turnover from the Value Added Tax system is used for 
laundries and theatres. The number of admissions is used 
to represent the output of cinemas. The private sector 
services— office cleaning and privatised refuse disposal, 
research and development, and services such as charities, 
trades unions and professional associations—are 
represented by employment series, with arbitrary output 
per head adjustments.

4. RELIABILITY
5.56 The reliability of the output-based estimates 
should be considered in the light of what they are intended 
to achieve, namely to measure changes in the level of net 
output. In comparing the reliability of different
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components of the output measure, consideration of 
statistical accuracy is not enough. The output of an 
industry may be represented by proxy indicators which are 
extremely accurate in their own right but they may have 
conceptual limitations as output indicators. This may just 
introduce greater inaccuracy into the tracking of 
movements in output but may also introduce bias. The 
assessments of reliability that follow incorporate 
consideration of both the basic accuracy of the sources and 
their conceptual weaknesses. They inevitably contain a 
subjective element and cannot be regarded as statistical 
margins of error.

5.57 Using roughly the same criteria as in Chapter 3, 
the reliability of period-to-period changes in the annual 
index numbers for the economy as a whole may be 
regarded as good for periods up to, say, five years and fair 
over longer periods. The annual index numbers for SIC 
Divisions 0 (agriculture, forestry and fishing), 1 (energy 
and water supply), 2 to 4 (manufacturing)—and of course 
1 to 4 (production industries)—are of much the same 
quality as the whole economy measure.

5.58 The reliability of the indices for Divisions 5 to 7 
(construction; distribution, hotels, catering and repair; 
transport and communication) is probably on the good side 
of fair, at least in the short-to-medium term. Within the 
other service industries some of the data sources used are 
recognised to have conceptual limitations as output 
indicators, while some of the others may not be particularly 
accurate. The reliability of the published index numbers 
within Divisions 8 and 9 (banking, finance, insurance, 
business services and leasing; public administration,

defence etc; education and health services; other services) 
can only be regarded as fair for periods up to five years 
and poor for longer comparisons.

5.59 The change from the 1968 to the 1980 Standard 
Industrial Classification has had some effects on the 
reliability of the series prior to 1973, as reassembly of old 
data onto the new basis was carried out in less detail than 
for later years. Although the exact effects are difficult to 
assess they are likely to be marginal except within Divisions 
8 and 9.

5.60 Changes in quarterly index numbers of output are 
of course less reliable than those derived on an annual basis 
but the difference is probably relatively greater within the 
service industries, as some data sources are only available 
on an annual basis. The index of output of the production 
industries is published on a monthly basis but it is 
recommended that in assessing short-term change attention 
should be directed to the 3-month on 3-month changes.

5.61 The preceding comments on reliability of the 
output indices must be qualified for the most up-to-date 
estimates, which are often based on incomplete data. 
Revisions to the index of output for the production 
industries arising from the receipt of later data are generally 
small after three or four months and construction estimates 
also stabilise fairly quickly. Within the service sector, where 
the indices may ultimately depend on annual sources, 
estimates for the latest (and to a lesser extent the preceding) 
year may be particularly subject to revision. Revisions to 
methodology or rebasing on to a more recent base year 
are liable to cause revisions to estimates of change over 
a longer period, usually from five to ten years.
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Chapter Six — Part A

The Personal Sector

1. GENERAL DESCRIPTION

6.1 The personal sector is made up mainly of 
households and individuals resident in the United Kingdom 
as distinct from corporate businesses or organs of 
government. It includes individuals living in hostels and 
other institutions as well as those living in private 
households. The sector extends beyond households and 
individuals to include unincorporated private businesses 
(sole traders and partnerships) such as farms. It also 
includes private non-profit-making bodies serving persons, 
private trusts and the funds of life assurance companies 
and pension schemes.

Unincorporated private enterprises

6.2 The businesses of sole traders and partnerships 
of individuals do not have a legal existence distinct from 
the persons who are their members and their activities are 
therefore included in the personal sector. Their activities 
would account for most of an operating account of the 
personal sector, if one were prepared and published. 
Within the income and expenditure account, their inclusion 
affects the total of personal income. Their income, which 
is described as income from self-employment, in effect 
includes the undistributed as well as the distributed profits 
of these businesses. These two elements cannot be 
distinguished statistically nor probably by many of the 
individuals concerned even with access to their accounts. 
The undistributed profits of these businesses form part of 
personal saving.

6.3 The capital account is the account most affected 
by the inclusion of these businesses in the personal sector. 
Personal saving includes the equivalent of their 
undistributed profits before providing for depreciation, 
capital gains or losses due to stock appreciation and 
changes in tax reserves. Estimates of stock changes for the 
personal sector are entirely attributable to changes in stocks 
of unincorporated enterprises. The fixed capital formation 
of the personal sector, apart from that in land and existing 
buildings and in dwellings, is also mainly attributable to 
these businesses.

Private non-profit-making bodies serving persons

6.4 These comprise universities, non-profit-making 
independent schools and colleges (including the former 
direct-grant schools), churches, charities, clubs and 
societies, trade unions, friendly societies and private 
housing associations. They are included in the personal 
sector though they may be incorporated under the 
Companies Acts. Co-operative societies and building 
societies are not included here, but are treated as corporate 
businesses and included in the company sector. Private 
non-profit-making bodies serving persons are regarded as 
groups of persons acMng collectively for mutual benefit. 
A separate income and expenditure account for these 
bodies (including transactions between them and the

‘household’ sector) is constructed but not published, as the 
information is largely guessed. The accounts of non-profit- 
making institutions serving other sectors, for example trade 
associations and private research associations established 
by industry, are not included, but consolidated with the 
accounts of the sector concerned. In the context of the 
personal sector accounts, personal donations to such bodies 
and grants by them to individuals, are like gifts from one 
person to another and do not enter into total personal 
income or current expenditure. The expenditure of these 
bodies on the provision of goods and services (including 
the pay of their employees), less any receipts for the sale 
of these, is treated as part of consumers’ expenditure. The 
earnings of their employees is, of course, included in 
income from employment.

Private trusts

6.5 These are trusts, other than those for charitable 
purposes which are covered in the previous paragraph, 
normally created by individuals and usually for named 
beneficiaries. They include, for example, trusts created by 
a deceased person through his will to provide for a widow 
or children and trusts created during life to provide for 
dependent relatives.

Life assurance and pension schemes

6.6 The life funds of life assurance companies and 
the funds of pension schemes are considered to be the 
collective property of the policy holders and members of 
the schemes in the personal sector. This treatment of the 
funds affects a number of items in the personal sector 
accounts.

6.7 Since the funds are regarded as the collective 
property of persons, the income of the funds which does 
not arise from premiums paid by persons is included in 
personal income. Personal income includes employers’ 
contributions which are paid directly to the schemes; an 
estimate of these contributions is included in income from 
employment. The rent, dividend and interest income of the 
funds is included in personal sector receipts of rent, 
dividends and interest.

6.8 The schemes are regarded as providing a service 
to consumers; the service of covering life risks. Consumers’ 
expenditure therefore includes the administrative costs 
(wages, commissions, rents, etc.) of the schemes, together 
with the share of profits allocated to the life assurance 
companies and their shareholders.

6.9 Premiums paid by persons, in excess of the costs, 
etc. mentioned in the preceding paragraph, and claims 
received by them are not shown in the personal income and 
expenditure account because they do not change the 
balance of personal income and expenditure: they affect 
only the form in which persons hold their assets. For 
example, contributions to the funds result in a larger
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The personal sector

amount of assets being held by the funds, but do not affect 
the total of personal assets. This treatment is satisfactory 
so long as interest is centred on the accounts of the personal 
sector as a whole, but the treatment conceals some 
redistribution of income within the personal sector. Thus 
personal income, in the Blue Book presentation, includes 
elements of income accruing to persons which are not 
currently received in cash (employers’ contributions to 
pension schemes and the investment income of life funds 
and pension funds), and ignores some incomes which are 
in fact received (pensions and other benefits from life 
assurance and pension schemes).

6.10 A revenue account for the funds showing 
separately the various items involved is given in the Blue 
Book and described below in paragraphs 6.47 to 6.52. The 
capital transactions of the funds are, included with those 
of financial companies and institutions. The financial 
account for the personal sector includes a single entry for 
the net increase in the funds and any capital formation by 
the funds and their various transactions in financial assets 
are attributed to financial companies.

The household sector

6.11 In order to identify those transactions which 
directly affect households, the transactions of 
unincorporated businesses, of private non-profit-making 
bodies and of life assurance and pension schemes are 
disaggregated from those of the personal sector as a whole. 
The sub-sector which remains, the household sector, covers 
private trusts and individuals living in institutions as well 
as those living in households. An income and expenditure 
acccount for the household sector, showing transactions 
as they affect households and individuals, is shown in Table 
4.4 of the 1984 Blue Book and described in paragraphs 6.41 
to 6.46 below.

2. THE PUBLISHED TABLES

INCOME AND EXPENDITURE ACCOUNT

6.12 The income and expenditure account of the 
personal sector is published in detailed form in Table 4.1 
of the 1984 Blue Book, as shown in Table 6Aa. This table 
provides an analysis of personal income by type of income, 
not by type of recipient. A large proportion of persons 
receive more than one form of income; wage and salary 
earners may receive both income from employment and 
income from national insurance benefits in the course of 
one year; probably a majority of persons in receipt of 
dividend and interest income also receive income from 
some other source. The account is shown in shortened form 
in Table 1.7 of the 1984 Blue Book and a quarterly version 
is published in Economic Trends, Financial Statistics and 
elsewhere. Each of the entries in this account is described 
below.

Income from employment

6.13 This includes all wages and salaries including 
certain forms of payment in kind less certain specific 
expenses of employment, and the pay and allowances in 
cash and kind of HM Forces. It also includes payments 
by employers regarded as supplements to wages and 
salaries; these are (a) employers’ contributions to the 
national insurance scheme, to the national health service

Personal sector income and expenditure
Table 6Aa

INCOME BEFORE TAX

Income from employment:
Wages and salaries
Pay in cash and kind of HM Forces

Total

Employers’ contributions:
National insurance, etc.
Other

Total income from employment

Income from self-employment:
After deducting stock appreciation 
Stock appreciation

Total'

Rent, dividends and net interest: 
Receipts by life assurance and 

superannuation schemes 
Imputed rent of owner-occupied 

dwellings
Other receipts, net 

Total

Current transfers to charities 
from companies 

National insurance benefits 
and other current grants 
from general government 

Imputed charge for capital 
consumption of private non- 
profit-making bodies

Total personal income'

DEDUCTIONS FROM INCOME

UK taxes on income

National insurance, etc. contributions

Transfers abroad (net)

Personal disposable income^

EXPENDITURE

Consumers’ expenditure

Balance: saving'

Total

MEMORANDUM ITEMS

Saving ratio (per cent)

Real personal disposable income**: 

At 1980 prices

1980=100

47
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£ million

1980

116 305 
2 436

118 741

8 330
9 862

f
J

136 933

16 835 
750

17 585

7 790

7 827 
5 194

20 811

52

25 468

269

201 118

25 554

13 944

256

161 364

136 789

24 575

161 364

15.2

161 364

100.0

^Before providing for depreciation and stock appreciation.
Before providing for depreciation, stock appreciation and additions to 

^ax reserves.
^Saving as a percentage of personal disposable income.
Personal disposable income revalued by the implied consumers’ 

expenditure deflator shown in Table 1.16, Blue Book 1984.
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48 The personal sector

and to the Redundancy Fund, (but not the national 
insurance surcharge), and (b) employers’ contributions to 
pension schemes, together with redundancy payments and 
compensation payments for injury, etc. Income from 
employment, thus defined, represented nearly two-thirds 
of total personal income in 1983. A fuller description is 
given in paragraphs 6.53 to 6.83.

Income from self-employment

6.14 This is income which accrues to people who run 
unincorporated businesses ie farmers, professional people 
(doctors, dentists, solictors, etc.), shopkeepers and others 
who work on their own account, with or without employees 
and whether as sole traders or in partnerships. Such 
personal incomes, broadly those assessed for tax under 
Cases I and II of Schedule D as profits of a trade, 
profession or vocation, consist solely of incomes arising 
from conduct of the businesses and do not include any 
other sources of income of the persons concerned. As 
profits of a trade, profession or vocation, they must be 
regarded as a combination of labour income and profits, 
and there is no way of distinguishing between these two 
elements. This is important because differences in the 
relative importance of these mixed incomes, which in 1980 
made up of one-twelfth of total income in the United 
Kingdom, may affect any comparison of the distribution 
of income between the factors of production from one 
period to another or between one country and another. 
Apart from this the concept of income required is 
analogous to that of gross trading profits of companies 
given in paragraphs 7.17 to 7.20. It represents the 
difference between current receipts from the sales of goods 
and services {plus increases in the value of stocks and work 
in progress), and current expenditure on the purchase of 
goods and services and on the compensation of the 
business’s own employees. The four features of the 
definition of trading profits detailed in those paragraphs 
also apply to the definition of self-employment income as 
shown in Table 4.1: it includes stock appreciation; it is 
measured before deducting any allowance for depreciation; 
it is measured before deducting interest payments; and no 
attempt is made to deduct any estimate for imputed rent 
income from owner-occupied trading property. Alternative 
estimates, after providing for the first three of these items, 
are to be found in Tables 4.3 and 4.4. A description of 
the sources and methods of estimation is given in 
paragraphs 6.91 to 6.101.

Rent, dividends and net interest

6.15 This represents an estimate of the total property 
(investment) income received by the personal sector net of 
interest payments. Rent is defined as income arising from 
the ownership of land and buildings (including the imputed 
rent of owner-occupied dwellings estimated in the way 
described in paragraphs 6.588 and 6.591), less expenditure 
on repairs and insurance. Dividends represent the actual 
amounts received in the year (not the amounts payable out 
of current year’s earnings of companies). The major item 
is interest and dividends on securities of public authorities, 
public corporations and companies (resident and non
resident). The total also includes dividends on purchases 
from co-operative societies, interest on building society 
shares and deposits and interest on bank deposits. All 
figures of income from these sources are estimated before

deduction of tax. Payment of interest to building societies, 
banks and other credit grantors are deducted from the 
total. In consequence of this treatment, changes in the 
borrowing and lending interest rates of building societies 
tend to be broadly offsetting in their effect on personal 
income.

6.16 The income from investments and other property 
of private non-profit-making bodies serving persons, of 
private trusts, of the life funds of assurance companies and 
of pension funds, is included here. That of the life 
assurance and pension funds is shown separately.

6.17 Personal income from rent, dividends and net 
interest appears as a combined item in the national 
accounts tables because the available data do not permit 
satisfactory estimates of the separate items of personal 
income from these sources. Total payments of rent income 
(net of costs) are included as part of total domestic income. 
Payments of dividends and interest can be estimated for 
all sectors other than the personal sector, and so can the 
combined receipts of rent, dividends and interest. From 
total payments less receipts by other sectors, the rent, 
dividends and net interest receipts of the personal sector 
can be obtained as a residue. The method of calculation 
is illustrated in Table 6Ab.

6.18 Like all figures obtained as residue, the estimate 
of personal income from rent, dividends and net interest 
cannot be regarded as accurate. Separate estimates are 
made covering most of the interest paid by the personal 
sector. This is done in the context of the household 
account, and described in paragraph 6.107.

Current transfers to charities from companies

6.19 This item represents contributions by companies 
to private non-profit-making bodies serving persons. The 
estimates cover covenanted and uncovenanted 
contributions not allowed as a business expense.

National insurance benefits and other current grants from 
general government

6.20 These incomes are ail transfer payments, both to 
persons and to private non-profit-making bodies serving 
persons, which are derived not from work done or the 
investment of money (for example in national savings), but 
by grants from central government, including the National 
Insurance Fund, or from local authorities. Although this 
form of income should be limited to current grants, these 
are taken to include death grants, injury benefits and post
war credits, which might be regarded as capital payments. 
But less ambiguous forms of capital grants, such as war 
damage compensation and grants to universities towards 
the cost of buildings and equipment, are e.xcluded. These 
current grants are generally speaking confined to payments 
in cash as distinct from benefits in kind such as the 
provision of education or the services of doctors. However, 
where local authority housing is supplied free or at a 
reduced rent, the extent of the benefit (in so far as it applies 
to the rent as opposed to rates) is treated as a current grant. 
Rates rebates are not included, as they are deducted from 
total rates payable.

6.21 Further details of national insurance benefits are 
given in Table 7.5 of the 1984 Blue Book; other grants from
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net interest 
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I household

central government are shown in Table 7.2; and details of 
grants from local authorities are shown in Table 8.2. The 
grants are described under the various services provided 
by general government in Chapter 11. A summary analysis 
of grants paid to households (including those received from 
private non-profit-making bodies and from overseas) is 
given in Table 4.4.

Imputed charge for the capital consumption ofprivate non- 
profit-making bodies

6.22 This item represents the amount of fixed capital 
used during the year by private non-profit-making bodies 
in providing services to persons. The methods of estimation 
are described in Chapter 12.

Total personal income

6.23 Total personal income is the aggregate of the 
foregoing forms of income, before the deduction of taxes, 
national insurance etc. contributions and net transfers 
abroad. It excludes any transfer income from abroad, a 
basis consistent with the definition of national income in 
Chapter 1. It is also net of interest payments on loans, 
principally mortgage interest and interest paid by 
unincorporated businesses. Given the treatment of the 
ownership of dwellings and the imputation of rent as a

I form of income of owner-occupiers, it is appropriate to 
 ̂ exclude the financial charges which are incurred in

generating the income. Nevertheless the concept of total 
personal income is probably less useful than that of 
disposable income (see paragraph 6.30 below).

6.24 In Blue Book Table 4.1 total personal income is 
estimated including the value of stock appreciation and 
before providing for depreciation. Alternative measures 
after providing for these items are shown in Table 4.3.

United Kingdom taxes on income

6.25 Taxes paid by the personal sector consist mainly 
of income tax. Tax deducted at source by companies, 
financial institutions, public corporations or general 
government on dividends and interest paid to the personal 
sector is included here. In this context such taxes are 
regarded as falling on those receiving the dividends and 
interest, not on the companies or public authorities paying 
them. Thus persons are regarded as receiving dividends and 
interest payments gross, before deduction of tax. Similarly, 
where tax relief on payments of mortgage interest and life 
assurance premiums is granted ‘at source’, payments made 
by the Inland Revenue to the relevant financial institutions 
in respect of these tax reliefs are classified as deductions 
from tax payable by the personal sector. (The amounts of 
these payments which are estimated to be in respect of those 
whose incomes are below the tax threshold are however 
classified as current grants from general government.) The 
estimate of tax payments by persons takes into account not
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1980 £ million Table in 1984 
Blue Book

A. Payments
Rent 17 424 Table 1.2J
Interest and dividend payments.
By companies^ 16 359 Table 5.1
By public corporations 2 892 Table 6.2
By central government^ 8 735 Table 7.2
By local authorities 4 233 Table 8.2

Payments abroad by companies:
Profits due abroad net of United Kingdom tax 4 838 Table 5.1
United Kingdom tax on profits due abroad 1 381 Table UO

Property income from abroad (payments by overseas sector) 8 280 Table UO
Total payments 64-142

B. Receipts by all sectors except personal sector
Companies:
Rent and non-trading income^ 14 357 Table 5.1
Income from abroad 6 799 Table 5.1

Public corporations:
Rent and non-trading income 930 Table 6.2
Income from abroad 84 Table 6.2

Central Government:
Rent A 64 Table 7.2
Interest and dividends, etc.^ 4 809 Table 7.2

Local authorities:
Rent 3 031 Table 8.2
Interest, etc. 693 Table 8.2

Property income from abroad (receipts by overseas sector) 8 441 Table 1.10
Total receipts by all sectors except personal sector 39 208

C. Receipts of rent, dividends and net interest by personal sector (A less B) 24 934

Including payments abroad.
Excluding in each case estimated payments to, or receipts from, other units within the same sector (for 
example, national debt interest paid to other centra! government departments, company dividends paid 
to other companies, etc.).
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50 The personal sector

the standard rates of tax which are deducted at source, but 
the actual taxes paid by persons. The actual tax payments 
are, of course, determined by the level of the total taxable 
income of the recipients and therefore the amount of tax 
falling on specific forms of income can only be calculated 
on the basis of arbitrary allocations where a taxpayer has 
income of more than one type. The estimates include the 
tax paid on the investment income of the life funds of life 
assurance companies which are regarded as the property 
of the personal sector.
6.26 As with other transfer incomes such as interest, 
there are three possible points in time at which the tax 
might be recorded. These are when the income is earned 
on which the tax is payable, when the tax is paid or due 
to be paid by the taxpayer or when the tax is received by 
the Inland Revenue. Generally the last two are significantly 
different only when a third party (eg the employer or 
building society) is involved. Most persons pay income tax 
at the same time as they receive their income, by deduction 
from wages or salaries under ‘Pay-as-you-earn’ (PAYE) 
or by deduction at source from dividend and interest 
payments. For them the first two possibilities can therefore 
be regarded as simultaneous and this is the basis on which 
these taxes are recorded. Traders and professional people, 
on the other hand, are generally assessed, like companies, 
by reference to the profits earned in an earlier period; in 
this case the taxes are recorded when they are actually 
received by Inland Revenue (taken to be the same as when 
they are paid). The estimates of tax payments by the 
personal sector are made by the Inland Revenue from the 
records of tax collection under the various schedules of 
income tax, most of which can be allocated directly 
between the different sectors.

6.27 For some purposes it may be useful to treat the 
total accruing on the year’s income as a charge against 
income. An estimate is therefore made of additions to tax 
reserves representing the excess of tax accruing on the 
year’s income over actual tax payments, and arising wholly 
from incomes from self-employment and from incomes 
assessed for tax at the higher rates, investment income 
surcharge and surtax. (No allowance is made for the effect 
on the difference between accrual and payment of tax of 
the delay in making repayments of income tax.) The 
estimates are shown in Table 4.3 of the Blue Book.

National insurance and health contributions
6.28 This comprises contributions from employers, 
employed, self-employed and non-employed persons. The 
national insurance surcharge is however excluded; it is 
treated as a tax on expenditure. As employers’ 
contributions are included in personal income, the total 
of national insurance and health contributions is thus 
treated as a payment by the recipients of income from 
employment and self-employment, and not as a tax on the 
employer. The figures are taken from the central 
government accounts and are described in Chapter 9.

Transfers abroad (net)
6.29 This item is taken directly from the balance of 
payments accounts where it is entitled ‘Private transfers’. 
It represents transfer payments overseas by the personal 
sector less personal receipts from overseas (including 
pension and other receipts from overseas governments).

The series covers overseas remittances (and receipts) of cash 
gifts, including those paid to dependants, payments of 
pensions (excluding those paid by the UK government), 
transfers of funds by missionary societies and charitable 
institutions and the value of gifts sent by parcel post. Some 
of the items included, such as legacies and assets 
transferred by migrants, should strictly be treated as capital 
transactions. Further details are given in Chapter 15.

Personal disposable income

6.30 Defined as total personal income less income tax, 
national insurance etc. contributions and net transfers 
abroad, personal disposable income may also be regarded 
as broadly that which is available to the personal sector 
for spending on goods and services (consumers’ 
expenditure) or for saving.

6.31 Real personal disposable income, which is 
published in Table 4.1 as a memorandum item, is obtained 
by dividing personal disposable income by the consumers’ 
expenditure deflator. This is the ratio of consumers’ 
expenditure at current prices to consumers’ expenditure 
revalued at constant prices. Real personal disposable 
income is therefore a measure of the volume of goods and 
services that could be purchased with this income, and is 
frequently interpreted as measuring living standards. In 
view of the limitations of national accounting statistics (see 
paragraphs 1.34 and 1.35) and the exclusion from personal 
income of the benefit of services provided free by general 
government, this interpretation should be viewed with 
caution.

Consumers’ expenditure

6.32 The definition and basis of the estimates of 
consumers’ expenditure are described in Chapter 6, Part B.

Balance: personal saving

6.33 Personal saving is defined, and obtained, as the 
difference between personal disposable income and 
consumers’ expenditure. The personal sector saving ratio 
is the ratio of personal saving to personal disposable 
income, expressed as a percentage. The figures shown in 
Table 4.1 of the Blue Book and in Economic Trends are 
before provision for stock appreciation, depreciation and 
additions to tax reserves. Alternative estimates after 
providing for these items are given in Table 4.3.

6.34 The accuracy of the estimates of personal saving 
depends on the accuracy of all the items of personal income 
and expenditure. The estimates are particularly uncertain 
because they are derived as a relatively small difference 
between two large aggregates which are themselves subject 
to error.
6.35 Some check is possible on the movements of the 
personal saving estimates through estimates of all the 
capital and financial transactions of the personal sector. 
As with the estimates of rent, dividends and net interest 
described in paragraph 6.17, a number of these transactions 
can only be estimated as a residual and lead to even more 
uncertain estimates of personal saving. These alternative 
estimates may be deduced from the published figures of 
the balancing item for the personal sector as a whole, as 
shown in Table 13.3. An analysis of the various estimates
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The personal sector 51

of personal saving, and of the extent to which they have 
been revised, is given in an article published in the 
September 1984 edition of Economic Trends.

6.36 In addition to the unreliability surrounding the 
figures of personal saving, the following considerations are
important for interpreting them:

(a) the whole saving of self-employed persons is 
included, although part of this might be better regarded 
as business rather than personal saving
(b) the estimates include the collective saving done 
by private non-profit-making bodies and private trusts
(c) saving by means of life assurance and pension 
schemes is included. The excess of the income of the 
funds from contributions, premiums and investment 
over their expenditure on benefits paid and 
administrative costs is included in personal saving (see 
paragraphs 6.6 and 6.10).

These elements of saving are excluded as far as possible 
in the household account (see Table 6Ad below) although 
the distinction between the business and personal saving 
of self-employed people can only be made artificially.

6.37 Two methods of estimating personal saving have 
been mentioned: first as the difference between income and 
expenditure; and secondly through studying the changes 
in financial assets and liabilities and the capital spending 
estimated from information provided by the counterpart 
sectors (banks, building societies, etc.). A third method 
would be the collection of information on saving (the 
flows) or savings (the levels) etc. by means of a sample 
survey of households. While this method may provide 
valuable insight into the saving behaviour of different types 
of households it is difficult to use it to estimate total saving 
mainly because the total tends to be influenced by relatively 
few people and it is difficult to obtain a satisfactory sample 
and an unbiased response. Comparisons between for 
example known holdings of national savings and the 
corresponding results of household surveys indicate that 
the latter are not adequate for deriving estimates of the 
changes in those levels.

OTHER PERSONAL SECTOR ACCOUNTS

6.38 Apart from the income and expenditure account 
(described above) four other personal sector accounts are 
published in the Blue Book. These are the capital account, 
the financial account, the income and expenditure of 
households and the income and expenditure of life 
assurance and pension schemes. The financial account 
(Table 13.3 in the 1984 Blue Book) is described in Chapter 
14. The others are described below.

Table 4.2 Capital account

6.39 There are four main elements in the capital 
accounts: saving carried forward from the income and 
expenditure account; capital transfers (receipts, payments 
and taxes on capital); investment in dwellings, other fixed 
capital and stocks (described in Chapters 12 and 13); and 
the balance on the account, the financial surplus or deficit.

6.40 Receipts of capital transfers by the personal sector 
consist mainly of central government capital grants to 
housing associations and universities and local authority 
grants for the improvement of dwellings and for thermal 
insulation. On the payments side, capital transfers to public

corporations are contributions made by the personal sector 
towards the provision of gas and electricity services; taxes 
on capital cover capital transfer tax, capital gains tax, estate 
duty and development land tax (see paragraph 9.103).

Table 4.4 Income and expenditure o f  households

6.41 The development of a new form of household 
account based on a disaggregation of the personal sector 
account culminated in the publication of this table for the 
first time in the 1981 edition of the Blue Book. An article 
in the September 1981 edition of Economic Trends 
provided a description of the presentation and treatment 
of the various transactions. The article also describes an 
experimental disaggregation of the capital and financial 
accounts, but to date no further work has been possible 
on these.

6.42 The table as published in the Blue Book is 
reproduced as Table 6Ac. Table 6Ad provides a detailed 
comparison between the definitions of personal sector 
income and expenditure and the treatment adopted for the 
household sector account.

Income and expenditure of households 
Table 6Ac £ million

1980

INCOME
Direct money income from work and property: 

Wages and salaries including pay in 
kind and cash of HM Force^

Income from self-employment 
Rent, dividends and interest (gross 

receipts)
Total

Income in kind^
Pensions, social security benefits and 

other current transfers:
Pensions and other benefits from life 

assurance and superannuation schemes^
State retirement pensions, widows’ 

benefit, etc.
Family allowances and child benefit 
Supplementary benefit 
Unemployment benefit 
Other social security benefits 
Other current transfers
Total

Total household income
less United Kingdom taxes on income^
less National insurance, etc.

contributions (excluding employers’ contributions) 
less Contributions of employees to 

occupational pension schemes
Total household disposable income

116 666 
13 131

13 742
143 539

2 075

10 090

10 946 
2 944
2 684 
1 097
3 366
4 290

35 417
181 031 
-25 763

-5 614

-2 806
146 848

EXPENDITURE
Expenditure on goods and services'*
Interest paid
Life assurance, etc. premiums paid by individuals 
Other current transfers
Total current expenditure 
Balance
Total

5

124 442 
7 852 
3 494 
1 798

137 586 
9 262

146 848
^After deducting interest payments, depreciation and stock appreciation.
Shown separately for completeness, these estimates should not be 

interpreted as the level of, or trends in, the value of income in kind.
This series has been affected by tax relief on life assurance premiums 

by deduction and mortgage interest relief at source, see page 116, Blue 
pook 1984.
As in Table 4.8 but excluding imputed rent of owner-occupied dwellings 

^nd administrative costs of life assurance and superannuation schemes.
Whether as lump sum or regular payments.
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Income, disposable income, expenditure and saving - comparison of personal sector definitions
and household sector treatment

Table 6Ad

Item Personal sector definition Household sector treatment

DISPOSABLE INCOME (=  income less 
deductions from income)

Income
1.Income from employment 

(a) Wages and salaries; forces’ pay

(b) Employers’ contributions

2.Income from self-employment

3.Rent, dividends and interest

4.Pensions and other benefits paid by 
LAPS...........................................................

5.National insurance benefits and other 
government social security benefits.............

6.0ther current grants from general 
government...................................................

7.0ther current transfers...............................

8.Imputed charge for capital consumption of 
PNBs.................................................

Includes directors’ fees and identified income 
i n - k i n d .

Coverage the same as personal sector but 
income-in-kind is separately identified. 
Although income-in-kind is not ‘disposable’ in 
the same sense as cash most households 
probably perceive it as a form of income.

Contributions of employers to national 
insurance, health, etc. funds and to private 
pension funds are treated as part of the reward 
for employment. Redundancy payments by 
employers to employees are also included.

Since these contributions are usually made 
directly to the funds involved without the 
employee necessarily being aware of the 
transactions or their value they are excluded 
from household employment income. 
Redundancy payments by employers to 
employees are, however, included in pensions 
etc. (see item 4 below).

Essentially the gross trading profits of 
unincorporated businesses,this income is entered 
before deducting stock appreciation, capital 
consumption and interest payments.

Ideally household income might be defined as 
the withdrawals of money from the business for 
personal use. In practice it is not possible to 
measure this value. Instead a notional value is 
obtained by deduaing from the personal sector 
estimate, stock appreciation, capital 
consumption and interest payments. These are 
the costs which might be deemed necessary to 
maintain the state of the business.

Includes imputed rent of owner-occupied 
dwellings: the owner-occupiers are deemed to 
be operating a business for the purpose of 
providing themselves with housing. Thus 
national income is not affected by any changes 
in the proportions of dwellings owner-occupied 
and rented.

Imputed rent is excluded because it would not 
normally feature in households’ perception of 
their income.

Interest receipts are measured net of payments. 
This treatment is more a reflection of past data 
availability than of a conceptual ideal. Accrued 
interest on national savings schemes etc. 
included.

IS

Interest receipts are entered gross. Receipts of 
LAPS and PNBs are excluded but those of the 
self-employed are included. It might be argued 
that part or all of interest received by the self- 
employed belongs to the business. However as 
the whole of the measurable expenses of the 
business have been deducted from self- 
employment income, the interest receipts are 
deemed to be available for disposal by the 
household. Accrued interest, which is a form 
of saving, is retained.

Since LAPS are part of the personal sector, 
transfers to households are not included in 
personal incomes.

Private pensions (and employers’ redundancy 
payments to employees) are treated as household 
income. It is more difficult to determine the 
appropriate treatment of other benefits of life 
assurance, annuities, etc. As there are no reliable 
figures available for each type of benefit, they 
are all treated in the same way as pensions (see 
text).

Coverage the same as for the personal sector.

Includes grants to universities and other PNBs. 
Combined with item 5 in Table A.

Only grants directly to households included 
(included in item 7 ‘other current transfers’).

Transfers from companies to PNBs. Transfers 
between sub-sectors of the personal sector 
excluded.

Transfers from companies to PNBs e.xcluded; 
transfers from PNBs to households included, 
together with transfers from abroad (see item 
II) and item 6 above.

Included with item 7 in Table A. Excluded.
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The personal sector

Table 6Ad (continued)

Item

DISPOSABLE INCOME (=  income less 
deductions from income)

Deductions from income 
9. Taxes on income.....

10. Contributions to national insurance etc 
funds........................................................

11. Net transfers abroad.

12. Employees’ contributions to private 
pension schemes................................

EXPENDITURE
13. Consumers’ expenditure

14. Interest payments

IS. Life assurance premiums paid by 
individuals*....................................

16. Other current transfers

SAVING

Personal sector definition

Includes taxes on investment income of LAPS. 
Additions to tax reserves, which are included 
in Blue Book Table 4.1, are not however 
deducted to obtain personal disposable income 
in the footnote to that table or in Table A of 
this article. Tax relief given at source is regarded 
as reducing tax payable.

Employers’ and employees’ contributions 
deducted.

Net figure only shown. Implicitly receipts are 
recorded as income and payments as deductions 
from income.

Intra-personal sector transaction - no entry.

Includes imputed rent of owner-occupied 
dwellings, administrative costs of LAPS and the 
final consumption expenditure of PNBs.

No entry. Since income from interest is recorded 
net of payments, interest payments are implicitly 
treated as a deduction from income (see item 
3 above).

No entry. Administrative costs of LAPS part 
of consumers’ expenditure. Taxes on interest 
received by funds treated as a deduction from 
income.

No entry. Intra-personal sector transfers 
excluded. Transfers abroad recorded net of 
receipts and deducted from income (see 11 
above).

As the balance of personal sector income over 
expenditure the scope of this saving is wider than 
that perceived by households.

Abbreviations: PNBs
LAPS
PRBD
MIRAS

non-profit-making bodies serving persons, 
life assurance and pension schemes, 
premium relief by deduction, 
mortgage interest relief at source.
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Household sector treatment

Excludes taxes on investment income of LAPS. 
Taxes payable (i.e. payments plus net additions 
to tax reserves) on profits made by 
unincorporated businesses are included; this is 
compatible with the allocation of the major part 
of self-employment income to households (see 
2 above). Tax relief given at source is not 
deducted from taxes on income.

Since employers’ contributions are not included 
in household income, only employees’ 
contributions are deducted.

Not treated as a deduction from income. 
Receipts are included as income (part of ‘other 
current transfers’ item 7) and payments as 
expenditure (see item 16).

Deducted from income in the same way as 
employees’ national insurance contributions.

Equivalent item is ‘Expenditure on goods and 
services’. It is equal to ‘total household 
expenditure on goods and services’ given in 
Table 4.8 of the Blue Book except that it 
excludes imputed rent and LAPS administrative 
costs.

Interest (including mortgage interest) regarded 
as expenditure as perceived by households. Tax 
relief given at source under the MIRAS scheme 
(introduced in 1983) is deducted from interest 
payments.

Premiums regarded as perceived expenditure. 
(Corresponding benefits treated as income - see 
4 above). Tax relief given at source under the 
PRBD scheme (introduced in 1979) is deducted 
from premiums paid.

In addition to transfers abroad, transfers to 
PNBs which are not payments for goods and 
services supplied to the household are included 
in the household account.

The balance of household income over 
expenditure, as defined above, differs from 
personal saving by the exclusion of the 
follovsfing:

(a) stock appreciation and capital 
consum ption of unincorporated 
businesses:

(b) savings generated by LAPS;
(c) the net balances of PNBs.
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54 The personal sector

6.43 There is no single definition of household income 
which is completely satisfactory for all purposes. It is easy 
to agree that wages are income and that withdrawals of 
cash from personal bank accounts are not. It is not quite 
so obvious how payments of pensions to individuals from 
occupational pension schemes should be treated. They are 
not regarded as income in the personal sector accounts 
because the funds are already considered to belong to the 
personal sector. But from the household point of view it 
is natural to consider a pension as income and to treat any 
corresponding pension contributions by employees, which 
are likely to be involuntary, as a deduction from income 
like income tax. The most difficult case concerns the 
benefits of life assurance policies. For example the benefit 
obtained from purchasing an annuity consists of a mixture 
of investment income (interest, etc.) repayment of principal 
(less a deduction for administrative costs) and a transfer 
to or from the scheme according to the length of life. The 
benefit on maturity of an endowment life assurance policy 
is also made up of these elements, except that this is paid 
as a lump sum rather than in regular amounts.
6.44 In fact, at present the benefits of life assurance 
policies cannot be completely separated from payments out 
of insured pension funds. All such benefits have therefore 
been treated with pensions as a form of household income 
and not as ‘dis-saving’. This treatment implies that the 
corresponding premiums (whether regular or single) should 
be included on the expenditure side of the account, despite 
the likelihood that households would in many cases regard 
such premiums as a form of saving.
6.45 To arrive at household disposable income, taxes 
on income, employees’ national insurance and pension 
scheme contributions have been deducted from total 
household income. But current transfers both overseas and 
to non-profit-making bodies, as well as interest payments 
and life assurance premiums are treated as forms of 
expenditure out of household disposable income.
6.46 Other, similar, types of payment are often 
deducted from wages and are therefore not part of the pay 
taken home by the employee, such as payments under save- 
as-you-earn contracts. These transactions have not been 
deducted in arriving at disposable income, or treated as 
a form of expenditure, and are included in saving, as the 
contract is voluntarily agreed. Further discussion of 
‘committed’ as opposed to ‘discretionary’ saving is the 
subject of an article published in Economic Trends, in 
November 1981.

Table 4.5 Income and expenditure o f  life assurance and 
superannuation schemes

6.47 This table shows the revenue accounts for life 
assurance and superannuation schemes (which in future 
Blue Books are to be referred to as pension schemes), the 
funds of which are regarded as the property of the personal 
sector (see paragraph 6.6).

6.48 Life assurance includes industrial and ordinary 
business, including that of collecting friendly societies. The 
figures for life assurance business are included with funded 
pension schemes (see below) because it is not possible to 
derive separate accounts for ordinary life business and for 
insured pension funds business.

6.49 Pension schemes can be divided into three types:

those which are funded, those which are notionally funded 
and those which are unfunded. Funded schemes are those 
schemes which hold investments to match their liability to 
pay benefits. They include schemes which operate primarily 
through insurance companies (insurance invested schemes), 
the majority of self-administered schemes in the private 
sector, local authority schemes (other than those for 
teachers, police and firemen) and most schemes for 
employees of nationalised industries and other public 
corporations.

6.50 Notionally funded schemes comprise certain 
pension schemes in the public sector (in respect of staff 
in the National Health Service, United Kingdom Atomic 
Energy Authority, Forestry Commission and teachers), 
which are contributory but not funded. Any excess of 
contributions over pensions paid in a period is transferred 
to the Exchequer and in exchange the Government agrees 
to underwrite any future deficiencies.

6.51 Unfunded schemes are schemes where no assets 
are held and employers’ contributions, in the national 
accounts, are regarded as being equal to pensions paid less 
any employees’ contributions, which are generally minimal 
in relation to benefits paid. Schemes which are unfunded 
include the Civil Service pension scheme, the arrangements 
for HM Forces, schemes for police and firemen and some 
minor schemes. Also included are employers’ liability 
insurance claims, by injured employees or their 
dependants, and some redundancy payments made by 
employers.

6.52 The surplus on the whole account is implicitly 
included in personal saving (but not in the balance on the 
household account). It is also shown in Table 13.2 (and 
other tables in Section 13 of the Blue Book) as a financial 
flow to life assurance and pension funds (for funded 
schemes) and to central government (for notionaJly funded 
schemes). Further details of the sources and methods of 
these estimates are to be found in paragraphs 6.116 to 
6.124.

3. STATISTICAL SOURCES

INCOME FROM EMPLOYMENT

6.53 The estimates of income from employment fall 
into two main groups: wages, salaries and forces’ pay and 
employers’ contributions. The former can be further 
subdivided between cash wages and salaries, estimates of 
income in kind, and the pay in cash and kind of HM 
Forces; the latter between national insurance etc. 
contributions and other contributions. The method of 
estimation is described below for each of these categories. 
A description of the industrial analysis of income from 
employment is also given.

Wages and salaries in cash and kind

6.54 The incomes of the great majority of wage and 
salary earners are above the exemption limit for ‘Pay-as- 
you-earn’ (PAYE). Under this system, income tax and 
national insurance contributions, where appropriate, are 
deducted at source from both pay and occupational 
pensions. After the end of each tax year details of pay, 
tax and contributions for each employee are sent to the 
Inland Revenue by employers. Until the financial year
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1976/7 these records were checked and totalled by the tax 
offices, and then collated centrally to obtain estimates of 
total pay and pensions from which PAYE deductions had 
been deducted.
6.55 Since 1976/7 however, the estimates of wages and 
salaries for those within the PAYE system have been 
derived from a 1 per cent sample of the tax deduction 
documents. The documents are sent by the Inland Revenue 
under statutory authority to the Department of Health and 
Social Security, who note the details of national insurance 
contributions on the central computer records at 
Newcastle-upon-Tyne. A separate computer file based on 
1 per cent of these records is compiled for statistical 
analysis including details of pay and tax.
6.56 The total number of tax deduction documents 
exceeds 30 million each year and 300,000 records are 
sufficient to estimate total wages and salaries with a 
standard error of about a quarter per cent. The sample is 
based on one of the one hundred files into which the 
national insurance records are divided (based on the last 
two digits of the national insurance number) and so covers 
the same population, except in so far as it is developing 
through births, deaths and migrations, each year. Several 
advantages outweigh the very slight loss of accuracy due 
to sampling. First, computerised checking and validation 
can be carried out in a way that was impossible under the 
old manual system, and the totalling is guaranteed to be 
100 per cent accurate. Secondly, pension payments can be 
identified and excluded. Previously this involved estimation 
based on a small sample. Thirdly, the new system could 
provide an analytical data base for other purposes. Lastly 
(and by no means least) there was a substantial saving in 
cost—in particular staff time in tax offices.
6.57 This processing is normally complete some fifteen 
months after the end of the financial year. Estimates up 
to the latest complete financial year are now based on two 
sources. One is the system of quarterly estimates described 
below; the other makes use of the model with which Inland 
Revenue forecast future revenue. This is applied 
retrospectively to infer, given a certain increase in PAYE 
revenue, what increase in wages and salaries was required 
to generate it.
6.58 To the grossed-up estimates of total wages and 
salaries earned in each financial year two preliminary 
adjustments are made. First, the pay of HM Forces is 
deducted to yield total civilian pay. Secondly an estimate 
for pay below the deduction card limit is added. This total 
is then converted to a quarterly and hence a calendar year 
basis, as described below. Further adjustments are made, 
on a calendar year basis, for a number of items. The most 
important of these is an addition for employees’ 
contributions to occupational pension funds, which are 
excluded from pay recorded on tax deduction documents. 
All these adjustments are described in more detail below.

Quarterly estimates o f  wages and salaries
6.59 Quarterly data which are now used to interpolate 
the annual estimates described above are based on three 
data-sets compiled by the Department of Employment. 
These are

— monthly and quarterly ‘employees in employment’
— the annual April-based ‘new earnings survey’
— the monthly index of average earnings (whole 
economy>

and have been available since 1976. Previously the coverage 
was less complete and use was made of weekly figures of 
PAYE tax receipts to provide an indication of movements 
in total wages and salaries.

6.60 The calculations are carried out as follows for each 
of 13 industrial categories. First, the month-to-month 
changes in the index of average earnings are used to 
interpolate and project the figure of average gross weekly 
earnings per employee measured annually by the new 
earnings survey in April. The quarterly averages of these 
monthly figures are multiplied by corresponding quarterly 
averages of the employees in employment series. (The latter 
averages are derived by special formulae designed to take 
account of certain seasonal employment patterns.) The 
results are totalled across the industries to obtain a 
quarterly series of total wages and salaries, which is then 
‘constrained’ to the financial year totals of civilian pay 
estimated from the Newcastle data.

6.61 This process of constraining the quarterly series 
to the annual (or equivalently interpolating and projecting 
the annual series according to movements in the quarterly 
one) is carried out as follows. First the ratio of the annual 
to the quarterly series is determined for each financial year. 
This ratio (known as the constraining ratio) is interpolated 
and projected. The resulting quarterly ratios are applied 
to the original quarterly series giving an adjusted quarterly 
series. A further small adjustment may then be required 
to ensure that the annual totals agree with the original 
annual series.

6.62 This method was brought into use explicitly when 
it was found that the quarterly estimates were understating 
growth by about 1 per cent each year in the years around 
1980. The annual constraining ratio was increasing and was 
therefore projected to increase further. This approach was 
vindicated when it was found that the employees in 
employment series had been biased downwards. It is 
believed that any discrepancy of growth between the 
Newcastle data and the Department of Employment data 
is more likely to be caused by bias in the employment series 
than in the average earnings data or the Newcastle totals.

6.63 A similar method of constraining is used to 
interpolate and project the calendar year adjustments.

Detailed adjustments to Newcastle data

6.64 This section describes the adjustments to the 
Newcastle data in more detail.

6.65 Pay o f HM Forces. Tax deduction cards 
applicable to members of the armed forces are identifiable 
and the earnings included on these are subtracted from the 
total.

6.66 Earned income below the tax deduction card limit. 
The PAYE system of tax deduction normally operates only 
for incomes above a specified limit, either the minimum 
level for national insurance contributions or the 
appropriate personal allowance for income tax, whichever 
is less. However, as employers make more use of 
mechanical pay-roll systems, tax deduction documents exist 
for many people who earn less than the limit in a year. 
Estimates of the amounts excluded are based on Family 
Expenditure Survey data for the numbers concerned and 
their average annual earnings. (This adjustment does not

1 -

I

fr

\ fi *
I r

u



56 The personal sector

cover agricultural and domestic workers 
6.68 below.)

see paragraph

6.67 Employees’ contributions to pension funds. Pay 
entered on tax deduction documents is net o f any 
contributions to approved occupational pension funds 
recognised as non-taxable. Calendar year estimates of 
employees’ contributions to pension funds are taken from 
the revenue account for life assurance and pension schemes 
described in paragraphs 6.116 to 6.124 below.

6.68 Agriculture and domestic service. PAYE estimates 
for these two groups are recognised as being incomplete 
and independent estimates are made, using data compiled 
by the Ministry o f Agriculture, Fisheries and Food, and 
data from the Family Expenditure Survey respectively. 
These estimates are added in while incomes included in the 
Newcastle data for these two categories are identified and 
subtracted.

6.69 Income 'coded out’ and direct collection. Some 
additional forms of earned income, e.g. tips, are not always 
covered by PAYE. In these cases Inland Revenue collect 
the tax which is due on this income either directly from 
employees or by adjusting their tax codes. Separate 
information on this type o f income is not regularly 
available and estimates are based on the movements in 
basic pay.

6.70 Non-insured cases. This item relates to the 
earnings o f juveniles. The amount included in wages and 
salaries is increased each year in line with the movement 
in basic pay.

6.71 Profit sharing schemes. The adjustment for 
approved profit sharing schemes is derived from returns 
sent by the trustees o f the scheme to the Inland Revenue. 
It is the value o f shares allocated to employees by their 
employers under approved schemes.

6.72 Expenses payments and benefits-in-kind assessed 
under Schedule E. This item covers the value o f taxable 
expenses payments and other benefits made to company 
directors and employees. The data are provided by Inland 
Revenue. In 1975 and 1983 respectively, scaled rates were 
introduced for the purpose o f taxing the private use of 
company cars and fuel provided for private use. Rather 
than using taxable values based on the scale charges, 
independent estimates o f the value o f these benefits are 
calculated and included in the estimates o f  wages and 
salaries from 1975 onwards.

6.73 Expenses o f  employment. The amounts allowed 
by Inland Revenue, in charging income tax under Schedule 
E, as a necessary expense of employment are deducted 
from total wages and salaries. They cover expenditure by 
an employee which is either not refunded by an employer 
or paid out o f the expenses payments received and included 
in the previous item.

6.74 Other income-in-kind. Estimates are included for 
the following items:

(a) Coal provided free or at concessionary rates to 
miners and other colliery employees (including those 
now retired). The estimates are provided by the 
Department of Energy.
(b) Food provided for merchant seamen and 
fishermen. Rough estimates are included.
^c) Imputed rent o f housing provided free by

employers and rates paid by employers. Estimates are 
based on data drawn mainly from the Family 
Expenditure Survey.
(d) The net cost to employers o f meal vouchers and 
meals provided in canteens. Estimates have been made 
using the results o f the Ministry o f Labour inquiry into 
employers’ total labour costs in 1964 and other sources.
(e) The net cost to employers of food and 
accommodation provided for staff in catering 
establishments other than canteens. The value is 
assumed to be about five per cent of consumers’ 
expenditure on meals and accommodation in these 
establishments.

Other items might be included if more information were 
available, for example travel concessions enjoyed by many 
transport workers or provided by employers. In so far as 
any of these benefits are taxable and declared to the Inland 
Revenue they will be included in the item described above 
in paragraph 6.72. The value o f these benefits in kind 
should also be included in consumers’ expenditure. While 
some o f the items listed above are included explicitly in 
consumers’ expenditure, others are assumed to be included 
implicitly.

6.75 Undeclared employment income. As explained in 
paragraphs 3.32 to 3.36, the estimates o f factor incomes 
include allowances for ‘evasion’—in other words for the 
under-recording o f factor incomes because o f failure to 
declare them to Inland Revenue. Most of this evasion is 
allocated to self- employment income, but a small part, 
amounting to about one-third o f one per cent of total wages 
and salaries in 1980, is included in income from 
employment.

Pay in cash and kind o f HM Forces

6.76 The estimates are compiled from returns furnished 
quarterly by the service departments on the same basis as 
the figures published subsequently in the Appropriation 
Accounts. The following payments in cash are included:

(a) Pay and cash allowances o f British officers and 
men in the armed forces whether on general service or 
serving in the Ministry of Defence or other government 
departments.
(b) Pay and allowances o f members of the nursing 
services and women’s services.
(c) Pay and allowances o f reserve forces, and 
territorial and cadet forces.

6.77 Pensions and retired pay o f former (‘non- 
effective’) members o f the Forces are excluded, being 
treated, like other unfunded pensions, as employers’ 
contributions. Employers’ contributions to national 
insurance are treated in the same way. Income in kind is 
measured by the cost o f issues o f food and clothing. 
Nothing is included for lodging. Pay to members of the 
Forces on release leave, pensions and grants awarded for 
death or disability and extended service bounties are 
excluded and treated as current transfers by central 
government to the personal sector.

6.78 Employers' contributions to national insurance 
and health. This item covers employers’ contributions to 
the national insurance scheme (both flat rate and graduated 
contributions), the industrial injuries scheme, the national 
health service and the Redundancy Fund.
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The personal sector

6.79 The national insurance surcharge (and previously 
selective employment tax), paid together with national 
insurance contributions, is regarded as an indirect tax 
falling on employers, and is not included. The estimates 
are taken from the central government accounts. Quarterly 
figures are based on returns prepared by the Government 
Actuary’s Department.

Employers* contributions to pension schemes, etc.

6.80 Employers’ contributions to pension schemes are 
treated as supplements to wages and salaries and as savings 
out o f employees’ current income. Consequently the 
pensions actually received by retired employees are 
regarded as a transfer within the personal sector and 
excluded from personal income. Some employers, 
however, including the central government, pay non- 
contributory pensions to their retired employees, as and 
when they become due, without making current provision 
for future pension liabilities. It would be desirable in these 
cases to include in income from employment not pensions 
paid to past employees, but the currently accruing liability 
to pay pensions in the future to present employees. In the 
absence o f reliable measures o f liability, the pensions 
currently paid are included instead in income from 
employment. However, these pensions, like contributions 
to funded pensions schemes, are reckoned as a current 
expense o f  the government, so that the balance between 
national income and expenditure is maintained. Employers’ 
contributions to pension  schem es thus con sist  
predominantly o f current contributions to schemes by 
employers, but include also an element o f actual pensions 
paid.

6.81 Details o f the data sources and methods of 
estimation are given in paragraphs 6.116 to 6.124 below .’

6.82 Estimates are also included in this item for 
compensation paid to injured employees or to their 
dependants apart from payments under the national 
insurance and industrial injuries schemes; certain 
compensation payments by public corporations to former 
employees; compensation paid for personal injury to ‘third 
parties’; certain redundancy payments (not covered by the 
PAYE system); and payments to employees under the 
Redundancy Payments Act, 1965 which are not recovered 
by rebates from the Fund.

6.83 Quarterly estimates for this item are interpolated 
and projected by reference to the quarterly series for wages, 
salaries and forces’ pay.

Income from employment by industry

6.84 Estimates o f income from employment by 
industry are prepared for inclusion in Blue Book Tables 
2.1 (gross domestic product by industry and type o f  
income) and 2.3 (income from employment in production 
industries).

6.85 The starting point for the industrial analysis of 
employment income used in Table 2.1 is the set o f quarterly 
wages and salaries figures described in paragraphs ^ 59 and 
6.60. As explained there, these basic pay figures are derived 
from Department of Employment information on earnings 
and employment. In essence, the method involves 
combining the New Earnings Survey estimates o f average
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earnings in April o f  each year, the monthly index of 
average earnings and estimates o f  the numbers of 
employees in employment in order to produce estimates 
o f the total wage and salary bill in specific broad industry 
groups. These industry groups are essentially the same as 
those needed for Table 2.1. The figures for all industry 
groups combined are constrained to the Newcastle project 
wage and salary bill control totals with any differences 
spread pro rata between the individual industry groups. 
There is some reallocation between public administration 
etc. and other services which incorporates data obtained 
from the general government accounts.

6.86 The figures then have to be adjusted to include 
the remaining components o f  the total wages and salaries 
bill, which are not covered by either the Newcastle or the 
Department o f  Employment data. This is done as follows. 
The value o f  miners’ free coal is added to the figures for 
energy and water supply. The wages and salaries o f private 
domestic servants are added to the figures for other 
services. The earnings o f  non-insured juveniles are 
allocated to distributive etc. trades. Finally, all other 
components are allocated across all industries on a pro rata 
basis according to the distribution o f basic pay.

6.87 One further adjustment is made to the resulting 
wages and salaries bill data. The figures for agriculture, 
forestry and fishing are replaced by estimates calculated 
separately for agriculture (based on information from the 
Ministry o f Agriculture, Fisheries and Food) and for 
forestry and fishing (based on the Department o f  
Employment’s New Earnings Survey and estimates o f  
employees in employment). Any differences between the 
sum of these two components and the original figures are 
allocated pro rata across all other industry groups.

6.88 Estimates o f  income from employment for each 
industry are then obtained by adding employers’ national 
insurance contributions and other employers’ contributions 
to the figures for the total wages and salaries bill. In broad 
terms, this is done in two stages. For the industries for 
which the Department o f  Employment conducts labour 
costs surveys, figures both o f employers’ national insurance 
contributions and o f other employers’ contributions are 
derived from the published survey results for years for 
which enquiries have been conducted and by interpolation 
and extrapolation for other years. The figures for these 
industries are then subtracted from the control totals for 
employers’ national insurance and for other contributions 
and the remaining amounts allocated by industry groups 
according to the industrial distribution o f basic pay.

6.89 Finally, figures for forces’ pay are added to the 
estimates for the public administration, national defence 
and compulsory social security group.

6.90 Table 2.3 o f  the Blue Book contains figures o f  
income from employment for individual industries within 
the production industries (that is within the manufacturing 
and the energy and water supply industries). For 
manufacturing industries, the Table 2.1 figures for wages 
and salaries, for em ployers’ national insurance 
contributions and for other employers’ contributions are 
used as control totals: these totals are allocated between 
individual industries on the basis o f  information available 
from the Annual Census o f  Production (for wages and 
salaries) and from the Department o f Employment’s labour
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costs surveys (for em ployers’ national insurance 
contributions and other employers’ contributions). For the 
energy and water supply industries, the estimates for the 
extraction o f mineral oil and natural gas are based on 
information available from the Department o f Energy: 
these estimates are subtracted from the total figures for 
energy and water supply and the remainder is again 
allocated between industries on the basis o f information 
from the census of production and the labour costs surveys.

IN C O M E  F R O M  S E L F -E M P L O Y M E N T

6.91 This class of income, which incorporates elements 
of both labour income and profit income, may be described 
either as income from self-employment to distinguish it 
from income earned as an employee, or as income of 
unincorporated businesses to distinguish it from the income 
of companies and public corporations. Its place in the 
accounts o f the personal sector is described in paragraph 
6.14. For purposes o f estimation, income from self- 
employment is divided into two groups: income o f farmers 
and other self-employment income. Income o f farmers is 
estimated from data collected by the agricultural 
departments and other self-employment income from 
Inland Revenue data.

6.92 Income o f farmers. Income o f farmers represents
the reward of the manual and managerial labour of farmers 
and their spouses and the return on their capital. The basis 
of the estimates is the accounts o f the United Kingdom 
‘national farm’ presented to Parliament around February 
of each year in the ‘Annual Review o f Agriculture’ White 
Papers. The ‘national farm’ consists o f all units producing 
agricultural products, whatever their size and irrespective 
of who ultimately owns them. In producing the accounts, 
all producer units are regarded as forming the single 
‘national farm’ and only transactions involving movements 
across the ‘national farm’ boundary are quantified.

6.93 Total income from farming is obtained by adding 
together the published figures for gross value added at 
factor cost (gross product) and stock appreciation and 
deducting labour costs and gross rent actually paid. 
Although most farming is done by sole traders or 
partnerships, a significant and growing proportion is 
undertaken by companies. The estimated total income 
from farming is therefore divided between company profits 
and self-employment income on the basis o f Inland 
Revenue figures o f the relative size o f the profits made by 
each o f the two groups. In 1980, about one-eighth o f the 
total income from farming was allocated to company 
profits with the remainder making up the income of 
farmers element o f self-employment income.

6.94 Other (non-farming) self-employment income. 
This is income assessed under Schedule D Cases I and II 
of professional and other non-farming self-employed 
persons working either as sole traders or in partnerships. 
Professional earnings include all the earnings o f individuals 
and partnerships assessable to income tax under Schedule 
D Cases I and II from the carrying on of professions where 
the profits made depend wholly or mainly on personal 
qualifications. Thus they cover the earnings o f doctors, 
dentists, lawyers, artists, journalists and architects working 
on their own account, including earnings o f general 
practitioners and dentists practising under the National 
Health Service. It excludes the salaries o f members o f the

professions chargeable to tax under Schedule E and thus 
excludes the salaries of all doctors who are whole-time 
hospital employees, o f nearly all teachers, and the pay of 
HM Forces. The income of other sole traders and 
partnerships comprises the income o f all non-farming 
unincorporated enterprises assessed under Schedule D 
Cases I and II. It includes such income o f agents working 
on commission without a contract o f service with an 
employer.

6.95 From the 1984 Blue Book, the basis of the 
estimates o f non-farming self-employment income for 1980 
and later years is the Inland Revenue Survey o f Personal 
Incomes. This is an annual survey which covers all 
individuals for whom income tax records are held by the 
Inland Revenue. Each year a stratified sample of tax 
records is taken with the probability o f selection roughly 
proportional to the size o f  income. For example, for the 
1982/83 Survey, the sample o f Schedule D tax records 
consisted of 1 in 3 of those whose income exceeded £40,000 
in the previous year, 1 in 60 o f other higher rate tax cases 
and 1 in 200 of the remainder o f the Schedule D register.

6.96 The estimates for years before 1980 are based on 
samples o f tax assessments under Schedule D made by 
Inland Revenue. These analyses have been discontinued 
with data for 1979—the last available. Broadly, the samples 
consisted o f all cases with income above certain levels and 
samples o f other cases. For example, for 1979, the Inland 
Revenue self-employment income figures were calculated 
from:

(a) all cases classed as ‘professional’ and with income 
of £8,(X)0 or more
(b) a 1 in 10 sample of ‘professional’ cases with 
income o f less than £8,000
(c) all cases classed as ‘non-professional’ and with 
income o f £12,000 or more
(d) a 1 in 20 sample o f ‘non-professional’ cases with 
income o f less than £12,000

The total self-employment income figure for 1980, 
estimated from the Income Surveys agreed closely with the 
assessments based estimate information for 1979, updated 
to 1980 by the trends in profits enquiry (see paragraph 
6.99). No special linking procedures were needed and the 
two series were simply used in tandem for the 1984 Blue 
Book.

6.97 As with the equivalent data for company profits 
(see paragraphs 7.54 to 7.58), these self-employment 
income figures are subject to certain complexities. First, 
sole traders and partnerships are assessed for tax on profits 
made in their accounting years. However, the average of 
all accounting years ending in a particular income tax year 
is close to the calendar year basis needed in the national 
accounts. For example, the average o f accounting years 
ending in the tax year from the beginning o f April 1981 
to the beginning o f April 1982 is close to calendar year 
1981.

6.98 Secondly, there is a delay between the time at 
which the profits are made and their assessment for tax. 
Profits earned in accounting years ending in a particular 
income tax year are not assessed for tax until the following 
tax year. It also takes time for the assessments to be agreed 
and for the tax records to be updated as necessary. Hence, 
when the 1984 Blue Book was being prepared in the
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Summer o f that year, the latest available Survey o f  
Personal Incomes was that for the 1982/83 income tax 
year. The self-employment income figures in that survey 
related to income earned in businesses’ accounting years 
ending in 1981/82 which in turn broadly related to income
earned in calendar year 1981.

6 99 A sa  consequence o f all this, the self-employment 
income estimates for the latest two years given in any 
particular Blue Book (eg for 1982 and 1983 in the 1984 
Blue Book) are not based directly on the Survey o f Personal 
Incomes but are obtained instead by projecting forward 
from the latest available Survey based profits figures using 
Inland Revenue’s trends in self-employment profits 
inquiry. This inquiry consists o f  a standing sample of 
unincorporated businesses and by matching cases from 
year to year is used to obtain estimates o f the proportionate 
change in profits between those years. These changes are 
applied to the Survey o f Personal Incomes data to estimate 
the levels o f profits for the latest two years. Such a method 
makes allowances only for changes in the average level of 
profits: no adjustment is made for changes in the numbers 
of self-employed persons which by implication are 
therefore assumed to remain constant over the period for 
which the projections are being made.

6 .1(X) Thirdly, the treatment o f losses causes difficulties. 
If a trader makes a loss in a particular accounting period, 
the loss for the tax year may be set against other income 
being assessed for the tax year. Alternatively it may be 
carried back one year or carried forward and set against 
profits o f the same trade in a later year. Losses carried 
forward or back are not distinguished from losses set 
against other income. The Survey o f  Personal Incomes 
reports the losses allowed for the year o f assessment (the 
tax year). Therefore all such losses are deducted from the 
self-employment income figures in the year in which they 
are allowed against tax rather than the year in which they 
occurred (which would be the correct basis for the national 
accounts). No adjustment is made for this: the effect on 
the figures for any particular year will depend on the 
balance between losses carried into and out o f that year.

6.101 For the national accounts estimates a number of 
adjustments have to be made to the Inland Revenue 
figures.

(a) Evasion. As explained in paragraphs 3.32 to 3.36, 
the estimates o f factor incomes, and hence the income 
estimate o f gross domestic product, in the national 
accounts include allowances for ‘evasion’—in other 
words for under-recording o f factor incomes in the basic 
statistics because o f failure to declare them to Inland 
Revenue. Most o f this evasion is allocated to self- 
employment income: in 1980, the evasion adjustment 
made up about one-seventh o f total self-employment 
income.
(b) Interest. Interest paid on bank advances and 
certain other interest payments are allowed by the Inland 
Revenue as an expense in arriving at the assessment of 
profits. In the national accounts such interest is regarded 
as a share o f profits. Estimates o f the amount paid—
consisting of interest on bank advances, on trade bills 
and acceptances, and on installment credit debt —have 
therefore to be added back to the Inland Revenue 
estimates of profits. Interest paid on bank advances is 
calculated broadly by applying an appropriate rate of

r*|

interest to the estimated average level o f advances made 
to the personal sector and then allocating this equally 
between payments by unincorporated businesses and by 
the remainder o f the personal sector. Similar methods 
are used for calculating interest paid on trade bills and 
acceptances and on hire purchase debt.
(c) Contributions to pension schemes. An addition is 
made, based on data provided by the Department o f  
Health and Social Security, for the government’s 
contributions to the National Health Service pension 
scheme for general practitioners and dentists.
(d) Jobbers. The income o f jobbers on the stock 
exchange and o f some other dealers in financial assets 
is derived from the difference between the buying and 
selling price o f  securities. As these margins are not 
included in the estimates o f  expenditure on making 
financial transactions, the gain o f the financial dealer 
needs to be regarded as a capital gain, and not as part 
o f trading income, for the estimates o f  income and 
expenditure to be consistent. An estimated deduction 
is made from the income assessed to tax under Schedule 
D for the exclusion o f these gains. An alternative 
treatment would be to regard these gains as a charge 
for a financial service, involving adjustments to the 
figures for com pany p rofits  and con sum ers’ 
expenditure, but this treatment has not been adopted 
in the accounts.

Self-employment income by industry

6.102 Estimates o f  self-employment income by industry 
are prepared for inclusion in Blue Book Table 2.1 (gross 
domestic product by industry and type o f  income). The 
Inland Revenue figures o f  non-farming self-employment 
income are analysed by industry according to the activity 
of the individual business. Income o f farmers and the 
adjustment for contributions to National Health Service 
superannuation schemes each relate to specific, single 
industry groups and consequently there is no classification 
problem. Interest payments are allocated between 
industries on the basis o f  an estimated distribution by 
industry o f bank advances to self-employed persons. The 
industrial analysis o f  the evasion adjustment is made by 
means o f broad assessments o f  the likelihood and possible 
size o f evasion in particular industries.

6.103 As described earlier, the Inland Revenue estimates 
o f non-farming self-employment income are based on tax 
assessments data for years up to 1979 and on the Survey 
o f Personal Incomes for 1980 onwards. There are some 
significant differences in the industrial distributions o f self- 
employment income shown by these two separate sources. 
Consequently, when the Survey o f  Personal Incomes based 
figures were introduced, in the 1984 Blue Book, figures 
for particular industries for earlier years based on 
assessments data were linked to the new figures by applying 
factors to them, obtained from the differences in 1980 
between the estimates on the old and new bases. The totals 
for all industries were constrained, however, such that they 
remained equal to the assessments based totals.

Quarterly estimates o f self-employment income

6.104 Up-to-date quarterly estimates o f the income o f  
farmers, a forecast o f the latest calendar year’s income is 
produced in advance o f the published information
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becoming available in the following February. The forecast 
is obtained by projecting forward the previous year’s 
figures largely on the basis o f estimated changes in 
agricultural prices. The quarterly figures for all years are 
then obtained as a smooth interpolation of the annual data.

6.105 For other self-employment incomes, quarterly 
estimates are obtained by interpolating and projecting the 
annual figures for individual industry groups on the basis 
of movements in various indicators o f activity. For 
exam ple, the interpolations and projections for 
manufacturing industry are based on indices o f  
manufacturing output and o f input and output prices, for 
construction on Department of the Environment estimates 
of the value o f construction repair and maintenance work 
and for distribution on indices o f retail sales.

bodies serving persons and life assurance and pension 
schemes. Separate accounts are constructed for these sub
sectors. They include transactions between the sub-sectors 
which are excluded from the accounts of the personal sector 
as a whole. The way in which the separate accounts fit 
together is shown for 1980 in Table 6Ae. The sources and 
methods for each sub-sector are described in turn below

Interest payments

IN C O M E  A N D  E X P E N D IT U R E  O F  H O U S E H O L D S

6.106 The main differences o f  treatment between the 
personal and household sector accounts have been set out 
in Table 6Ad. The household sector income and 
expenditure account (Table 4.4 o f the Blue Book) is derived 
from the personal sector account (Table 4.1) mainly by 
subtracting the income and expenditure relating to the 
other parts o f  the sector. These sub-sectors are 
unincorporated businesses, private non-profit-making

6.107 The household account shows the payments of
interest on the expenditure side o f the account and shows
rent, dividends and interest receipts on a gross basis
Figures for interest paid cover mortgage interest paid (net
o f tax relief allowed at source) to building societies, local
authorities, insurance companies, new towns and housing
associations, for which information comes from the
accounts o f the relevant sector. Also included are bank
interest paid by the personal sector and interest to finance
houses. Interest payments by unincorporated businesses
and private non-profit-making bodies are deducted from 
the total.

IN C O M E  A N D  E X P E N D IT U R E  O F 
U N IN C O R P O R A T E D  BU SIN ESSES

6.108 Unincorporated businesses are the businesses of

Allocation of personal sector income and expenditure 1980

Table 6Ae

£ million
Total Households Unincorporated Private non

businesses profit-making
bodies

Life assurance 
and super
annuation 
schemes

Exclusions

Income Expen 
diture

Income Expen 
diture

Income
Income from employment: 

wages and salaries: forces’ pay 
employers’ contributions 

Income from self-employment 
Rem, dividends and net interest 
Current grants from general 

government 
Other income

Income Expen- Income Expen 
diture diture

Income Expen 
diture

Income Expen 
diture

Expenditure
Consumers’ expenditure 
UK taxes and national insurance 

contributions 
Transfers abroad (net)

Intra-sector transactions 
Pensions and benefits paid by 

life assurance and 
superannuation schemes 

Contributions to: 
pensions
life assurance, etc.

Other current transfers

Balance (saving)

TOTALS'

118,741
18,192
17,585
20,811

118,741

13,131
13,742 7,852

17,585 13,131
1,839 1.271 128

9,862

7.790

8,3302

7,8273

25,468
321

23,901 1,557
321

10

136,789 124,442 2.681 1,839

39,498
256 793

31.377
994 27 82

514 305

10,090 10,090

633

2,806
3,494

804 804 633

2,806
3,494

24,575 9,262 2,615 456 12,242
201,118 181,031 17.585 5,980 24,476 I6,i;

7,827

8.330

.......v VX/.U....I iwiaia uu uwi duu across Decause of
transactions in the personal sector account. 

^Employers’ national insurance, etc. contributions. 
^Imputed rent of owner-occupied dwellings.
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the self-em ployed— farmers, professional people, 
shopkeepers and other sole traders and partnerships. A 
complete separation o f the transactions o f unincorporated 
businesses from those o f  households would require the 
business transactions o f the proprietors to be separated 
from their purely personal transactions, and for amounts 
which are withdrawn from the business for personal use 
to be identified.

6.109 In practice, it is not possible to make this split. 
It is possible, however, to make estimates o f certain items, 
notably interest paid, depreciation and stock appreciation, 
which could be considered necessary to keep the business 
in its previous state. The amount contributing to household 
income is therefore taken as the self-employment income 
as recorded in the statistics o f the personal sector less these 
three items. The interest payments are then entered as 
expenditure by the business, so that the saving implied is 
equal to the level o f depreciation and stock appreciation.

6.110 Receipts o f  rent, dividends and interest by 
unincorporated businesses are included with household’s 
receipts.

6.111 The figures for interest paid on the expenditure 
side o f the account are for interest paid to banks and 
finance houses and come from the company sector 
accounts. The estimates o f  depreciation used are those of 
capital consumption at current replacement cost calculated 
by the perpetual inventory method described in Chapter 
12. The sector analyses o f both the capital consumption 
and stock appreciation estimates are however not very 
reliable.

6.112 Household income from self-employment is thus 
obtained by subtraction. This and household saving are 
overstated to the extent that this method understates the 
business income which is retained in the business.

IN C O M E A N D  E X P E N D IT U R E  O F  P R IV A T E  N O N -P R O F IT -
M A K IN G  B O D IE S

6.113 The accounts of private non-profit-making bodies 
serving persons were the subject o f an article in Economic 
Trends in May 1975. Annual accounts for the sub-sector 
were published in the Blue Book until 1979, but publication 
of separate accounts was discontinued from the 1980 Blue 
Book because of difficulties in producing reliable estimates. 
It was felt that the possible range o f  error in relation to 
the figures in the separate account for the subsector was 
too large for the table to be published. However, because 
the figures in the household account are much larger, the 
consequent range of error on these figures is comparatively 
small.

6.114 Good information on income and expenditure is 
available for universities and trades unions. For the 
remainder o f the sector, however, the information is 
minimal. Most o f the figures are simply extrapolations of 
the results of the survey carried out in respect o f 1970, 
updated to some extent by a smaller scale survey carried 
out in respect o f 1975.

6.115 The treatment o f the transactions between 
households and private non-profit-making bodies differs 
slightly from that set out in the 1975 article. The difference 
stems from the introduction o f the concept o f final 
consumption expenditure by private non-profit-making

bodies (see paragraph 6.513). It involves drawing a 
distinction between payments by households for goods or 
services rendered by the bodies and transfers o f  money 
which do not haveadirect quid pro quo. In the 1975 article 
both types o f  transaction were included under ‘current 
transfers from persons’. Examples o f  payments for goods 
and services are university tuition fees, school fees, rent 
payable to housing associations and AA membership fees. 
Trades union dues might be treated in at least three 
different ways, but from the 1983 Blue Book have been 
treated entirely as transfers.

IN C O M E  A N D  E X P E N D IT U R E  O F  L IF E  A S S U R A N C E  A N D
P E N S IO N  S C H E M E S

Funded schemes

6.116 Several sources o f  information are drawn on for 
private sector schemes. Until 1982, there was little 
information on self-administered pension funds and 
estimates for these were basically interpolations and 
extrapolations o f  data collected in the quadrennial survey 
o f occupational pension schemes carried out by the 
Government Actuary’s Department. From 1982 onwards 
data has been obtained through an annual income and 
expenditure inquiry conducted by the Department o f Trade 
and Industry. The reliability o f these estimates has 
therefore improved considerably.

6.117 For life assurance and insurance-invested pension 
schemes the main source o f  annual data has been a booklet 
produced by the Life O ffices’ Association. For years up 
to 1977, use was also made o f an analysis o f  statutory 
returns made to the Department o f  Trade and Industry. 
Although it is not possible to separate life business from 
insured pension funds business for receipts o f  rent, 
dividends and interest, or for pensions and benefits paid, 
it has been possible, using the above data sources, to 
estimate the split between contributions paid by employees 
to pension schemes and premiums paid by individuals for 
life policies. This separation enables the contributions o f  
employees to occupational pension schemes to be shown 
as a deduction in arriving at household disposable income, 
whereas life assurance premiums are shown as an item o f  
expenditure in the household account.

6.118 The figures shown for premiums for life policies 
include tax relief paid by central government to insurance 
companies under the premium relief by deduction scheme. 
Under this scheme, which began on 6 April 1979, the 
Inland Revenue makes payments to life insurance 
companies (including industrial assurance companies and 
other friendly societies) in respect o f tax relief on premiums 
received from individuals (net o f relieQ for policies 
qualifying under the scheme. Previously tax relief on 
qualifying premiums had to be claimed back by the 
taxpayer; the introduction o f the new scheme enabled 
insurance companies to reduce their premiums by an 
amount equal to the tax relief lost by the taxpayers. In the 
1984 Budget, however, such tax reliefs were abolished 
except on existing policies. Data are obtained from the 
Inland Revenue.

6.119 Figures for the local authority pension schemes are 
available from a return made to the Department o f the
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Environment and the Welsh Office by local authorities. 
Corresponding information in respect of authorities in 
Scotland and Northern Ireland is obtained from the 
Scottish Office and the Northern Ireland Local 
Government Officers’ Superannuation Committee. As the 
returns cover financial years ending on 31 March, 
adjustments are made to bring the data on to a calendar 
year basis. Other funded public sector pension schemes are 
covered by the annual income and expenditure returns sent 
out by the Department o f Trade and Industry.

6.120 The figures include some receipts classified as 
transfers from notionally funded schemes. These represent 
payments from central government to the Post Office and 
Civil Aviation Authority pension funds in respect of 
pension liabilities taken over from central government. 
Rent, dividends and interest receipts are shown before 
payment of tax on investment income, which is included 
in administrative costs, etc. Any interest payments are 
netted o ff the receipts.

Notionally funded and unfunded schemes

6.121 Data for the notionally funded schemes and the 
main unfunded schemes, those for Civil Service staff and 
HM Forces, come from central government accounts 
including the accounts for Northern Ireland. Information 
on the schemes for police and firemen has been obtained 
from the responsible departments or authorities.

6.122 An allowance is made for benefits paid out by 
other public sector and private sector employers which are 
not funded or insured. Examples o f such payments are ex 
gratia payments to employees or dependants; there is 
thought to be no major unfunded scheme outside the 
government sector. Data on these benefits come from the 
periodic surveys o f labour costs carried out by the 
Department o f  Employment. Em ployees’ liability 
insurance claims, for which data are obtained from the 
British Insurance Association, are also added in.

6.123 Redundancy payments by employers are also 
included as payments from unfunded schemes. The figures

or benefits paid include both statutory payments and 
voluntary payments by employers but are net of the rebates 
received by employers from the Redundancy Fund. (The 
rebates are incorporated in the figures for government 
grants to the personal sector.) Also excluded are any 
redundancy payments which are included on PAYE tax 
deduction documents; those are included in wages and 
salaries. Data on the statutory payments are available from 
the Department of Employment quarterly; information on 
the voluntary payments comes from the labour costs 
surveys.

6.124 As staled earlier, employers’ contributions to 
unfunded schemes are regarded as being equal to pensions 
and benefits paid less employees’ contributions.

4. RELIABILITY

6.125 The reliability o f the estimates which appear in the 
personal sector income and expenditure account are given 
in Table 6Af.

Reliability of personal sector income and 
expenditure account estimates

less than 3 per cent 
3 per cent to 10 per cent 
10 per cent to 20 per cent 
more than 20 per cent

Table 6Af

Income from employment A
Income from self-employment C
Rent, dividends and interest C
Current grants from general government A
Other income C
Taxes on income A
National insurance contributions A
Transfers abroad (net) D

Personal disposable income B
Consumers’ expenditure A
Personal saving D
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Consumers’ Expenditure

1. CONCEPTS

6.501 A concise definition o f  consumers’ expenditure 
might be as follows:

Personal expenditure on goods and services, consisting 
of
(a) household expenditure on goods, both durable and 
non-durable, and second-hand goods, imputed rent of 
owner-occupied dwellings, and administrative costs of 
life assurance and superannuation schemes) and
(b) final consumption expenditure o f  private non- 
profit-making bodies serving persons.
Excluded are all business expenditure and expenses, 
interest and other transfer payments, and capital 
expenditure on dwellings.

These and other points which affect the general definition 
of consumers’ expenditure are discussed in greater detail 
below.

6.502 Business expenditure and expenses Consumers’ 
expenditure does not cover the whole o f expenditure on 
consumer-type goods and services. It excludes all business 
expenditures, which are treated as current costs o f  
production (intermediate expenditure), and similar 
expenditure by general government. Where methods of 
estimation rely principally on the total supplies or retail 
sales o f such goods and services, the exclusion o f such 
intermediate expenditure can often be done only very 
roughly. Certain purchases by workers o f tools or special 
clothing, which are deducted from employment income, 
are regarded as business expenditure and excluded from 
consumers’ expenditure. Business expenditure on cars, 
meals, etc., which is allowed as a business expense in 
computing income for tax purposes o f both employed and 
self-employed persons is also excluded.

6.503 Income in kind Although business expenditure is 
generally excluded, certain expenditure by employers is 
regarded as income in kind o f employees and included in 
both personal income (from employment) and consumers’ 
expenditure. This relates mainly to the value o f meals, meal 
vouchers and accommodation which may be provided free 
or at reduced prices. It also covers the value o f the use of 
company cars for private purposes.

6.504 Second-hand goods The estimates o f consumers’ 
expenditure include purchases o f  second-hand as well as 
of new goods, less the proceeds o f sales of used goods. The 
sale o f second-hand goods between consumers does not in 
itself affect the total o f consumers’ expenditure. But the 
total should include purchases by consumers o f second
hand goods from other sectors (for example o f second
hand cars from business concerns, or of army surpluses 
from the government), and also the costs incurred in the 
transfer of used goods when the goods are bought from
a dealer (dealers’ margins and handling and reconditioning 
costs).

w

6.505 Insurance; betting and gaming Insurance 
premiums are composite payments which consist o f  a 
charge for the service o f  insuring, a payment covering the 
risk insured and, in the case o f  life assurance and pension 
schemes, a substantial element o f  saving. Only the first o f  
these elements is included in consumers* expenditure. In 
a similar way, consumers’ expenditure on betting and 
gaming is the cost to persons o f taking part in all forms 
o f gambling activity, ie. the amount staked less the amount 
returned in the form o f winnings. The costs o f  operating 
the premium savings bond scheme are however excluded; 
they are part o f  central government current expenditure 
on goods and services.

6.506 Fees and fines payable to general government 
Certain fees and fines payable direct to general government 
are for convenience regarded as taxes on expenditure and 
included in consumers’ expenditure, although some or all 
o f them should more properly be treated as transfers (see 
paragraph 9.28). These include 

rates {less rate rebates) 
vehicle excise duty
driving licences, gun and dog licences, 
passport fees, etc. 
fines and penalties

6.507 Interest payments Although in theory interest 
payments may be considered as including an element o f  
service (embodied in the administrative costs o f the lender), 
in the national accounts they are treated as transfers, 
outside the scope o f consumers’ expenditure. This applies 
to interest charged on mortgages, bank loans, overdrafts, 
hire purchase contracts and other forms o f credit except 
where the credit is extended by the retailer and the interest 
included in the amount charged for the goods. Where 
interest is charged and accounted for separately by the 
retailer it is not included in consumers’ expenditure.

6.508 Imputed rents fo r  owner-occupied dwellings 
Owner-occupiers are thought o f, for the purposes o f  the 
national accounts, as in the business o f  providing 
themselves with housing services as if they were two 
separate people. Until its abolition in 1964, Schedule A 
income tax embodied the concept o f beneficial occupation 
of property in a similar sense. Thus the purchase o f a 
dwelling for owner-occupation is regarded as an investment 
and a value is imputed to the housing services which flow  
therefrom. This value is included in both personal income 
(rent) and consumers’ expenditure. This treatment is 
considered necessary because if a large number o f rented 
houses were sold to their occupiers the omission o f imputed 
rent would lead to an apparent decrease in national income 
and product without any actual decrease in the provision 
of housing services.

6.509 Capital expenditure on dwellings Purchases less 
sales of land and dwellings, together with the costs incurred 
in connection with the transfer o f their ownership, are
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64 Consumers’ expenditure

treated as fixed capital formation and therefore excluded 
from consumers’ expenditure. Furthermore, since the 1984 
Blue Book, the scope o f such fixed capital formation 
expenditure was extended to cover structural alterations 
and improvements to the dwelling including for example 
the installation  o f  central heating. Previously  
improvements made by occupiers were included in 
consum ers’ expenditure along with repairs and 
maintenance, except in the case of work done with the 
assistance of local authority grants: the total cost o f such 
work was always excluded from consumers’ expenditure 
and covered in the fixed capital formation data.

6.510 Durable goods Except for capital expenditure on 
dwellings, consumers’ expenditure includes all other 
expenditure on durable goods, for instance motor cars, 
which from the point o f view o f the individual might more 
appropriately be treated as capital expenditure. To treat 
all personal purchases o f durable goods as capital 
expenditure, however, would involve reckoning as 
consumers’ expenditure the annual value or benefit derived 
from such goods, and imputing a corresponding amount 
of income, as is done for dwellings. While there exists a 
basis for the imputation o f rent for dwellings (in the rents 
paid for dwellings which are let and in the estimated annual 
values used for rating purposes), for other durable goods 
the calculation would be almost entirely fictitious. 
Although some imputations have been suggested, the 
common international practice is to reckon all consumers’ 
expenditure, except capital expenditure on dwellings, as 
current expenditure. Nevertheless, in interpreting the 
pattern of consumers’ expenditure and personal saving, the 
separation o f purchases of durable goods from goods more 
rapidly consumed can be important, so items which might 
be regarded as goods o f  a capital nature are as far as 
possible shown separately.

6.511 Services provided by general government 
Consumers’ expenditure does not include free services, 
such as primary and secondary education and the health 
service, provided by general government. These are treated 
as current expenditure by general government—as 
collective consumption. But consumers’ expenditure 
includes the cost o f private purchases o f analogous services, 
for example private education, and also the payments made 
by patients for goods and services provided under the 
national health service. A reduction in consumers’ 
expenditure may thus be directly linked with an increase 
in the extent o f public provision of such services. However, 
the treatment o f certain types o f social benefit linked to 
specific goods and services is not always obvious, 
particularly in the field o f housing. For local authority 
tenants the cost of rent and rates is reduced by the general 
subsidy in the housing accounts which is paid for by the 
general government. For all types o f household the cost 
of housing is also reduced by the extent to which rates are 
offset by rates rebates. Rent rebates and allowances, on 
the other hand (and somewhat anomalously), are treated 
as current grants to persons and not as a reduction in 
consumers’ expenditure on rent. For pensioners, the cost 
of free travel is not covered by consumers’ expenditure; 
it is regarded as government expenditure. However figures 
covering the value o f beef tokens are included in 
consumers’ expenditure in the period 1973 to 1975 when 
the scheme operated; they are also included in current 
grants from general government. The cost o f education

services provided by universities is also included in 
consumers’ expenditure. Universities are considered to be 
private non-profit-making bodies; their current expenditure 
Oess fees and certain other receipts), which is financed 
almost entirely by government grants, is included as final 
expenditure by private non-profit-making bodies (see 
below). Fees payable by general government as well as any 
private payments are included in household expenditure.

6.512 Time o f  recording Expenditure must be 
understood as the acquisition o f goods and services rather 
than actual disbursements of cash in the period of account. 
It relates to the total value o f goods acquired whether paid 
for outright or not. Thus when consumers buy on hire 
purchase or other forms o f credit much o f the payment 
may occur after the transaction is recorded (see paragraph 
6.507). Similarly, contributions to Christmas or holiday 
funds are not in principle regarded as expenditure until 
goods or services are actually acquired.

6.513 Private non-profit-making bodies Since the 1983 
Blue Book the final expenditure o f private non-profit- 
making bodies (PNBs) (see paragraph 6.4) has been 
separated from expenditure o f households on goods and 
services. Final expenditure by PNBs is defined as 
expenditure on wages and salaries, etc. plus the imputed 
charge for capital consumption plus purchases of goods 
and services (including any taxes on expenditure) less sales 
of goods and services. This definition is identical in concept 
to the definition of general government final consumption. 
It represents expenditure on goods and services which are 
paid for not by the beneficiaries directly but out o f other 
resources available to the PNBs, for example gifts, 
endowments, property income, government grants, etc. 
Implicit in this approach is the assumption that PNBs are 
producers o f goods and services as well as being consumers 
of them. Formerly, expenditure by PNBs on (i) wages and 
salaries etc. (ii) capital consumption, and (hi) other goods 
and services were included in consumers’ expenditure, the 
first two explicitly and the third (in principle) among the 
various categories o f goods and services. On the other hand 
all payments by households to PNBs, whether in exchange 
for goods or services or not, were excluded from 
consumers’ expenditure. An exception to this was 
expenditure on catering services. This change in treatment 
therefore had no effect whatever on the coverage of 
consumers’ expenditure as a whole. In practical terms it 
simplified the estimation o f the various categories of 
household expenditure. There is no longer any need to 
consider what adjustments might be necessary to ensure 
that the expenditure o f PNBs is included in each category. 
For those categories where the estimates are based on sales 
by retail outlets an adjustment has always been made to 
exclude business purchases. This adjustment now covers 
purchases by PNBs also. The benefits o f the new approach 
are threefold. Firstly, payments which households make 
for goods or services produced by PNBs can be treated as 
if they were purchased from any other producer; secondly, 
the treatment brings the UK accounts more into line with 
the international approach; and thirdly, it enables 
household consumption to be identified separately and 
therefore better analysed according to purpose. There is 
a difficulty, however, in drawing a clear distinction 
between a transfer and the purchase of a good or a service. 
Membership fees o f  a non-profit-making organisation 
constitute an example o f a transaction on the borderline.
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However this distinction only affects what is included in 
household expenditure, which otherwise would add to PNB 
expenditure. Consumers’ expenditure in total is not 
affected.

schem e w ere out o f  line w ith in tern ation a l 
recommendations and the requirements o f returns to 
international organisations.

2. THE PUBLISHED TABLES

6.514 Four tables are provided in the Blue Book showing 
details o f consumers’ expenditure. Tables 4.6 and 4.7 show 
consumers’ expenditure at current market prices and 
revalued at constant prices respectively, classified according 
to broad commodity categories. This summary analysis is 
the same as that used in the tables published quarterly in 
Economic Trends. Tables 4.8 and 4.9 provide a more 
detailed analysis in which total household expenditure on 
goods and services is shown separately from final 
expenditure o f private non-profit-making bodies and the 
categories o f  expenditure by resident and non-resident 
households in the United Kingdom are grouped according 
to purpose. This follows the main structure o f  the 
international classification*, except in two respects: firstly 
all expenditure on alcoholic drink and tobacco is classified 
as such (the international definitions include purchases in 
hotels, restaurants, pubs and clubs, etc. with expenditure 
on catering); and secondly expenditure on health (which 
is a separate category in the international scheme) is 
included with other miscellaneous expenditure. Further 
details o f  the classifications are given below.

The new classification scheme introduced in the 1983 
Blue Book follows much more closely the framework 
o f the international recommendations. It includes both 
a more appropriate treatment o f  PNBs and a dual 
classification scheme which satisfies the need for 
analysis by purpose as well as by commodity.

6.515 Consumers’ expenditure in aggregate features in 
Tables 1.2, 1.5 and 1.6 o f the 1984 Blue Book as a major 
component o f the expenditure measure o f gross domestic 
product. It also features in the income and expenditure 
account o f the personal sector in Tables 1.7 and 4.1. A  
variant o f household expenditure on goods and services— 
excluding imputed rents o f  owner-occupied dwellings and 
the adm inistrative costs o f  life  assurance and 
superannuation schemes—is included in Table 4.4.

6.516 The price index implied by the estimates for total 
consumers* expenditure at current prices and the 
corresponding estimates at constant prices is known as the 
‘consumers’ expenditure deflator’ and is shown in the table 
of index numbers o f  costs and prices, Table 1.16 o f  the 
1984 Blue Book. The index comprises a series o f  Paasche- 
type (i.e. current weighted) indices, chained together at 
‘link years’ the more recent o f  which are 1973 and 1978. 
It is subject to the well known limitations o f  such index 
numbers particularly for making comparisons over a long 
period or between years neither o f  which is a base year.

T H E  C L A S S IF IC A T IO N  O F  C O N S U M E R S ’ E X P E N D IT U R E

6.517 Before the 1983 edition a single classification 
system was used in the Blue Book. Although it had served 
well for more than 25 years, this system had three main 
drawbacks:

(a) The treatment of private non-profit-making bodies 
serving persons (PNBs) tended to cause confusion in 
both the compilation and the interpretation o f the 
consumers’ expenditure estimates.
(b) The classification was a mixture o f  one which 
identified the purpose o f the expenditure and one which 
distinguished goods (according to durability) and 
services. For example, total expenditure on recreation 
and entertainment could not be determined.
(c) Both the treatment o f PNBs and the classification

6.518 The fo llow in g  general points a ffect the 
classification:

(a) Each heading includes expenditure in the United 
Kingdom by both resident and non-resident households. 
Although less so at present than in the past, the sources 
used for estimates o f  expenditure generally include 
purchases in the United Kingdom by non-residents. A 
deduction is made for total expenditure o f non-residents 
in United Kingdom while an estimate o f  total personal 
expenditure abroad by United Kingdom residents is 
added. Neither item can be allocated between 
commodities; both are treated as adjustments to the 
total. To this extent the figures for each heading do not 
exactly reflect the expenditure o f  United Kingdom 
residents on that particular item.
(b) Problems arise with the classification o f composite 
products or services. The principal case is expenditure 
in hotels, restaurants and other catering establishments. 
Food purchased from such establishments is included 
in the item ‘Catering (meals and accommodation)’ and 
treated as a service. On the other hand, personal 
expenditure on alcoholic drink is all included in the 
category ‘A lcoh olic  drink’ partly because the 
expenditure cannot be divided accurately and partly 
because for many purposes the total is o f  greater 
interest. Another case is expenditure on package 
holidays. This has never been estimated in total, and 
the separate elements, for example air fares, expenditure 
abroad and the tour operators’ or travel agents’ 
commissions are included in the various categories 
concerned.
(c) Expenditure imputed as a counterpart to income 
in kind is allocated to an appropriate category according 
to the type o f  good or service received.
(d) In principle, estimates o f net purchases o f second
hand goods are all included in the appropriate 
expenditure category. Under the previous classification 
these were included in the, other services’ category 
except in the case o f motor vehicles.

Classification by commodity
6.519 The summary analysis o f consumers’ expenditure 
which is published quarterly and in the Blue Book Tables 
4.6 and 4.7 is arranged in three broad commodity types: 
durable goods, other goods and services.

6.520 Durable goods includes those goods which are 
relatively costly, long-lasting, and which are generally 
available on credit terms. The category has, however, been 
defined in the light o f the information available and 
consequently excludes certain goods which could satisfy 
these criteria but which cannot easily be distinguished, for

See pages 105-108 of A system o j national accounts (SNA) (United Nations, 1968).
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example expensive china and glassware, watches and 
jewellery, and clothing items such as fur coals.

6.521 The borderline between goods and services is also 
difficult to draw. As mentioned above food prepared for 
consumption by catering establishments is treated as a 
service; electricity is regarded as a good but water supply 
as a service. Vehicle spare parts and accessories are also

conveniently classified with maintenance and repairs as 
services. National health service charges for spectacles and 
drugs are also included as services.

6.522 The relationship between the commodity 
categories and the headings o f the more detailed 
classification by purpose are shown in Table 6Ba.

The classification of consumers* expenditure by commodity

Table 6Ba

Commodity category Detailed headings Function group

Durable Goods
Cars, motorcycles and other vehicles: • cars, motorcycles and other vehicles Transport and communication

Furniture and floor coverings furniture, pictures, etc Household goods and services
• carpet and other floor coverings Household goods and services

Other durable goods: • major household appliances Household goods and services
- radio, TV and other recreational durables Recreation, entertainment, etc

Other goods
Food: • food (household expenditure) Food

Beer: - beer Alcoholic drink

Other alcoholic drink: • spirits Alcoholic drink
- wine, cider and perry Alcoholic drink

Tobacco: — cigarettes Tobacco
- other tobacco Tobacco

Clothing other than footwear: - men’s and boys’ wear Clothing and footwear
- women’s, girls’ and infants wear Clothing and footwear

Footwear: - footwear Clothing and footwear

Energy products - fuel and power Fuel and power
• petrol and oil Transport and communication

Other goods • housing maintenance - DIY goods Housing
• household textiles Household goods and services
- hardware Household goods and services
- household cleaning materials; matches Household goods and services
• sports goods, toys, games and camping

equipment Recreation, entertainment, etc
• other recreational goods Recreation, entertainment, etc

books, newspapers and magazines Recreation, entertainment, etc
« pharmaceutical products and medical

equipment Other goods and services
- toilet articles: perfumery Other goods and services
- jewellery, silverware, watches and clocks Other goods and services
• other goods Other goods and services

Services
Rents, rates and water charges: - rents, rates and water charges Housing

Other services • housing maintenance, etc, other than DIY Housing
household and domestic services Household goods and services

• vehicle excise duty Transport and communication
- other running costs of vehicles Transport and communication
- rail travel Transport and communication
- buses and coaches Transport and communication
- air travel Transport and communication
- other travel Transport and communication
- postal services Transport and communication
- telecommunications Transport and communication
• television and video hire charges, etc. Recreation, entertainment, etc.
- betting and gaming Recreation, entertainment, etc.
- other recreational and entertainment services Recreation, entertainment, etc.
- education Recreation, entertainment, etc.
- NHS and other medical expenses Other goods and services
- hairdressing and beauty care Other goods and services
- catering Other goods and ser\'ices
- administrative costs of LAPS Other goods and services
- other services Other goods and services
- adjustments for household expenditure abroad

less expenditure in UK by foreign tourists etc Other categories
• final expenditure by PNBs Other categories
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Classification by purpose or function

6.523 Because the sources and methods used for 
compiling consumers’ expenditure are primarily related to 
commodity types, the analysis o f  expenditure by purpose 
is inherently less reliable, especially in the short run. For 
this reason, the detailed headings and their arrangement 
into broad functional groups are available only on an
annual basis.

and other recreational durables’ (’brown goods’). Based 
primarily on retail sales data, there is no way o f projecting 
the available commodity figures independently according 
to the kind o f business indicators because both types of 
goods tend to be sold by the same kind o f business. 
Although use is made o f data from the Family Expenditure 
Survey for this purpose, the sampling errors attaching to 
these categories make the distinction extremely tentative.

6.524 An example o f this lack o f precision lies in making 
a distinction between ’major household appliances’
(sometimes referred to as ’white goods’) and ’radio, TV

The classification of consumers’ expenditure by function

6.525 A detailed list o f  headings showing, where 
appropriate, the items which are in principle (if not always 
in practice) included or excluded is given in Table 6Bb.

Table 6Bb

Functional category Commodity group Items included Main data source

FOOD (HOUSEHOLD EXPENDITURE) Food National food survey
\l

Food and cereals

Meat and bacon

Fish
Milk, cheese and eggs

Oils and fats 
Fruit

Potatoes
Vegetables

Sugar
Preserves and confectionery

Coffee, tea and cocoa 
Soft drinks

Other manufactured food

Bread, flour, cakes, biscuits, cereal breakfast 
foods, oatmeal, rice, barley products, semolina, 
pasta, sago, tapioca, arrowroot, cornflour, 
custard and blancmange powders 

Meat, offal, bacon and ham, rabbits, game, 
poultry, sausages, canned, corned and other 
meat products 

Includes shell fish
Liquid, condensed and powdered milk; cream, 

yoghun, cheese and eggs 
Butter, margarine, lard, other edible fats 
Fresh, canned, dried, frozen and crystallized 

fruit; nuts. Excludes fruit juices 
Potatoes, potato crisps and other products 
Fresh, canned, dried and frozen vegetables;

pickles and sauces. Excludes soups and juices 
Refined beet or cane sugar 
Syrup and treacle; jam, marmalade and table 

jellies; honey; chocolate and sugar 
confectionery

Coffee, tea, cocoa and malted drinks 
Fruit juices and squashes; lemonade and mineral 

waters
Infant and invalid foods; soups; ice cream; 

condiments and seasonings; other manufactured 
foods

ALCOHOLIC DRINK (Consumed both 
‘on’ and ‘o ff  licensed premises)

Beer
Spirits
Wine, cider and perry

Beer
Other alcoholic drink 
Other alcoholic drink

Stout, lager, brown ale, bitter etc Trade sources
Whisky; gin and vodka; brandy and other spirits Duty paid supplies 
Sherries and vermouths; table wines; sparkling 

wine; ‘made’ wine; cider and perry

TOBACCO Tobacco Sales data from Trade
sources

:cs
loo

Cigarettes Cigarettes
Other tobacco Piped tobacco, cigars, snuff

ioD
ioD CLOTHING AND FOOTWEAR Retail sales

ion
ion
ion
ion
ion
etc.
etc-

Men’s and boys’ wear Clothing other than All types of garments except sportswear and
footwear excluding repairs/alterations

Women’s, girls’ and infants’ wear Clothing other than As above but includes knitting wool, dress
footwear materials and haberdashery, etc

Footwear Footwear Boots, shoes, slippers, etc but not socks.
stockings or repairs

etc-
etc- HOUSING

i{

Rent, rates and water Rents, rates and water 
charges

Excludes expenditure on accommodation in 
hotels, boarding houses, holiday flats and 
caravans etc (see catering) and mortgage 
repayments etc.

Rateable valuations; 
local authority 
housing accounts; 
family expenditure 
survey

•• \
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Table 6Bb continued

Functional category Commodity group Items included Main data source

Imputed rent of owner-occupied 
dwellings 

Other rents
Rales, sewage and water charges

Rem rebates and allowances are not deducted 
Rates rebates are deducted

Maintenance, repairs and improvements 
by occupiers

Do-it-yourself goods Other goods

Average domestic rate 
poundage

Contractors’ charges and insurance Other services

Wallpaper, paint, decorators supplies, hand-tools Retail sales 
(excluding electrically powered tools)

Contractors’ charges for all types of maintenance Family expenditure 
and repairs; cost of insuring the building (not survey 
the contents)

FUEL AND POWER Energy products Supplies to domestic 
customers

Electricity
Gas
Coal and coke 
Other fuels Paraffin, fuel oil and liquid gas; wood

HOUSEHOLD GOODS AND SERVICES

Furniture, pictures, etc Furniture and floor 
coverings

Furniture, mattresses, nursery furniture and 
perambulators, pictures and works of art; 
dealers’ margins on second-hand furniture

Retail sales

Carpets and other floor coverings Furniture and floor 
coverings

Carpets, mats, linoleum Retail sales

Major appliances Other durable goods Cookers, refrigerators, washing machines, 
vacuum cleaners, sewing machines, lawn 
mowers, space heaters, and other electrical 
household appliances including electrically 
powered tools

Retail sales

Textiles and soft furnishings Other goods Bedsheets, blankets and pillows (but not 
mattresses), cushions, furnishing fabrics and 
other household textiles

Retail sales

Hardware Other goods China, pottery, glassware, cutlery, ironmongery 
(excluding DIY goods and tools), garden tools 
and furniture; minor electrical fittings and 
accessories

Retail sales

Cleaning materials; matches Other goods Household soap, detergents and cleaning 
materials (excluding toilet soap); Family expenditure 

survey

Matches Duty-paid supplies
Household and domestic services Other services Repairs to household goods, including clothing 

and footwear; hire of same; laundry and dry 
cleaning; window cleaning and chimney 
sweeping; house contents insurance; domestic 
service (including child minding and nursery 
schools)

Family expenditure 
survey

Value of clothing issued to HM Forces Government 
appropriation accounts

TRANSPORT AND COMMUNICATION

Cars, motor cycles and other vehicles Cars, motor cycles and Cars, motor cycles, motor scooters, etc 
other vehicles Survey of motor traders; 

valuation of 
registrations; GDFCF, 
Business monitors; 
retail sales

Caravans; pedal cycles and accessories

. . . V"
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Table 6Bb continued

Functional category Commodity group

Petrol and oil Energy products

Vehicle excise duty
Other running costs of vehicles

Other services 
Other services

Rail travel Other services

Buses and coaches 
Air travel

Other services 
Other services

Other travel Other services

Postal services Other services

Telecommunications Other services

RECREATION, ENTERTAINMENT 
AND EDUCATION 
Radio, television and other durable 
goods

Other durables goods

Television and video hire charges, 
licence fees and repairs

Other services

Sports goods, toys, games and camping Other goods 
equipment

Other recreational goods Other goods

Betting and gaming
Other recreational and entertainment

Other services 
Other services

services

Books, newspapers and magazines Other goods

Education Other services

OTHER GOODS AND SERVICES 
Pharmaceutical products and medical 

equipments
Other goods

NHS payments and other medical 
expenses

Other services

Toilet articles; perfumery 
Hairdressing and beauty care

Other goods 
Other services

Items included Main data source

Motor vehicle maintenance, repairs, spare parts 
and accessories; garage rents, parking and 
other cost n.e.s.; motor vehicle insurance;
AA and RAC subscriptions: self drive car hire; 
driving lessons; driving test fees

Driving licences
Company cars: imputed value of their use for 

private purposes
British rail; LT and other urban rail systems 

Passenger receipts

Supplies and estimated 
proportion used for 
private motor 

Licensing authority 
Family expenditure 

survey

Licensing authority 
Inland Revenue data

International flights

Internal flights 
International sea travel

Internal sea travel
Taxis, including hired car with driver; removals 

and storage
Travel agents’ commission

Passenger receipts
International passenger 

survey
Passenger mileage
International passenger 

survey
No firm basis
Family expenditure 

survey
International passenger 

survey
Receipts and estimated 

proportion for private 
mail

Receipts for domestic 
subscribers

Radio television sets, audio/visual recording 
reproducing equipment, musical instruments, 
photographic and optical equipment (excluding 
spectacles), personal computers and calculators

Retail sales

TV and video rentals Retail sales

TV licence fees 
TV repair charges

Licensing authority 
Family expenditure

Includes sports clothing where associated with the 
equipment; video games; stamps and coins 

Records and Tapes
Photographic films and film processing

survey 
Retail sales

Horticultural goods but excluding garden tools 
and furniture 

Pets and pet food 
Including bingo admission 
Cinema admissions
Admissions to dances, theatres, etc, sporting 

events, subs to sports clubs, swimming pool 
entry

Retail sates 
No firm basis 

(proportion of FES 
category)

Family expenditure 
survey

Trade sources 
Dutiable turnover 
Dept of Trade inquiry
Family expenditure 

survey

University tuition fees

Private school fees (tuition only)

Local authority and other education charges

Family expenditure 
survey

University grants 
committee

No. of pupils and 
average fees

Local authority accounts

Drugs, medicines and medical equipment 
(excluding NHS prescription charges) 

Spectacles 
NHS charges

Retail -sales

NHS data

Private medical treatment Family expenditure 
survey

Medical insurance
Toilet requisites including toilet soap, tissues 

and paper; toothepaste, cosmetics

Provident funds 
Retail sales 
Family expenditure 

survey

/
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Table 6Bb continued

Functional category Commodity group Items included Main data source

Jewellery, silverware etc, watches 
and clocks 

Other goods

Other goods Retail sales

Other goods

Catering (meals and 
accommodation)

Other services

Travel and leather goods, stationery, 
smokers’ requisites, fancy goods 

Meals and snacks at work and elsewhere; 
take away meals; holiday accommodation 
in UK.

Retail sales

Administrative costs of life 
assurance and superannuation 
schemes (LAPS)

Other Serives

Other services

Payments to local authorities by residents of 
old peoples’ homes etc 

Food and accommodation provided to HM 
Forces; school meals

Family expenditure 
survey and
international passenger 

survey
Local authority accounts

Government 
appropriation accounts 

LAPS data

Other services
Various (see text)

OTHER CATEGORIES 
Expenditure by foreign tourists, etc 

the United Kingdom (deducted)
Other services

Insurance not elsewhere included 
Undertaking 
Bank charges 
Stockbrokers charges 
Stamp duties
Fees and fines to central government eg.

passport fees, birth certificates 
Miscellaneous, including advertising, certain 

professional fees, etc
Expenditure (included in the above categories) by Imemalional passenger

Household expenditure abroad

Final expenditure by private non-profit 
making bodies

visitors on holiday and on business, by foreign 
diplomatic and military personnel, by foreign 
students, foreign journalists and other 
non-residents

Personal expenditure by travellers on holiday 
business, by members of HM Forces and 
government employees stationed abroad 

Current expenditure on goods and services 
(including the services of employees) plus an 
imputed charge for capital consumption less 
any fees or charges made for services rendered 
and goods supplied

survey

International passenger 
survey

3. STATISTICAL SOURCES

R E V IE W  O F  M A JO R  SO U R C E S it

6.526 The quarterly and annual estimates o f consumers’ 
expenditure at current and at constant prices are built up 
commodity by commodity from a variety o f independent 
sources. Generally speaking the source used for a particular 
commodity or services is the one which is judged to provide 
the most reliable estimate o f the level and changes in 
expenditure on that commodity or service. In many cases 
a combination o f sources is employed so as to make the 
best use o f the available information.

services bought by the households or persons surveyed 
secondly, it excludes business expenditure; thirdly, 
measures the flow of consumers’ goods and services at the 
time o f purchase and at the prices paid by the consumers; 
fourthly, it can provide, subject to sampling fluctuations, 
a detailed and flexible commodity analysis of expenditure. 
It may also permit an analysis by different categories of 
consumers, for example, in different income groups.

6.527 The primary sources of information fall into three 
main categories:

(a) sample surveys o f consumer’ expenditure

(b) statistics of retail and other traders’ turnover

(c) statistics o f supplies or sales o f particular goods 
and services.

These are discussed in general terms below.

Sample surveys o f consumer’ expenditure

6.528 Perhaps the most obvious approach is that o f a 
direct and continuous inquiry among a sample of 
consumers. This method has four distinct advantages: 
firsjly, it is comprehensive in its coverage of the goods and

6.529 But there are problems and limitations in using 
sample survey data for estimating consumers’ expenditure. 
Firstly, records o f spending kept by households in such 
surveys tend to show a significantly higher rate of spending 
in the first few days than in subsequent days and the 
problems arises as to where the true level of expenditure 
lies. Secondly, the fact that some of the people who are 
apparoached in a survey do not for one reason or another 
co-operate fully is likely to introduce bias into the results, 
the nature and extent o f which is difficult to assess. 
Thirdly, since the most convenient place to approach 
people for detailed information about their spending is in 
their homes, surveys o f consumer’ expenditure generally 
relate to households and do not cover residents o f hotels 
and other institutions. In estimating consumers’ 
expenditure from surveys an addition must therefore be 
made for the spending o f the non-household population; 
this spending, however, is generally small in relation to the 
expenditure o f households. Fourthly, there are difficulties 
in obtaining from a continuous household survey reliable

ia

*

6.530

P!!;rin exp

qttartef;

,ixedi
riods U

quaner to qu
in be
donotW»^-;;foo<ism

expendiM °̂l-size<i

“ estifflJt' dUAnerl 
Lscars fumihirecitems such as cars.

of dothiog-
Three continuous

apenditure:theNauonalFo
A^culnire, Fishenes and R  

nf the Department
litemanotial Passenger SurxeyIDieraauuuai i
and Industry. The field ff 01 
Survey and the Internation 
out by the Office of Popu
6.532 The National Foot 
provide an independent checit 
expenditure during the ̂ 'ar usee 
about standards of nutritioa in 
Urban working-class household 
studied until 1950, when the sui 
the whole population and analy 
class and by family compositio 
covers Great Britain only. Thf 
cependiture on food and does m 
bought away from home, ] 
chocolates, ice cream or most s( 
participating in the survey rt
quantity and the value of food 1
?®velyuieaimatmg consul

hou

®penditur

Sr? i
"^oughou

“ "tinuousi;
p̂endii

andservices |j ut

and

. . .



Consumers* expenditure 71

P«i<lirure
Hid
ionai

Writ)- 

m
lotion
i

Passttgn

ĉcomiij

K̂oiints

ta t)

paisenger

al passenger

ins suneyed; 
;; thirdly, it 
lenices at the
e consumers; 
fluctuations, 
expenditure, 
categories of
le groups.

information on expenditure while away on holiday. A fifth 
problem arises from the fact that people may not fully 
record their expenditure on certain items, notably alcoholic 
drink and tobacco.

6.530 A further important limitation in using survey data 
based on a moderate sized sample and relatively short 
record-keeping periods is that sampling fluctuations may 
obscure the changes in expenditure, particularly from 
quarter to quarter. The impact o f these fluctuations tend 
to be greater for the more expensive items, which people 
do not buy often. For example while quarterly changes in 
expenditure on most foods may be satisfactorily estimated 
from a moderate-sized survey, with a short recording 
period, a much longer recording period may be necessary 
in order to estimate quarterly changes in expenditure on 
items such as cars, furniture or the more expensive articles 
of clothing.
6.531 Three continuous surveys are available for 
estimating consumers’ expenditure, or parts o f consumers’ 
expenditure: the National Food Survey o f the Ministry of 
Agriculture, Fisheries and Food; the Family Expenditure 
Survey o f the Department o f Employment; and the 
International Passenger Survey o f the Depanment o f  Trade 
and Industry. The field work for the Family Expenditure 
Survey and the International Passenger Survey is carried 
out by the Office o f  Population Censuses and Surveys.

6.532 The National Food Survey was started in 1940 to 
provide an independent check on food consumption and 
expenditure during the war used mainly to get information 
about standards o f  nutrition in the lower income groups. 
Urban working-class households were the principal groups 
studied until 1950, when the survey was extended to cover 
the whole population and analyses o f expenditure by social 
class and by family composition were added. The sample 
covers Great Britain only. The survey covers household 
expenditure on food and does not include meals and snacks 
bought away from home, purchase o f  sweets and 
chocolates, ice cream or most soft drinks. Each household 
participating in the survey records for one week the 
quantity and the value o f food bought. The survey is used 
extensively in estimating consumers* expenditure on food. 
It has a relatively low response rate (50 to 55 per cent) with 
some 7000 co-operating households included in the 
achieved sample.

6.533 The Family Expenditure Survey^ was started in 
1957 to meet a variety o f needs. Information about the 
pattern of expenditure is required by the Department of 
Employment to provide weights for the retail prices index. 
As well as using the survey for the estimates o f consumers’ 
expenditure, the Central Statistical Office use the income 
information from the survey to study the redistributive 
effects on income o f taxation and social benefits. The 
survey, which like the National Food Survey is taken 
continuously throughout the year, is not confined to 
expenditure on food but covers expenditure on all goods 
and services by all members o f the household aged 16 or 
over, whether the goods and services are consumed inside 
or outside the home. Members o f each household 
participating in the survey record for two weeks the value 
of their expenditure and give particulars o f their income.

The household is also asked to provide details o f  those 
payments which may recur regularly but less frequently, 
such as electricity and gas bills, rent, and season ticket 
purchases. From 1957 to 1966 about 5,000 households in 
the United Kingdom were approached in the course o f  a 
year o f which about 3,500 co-operated fully; the number 
approached was increased to about 11,000 in 1967 and 
roughly 7,000 co-operated. Because the sampling errors for 
many items are rather high only limited use is made o f the 
survey for estimating consumers’ expenditure.

6.534 The International Passenger Survey was started in 
1961 as a continuous sample survey o f passengers travelling 
on the short sea and air routes between the United 
Kingdom and the continent o f  Europe, and on the long 
air routes beyond Europe. In 1964 the survey was extended 
to cover passengers on the long sea routes beyond Europe. 
Information is given by passengers—both residents o f this 
country and o f other countries— on their nationality, 
country o f residence, purpose o f  visit, length o f  stay, and 
expenditure in the country visited. The main purposes o f  
the survey are to provide information on migration and 
on the balance o f  payments by enabling estimates to be 
made o f expenditure by the United Kingdom residents 
while travelling abroad and the expenditure o f  foreign 
tourists, etc. in this country.

Statistics o f  retail and other traders’ turnover

6.535 Another approach is to collect statistics o f  sales 
by retailers and other businesses selling goods and services 
direct to consumers. The method is usually to collect total 
turnover figures monthly or quarterly from a representative 
sample o f  businesses and use these to project forwards the 
detailed commodity information obtained from a more 
comprehensive annual or less frequent inquiry. This 
approach shares with continuous sample surveys the 
advantage o f measuring the flow o f goods and services at 
the time o f purchase and at prices actually paid by 
purchasers.

6.536 The sampling unit in these statistics is a retail 
business selling to large numbers o f  customers instead of, 
as in consumer surveys, individual households or 
purchasers. Consequently a sample o f businesses can cover 
a far higher proportion o f the population’s spending than 
can be covered by a consumer survey o f  practicable size. 
Provided that the sample coverage, particularly o f large 
businesses, is adequate then these statistics can be expected 
to measure short-term trends o f expenditure more reliably 
than consumer surveys. Also the results can be processed 
more quickly. On the other hand, considerable attention 
must be paid to the problem o f keeping the sample 
representative o f all businesses in the field covered.

6.537 Again there are several disadvantages in this 
approach. Firstly the available statistics do not cover the 
whole range o f  consumer goods and services. Some types 
of business are not covered, such as boarding houses and 
social clubs selling alcoholic drinks to their members. 
Secondly, the coverage o f statistics is in practice limited 
by the exclusion o f the very small businesses.

* Family Expenditure Handbook: sampling, fieldwork, coding procedures and related methodological experiments. W.F.F.Kemsley, R.U.Redpath and 
M.Holmes (HMSO, 1980).
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6.538 A further difficulty o f using these statistics as a 
source for estimates o f consumers’ expenditure is that 
retailers and other businesses cannot be expected to provide 
a commodity analysis o f their sales every month or quarter; 
a considerable task is undertaken by retailers in providing 
information for broad commodity groups every two years. 
The method o f estimating commodity figures from retail 
business sources is therefore to project forward the 
commodity figures from the last available biennial inquiry, 
after these have been adjusted to exclude business 
purchases and to accord with the classification of 
consumers’ expenditure. The indicators for projecting these 
commodity figures are constructed from the monthly or 
quarterly figures o f sales by various kinds o f retail business 
(including mail order businesses). In so far as retailers 
specialise in particular goods or services they can be 
classified to their main kind of business— furniture shops, 
clothing shops, etc and their total sales provide indicators 
of the trend o f particular commodity groups or services. 
Where retailers do not specialise, their total turnover must 
be subdivided using a commodity breakdown derived from 
the retail inquiry and the latest sales indicators o f the 
specialist shops, so as to provide estimates for the value 
of sales o f each commodity group or service.

6.539 Indices derived in this way are only approximate 
measures o f the trend of sales o f a particular commodity 
group or service. The tendency for retail trade to become 
less specialised, for example for furniture shops to sell 
domestic appliances, for clothing shops to sell soft 
furnishings and in general for shops to sell a wider variety 
of goods, makes the indicators less reliable as a source for 
commodity estimates from quarter to quarter.

Statistics o f supplies or sales o f particular goods and 
services

6.540 A third approach is to make use o f statistics of 
supplies or sales o f particular goods and services. This 
approach is used for measuring expenditure on energy 
products, rail and bus travel, cinema admissions, posts and 
telecommunications, alcoholic drink and, to a certain 
extent, cars and motorcycles. Also in this category we could 
include the supply o f housing services as measured by the 
total domestic rateable value o f dwellings.

6.541 For items such as gas and electricity, these direct 
estimates are highly reliable. But for other categories there 
are problems in assessing the proportion o f the supplies 
used for business purposes (eg rail travel and petrol); 
difficulties o f valuation (eg drink and vehicles); or 
uncertainties associated with distributors’ stocks (alcoholic 
drink).

R E V A L U A T IO N  O F C O N S U M E R S ’ E X P E N D IT U R E  A T
C O N ST A N T  P R IC E S

6.542 Ideally, in revaluing consumers’ expenditure at 
constant prices, purchases o f every grade and size o f every 
commodity and of every type of service which has a 
separate price should be revalued at their price in the base 
year, after allowing for changes in quality since the base 
year. In practice, inlormation does not exist for revaluing

consumers’ expenditure in such detail but it is nevertheless 
revalued in very considerable detail, many hundreds of 
estimates being revalued separately. Adjustments for 
changes in quality are however limited because o f the 
difficulties o f  taking objective account o f these changes. 
Since, with technological advance, the quality of products 
tends to improve, the estimates o f consumers’ expenditure 
at constant prices probably tend to understate the true 
growth in standards o f consumption.

6.543 The methods used for estimating expenditure at 
constant prices often depend on the methods used for the 
current price estimates. Where the current price estimate 
is in value terms only, it is deflated by an appropriate price 
index. The indices most widely used for this purpose are 
components o f the retail prices index. The index does not, 
however, cover the whole range o f consumers’ expenditure, 
and other indices have to be used or estimated where 
necessary. If no other appropriate price index is available 
the general consumer price index implied by the estimates 
o f consumers’ expenditure at current and constant prices 
on all other goods and services is used. Where the estimate 
at current prices is one o f quantity multiplied by current 
average value, the estimate at constant prices is in most 
cases the same quantity multiplied by the average value in 
the base year. All these revaluations are carried out in as 
great detail as practicable. (Further details are given in 
Chapter 3.)

SO U R C E S A N D  M E T H O D S  IN  D E T A IL

6.544 The following pages describe in detail the sources 
and methods o f estimation currently used for estimating 
consumers’ expenditure. As far as possible, where different 
methods were used for earlier years, the time of the change 
is indicated. But much has changed since 1968 and details 
of the methods being used at that time may be found in 
the 1968 Edition of Sources and Methods. The sections are 
arranged in line with the commodity classification as 
follows:

Cars, motorcycles and other vehicles 
Household durables, clothing and other goods on retail 

sales data 
Food
Alcoholic drink 
Tobacco 
Energy supplies 
Other goods
Rents, rates and water charges 
Other services

C A R S. M O T O R  C Y C LES A N D  O T H E R  V EH IC LES

6.545 Cars and motorcycles. Total domestic expenditure 
on motor vehicles (by businesses, government, etc., as well 
as by consumers) may be defined as total spending on new 
cars, new commercial vehicles, lorries, and buses, etc., and 
new motor cycles, together with estimates o f dealers’ 
margins (or dealers’ sales less purchases, to be more 
precise) on used vehicles and adjustments for any personal 
imports or exports.

6.546 Consumers’ expenditure is obtained by deducting 
net investment (ie purchases less sales by business, etc) in 
road vehicles, from total domestic expenditure as defined 
above. This is equivalent to purchases less sales by 
consumers o f new and second-hand cars and motor cycles.
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An alternative but equivalent formulation is possible in 
which consumers’ expenditure is made up o f (i) purchases 
of new cars and o f new motor cycles and (ii) net purchases 
o f second-hand vehicles. This requires certain simplifying 
assumptions and additional data, and will not be 
elaborated here.

6.547 Estimates o f the total value o f  sales o f  new cars 
by motor traders in Great Britain are obtained from the 
annual Motor Trades Inquiries conducted by the Business 
Statistics Office. These estimates are increased to allow for 
sales in Northern Ireland, in proportion to the registrations 
of the new cars there. Additions are made for the personal 
imports o f cars in the United Kingdom and for sales direct 
from manufacturers to fleet owners etc.

6.548 The annual estimates for new car sales are 
interpolated and projected using valuations o f monthly car 
registrations. Similar valuations are the main source of data 
for expenditure on other new vehicles. Cars, commercial 
vehicles and motor cycles are valued separately. Data on 
numbers registered are obtained from the Society o f Motor 
Manufacturers and Traders for cars and commercial 
vehicles. For motor cycles the information comes from the 
Department o f Transport. Current list prices are obtained 
for each model o f  car and the valuation carried out at this 
level. This method cannot be used alone as it does not take 
account o f discounting. For commercial vehicles the excise 
values each make within thirteen weight categories. The 
numbers registered are also multiplied by the average price 
in the base year to give constant price valuations. Motor 
cycle registrations are valued, by engine capacity, at 
average prices in the base year. This constant price 
valuation is then revalued to current prices using the retail 
prices index component for motor cycles. For each type 
of vehicle the constant price valuation is adjusted to allow 
for changes in quality using information derived from the 
calculation o f the producer price indices.

6.549 Estimates o f sales less purchases o f used vehicles 
by dealers are also obtained from the annual Business 
Statistics Office inquiries, and these are interpolated and 
projected in the absence o f  any direct quarterly 
information. Constant price estimates are obtained by 
deflating the figures for dealers’ margins using the retail 
prices index component for second-hand cars.

6.550 Charges on hire purchase and other credit 
transactions in motor vehicles are excluded from 
consumers’ expenditure. These charges are treated in the 
national accounts as interest payments by persons, which 
are a deduction from personal income from rent, dividends 
and net interest (see paragraph 6.507).

6.551 Caravans. Total expenditure on new caravans is 
calculated from the numbers produced for the home 
market multiplied by their estimated average retail value 
including delivery charges; no adjustment is made for 
changes in distributors’ stocks. Half o f this total is 
attributed to consumers and half to commercial caravan 
parks and other business users. Expenditure at constant 
prices is obtained by multiplying the number o f caravans 
attributed to consumers by the estimated average value in 
the base year.

6.552 Estimates o f purchases less sales by consumers of 
second-hand caravans are estimated using a fixed 
proportion of new caravan sales and the estimated average

dealers’ margin. Estimates at constant prices are based on 
numbers changing hands multiplied by the estimated 
average dealers’ margin in the base year.

6.553 Pedal cycles. Expenditure on pedal cycles and cycle 
accessories is available in benchmark years from the 
retailing inquiries. The estimates are interpolated and 
projected quarterly. Estimates at constant prices are 
derived using a component o f the retail prices index.

H O U S E H O L D  D U R A B L E S , C L O T H IN G  A N D  O T H E R  
G O O D S  B A S E D  O N  R E T A IL  S A L E S  D A T A

6.554 Table 6Bc lists the categories o f expenditure for 
which estimates are based on retail sales data.

Estimates o f  expenditure on TV and video recorder rentals 
are also based on retail sales data. A detailed description 
o f the coverage o f  each category is to be found in Table 
6Bb.

Household durables, clothing and other goods based on retail sales data

Table 6Bc

Furniture and floor 
coverings

furniture, pictures, etc.

Other durable goods

Clothing other than 
footwear

carpets and other floor coverings 
major household appliances 
radio, TV and other recreational 

durables
mens’ and boys’ wear

Footwear
Other goods (part)

women’s, girls’ and infants’ wear 
footwear
housing maintenance etc. - 

DIY goods 
household textiles 
hardware
sports goods, toys, games and 

camping equipment 
other recreational goods (part) 
records and tapes 
pharmaceutical products (part) - 

except spectacles 
toilet articles; perfumery 
jewellery, silverware, watches and 

clocks 
other goods

6.555 The basic method for making estimates o f  
expenditure is as follows. Benchmark estimates for 
consumers’ expenditure on each o f the categories are made 
for the years in which there was a census o f  distribution 
or major sample survey o f retailing. (The four most recent 
years are 1966, 1971, 1976 and 1980.) The starting point 
for those estimates are the commodity categories used in 
the retailing inquiries, to which a number o f adjustments 
have to be made. Firstly the retailing commodity categories 
do not always coincide precisely with the consumers’ 
expenditure categories. Secondly, certain adjustments are 
added for retail sales not covered by the retail sales inquiry, 
for example, sales in Northern Ireland. Finally, estimates 
o f business purchases in retail businesses are deducted.

6.556 For the periods between retailing inquiries and 
since the most recent one, the estimates are made by means 
of indicators based primarily on movements in the turnover 
of various appropriate kinds o f  retail business (including 
mail order business) as measured in the monthly retail sales 
inquiry. The success o f this method for any particular 
category depends on the extent to which the sales are
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concentrated in specialist shops to the exclusion o f other 
types of goods. At the level o f the commodity groups 
published quarterly the method provides a fair indication 
of the trends, but it is impossible to distinguish divergent 
trends in the more detailed categories by this method.

6.558 Estimates at constant prices are derived by 
applying deflators which are specially constructed for each 
category using, in most cases, appropriate components of 
the retail prices index.

6.557 Between 1976 and 1980, annual retailing inquiries 
provided commodity details which could be used to fix the 
annual estimates with reasonable accuracy. Since 1980 
these inquiries have become biennial, with the result that 
annual estimates for recent years are particularly uncertain 
at the most detailed level. However this problem is 
overcome by making use o f data from the Family 
Expenditure Survey, which though subject to (sometimes 
very large) sampling variation can give an indication of 
trends. Trade sources and contacts also provide additional 
information.

6.559 Table 6Bd shows how the estimates for consumers’ 
expenditure have been derived from the Retailing Inquiry 
in the latest benchmark year, 1980. The figures shown are 
slightly different from those published in the report of the 
1980 Retailing Inquiry^ because o f the more recent 
adoption o f a slightly different way o f accounting for non
respondents. The figures given for each category in the 
Retailing Inquiry (long list) are estimates for Great Britain 
only. The adjustments shown are described in paragraph 
6.555.

Reconciliation of consumers expenditure with 1980 Retailing Inquir>
Table 6Bd

Heading and Retailing Inquiry categories £m 1980 Heading and Retailing Inquiry categories £m 1980

Furniture, pictures etc. 2 369 China and glassware 403
Furniture 1 963 Wallpaper 248
Pictures, prints etc. 125 Other decorators and DIY supplies 525
Prams and nursery furniture 121

A A
Paint 302

Margins on second-hand furniture and less paraffin heaters and other adjustments -14
other adjustments 160

Household textiles and soft furnishing 1 117
Carpets and other floor coverings 1 060 Household textiles and soft furnishings I 107

Carpets, carpeting and rugs 993 Adjustments 10
Other floor coverings 63
Adjustments 4 Sports goods, toys, games and camping equipment 1 238

Sports goods, toys,games and camping equipment 1 179
Major household appliances 1 997 Margins on stamps and coins and other adjustments 59

Household gas appliances 263
Domestic electrical goods and appliances 1 598 Gramophone records and tapes 548
Lawn mowers 90 Gramophone records and tapes 497
plus paraffin heaters and other adjustments 46 Adjustments 51

Radio, TV and other recreational durables 1 587 Drugs, Medicines, etc. 395
TV and audio equipment 1 066 Drugs, Medicines, etc. 1417
Musical instruments 83 Medical and surgical appliances 48
Photographic and optica) goods 403 less NHS receipts and other adjustments -1070
Adjustments 35

Toilet preparations, cosmetics etc. 1 337
Men’s and boys’ wear 2 702 Toilet preparations, cosmetics 1 216

Outerwear 1699 Toilet soap 78
Other 905 Adjustments 43
Adjustments 98

Jewellery, silverware, watches and clocks 1 079
Women’s, girls’ and infants’ wear 5 401 Jewellery, etc. 1 071

Womens outerwear and furs 2 673 Adjustments 42
Childrens and infants wear 484
Other women’s and girls’ wear 1 787 Other goods 1 270
Clothing fabrics and haberdashery 224 Travel and leather wear 297
Adjustments 233 Novelties, gifts, souvenirs 418

Stationery 513
Footwear plus estimates for smokers’ requisites and other adjustments 42

Footwear 1 696
Adjustments 64 Radio, TV, video hire 959

Radio. TV, video hire 969
Hardwear and do-it-yourself goods' 2 786 Adjustments -10

Minor electrical supplies 221
Garden tools, equipment and furniture 195
Hardware and ironmongery 906

•This category is subdivided according to Family Expenditure Survey data.

Business Monitor SDA25. Retailing. 1980 (HMSO. 1982).
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6.560 Food (household expenditure) comprises all food 
and non-alcoholic beverages bought by households for 
consumption in the home or elsewhere. Food bought in 
catering establishments is however excluded. Food 
withdrawn by farmers and other commercial food 
producers for their own consumption is included, but 
domestic poultry keeping and food cultivation in gardens 
and allotments are not regarded as commercial enterprises 
and nothing is included for the food produced.

6.561 Extensive use is made o f the National Food Survey 
which provides continuous information on the quantity and 
value o f food brought into the home. In making the 
household expenditure estimates for the national accounts, 
the survey quantities are adjusted upwards in respect o f  
some food items, for example cakes, biscuits, fresh fruit 
and nuts, where retail purchases by other members o f the 
household for consumption outside the home occur. About 
86 per cent o f household expenditure on food is based 
entirely on the National Food Survey results o f quantities 
and prices. A further 5 per cent is based on the survey prices 
only, for example, potato crisps and soft drinks. The 
remaining 9 per cent o f household expenditure on food is 
based on supply data provided by manufacturers’ 
associations: the major items in this category are chocolate 
and sugar confectionery, and ice cream, the retail prices 
of which are also provided by the manufacturers. The 
calculation of household expenditure excludes expenditure 
by people resident in catering establishments and 
institutions and in Armed Forces messes. An adjustment 
is incorporated in the calculation to reflect the reduction 
in household expenditure on food due to holidays away 
from home.

6.562 Combined estimates o f household and caterers’ 
expenditure on food are given in the notes at the end of 
the Blue Book. The item ‘Catering (meals and 
accommodation), in Blue Book Tables 4.8 and 4.9, 
includes the full cost to the consumer o f meals taken in 
hotels, restaurants etc. But it is only the estimated amount 
paid by catering establishments (both commercial and non
commercial) for their food supplies that is added to 
household expenditure to derive the combined estimates 
shown at the end o f the Blue Book. In this context catering 
establishments cover all expenditure on food for civilian 
consumption, including expenditure on food by general 
government for hospitals, prisons, homes for old people, 
etc. and for school meals, welfare foods and milk provided 
under National Milk Schemes. Quantity purchases of food 
by catering establishments are estimated by a variety of 
methods, including fixed percentages o f household 
purchases and balance o f supply less a National Food 
Survey based estimate of household purchases.

6.563 All o f the quantity estimates o f household 
purchases o f food which are based on the National Food 
Survey, and some of those which are based on supply data, 
are valued by means of average unit values taken from the 
National Food Survey. The Survey is therefore the basis 
of most of the valuation of household expenditure on food. 
These values represent the average prices actually paid by 
consumers, except that the quantities consumed on farms 
are valued at the prices which would have been received 
by the farmer if the goods were sold. Food bought by 
catering establishments, for consumption on or o ff the

premises, is valued at the estimated prices paid by the 
caterer.

6.564 For the constant price estimates, consumers’ 
expenditure on food is generally revalued commodity by 
commodity at the average unit values o f  the base year. In 
the case o f fresh fruit and vegetables (other than potatoes), 
where the composition o f each o f the broad groups of 
varieties and the quality o f their components change 
radically from quarter to quarter in the year, consumers’ 
expenditure on each variety is revalued at the average value 
for that variety in the corresponding quarter o f the base 
year. For the purpose o f the revaluation the average value 
o f the base year as a whole is varied over the quarters of 
the base year according to the average seasonal pattern of 
three consecutive years, o f  which the base year is the 
middle.

A L C O H O L IC  D R IN K

6.565 The group covers alcoholic drink bought by 
consumers from retailers and in public houses, hotels, 
restaurants, other commercial catering establishments and 
non-profit-making clubs. The drink is valued at the prices 
paid by the consumer including any charge for serving it. 
The basic method is to multiply the quantities o f  alcoholic 
drink on which duty has been paid by average prices.

Beer

6.566 The consumption o f beer is measured by the net 
quantity o f beer produced, adjusted for imports and 
exports; occasionally an adjustment is made when it 
appears that stock changes in the distribution pipeline have 
been exceptional. The price o f beer varies between districts, 
between different bars in the same public house, between 
types o f  beer and according to whether it is sold on 
draught, in a bottle or other container. A monthly analysis 
of quantities sold, o f  average gravities and o f average 
public bar prices in managed public houses for each 
category o f  beer is provided by trade sources. This is 
supplemented by benchmark market research information 
to establish the relationship between the average prices over 
all outlets and those provided which relate to managed 
public bars only. These data are used to estimate the value 
o f total expenditure at current prices. Of the total, an 
allowance which is assumed to be two per cent is deducted 
for expenditure charged to business accounts.

6.567 There are several ways in which expenditure on 
beer might be revalued at constant prices. The simplest 
method is to multiply the number o f bulk barrels consumed 
in any year by the average price per bulk barrel in the base 
year. This method makes no allowance for changes in 
quality as measured by the strength or average gravity of 
the beer. This could be taken into account by using 
standard barrels as the units o f  consumption and the 
average price o f a standard barrel in the base year. 
However this presupposes that alcoholic content is the sole 
criterion by which consumers’ satisfaction is measured. The 
method o f revaluation which has been adopted is a 
compromise between the two described above. The price 
index used is based on the average o f the price indices for 
a bulk barrel and a standard barrel calculated separately 
for each category. The same general principle is used in 
compiling the retail prices index.
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76 Consumers* expenditure

Other alcohol

6.568 Monthly information on the quantities o f wines 
and spirits on which duty has been paid is available from 
HM Customs and Excise, and is published in the Monthly 
Digest o f Statistics. Typically, however, these quantities 
are affected by stockbuilding in the distribution pipeline, 
particularly in anticipation o f changes in the rates o f duty. 
Rough adjustments are therefore made for this, usually 
in the first two quarters o f the year, on the assumption 
that purchases by consumers are relatively unaffected. 
Initial estimates o f volumes purchased in the first quarter 
of each year are generally more tentative than usual.

6.569 For the purpose o f estimating consumers’ 
expenditure four categories o f spirits are distinguished- 
whisky; gin and vodka; rum; and brandy, liqueurs and 
other spirits. Quantities o f spirits are measured in terms 
of proof volumes o f alcohol. Some assumptions have to 
be made as to the type o f imported spirits. The categories 
of wine are imported heavy wine, imported light wine, 
sparkling wine and ‘made’ wine.

6.570 The average price per unit o f  quantity o f  wines 
and spirits sold for consumption on licensed premises is 
considerably higher than that o f wines and spirits sold in 
retail outlets for consumption o ff the premises. In valuing 
the quantities o f  each type o f  wine or spirit, assumptions 
must be made about the proportion sold in those two ways. 
There is no direct information on these proportions 
regularly available, but use has been made o f estimates 
obtained from time to time from the trade and other 
sources. Prices o f wines and spirits sold both on and off 
licensed premises are based on off-licence lists and on 
information collected for the retail prices index.

6.571 Of total expenditure on spirits and imported wines 
an arbitrary proportion (eight per cent) is assumed to be 
charged to business accounts and therefore excluded from 
consumers’ expenditure.

6.572 Expenditure at constant prices is calculated by 
valuing the quantities o f each category for consumption
‘on’ and ‘o ff’ premises at their respective average prices 
in the base year.

6.573 Similar methods are used to value expenditure on 
cider and perry. Until the 1984 Blue Book it was assumed 
for simplicity that cider was ail ‘o ff’ and perry all ‘on’. 
Since then more realistic proportions have been adopted. 
An allowance of two per cent is assumed to be charged 
to business accounts.

T O B A C C O

6.574 The estimates o f consumers’ expenditure on 
tobacco are supplied by the trade.

6.575 Quarterly estimates o f consumers’ expenditure on 
‘home manufactured’ cigarettes make use o f pooled data 
on the numbers of cigarettes sold by manufacturers, 
adjusted for estimated stock changes in the distributive 
trade and valued at recommended prices with an allowance 
for discounting. Corresponding estimates for imported 
cigarettes and other tobacco products are also supplied.

6.576 Since the 1983 Blue Book, expenditure at constant 
prices on cigarettes and other tobacco (excluding cigars) 
is obtained by deflating the current price value by respective

components o f the retail prices index. In preceding years 
the volume o f tobacco in each product was valued at 
average base-year prices. Expenditure on cigars at constant 
prices is obtained by deflating the current price value by 
a price index calculated by the trade.

E N E R G Y  S U P P L IE S

Electricity

6.577 Consumers’ expenditure is taken as sales by the 
public electricity supply to domestic consumers plus an 
estimate representing the personal element in sales to farms 
and 10 per cent o f sales to combined domestic and 
commercial premises. Sales are priced according to 
statistics o f average revenue per unit for sales to domestic 
consumers. From the second quarter of 1967 for England 
and Wales and the first quarter of 1974 for Scotland, the 
timing o f the estimates reflects consumption in the period 
instead o f the amounts billed and meter collections.

6.578 Ideally, consumers’ expenditure at constant prices 
might be calculated as the amounts that would have been 
charged to consumers if the base-year tariff rates were 
applied instead o f current rates. In practice there is 
insufficient information to do this. Formerly the number 
of units sold was multiplied by the average revenue per unit 
in the base year. However this method does not distinguish 
between electricity supplied under the ordinary tariff from 
that supplied during night hours at an ‘economy’ rate. 
Since the 1973 Blue Book, the electricity component of the 
retail price index has been used to deflate the current price 
estimates. This is also an approximation, but one which 
is not sensitive to switches in consumption between the 
different types o f tariff. It is based on changes in the prices 
of fixed quantities o f electricity.

Gas

6.579 Consumers’ expenditure is taken as sales to 
domestic consumers. The average price used is the average 
revenue per therm recorded by the Gas Council for sales 
to domestic consumers. From 1969 the timing of the 
estimates reflects consumption in the period rather than 
amounts billed or meter collections. As with electricity, 
expenditure at constant prices used to be obtained by 
multiplying the volume sold (measured in therms) sold by 
the average revenue per therm in the base year. Since the 
1973 Blue Book however the component for gas prices in 
the retail price index has been used to revalue the current 
price estimates.

Coal and coke

6.580 Estimates o f  consumers’ expenditure on coal and 
coke are built up from quarterly estimates o f sales to 
domestic consumers. In addition, the value (at pithead 
prices) o f all coal supplied free or at reduced prices to 
miners and other colliery employees is included. This value 
(less any amounts paid by the employees where 
appropriate) is also included in income in kind. Consumers’ 
expenditure on each o f the categories o f coal and coke are 
revalued at constant prices by applying base year average 
prices to the quantities sold.

Other fuels

6.581 Estimates of the quantity and value of paraffin,
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fuel oil and liquid gases bought by consumers are provided 
by suppliers. Expenditure on fuel oil and liquid gases at 
constant prices is obtained by applying the average price 
in the base year to the quantities bought. There are no 
statistics o f expenditure on wood and the figures are broad 
estimates; the amount involved is thought to be relatively
small.

Petrol and oil

6.582 Estimates o f consumers’ expenditure on petrol and 
oil are provided by the trade. They are based on statistics 
of total deliveries to petrol stations and other customers 
collated by the United Kingdom Petroleum Industry 
Advisory Committee. The required results are obtained by 
applying to these supplies estimates o f the proportion that 
is used for private motoring and estimates o f  average 
prices. These estimates therefore include an element o f  
income in kind because the proportion used for private 
purposes is assessed on the basis o f mileage rather than 
who pays for the petrol. Expenditure at constant prices is 
calculated for each grade o f petrol and for oil by applying 
average base-year prices to the corresponding volumes.

O T H E R  G O O D S

6.583 The sources and methods for compiling the 
estimates included in this category can conveniently be split 
into three parts: those based on retail sales, those based 
on the Family Expenditure Survey and others.

6.584 The following items are estimated by means of 
retail sales data. Further details are given in paragraphs 
6.554 to 6.559 above:

housing maintenance, etc.—DIY goods 
household textiles and soft furnishings 
hardware
sports goods, toys, games and camping equipment 
other recreational goods (part)—records and tapes 
pharmaceutical products (part)—except spectacles; 
toilet articles; perfumery 
jewellery, silverware, watches and clocks 
other goods.

6.585 The following items are estimated by means o f  
Family Expenditure Survey data. Further details o f the 
procedures are to be found at paragraphs 6.597 and 6.598 
below:

household cleaning materials (but not matches) 
other recreational goods (part)

—photographic film and film processing 
—horticultural goods including flowers 

books, newspapers and magazines 
pharmaceutical products and medical equipment (part) 

—spectacles (excluding NHS payments)

There remain two items, expenditure on matches and on 
pets and pet food which are estimated as follows.

6.586 Matches. The quantities o f matches for home 
consumption which have been charged with duty are 
available from HM Customs and Excise. These quantities 
are multiplied by the estimated average value in the base 
year to produce a value series at constant prices. This in 
turn is converted to current prices by the matches 
component o f the retail prices index. A deduction of 10

per cent is made to allow for expenditure by general 
government and business concerns.

6.587 Pets and pet food. The estimates o f  consumers’ 
expenditure on pets and pet food are provided by the trade 
in four categories: prepared dog and cat food; fresh dog 
and cat food; other pet food; other items. The estimates 
at constant prices are obtained by deflating the current 
price estimates by deflators provided by the same source.

R E N T S , R A T E S  A N D  W A T E R  C H A R G E S

6.588 Consumers’ expenditure on gross rents, including 
rates, sewerage and water charges, are based on aggregate 
rateable values o f domestic property which (for example) 
are published in Inland Revenue Statistics in respect of 
England and Wales. For the purpose o f  the calculations 
these values are adjusted to a common valuation date (see 
paragraph 6.591). They are then interpolated quarterly and 
apportioned between five types o f  tenure making use o f  
data available from the Family Expenditure Survey and 
Housing and Construction Statistics.

Rents

6.589  For the rented sector, gross rents and 
corresponding rateable values are available annually in 
respect o f  the Family Expenditure Survey sample in each 
o f three rented categories (local authorities, private 
unfurnished and private furnished). These data are grossed 
up to provide estimates o f total gross rents and interpolated 
quarterly. Net rents are derived by subtracting the 
estimated rates, sewerage and water charges paid by these 
tenants which are calculated as described below. For local 
authority (and public corporation) tenants, independent 
information on net rents payable (before any rebates) is 
available from the housing accounts and these data are used 
in preference, though the two sources have been generally 
in reasonable agreement.

6.590 Constant price estimates o f  net rents are obtained 
for each type o f tenure by scaling the corresponding series 
o f rateable values to match current expenditure in the base 
year. This is o f course equivalent to projecting base year 
figures according to movements in the corresponding 
rateable values.

6.591 The value of rent for the other two types o f tenure, 
owner-occupied and rent-free, is imputed by applying an 
implied index o f full cost rents to the series o f rateable 
values for these tenures. Full cost rents in the rented sector 
differ from the net rents described above by the inclusion 
of the value o f the subsidy in the local authority housing 
accounts. The index o f full cost rents is derived by dividing 
the full cost rents at current prices by the same at constant 
prices. The imputed rents thus obtained are scaled so as 
to be equal to the aggregate rateable values o f  owner- 
occupied and rent free housing at the time o f the valuation 
exercise, which in England and Wales was the second 
quarter o f 1973. (Rateable values in Scotland and Northern 
Ireland which were fixed on other valuation dates are scaled 
up or down by amounts indicated by the full cost index 
so that they are on the same valuation basis as England 
and Wales, that is, April 1973).

6.592 Constant price estimates are obtained in the same 
way as in the rented sector.
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7 8 Consumers ’ expenditure

Rates, sewerage and water charges

6.593 Quarterly estimates of consumers’ expenditure on 
rates, sewerage and water charges are calculated by 
applying average domestic poundages to the quarterly 
aggregate rateable values o f domestic property. The total 
annual amounts of rates rebated to households is 
interpolated quarterly and deducted. The overall amounts 
payable (before rebates) are distributed between the 
different types of tenure. This is done using poundages 
which have been adjusted according to tenure type, because 
analysis of data in the Family Expenditure Survey suggests 
that average poundages applicable to local authority 
housing is consistently some eight per cent higher than 
those applicable to other tenures. These results are used 
in the calculation o f net rents described above.

6.594 Constant price estimates are derived by scaling the 
aggregate rateable values for each tenure type to match 
current expenditure in the base year.

O T H E R  SE R V IC E S

6.595 A wide variety o f sources is used to compile the 
figures in this category and it is convenient for the most 
part to consider each heading in turn. However, many of 
the headings (or parts o f headings) depend on data from 
the Family Expenditure Survey and these are covered in 
one section.

Estimates based on the Family Expenditure Survey

6.596 The following categories o f expenditure on other 
services are primarily estimated by means o f the Family 
Expenditure Survey:

housing maintenance, etc, other than DIY 
household and domestic services (part) excluding the 

value o f clothing issued— to HM Forces 
other running costs o f vehicles (part)— except driving 

licences, driving lessons, driving tests and company 
cars

other travel (part)—taxis (including hired car with 
driver)

other recreational and entertainment services (part)— 
except cinemas 

private medical expenses 
hairdressing and beauty care 
catering
insurance not elsewhere included and bank charges

This source is also used for certain expenditure in the 
category ‘other goods’ (see paragraph 6.585).

6.597 The estimates of consumers’ expenditure on these 
categories make use of the quarterly data of household 
expenditure from the Family Expenditure Survey. However 
in order to mitigate the effects o f sampling variation the 
data are heavily smoothed. For most categories the annual 
estimates o f consumers’ expenditure are based on a three 
year moving average (calculated at constant prices after 
deflation by appropriate components of the retail prices 
index) and the quarterly figures are interpolated by 
reference to the average quarterly pattern over several 
years. While this procedure reduces the effect of sampling 
error to a minimum, it also obscures any sudden change 
or short-term peaks and troughs which may have occurred 
in the real world.

6.598 Grossing factors are calculated to convert the 
expenditure recorded in the survey from pounds per 
household per week to millions o f pounds per quarter. 
Rough additions are made to cover the expenditure of 
people living in institutions and, where applicable, foreign 
tourists, etc.

Housing maintenance, etc, other than DIY

6.599 These estimates are particularly uncertain. In 
general they are based on the Family Expenditure Survey 
but account is taken also o f information from various other 
sources, e.g. the English House Conditions Survey 
sponsored by the Department o f the Environment. The 
management expenses o f insuring the structure of 
dwellings, where the premiums are paid by the occupier 
are calculated by applying the ratio o f expenses to 
premiums of fire insurance, taken from summarised annual 
accounts o f insurance companies, to the estimates of 
premiums paid by consumers as measured in the Family 
Expenditure Survey.

Household and domestic services

6.600 The estimates for this category are based mainly 
on the Family Expenditure Survey (see paragraphs 6.596 
to 6.598). However, an amount covering the value of 
clothing issued to HM Forces is included here. It is 
obtained from an analysis o f expenditure under different 
Votes by the service departments.

Vehicle excise duty

6.601 Estimates of expenditure on vehicle excise duty are 
based on total receipts by the licensing authority o f excise 
duty on cars and motor cycles, less any refunds. The total 
receipts are multiplied by the estimated proportion which 
is paid by consumers rather than by businesses. This 
proportion is kept under review and is based on a 
comparison of quarterly data from the Family Expenditure 
Survey on duly paid by households in the previous twelve 
months, with corresponding average receipts by the 
licensing authority over a comparable period.

6.602 Expenditure on vehicle excise duty at constant 
prices is estimated from the number o f tax discs issued and 
the average duty paid in the base year in each of four 
categories: full year and part year duty for cars and for 
motorcycles.

Other running costs o f vehicles

6.603 Apart from driving licences, driving lessons, 
driving tests and the value o f the private use of company 
cars, described below, the Family Expenditure Survey is 
used to estimate expenditure in this category (see 
paragraphs 6.596 to 6.598). The estimates are revalued at 
constant prices using the relevant components o f the retail 
prices index or a specially constructed index (eg for self- 
drive hire).

6.604 Driving licences. Expenditure on driving licences 
is for convenience regarded as a tax on expenditure and 
included in consumers’ expenditure (see paragraph 6.506) 
although it might more properly be treated as a transfer. 
Total receipts by the licensing authority in respect of 
driving licences are included and the figures revalued at
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constant prices by multiplying the average fee in the base 
year by the number issued. (Consumers’ expenditure fell 
folowing the abolition o f  the requirement to renew full 
licences every three years.)

6.605 Driving lessons. Up to 1980, estimates o f  
expenditure on driving lessons have been based on 
information extracted from the Family Expenditure 
Survey. Since 1980, constant price estimates are projected
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using movements in the number o f driving tests conducted.
Expenditure at the current prices is obtained by multiplying 
the constant price estimates by the price index for taxis and 
hired car with driver. Quarterly estimates are interpolated.

6.606 Driving tests. Annual receipts from driving tests 
are received from Department o f  Transport. Constant 
prices are obtained by deflating by a price index o f  fees. 
Quarterly estimates are interpolated.

6.607 Company cars. Estimates o f  the value o f  the use 
of company cars for private purposes are included in 
consumers’ expenditure on the running costs o f vehicles. 
Since 1975 estimates o f  the taxable value o f  this benefit 
have been made by Inland Revenue according to a formula 
laid down in the Finance Act. This value is however a 
minimum. Rough estimates are included which amount to 
some 60 per cent more than the estimated taxable value 
in 1983. The estimates'are revalued at constant prices using 
the price index for self-drive hire.

Rail travel

6.608 The estimates o f consumers’ expenditure on rail 
travel are based annually and quarterly on figures of 
passenger receipts (including motorail) by the British 
Railways Board and by London Regional Transport. 
Additions are made for travel in Northern Ireland, and 
deductions based on the National Travel Survey o f  the 
Department o f Transport are made for general government 
and business expenditure.

6.609 Receipts for each o f the main fare categories 
(ordinary; reduced; and season tickets) on British Rail and 
for total London Regional Transport railways are revalued 
at constant prices by indices o f estimated average receipts 
per passenger mile. The resulting estimates at constant 
prices are thus proportional to the estimates o f  passenger 
miles travelled in each o f the fare categories.

Buses and coaches

6.610 Expenditure on these forms o f travel is taken from 
annual and quarterly statistics o f passenger receipts 
compiled by the Department o f Transport and published 
in the Monthly Digest o f  Statistics. To the figures as 
published, which relate to Great Britain, 2 per cent is added 
for expenditure in Northern Ireland and an allowance o f  
1 per cent is deducted for general government and business 
expenditure.

6.611 Expenditure is revalued at constant prices 
separately for travel by London Regional Transport, local 
authorities’ transport and other road operators’ transport. 
The corresponding index numbers o f the average level of 
stage fares on bus and coach services are used, as prepared 
by the Department o f Transport and published in the 
Monthly Digest o f Statistics.
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Air Travel

6.612 Quarterly expenditure on international air travel 
(apart from travel to the Irish Republic) are based on the 
results o f the International Passenger Survey. Passengers 
for which this expenditure is measured are United Kingdom 
residents arriving and departing for the purpose o f holidays 
and those emigrating. The air fares o f travellers on 
inclusive tours are estimated in the course o f  processing 
the International Passenger Survey and included in 
Consumers’ expenditure.

6.613 For revaluing tourist expenditures at constant 
prices since 1978, estimates o f average fares in the base 
year have been calculated per passenger mile for three 
destination categories: Europe; America and Oceania; and 
Africa, Asia and the Middle East. These prices are applied 
to quarterly data on passenger miles travelled in each 
category. For emigrants constant price estimates are based 
on numbers emigrating to Europe and to the rest o f  the 
world multiplied by average fares in the base year.

6.614 Quarterly expenditure on air travel to the Irish 
Republic and within the United Kingdom (including the 
Channel Islands and the Isle o f  Man) is based on numbers 
of travellers (converted to passenger-kilometres) and 
domestic passenger-kilometres respectively. The total o f  
these is multiplied by average British Airways fares per 
passenger-kilometre calculated annually and interpolated. 
A fixed proportion o f this expenditure is taken to be 
personal. Expenditure at constant prices is obtained by 
applying the base year average fare instead o f that o f  the 
current year.

Other travel

6.615 This consists o f taxis (including hired car with 
driver); sea travel; travel agents’ commissions; and 
removals and storage. The first o f  these is based on data 
from the Family Expenditure Survey (see paragraphs 6.596 
and 6.598); the others are described below.

6.616 Sea travel. Estim ates o f  expenditure on 
international travel by sea are based on the International 
Passenger Survey. A distinction is made between long and 
short routes for the purpose o f  revaluing expenditure at 
constant prices. Numbers o f journeys are multiplied by 
average fares in the base year for long and short routes 
separately.

6.617 Because the International Passenger Survey does 
not cover travel to the Irish Republic or pleasure cruises, 
separate estimates are made for these based on the number 
of passengers as published in the Monthly Digest o f  
Statistics, For the Irish Republic a typical single fare is 
taken to be the average. For cruises a benchmark figure 
is extrapolated using an index o f hotel accommodation 
prices. Little information is available on internal sea travel 
and the estimates are related to indicators o f  traffic given 
in the Scottish Abstract o f  Statistics and the Northern 
Ireland Digest o f  Statistics.

6.618 Travel agents* commissions. This represents part 
of consumers’ expenditure on international package tours 
which is at present split into three components, the air/sea 
fares; expenditure abroad; and travel agents’ commissions. 
Estimates o f travel agents’ commission are based on a 
special analysis o f the International Passenger Survey for
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people travelling on package tours. Ten per cent of 
expenditure on package tours (excluding fares) is assumed 
as commission. Constant price estimates are obtained by 
multiplying the numbers of travellers by the estimated 
average charge in the base year.

6.619 Removals and storage. Constant price estimates 
are based on an indicator of particulars delivered to Inland 
Revenue for stamp duty purposes, following transfer of 
ownership o f land and dwellings. Current prices are 
obtained by multiplying the constant price series by the 
component o f the retail prices index for miscellaneous 
household services.

Postal services

6.620 Consumers’ expenditure on postal services is 
estimated quarterly by the Post Office. Total postal receipts 
are divided between various categories o f postal services 
partly on the basis o f accounting data and partly on the 
basis o f sample surveys. The three main categories are 
correspondence, parcels and remittance services. In general 
the estimates o f consumers’ expenditure depend on broad 
assumptions about the proportions o f traffic in each 
category which are paid for by consumers. However since 
1981 a new letter information system provides quarterly 
data on these proportions for correspondence.

6.621 Expenditure at constant prices for correspondence 
and parcels is obtained by multiplying the estimated value 
of traffic in each category by average postage per item in 
the base year. For remittance services expenditure at 
current prices is deflated by an index o f average poundage.

Telecommunication

6.622 Estimates of consumers’ expenditure on telephone 
rentals and calls are prepared quarterly by British Telecom. 
They are based on the number o f ‘residence rate’ 
subscribers, the estimated number o f dialled metered units 
and other calls per subscriber, and the rental and call 
charges. The allocation o f total receipts between personal 
expenditure and business (or official) expenditure is based 
on movements in the number o f subscribers classified to 
‘residence rate’ and ‘business rate’. (It is not known to what 
extent calls made from private residences are for business 
purposes and no deduction is made. Equally it is not known 
to what extent calls made from business premises are 
personal and no addition is made for this.) To this are 
added receipts from calls made from public call boxes 
which are all assumed to be personal although it is realised 
that a small, though unknown, number are business calls. 
From the 1983 Blue Book, rentals (less renters’ rebates) 
for coinboxes situated in residential premises are regarded 
as business expenditure as such boxes are usually rented 
to landlords.

6.623 Expenditure is converted to constant prices by 
means o f current or nearly current weighted price indices.

6.624 Telemessages replaced telegrams in 1981. 
Expenditure on these by persons is derived from a sample 
of traffic and revalued at constant prices by means of price 
indices of tariffs linked in 1981.

Television and video hire charges, etc

6.625 This category consists o f three elements: rentals, 
licences and repair charges. The first of these is derived 
from retail sales data (see paragraphs 6.554 to 6.559 
above). The second is based on figures o f receipts for 
television and (formerly) radio licences available quarterly 
from the licensing authority and revalued by an index of 
licence rates. The third, repairs, is based on the Family 
Expenditure Survey (see paragraphs 6.596 to 6.598).

Betting and gaming

6.626 As mentioned in paragraph 6.505 consumers’ 
expenditure on betting is measured by the amount staked 
less the pan returned in the form o f winnings, that is the 
net loss incurred. This net loss is in turn equivalent to the 
net takings o f persons engaged in the industry plus the 
amount taken by the government in the form o f betting 
duties.

6.627 Consumers’ expenditure on football pools, fixed- 
odds football betting, horse and greyhound race betting 
with bookmakers on and off-course (including betting 
shops), and horse and greyhound racing toialisators is 
calculated quarterly from tax receipts, from which stakes 
can be derived. Information is available on the percentage 
of stakes retained by the pools promoters and by the 
greyhound racing totalisators. Amounts retained by horse 
racing totalisators are published in the annual reports of 
the Horserace Totalisator Board, quarterly figures being 
interpolated and projected.

6.628 Since the 1979 Blue Book, estimates of expenditure 
on bingo'* (including admission/participation fees), 
lotteries, roulette, chemin-de-fer, card games in clubs, 
gaming machines, gaming in amusement arcades, fun fairs, 
etc., have made use of the Report o f the Royal Commision 
on Gambling; information provided by the Gaming Board 
of Great Britain and licence receipts for gaming machines 
and gaming premises.

6.629 Expenditure is revalued at constant prices first by 
adjusting for changes since the base year in rates of tax 
and in retention rates, and secondly by adjusting for 
changes in the general consumer price index.

Other recreational and entertainment services

6.630 Apart from cinema admissions the expenditure 
data for this category is based on the Family Expenditure 
Survey (see paragraphs 6.596 to 6.598). The figures for 
cinema admissions are based on data on box office takings 
obtained from the Film Exhibitors Inquiries. Constant 
prices are obtained by multiplying the number of 
admissions by the average charge in the base year.

Education

6.631 Universities, schools and other educational 
establishments are regarded as providing a composite 
service to consumers (see paragraph 6.518(b)). The 
expenditure included in this item covers tuition fees only; 
it excludes expenditure on food and accommodation. Data 
on university tuition fees, whether for British or for

Royal Commission on Gambling. Final Report (Volumes One and Two), Cmnd. 7200 (HMSO. July 1978).
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overseas students, are published by the University Grants 
Committee. These figures are revalued in the same way as 
the final expenditure by the universities themselves (see 
paragraph 6.657 below).

6.632 Benchmark estimates o f tuition fees paid to 
independent schools in 1959/60 based on published 
information on fees and numbers o f  pupils (separately for 
boys and girls, and in two age groups) were projected 
forwards annually by indices o f  the numbers o f  pupils in 
these age groups at the schools. The resulting volume series 
are converted to series at current prices by annual price 
indices o f tuition fees at samples o f  the appropriate kinds 
of school. Since 1975, use has been made o f data published 
by the Independent Schools Information Service to 
estimate average tuition fees. These data cover about 75 
per cent o f pupils at private schools. It is assumed that fees 
for the 25 per cent not covered are about two-thirds o f the 
fees o f those who are, a hypothesis which squares with the 
previous data. Expenditure at constant prices consists of 
the estimates for the base year projected forwards by the 
indices o f volume.

6.633 Data on tuition fees charged in respect of 
education provided by local authorities is available from 
Local Government Financial Statistics. Expenditure is 
revalued by an index o f education costs. Rough additions, 
based on information from the Family Expenditure Survey, 
are made for consumers’ expenditure on tuition fees for 
other profit-making educational and training services. 
Quarterly figures are interpolated and projected.

Hairdressing and beauty care

6.634 The estimates are based on the Family Expenditure 
Survey (see paragraphs 6.596 to 6.598) and the relevant 
component o f the retail prices index.

Catering (meals and accommodation)

6.635 Since the 1980 Blue Book, the estimates have been 
based mainly on the Family Expenditure Survey. However 
several adjustments are made as follows:

(a) an allowance o f 2 per cent o f the Family 
Expenditure Survey data is added for expenditure on 
meals and accommodation in catering establishments 
by persons not living in households (not covered by the 
Family Expenditure Survey);
(b) a percentage (currently 29 per cent) o f foreign 
tourist expenditure is added. This is based on 
expenditure questions asked in the International 
Passenger Survey in 1979;
(c) a notional addition is made to cover the value o f  
canteen subsidies which employers provide to their 
employees (8 per cent o f the Family Expenditure Survey 
figure for expenditure on meals);
(d) to the totals for meals and accommodation thus 
far, 3 per cent and I per cent respectively are added to 
allow for the income in kind o f employees o f the 
catering industry;
(e) additions are made to cover payments by HM 
Forces for accommodation and canteen and NAAFI 
meals; by medical staff to national health service 
hospitals for board and lodging; by students for board 
and lodging at universities and private schools; and 
residents of local authority homes to local authorities; 
(0  estimates of expenditure on school meals by

students are included, based on data collected by the 
Department o f  Education and Science.

6.636 Expenditure on alcoholic drink is excluded, but 
expenditure on other drinks is included. Expenditure on 
meals and accommodation by general government, for 
example in hospitals, prisons, homes for the aged, and for 
school meals, is not included here. It forms part o f  general 
government current expenditure on goods and services.

6.637 The estimates are revalued at constant prices by 
means o f  components o f the retail prices index and a 
specially constructed index o f hotel accommodation prices. 
School meals are separately revalued in the same way as 
general government expenditure on school meals.

NHS payments and other medical expenses

6.638 Payments by persons for goods and services 
provided under the national health service are all included 
in this item; these are hospital, specialist and ancillary 
services (including private beds in national health service 
hospitals); pharmaceutical services (including prescription 
charges); general dental services and supplementary 
ophthalmic services. (Expenditure on private spectacles is 
included in ‘other goods’ —see paragraph 6.585.) The 
figures are taken from the Annual Abstract o f  Statistics. 
The estimates are revalued at constant prices in the same 
way as general government expenditure on goods and 
services on these items o f the national health service.

6.639 Also included in this heading are fees paid for 
medical services by private patients and total payments for 
medical insurance, covering both the cost o f the insurance 
and any treatment paid for by the insurer. Sources are the 
Family Expenditure Survey and information compiled by 
the major provident funds. In the absence o f  a more 
suitable price index the estimates are revalued at constant 
prices by the same NHS price index. Quarterly figures are 
interpolated and projected.

Administrative costs o f  life assurance and pension schemes

6.640 The estimates o f consumers’ expenditure in each 
year on all forms o f life assurance are taken to be the sum 
o f the'expenses o f management and shareholders’ surplus 
appropriate to life business transacted wTthin the United 
Kingdom by life assurance and industrial assurance 
companies, collecting societies and pension funds 
established in the United Kingdom. The estimates are 
mainly derived from information collated by the Life 
Offices’ Association and annual surveys o f  the income and 
expenditure o f pension schemes.

6.641 A general explanation o f the treatment o f the 
funds o f these institutions is given in paragraphs 6.6 to 
6.10. The estimate o f  consumers’ expenditure on life 
assurance differs from that given in Table 4 .5 , 
Administrative costs, etc by the amounts o f  United 
Kingdom taxes payable on the investment income o f the 
funds. Quarterly figures are interpolated and projected. 
As no price index is available for the costs o f managing 
the insurance, the expenses o f management are revalued 
at constant prices by the general consumers’ expenditure 
deflator.
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Other services

6.642 The estimates for expenditure on the items in this 
category are weak and not shown separately in the Blue 
Book. Brief details are given below.

6.643 Insurance not elsewhere included. The estimates 
are based on the corresponding Family Expenditure Survey 
category for expenditure on personal accident and other 
types of insurance (excluding house, house contents, motor 
vehicle, holiday and medical insurance which are included 
in appropriate categories elsewhere). A percentage is 
deducted to allow for the value o f  claims (based on 
insurance statistics published in the Annual Abstract o f  
Statistics) so that only the administrative costs o f the 
insurance (the ‘service’ being purchased) is included. The 
figures are revalued at constant prices by means of the 
general consumers’ expenditure deflator.

6.644 Undertaking. Consumers’ expenditure on this item 
is estimated quarterly by multiplying the number o f deaths 
by the estimated average cost of a funeral. Expenditure 
at constant prices is estimated by multiplying the number 
o f deaths by the average cost in the base year.

6.645 Bank charges. The estimates o f expenditure on 
bank changes at current prices are based on the Family 
Expenditure Survey data. The number o f items cleared 
through the banking system is used as an indicator o f the 
volume o f services provided, and this is used to project 
the base year value at constant prices.

6.646 Stockbrokers’ charges. Estimates o f stockbrokers’ 
charges are based on the statistics o f the value of 
transactions in stocks and shares published in Financial 
Statistics together with estimates o f rates o f commission 
paid on transactions. An index o f stocks and share prices 
is used to revalue the transactions to obtain estimates of 
expenditure on stockbrokers’ charges at constant prices.

4

6.647 Stamp duties. This item consists o f stamp duties 
incurred by persons, eg on mortgages or the transfer of 
stocks and shares. Stamp duties incurred in the transfer 
of ownership o f land and buildings are however excluded; 
they are treated as fixed capital formation. The estimates 
are based on figures for duties collected on appropriate 
transactions as compiled by Inland Revenue, together with 
assumptions about the ratio o f personal to business 
expenditure in each case. As with stockbrockers’ charges, 
an index o f stocks and share prices is used to obtain 
constant price estimates.

6.648 Fines and fees. This item covers fines paid to 
county courts, fines for motoring offences, passport fees, 
etc. Receipts for these items are given separately each year 
in ihe Appropriation Accounts. The estimate is necessarily 
rough as an assumption has to be made in each case about 
the proportion o f receipts attributable to personal 
expenditure. Quarterly figures are interpolated and 
projected. Constant price estimates are assumed equal to 
current price estimates.

6.649 Other miscellaneous services. This item includes 
legal fees (other than those for the transfer o f ownership 
of land and buildings which are treated as part of fixed 
capital formation), advertising and pawnbrokers’ charges, 
services of photographers, auctioneers, etc., cloakroom 
fees, subscriptions to libraries, etc. There is very little

information about these items and the amounts included 
are guesses.

Expenditure by foreign tourists, etc. in the United Kingdom

6.650 By definition, estimates of consumers’ expenditure 
should exclude all purchases made by non-residents. Since 
it is impossible to make a separate deduction for each 
category o f expenditure, a single deduction is made for 
total expenditure by overseas visitors on holiday and on 
business, by United States Forces stationed in the United 
Kingdom, by employees o f overseas governments, and by 
foreign students and journalists (who for national accounts 
purposes are deemed to be non-residents).

6.651 The amount o f the deduction for visitors is given 
quarterly under ‘Travel credits’ in the balance of payments 
accounts, the data being derived from the International 
Passenger Survey. An additional amount covering the 
personal expenditure of United States Forces stationed in 
this country is supplied by their military authorities. 
Estimates o f the expenditure in the United Kingdom of 
employees of overseas governments based in this country, 
of overseas students studying here and o f foreign 
journalists are derived by multiplying their numbers 
(obtained from such sources as the Foreign and 
Commonwealth Office and the British Council) by 
estimates o f average expenditure per head. A special price 
index for revaluing foreign tourists’ expenditure at constant 
prices is constructed by the Department of Trade and 
Industry. This index is used for deflating expenditure in 
this category with the exception o f expenditure by foreign 
students for which the all items retail prices index is used.

Consumers’ expenditure abroad

6.652 This is a further adjustment needed to complete 
the estimates o f expenditure out of the total personal 
income o f United Kingdom residents. Personal expenditure 
abroad by travellers from the United Kingdom, by 
members o f the Forces and government employees 
stationed abroad must be added to the estimates of 
consumers’ expenditure on the items listed above. Again, 
the adjustment can be made only in total, and not for each 
category o f expenditure.

6.653 Personal expenditure abroad by United Kingdom 
travellers is estimated quarterly by excluding ‘business’ and 
‘official’ expenditure from the ‘Travel debits’ in the 
balance of payments accounts, estimated from the 
International Passenger Survey. This estimate excludes fare 
payments for travel to and from the United Kingdom, 
which are included in consumers’ expenditure on travel.

6.654 The estimates of personal expenditure by members 
of the Forces in foreign countries and in NAAFI’s and 
other United Kingdom institutions abroad are based on 
quarterly information on the pay of military personnel 
serving abroad. Information on the pay and allowances 
of government staff based in the United Kingdom and 
serving abroad is available annually from departments. 
Assumptions are made about the proportion of pay and 
allowances which is spent abroad, and quarterly figures 
are interpolated and projected.

6.655 Retail price indices are available for most o f the
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countries visited and special indices are constructed by the 
Department o f  Trade and Industry to represent the kind 
of goods and services likely to be bought by United 
Kingdom travellers. These indices are weighted into a single 
index by the current distribution by area o f travel debits 
in the balance o f payments accounts, adjusted for changes 
in exchange rates. Separate indices are used for the 
expenditure o f  United Kingdom military forces and United 
Kingdom Government staff serving abroad. Again these 
are based upon local consumer prices adjusted for changes 
in exchange rates but the weights reflect the distribution 
of country o f  service.
Final expenditure by private non-profit-making bodies

6.656 The concepts underlying these estimates are 
described at paragraph 6.513 above. The institutions 
covered in this item are universities (including the Open 
University) and university colleges; trades unions, friendly 
societies; ex-corporation duty bodies; clubs and charitable 
institutions (including churches). Private schools and 
housing associations are assumed not to incur any final 
current expenditure (i.e. the fees received are assumed equal 
to their expenditure). The estimates are based on the work 
of Moyle and Reid (Economic Trends No 259, May 1975).
6.657 Detailed annual information is available for 
universities and for trades unions, but otherwise the 
estimates are projected on no firm basis. Expenditure by 
universities is revalued at constant prices using a price index 
compiled and published by the University Grants 
Committee. Otherwise a general deflator is used.

4. RELIABILITY

6.658 An attempt to assess the margins of error attaching 
to the annual estimates o f the various items o f consumers’ 
expenditure, at current prices, is made in Table 6Be. This 
should be read in the light o f the general discussion in 
paragraphs 3.37 to 3.44 o f the significance o f these margins 
of error.
6.659 For some items, estimates for earlier years are not 
as reliable as those for later years. In such cases the entries 
in the table relate to the later years. For most items, the 
estimates for the latest year are less reliable than those for 
the penultimate year: they are often based on partial or 
provisional data and are subject to revision as fuller 
information becomes available.
6.660 Apart from routine revisions of this kind there are 
three broad ways in which more fundamental revisions may 
arise:

(a) In the method o f commodity by commodity 
estimation gaps are liable to develop in the estimates. 
For example, items on which expenditure was at one 
time negligible may become significant and when 
estimates for these items are brought into the accounts, 
revisions over several years will be made to the 
commodity groups in which the items are classified. The 
effect o f these revisions is usually to steepen the recent 
years’ estimates o f expenditure for the corresponding 
commodity groups.
(b) Estimates which are based on infrequent 
benchmarks may need revision in the light o f the results 
of a new benchmark. These revisions may extend back 
to the preceding benchmark.
(c) A new and more reliable source may show that the 
level o f an estimate is wrong. A judgement has then to

be taken as to whether the year-to-year changes in 
expenditure shown by the previous source are likely to 
have been reasonably correct over past years. In this 
case the general level o f the estimates over the past years 
will be revised while keeping the changes unaltered. If 
however the error in the estimates developed over a 
limited period, then revisions to the estimates for this 
period only are involved, with a consequent revision to 
the changes.

1

6.661 In general, the estimates o f year-to-year changes 
are more reliable than might appear from the gradings 
allotted in the table to the absolute values o f the estimates.

6.662 Notwithstanding the large proportion o f items 
graded B or C, the estimates o f  total consumers’ 
expenditure at current prices are graded A. The superiority 
o f the estimates o f total expenditure is due to the 
probability that errors in the components will to some 
extent offset each other.
6.663 The constant price estimates are generally less 
reliable than those at current prices because o f the 
impossibility o f revaluing expenditure in the finest 
commodity detail; but it is thought that only a few o f the 
constant price estimates are on this account markedly less 
reliable than the corresponding current price estimates. A 
special element o f  uncertainty arises in the estimates at 
constant prices, namely that limited allowance has been 
made for changes in quality. However, some constant price 
estimates are more reliable than the corresponding current 
price estimates (at least in terms o f period to period) 
changes where the former are based on volumes and the 
latter on an estimated unit price (e.g. rents).

5. TAXES ON EXPENDITURE AND SUBSIDIES 
ALLOCATED TO CONSUM ERS’ EXPENDITURE

6.664 The estimates o f consumers’ expenditure at market 
prices implicitly (and in some cases explicitly) include the 
value o f taxes on expenditure less the value o f subsidies. 
These taxes and subsidies may affect the prices o f  
commodities directly (for example through excise duties 
levied on alcoholic drink and tobacco) or indirectly because 
they fall on intermediate rather than final consumption (for 
example through duties levied on vehicles and fuel used 
for business purposes).
6.665 The allocation o f total taxes and subsidies to the 
components o f final demand, including consumers’ 
expenditure in total, is described in Chapter 11 (paragraphs 
11.13 and 11.14) and published in Table 9.5 o f  the Blue 
Book. In Table 4.10 estimates o f  the taxes and subsidies 
attributable to specific categories o f  consum ers’ 
expenditure are shown, together with the estimates o f  the 
amounts not allocated to categories.
6.666 Table 6Bf gives details o f  the different taxes and 
subsidies and the amounts allocated to each category of 
consumers’ expenditure. For most types o f taxes and 
subsidies, their allocation to the appropriate category of 
consumers’ expenditure is straightforward once an 
allowance has been made for business expenditure. The 
allocation o f protective duties is however largely 
conjectural.
6.667 Generally speaking, VAT is allocated by applying 
the appropriate rate to the estimates o f  expenditure; any
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84 Consumers’ expenditure

discrepancy between the estimates made in this way and 
the total accruals o f VAT is included under the ‘not 
allocated to categories’ heading.

Reliability of annual estimates of consumers’ expenditure at current prices

A + o r -  
B + o r -  
C + o r -  
D + o r -

Tabte 6Be

less then 3 per cent 
3 per cent to 10 per cent 
10 per cent to 20 per cent 
more than 20 per cent

Food (Household expenditure):

Alcoholic drink:

Tobacco:

Clothing and footwear:

Housing:
Rents, rates and water charges:

Imputed rent of owner- 
occupied dwellings 
Other rents
Rates, sewerage and water 
charges

Maintenance, etc. by occupiers:
Do-it-yourself goods 
Contractors’ charges and 
insurance D

Total
Fuel and power: 

Electricity 
Gas
Coal and coke 
Other

B

Total

Household goods and services: 
Furniture, pictures, etc. 
Carpets and other 
floorcoverings 
Major appliances 
Textiles and soft furnishings 
Hardware
Cleaning materials; matches

Bread and cereals B 3 056
Meat and bacon B 6 471
Fish B 73
Milk, cheese and eggs B 3 423
Oils and fats B 920
Fruit B 1 273
Potatoes B 789
Vegetables B 1 621
Sugar B 322
Preserves and confectionery B 1 959
Coffee, tea and cocoa B 746
Soft drinks B 856
Other manufactured food B 706

Total B 22 215

Beer B 5 320
Spirits B 2 720
Wine, cider and perry B 1 914

Total B 9 954

Cigarettes A 4 219
Other A 603

Total A 4 822

Men’s and boys’ wear B 2 702
Women’s, girls’ and infants’
wear B 5 401
Footwear B 1 760

Total B 9 863

7 827 
3 839

4 378

1 591

1 192

18 827

6 353

2 369

1 060 
1 997 
1 117 
1 195 

811

Household and domestic 
services

Total
Transport and communications: 

Cars, motorcycles and other 
vehicles 
Petrol and oil 
Vehicle excise duty 
Other running costs 
Rail travel 
Buses and coaches 
Air travel 
Other travel 
Postal services 
Telecommunications

Total

Recreation, entertainment and 
education:

Radio, television and other 
durable goods 
Television and video hire 
charges, licence fees and repairs

Sports goods, toys, games and 
camping equipment 
Other recreational goods 
Betting and gaming 
Other recreational and 
entertainment services 
Books
Newspapers and magazines 
Education

Total

Other goods and services:
Pharmaceutical products and 
medical equipment 
National health service 
payments and other medical 
expenses

Toilet articles; perfumery 
Hairdressing and beauty care 
Jewellery, silverware, watches 
and clocks 
Other goods 
Catering (meals and 
accommodation) 
Administrative costs of life 
assurance and superannuation 
schemes

Other services

Total

Total household and tourist 
expenditure in

the United Kingdom

less Expenditure by foreign 
tourists, etc.

in the United Kingdom

Household expenditure abroad

Total household consumers’ 
expenditure on

■'T5

.H,

B

B

B

1 388

9 937

6 307 
4 604 

726 
3 768 
1 088 
1 498 
1 510 

715 
308 

1 938

22 462

1 587

1 578

1 238
2 300 
1 574

1 396 
451 

1 405 
1 092

12 621

575

1 079 
1 270

7 853

1 839 
1 828

17 248

A 134 960

C 505

C 2 653

goods and services A 134 108

Final expenditure by private non
profit making bodies

C 2 681

Total consumers’ expenditure A 136 789
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Table 6Bf

TAXES ON EXPENDITURE

CARS. MOTORCYCLES AND OTHER VEHICLES 
Protective duties 
Car tax
Value added tax

Total

FURNITURE AND FLOOR COVERINGS 
Protective duties 
Value added lax

Total

OTHER DURABLE GOODS
1587 * Protective duties

• Value added tax
1

1578 • Total

1238
2 300 ; FOOD (HOUSEHOLD
1574 ' EC agricultural levies 

i Protective duties
1396 Value added tax
451 i

1405 Total
1092 1

1

12 621 BEER
Excise duty 
Value added tax

Total

SPIRITS 
Excise duty 
Value added tax

Total

WINES, CIDER AND PERRY 
Excise duly 
Value added tax

Total

TOBACCO 
Protective duties 
Excise duties 
Value added tax

Total

£m 1980 TAXES ON EXPENDITURE

987

458

526

838

896
694

1 590

1 033 
356

1 389

601

3 325

CLOTHING AND FOOTWEAR 
Protective clothing 
Value added tax

Total

FUEL AND POWER 
Hydrocarbon oils duty 
Gas levy

Total

PETROL AND OIL 
Hydrocarbon oils duty 
Value added tax

Total

OTHER GOODS 
Protective duties 
Excise duty 
Value added lax

Total

RATES

VEHICLE EXCISE DUTY 1

OTHER SERVICES 
EC agricultural levies 
Protective duties 
Hydrocarbon oils duty 
Value added tax 
Betting and gaming duties 
Motor vehicle duties 
less bus fuel rebates 
Stamp duties
Other miscellaneous central government taxes

Total

TOTAL ALLOCATED 
EC agricultural levies 
Protective duties 
Hydrocarbon oils duties 
Excise duty 
Car tax
Value added tax 
Betting and gaming duties 
Gas levy

Motor vehicle duties 
less bus fuel rebates 
Stamp duties
Other miscellaneous central government taxes 

Rates

Total

£m 1980

145 
1 094

1 239

49

1 630 
597

2 227

1 659

3 108

22 368

i :
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86 Consumers' expenditure

Table 6Bf

SUBSIDIES £m 1980

FOOD (HOUSEHOLD EXPENDITURE)
Agriculture fishing and food 513
Other trading 3

Total 516

ENERGY PRODUCTS (FUEL AND POWER)
Assistance to coal industry 44
Competition for price restraint 17

Total 61

r e n t s ' 2 562

OTHER SERVICES
Agriculture, fishing and food 63
Nationalised transport undertakings 606
Employment services .other transport 

undertakings and other central
government subsidies 16

Passenger transport 402
Other trading 97

Total 1 184

TOTAL ALLOCATED
Agriculture,fishing and food 576
Assistance to the coal industry 44
Compensation for price restraint 17
Nationalised transport undertakings 606
Employment services, other transport 

undertakings and other central
government subsidies 16

Housing 2 562
Passenger transport other trading 100

Total 3 921

. t
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Chapter Seven

Companies and Financial Institutions

1. GENERAL DESCRIPTION

7.1 The companies and financial institutions sector 
comprises privately controlled corporate enterprises 
organised for profit and resident in the United Kingdom, 
and is the source o f  just over half o f  the gross domestic 
product. The main constituent o f the sector is 4,000—5,000 
public limited companies. Much greater in number but 
smaller in total net assets are three-quarters o f  a million 
private companies, many o f which are subsidiaries of 
public companies or o f other private companies. The sector 
also includes about 200 building societies and about 1,000 
co-operative societies.

7.2 Companies have long been liable to taxes which 
are not borne by individuals and unincorporated 
businesses, and the distinction which the Inland Revenue 
is obliged to make between companies and other businesses 
has been found convenient in national accounts statistics. 
Although the company sector includes a great number o f  
small enterprises, distinguishable only by legal form from 
sole traders and partnerships, the main weight is carried 
by large enterprises with substantial capital and a high 
degree o f permanence. The 4,000 largest companies 
account for about three-quarters o f total company profits. 
No distinction can be made in the national accounts 
statistics o f profits, etc. between public and private 
companies.

7.3 In the national accounts therefore, the term 
‘companies* essentially implies (a) corporate status—a legal 
personality distinct from the persons who are its members, 
(b) private control as distinct from control by the 
government, and (c) operation for gain. Corporate status 
normally carries with it limited liability, but there are a 
few unlimited companies, and limited liability may be 
granted to certain partners in unincorporated partnerships.

7.4 The companies and financial institutions sector 
does include however certain governm ent-owned  
companies and subsidiaries o f the National Enterprise 
Board (part o f the British Technology Group), which are 
included because public ownership is not intended to be 
permanent. The sector also includes private non-profit- 
making bodies serving companies, such as trade 
associations, whether or not they are incorporated and 
including some bodies aided by grants from central 
government (see Chapter 9). But it excludes the following:

(a) the public corporations—mainly the bodies 
managing the nationalised industries;

(b) the trading enterprises o f the central government 
and local authorities;

(c) other corporate bodies treated as part of the system 
of general government but not as trading enterprises;

(d) private non-profit-making bodies serving persons:

universities, non-profit-making independent schools, 
churches, charities, clubs and societies, trade unions and 
private housing associations (but as mentioned earlier 
co-operative societies and building societies are treated 
as companies).

7.5 The accounts for the companies and financial 
institutions sector represent the transactions o f a particular 
kind o f trading body, not the transactions in a particular 
area o f  economic activity. The area covered by the sector 
changes substantially over time, because o f nationalisation 
and denationalisation, the transfer o f particular activities 
between government and private hands, the transfer o f the 
residence o f  companies between this country and abroad, 
and the incorporation o f unincorporated businesses. For 
example total company sector profits may fall on account 
o f nationalisation or may rise because a nationalised 
industry has been returned to private ownership. Other 
items in the accounts, such as interest and dividend 
payments, are similarly affected. When such a change 
occurs, figures relating to the new coverage are produced 
only from the date o f  the change and no effort is made 
to adjust earlier figures so that they are consistent with the 
new coverage.

7.6 In the national accounts, the companies and 
financial institutions sector is sub-divided into industrial 
and commercial companies and financial companies and 
institutions in order to reflect the quite different economic 
fuctions o f these two sub-sectors. The income o f financial 
companies and institutions is derived mainly from interest 
and dividends on, or transactions in, financial assets, whilst 
industrial and commercial companies primarily generate 
profit from manufacturing and other trading activities in 
the United Kingdom, including the provision o f non- 
financial services.

Financial companies and institutions

1.1 Financial companies and institutions are those 
productive enterprises which provide financial services and 
act as financial intermediaries. As mentioned above, their 
income is derived mainly from transactions in financial 
assets, that is from lending and borrowing. In the financial 
accounts, they are sub-divided into (a) the monetary sector 
(b) life assurance and pension funds and (c) other financial 
institutions. Broadly, the monetary sector consists o f  
recognised banks and institutions (including some finance 
houses) licensed to take deposits under the Banking Act 
1979, the trustee savings banks. National Girobank, the 
Banking Department o f the Bank o f England and certain 
Channel Islands institutions which have opted to join the 
sector. Other financial institutions comprise finance houses 
not licensed to take deposits, other consumer credit 
companies, building societies, finance leasing companies, 
factoring companies, general insurance companies, unit 
trusts, investment trusts and certain special finance agencies 
such as the Agricultural Mortgage C orporation,
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88 Companies and financial institutions

Commonwealth Development Finance Company, Equity 
Capital for Industry and the Scottish Agricultural Securities 
Corporation. Full definitions are given in Chapter 14. Life 
assurance companies and pension funds are ascribed a 
special treatment in the national accounts; this is described 
in paragraph 7.12 below.

7.8 A problem which has always caused some 
difficulty in national accounting statistics is the 
measurement of the contribution of financial companies 
and institutions to gross domestic product consistent with 
that o f other companies. The contribution to gross 
domestic product o f an enterprise is measured by its ‘net 
output’—the excess o f its receipts from the sale o f goods 
and services over its operating expenditure on purchasing 
goods and services from other enterprises. Net output in 
this sense is measured before any deduction for 
depreciation but after deducting stock appreciation. The 
same definition should be applied to financial companies 
and institutions to reach an all industry total output of 
goods and services. However, the application o f this 
definition to financial companies and institutions produces 
a paradoxical result. The contribution to gross domestic 
product o f a bank, for example, is the excess o f bank 
charges and commissions received from depositors (the 
only receipt by banks directly related to the services they 
supply) over the operating expenses for office materials, 
furniture, rent etc. (their only purchase o f  goods and 
services from other enterprises). This net output is naturally 
small. Moreover, the ’profit’ remaining after deducting 
wages, salaries, etc. from net output in the same way as 
for other industries, is usually negative; wages, salaries and 
purchases o f goods and services from other enterprises 
normally exceed receipts from bank charges and 
commissions. The reason for this peculiarity is that banks 
derive much o f their income by lending money at a higher 
rate o f interest than they pay on money deposited with 
them; and in the national accounts interest receipts and 
payments are regarded as transfers and not as receipts and 
payments for a financial service. This income in a sense 
subsidises the provision by banks o f those services for 
which inadequate payment is received in the form o f bank 
charges and commissions. Most other financial companies 
are analogous to the banks in the way in which they derive 
their income, many o f them doing so almost entirely from 
the difference between the rates o f interest which they 
charge and the rates which they themselves pay.

7.9 A possible solution is to treat all (or part) o f the 
net receipts o f interest by financial companies and 
institutions as being in effect an income, in addition to 
bank charges, etc., in respect o f general financial services 
rendered. This would increase the profit incomes of 
financial companies and institutions to a figure nearer to 
that in their published accounts. At the same time it would 
be necessary to impute to other sectors a charge for these 
financial services. In so far as these purchases are made 
by businesses they would be treated like raw materials or 
any other intermediate goods: the imputed cost of financial 
services would be regarded as an additional cost of 
production, and their profit incomes would be reduced by 
the same amount as profits of financial companies were 
increased. If all financial services were rendered to 
businesses the problem would be limited to that of 
determining whether the net interest income o f financial

companies and institutions should be regarded as generated 
in that sector or outside it.

7.10 However, some financial services are rendered to 
persons and the government, as customers of banks and 
as borrowers from banks and other financial companies 
and institutions. The imputed charge for these services to 
final consumers would therefore have to be treated as final 
expenditure, mainly as a part of consumers’ expenditure 
on goods and services. To this extent the imputation would 
involve an increase in total final expenditure and in 
national income.

7.11 To carry through this kind of solution would 
require the allocation o f the charge for financial services 
to specific industries and sectors. In the United Kingdom, 
insufficient information is available at present to determine 
such an allocation. Consequently, in the appropriation 
account for financial companies and institutions (Table 5.5 
of the 1984 Blue Book), gross trading profits are shown 
as negative. The income earned from interest receipts is 
included in rent and non-trading income whilst interest 
payments are included under allocations o f income. A 
slightly different approach is adopted in the analysis of 
gross domestic product by industry and type of income 
(Table 2.1). The contribution o f the banking, finance, 
insurance, business services and leasing industry is 
measured before deducting net receipts o f interest by 
financial companies and institutions. This is offset in the 
aggregate gross domestic product by an item adjustment 
fo r  financial services equal to these net interest receipts. 
In the alternative system o f presentation described above, 
under which a charge for financial services would be 
imputed to the customers of financial concerns, the 
contribution o f the banking, finance, etc industry would 
again be shown before deducting net interest receipts but 
there would be no adjustment fo r financial services. 
Instead, the gross profits o f the banking, finance, etc 
industry would be increased by an amount equal to the 
adjustment for financial services (eg £7.4 billion in 1980). 
Part o f the £7.4 billion adjustment would be attributed to 
businesses and deducted from the profits of each industry; 
total final expenditure and national income would be 
greater than now shown by the remainder o f the £7.4 
billion which would be attributed to final consumers’ 
purchases o f financial services.

7.12 Life assurance companies, including industrial 
assurance and collecting societies, and pension funds are 
treated differently from other financial companies and 
institutions, since their funds are treated as the property 
of the personal sector (see Chapter 6-A) while the business 
itself is in the company sector. The treatment of life 
assurance companies in the national accounts is thus to 
include that part o f  their profits which accrues to 
shareholders in company profits, while that part which 
accrues to policy holders is attributed to the personal 
sector. The income o f life assurance and pension funds 
from rent, dividends and net interest is thus included in 
personal income. Consumers’ expenditure includes both 
the management expenses of and the profits accruing to 
shareholders o f life assurance companies; it also includes 
the expenses o f pension funds. The increase in the funds 
forms part o f personal saving which represents a claim by 
the personal sector on the life assurance and pension funds. 
The capital formation o f the funds and their financial
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transactions are included with those o f financial companies 
and institutions (see Chapters 12 and 14).

2. THE PUBLISHED TABLES

7.13 The Blue Book gives appropriation, capital and 
financial accounts for all companies and financial 
institutions, and also for industrial and commercial 
companies and for financial companies and institutions 
separately. No production accounts are available for the 
companies and financial institutions sector. The 
appropriation accounts for all companies and financial 
institutions, for industrial and commercial companies and 
for financial companies and institutions are given on a 
quarterly basis in Economic Trends, along with summary 
capital accounts for industrial and commercial companies 
and for financial companies and institutions.

Appropriation account o f  all companies and financial 
institutions

7.14 The appropriation account from the 1984 Blue 
Book for all companies and financial institutions for 1980 
is shown below. Very broadly, this appropriation account 
corresponds with the profit and loss accounts and 
appropriation accounts presented by companies to their 
shareholders. However there are some substantial 
modifications to normal accounting practice both in the 
contents o f the items, for example the omission o f any 
provision for depreciation, and in the form o f presentation.

7.15 The appropriation accounts are consolidated that 
is, all transaaions between companies or institutions within 
each sector are netted out, eg payments made by industrial 
and commercial companies are those made to other sectors 
and therefore exclude payments made by one industrial and 
commercial company to another. It follows from this that 
flows between industrial and commercial companies and 
financial companies and institutions appear in the separate 
appropriation accounts o f  industrial and commercial 
companies and of financial companies and institutions but 
are consolidated, and therefore do not appear, in the 
appropriation account o f the total companies and financial 
institutions sector.

7.16 As was described in Chapter 3, most transactions 
in the accounts are measured on an accruals basis. For 
company payments o f taxes and dividends, however, the 
data do not permit estimates o f  accruals, particularly on 
a quarterly basis, to be made with the necessary confidence. 
In these cases, figures o f payments are used instead. 
However the effects of using figures on a different basis 
are minimised by treating each item consistently 
throughout the accounts so that transfers between domestic 
sectors cancel out.

Gross trading profits

7.17 The opening entry in the account, and the chief 
source o f company income, is the gross trading profits of 
all companies operating in the United Kingdom. This 
figure, representing net earnings from production and trade 
in the United Kingdom and from exports, is regarded as 
the share of these companies in the gross domestic product 
(their factor income) and appears as one of the constituents 
of gross domestic product, for example in Table 1.3 o f the 
Blue Book. Profits o f United Kingdom branches.

subsidiaries and associates o f  overseas parent companies 
are included; profits o f overseas branches, subsidiaries and 
associates o f  United Kingdom parent companies are 
excluded.

Companies and financial institutions appropriation account 
Table 7a  ̂ million

1

1980

INCOME
Income arising in the United Kingdom:

Gross trading profits*
After deducting stock appreciation 23 734

Stock appreciation 5 274

Total^ 29 008

Rent 1 024

Non-trading income 13 513

Total 43 545

Income from abroad (net of taxes
paid abroad)^ 6 799

Total 50 344

ALLOCATION OF INCOME
Dividends and interest:

Payments:
Dividends on ordinary shares 3 354
Debenture and loan interest 805
Dividends on preference shares 88
Co-operative society dividends
and interest 65
Interest on building society shares
and deposits 6 171
Other interest paid by banks, etc. 5 876

Total** 16 359

Current transfers to charities 52
Profits due abroad net of United

Kingdom tax3 4 838
United Kingdom taxes on income**

Advance corporation tax 2 031
Other payments 4 538

Total 6 569
of which:
Payments on profits due abroad 1 381
Payments on other income 5 188

Royalties and licence fees on oil and
gas production 1 079

Balance: imdistributed income after
taxation® 21 447

Total 50 344

Including United Kingdom branches and subsidiaries o f non-resident
parent companies.
3Before providing for depreciation and stock appreciation.
After deducting depreciation allowances but before providing for stock

appreciation.
From April 1973 figures reflect change to imputation system of

corporation tax: see notes on page 118, Blue Book 1984. 
Total United Kingdom taxes on the total income of companies, including 

tax on distributions made by companies, is as follows (£ million):

Payments
1980 

8 203
Before providing for depreciation, stock appreciation and additions to 

dividend and tax reserves.
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7.18 These profits may be regarded as the total surplus 
carried forward from a series of production or operating 
accounts for each company. Such operating accounts 
would contain, under payments, the current purchases of 
goods and services from all other enterprises in the United 
Kingdom and from abroad, and the purchase o f labour 
services from the firms’ own employees; under receipts they 
would include the total sales o f goods and services plus 
increases in the value o f stocks and work in progress.

7.19 Four features o f this definition of trading profits 
should be noted. First, as it stands, it includes stock 
appreciation (that part o f the accounting profits 
attributable to the effect o f price changes on stock values). 
Such appreciation clearly does not arise as a result of 
current economic activity and consequently needs to be 
deducted in arriving at gross domestic product. Gross 
trading profits are shown therefore both before and after 
deducting stock appreciation, but it needs to be borne in 
mind that the methods o f calculating stock appreciation 
are not very precise and therefore that the estimates are 
subject to a relatively wide margin o f error (see Chapter
13) .

7.20 Secondly, for the purposes o f measuring national 
income (or net national product), trading profits should 
be measured after deducting a charge for depreciation, 
representing as nearly as possible the use o f fixed assets 
during the year at the prices of the year. In the national 
accounts, profits are not defined in this way because of 
difficulties o f estimation (see paragraph 1.19). However, 
the section of the Blue Book on the stock of fixed capital 
(see Chapter 12) includes an approximate allocation by 
sector o f capital consumption; this is used to provide the 
estimates given in Blue Book Table 5.3 of company income 
and saving after providing for depreciation and stock 
appreciation. Thirdly, profits are measured before 
deducting interest payments, which are treated as 
appropriations o f income. Finally, imputed income from 
owner-occupied trading property is not deducted from 
trading profits as there is no satisfactory basis for 
calculating the amount to be deducted.

Rent and non-trading income

7.21 To companies’ and financial institutions’ gross 
trading profits must be added their rent and non-trading 
income. This item refers only to such income arising in the 
United Kingdom. Among the main constituents o f the non
trading income o f the companies and financial institutions 
sector are interest received from their holdings of 
Government stock etc., interest on bank advances to the 
personal and public sectors, and mortgage interest received 
from the personal sector by building societies. The bulk 
of this income is received by financial companies and 
institutions. The income o f the life funds of life assurance 
companies and of pension funds is not included because, 
as mentioned earlier, these funds are regarded as the 
property o f the personal sector. The whole o f company 
sector non-trading income is regarded as transfer income 
and, as such, is excluded from the calculation o f gross 
domestic product and national income; it is treated as 
income redistributed from other sectors to companies.

7.22 It was pointed out earlier that the appropriation 
accounts are consolidated and therefore exclude 
transactions between one company and another. The

situation with rents is slightly different. Payments of rents 
are treated as operating expenses and are therefore 
deducted in arriving at companies’ gross trading profits. 
Consequently these payments must be included as income 
of the companies owning the properties; they are therefore 
included in companies’ rent income. As mentioned above, 
imputed income from owner-occupied trading property is 
not included. The figures therefore relate only to the rent 
income from land and buildings let to a tenant. They are 
of total rent received less rates, water charges, insurance, 
provision for repairs and other current expenses.

Income from abroad (net o f  taxes paid abroad)

7.23 Property income from abroad is defined in the 
same way in the national income accounts as interest, 
profits and dividends in the balance of payments accounts. 
All investment income from abroad is included in income 
from abroad, while gross trading profits, rent and non
trading income all relate solely to such income arising in 
the United Kingdom. Company income earned abroad is 
estimated after deducting depreciation allowances but 
before providing for stock appreciation.

7.24 The main categories o f income included in this 
item consist of:

(a) Income on direct investment abroad. This.includes 
the earnings, whether remitted to the United Kingdom 
or not, o f non-resident branches, companies’ shares of 
the dividends and undistributed income of non-resident 
subsidiaries and associates, and interest on loans by 
United Kingdom parent companies to these branches, 
subsidiaries and associates. Direct investment refers to 
investment that is made to acquire a lasting interest in 
an enterprise operating outside the United Kingdom. 
In such an investment the investor controls a certain 
minimum percentage (normally 20 per cent) of the 
overseas enterprise and has an effective voice in its 
management.

(b) Income on portfolio investment abroad. This 
relates to all other dividends and interest received on 
investments in securities issued by overseas companies 
and governments.

(c) The overseas earnings o f United Kingdom oil 
companies. From 1981, the earnings of oil companies 
are measured as far as possible on the same basis as 
direct investment earnings of non-oil companies 
although they also include interest on trade credit to and 
from unrelated businesses. Before that, up to 1980, the 
earnings included for the two major companies, BP and 
Shell, represented their surplus on current transactions 
from operations abroad. Such earnings were estimated 
from cash flows. In 1980, BP was covered on that old 
basis while Shell was covered on the new basis. Further 
details o f the treatment in earlier years are given in 
Chapter 15.

(d) Interest earned overseas. There are three 
categories: interest earned overseas by banks and other 
companies on trade granted and by banks on other 
lending in sterling; the balance o f interest earned 
overseas on borrowing and lending by banks in foreign 
currencies; and interest earned on deposits with overseas 
banks.
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7.25 D efinitions o f  resident and non-resident 
companies, o f direct and portfolio investment, together 
with a description o f the sources o f the various estimates, 
will be found in Chapter 15.

7.26 The estimates o f income from abroad include the 
unremitted profits o f the overseas branches, subsidiaries 
and associates o f  United Kingdom companies, whilst 
profits due abroad correspondingly include the unremitted 
profits o f the United Kingdom branches, subsidiaries and 
associates o f  overseas companies. These included in this 
way in the national income appropriation accounts in order 
to maintain the identity that, for the United Kingdom as 
a whole, saving equals capital formation plus net 
investment abroad.

Dividends and interest

7.27 Payments o f dividends and interest include 
ordinary dividends, debenture interest and preference 
dividends. Dividends and interest paid by co-operative 
societies and interest on building society shares and deposits 
are shown separately. There is also an item o f  
miscellaneous interest payments which comprises interest 
on bank deposits, including those belonging to overseas 
residents, interest received by the Issue Department o f  the 
Bank o f England on their holdings o f  commercial bills, 
and payments o f interest by companies on loans from 
overseas banks. As on the income side o f  the account, 
dividend and interest payments by one United Kingdom 
company to another are excluded. Also excluded are the 
dividends o f United Kingdom subsidiaries and associates 
paid to their non-resident parent companies; these are 
taken into account in the item profits due abroad net o f  
United Kingdom tax.

7.28 Except for dividends on ordinary and preference 
shares, all payments are shown before deduction o f tax. 
With the introduction o f the imputation system of 
corporation tax from 6 April 1973, companies paying 
dividends, instead o f deducting income tax which had to 
be accounted for to the Inland Revenue and paying the 
dividend net, have been liable to pay advance corporation 
tax to the Inland Revenue in respect o f the dividend paid. 
This change in the taxation system is reflected in the 
appropriation accounts so that payments o f  dividends, 
shown before 6 April 1973 gross o f  income tax, appear 
after that date as actual payments; the associated advance 
corporation tax is included with payments o f United 
Kingdom taxes on income. Additionally, in order to 
continue to identify the correct tax liability o f the personal 
sector, adjustments are made to the personal account by 
adding the amounts o f advance corporation tax credits to 
both the income and expenditure o f the personal sector (see 
Chapter 6-A).

7.29 Payments o f interest on building society shares 
and deposits include the amounts paid in tax by building 
societies to Inland Revenue at the composite rate even 
though these amounts are deducted by the building societies 
before interest is distributed to depositors; for national 
accounts purposes, they are treated as being paid by the 
depositor or shareholder.

7.30 Payments o f dividends, other than interim 
dividends, are in most cases distributions out o f income 
earned in a previous year. They are therefore, as was

mentioned in paragraph 7.16, recorded on a payments basis 
rather than the accruals basis used elsewhere in the national 
accounts. However, the figures are supplemented by annual 
estimates o f additions to dividend reserves, representing 
any estimated excess o f accruals o f dividends over actual 
payments. These figures are included in additions to 
dividend and tax reserves shown in Table 5.3 o f the Blue 
Book.

Current transfers to charities

7.31 This item represents contributions by companies 
to non-profit-making bodies in the personal sector. The 
estim ates cover coven an ted  and u n coven an ted  
contributions not allowed as a business expense.

Profits due abroad net o f  United Kingdom tax

7.32 This item consists o f profits, after deducting 
depreciation allowances but before providing for stock 
appreciation, o f  United Kingdom branches o f non-resident 
companies plus the share o f  net profits o f  United Kingdom 
subsidiaries and associates, whether distributed or not, 
accruing to non-resident parent companies.

United Kingdom taxes on income

7.33 Payments by companies o f  taxes on income 
consist essentially of:

(a) payments o f corporation tax, including advance 
corporation tax;

(b) payments o f  petroleum revenue tax, including 
advance petroleum revenue tax, and supplementary 
petroleum duty;

(c) any net income tax payable on investment income.

7.34 Corporation tax is levied on the income and 
chargeable gains o f  companies. As chargeable (or capital) 
gains are included in the capital rather than the 
appropriation accounts in the national accounts, the tax 
on these gains is treated correspondingly. Taxable income 
in the appropriation accounts therefore consists o f trading 
profits (net o f short-term interest payments and after 
deducting stock relief and capital allowances) plus non
trading (including foreign-source) income and less long
term interest payments and other charges. Corporation tax 
is assessed on the whole o f  the company’s accounting 
period, with apportionments on a time basis where two 
rates o f tax are involved. For most companies the tax is 
payable nine months after the end o f the accounting period 
or within one month o f the issue o f an assessment, 
whichever is the later. However, particularly for the larger 
companies, it can take much longer to arrive at an agreed 
final assessment between the company and Inland Revenue 
and subsequent payments may be adjusted to reflect this. 
Those companies which were in existence when the 
corporation tax system was introduced in 1966 and 
therefore had a payment date o f 1 January following the 
end o f the financial year in which their accounting period 
ends, can still pay at the same date. Also, provided there 
is no change o f trade, these companies can retain the same 
interval between the end o f their accounting period and 
their payment date if their accounting period is changed. 
The interval between the end o f the accounting period and 
the payment date for these companies can be as long as
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21 months. Payments of advance corporation tax and of 
income tax on investment income and relief granted for 
foreign tax paid can be set against this corporation tax 
liability before payment is made to Inland Revenue.

7.35 As mentioned in paragraph 7.28, since the 
introduction of the imputation system o f corporation tax 
from 6 April 1973, companies paying dividends have been 
liable to pay advance corporation tax to the Inland Revenue 
in respect o f the dividend paid: the rate o f advance 
corporation tax is equivalent to the basic rate of income 
tax and is currently 30/70ths o f the dividend paid. These 
payments are mainly made in the first month following 
the end of the quarter in which the dividends are paid: they 
can subsequently be set against companies’ corporation tax 
liability.

7.36 Since 1975, the profits from winning oil and gas 
under licence in the United Kingdom and on the United 
Kingdom continental shelf have been liable to petroleum 
revenue tax . Gas sold to the British Gas Corporation under 
certain contracts made not later than 30 June 1975 is 
exempt. Petroleum revenue tax is charged on each field 
separately and is based on gross revenues from the sale of 
oil and gas (oil and gas refined or used by the producing 
company or an associated company is valued at market 
value and included with gross revenues) and tariff receipts 
less payments of royalties, field operating costs and capital 
expenditure. In addition, exploration and appraisal 
expenditure on fields without development consent, 
abortive exploration expenditure or a loss on an abandoned 
field incurred by a participator elsewhere in the UK or 
United Kingdom continental shelf may be deducted in 
calculating the participator’s share of the assessable profit. 
Certain items of expenditure on the field (mainly items of 
capital expenditure incurred before the field reaches a net 
profit position) are uplifted by 35 per cent: this is intended 
to compensate for the fact that interest and other costs of 
financing are not deductible for petroleum revenue tax 
purposes. After deducting any losses carried forward or 
backward from another period, a tax-exempt oil allowance 
of 250 thousand tonnes per six month chargeable period, 
up to a cumulative total o f 5 million tonnes, is given. This 
allowance has been doubled for offshore fields outside the 
Southern Basin approved after 1 April 1982. The net 
amounts are charged to petroleum revenue tax at 75 per 
cent, although there is a safeguard provision to ensure 
adequate returns during the early part of the field’s life.

7 .37 In financial years 1981/2  and 1982 /3 , 
supplementary petroleum duty was also payable at a rate 
of 20 per cent o f gross revenues reduced by an allowance 
of 5(X),000 tonnes per chargeable period. This was replaced 
by advance petroleum revenue tax , which is calculated in 
the same way, with a rate initially also o f 20 per cent but 
which will be gradually reduced and phased out by the end 
of 1986. Supplementary petroleum duty was deducted in 
the same way as expenditure in calculating profits 
assessable to petroleum revenue tax ; advance petroleum 
revenue tax can be credited against petroleum revenue tax 
on a one-for-one basis and any unused amounts can be 
carried forward for credit in subsequent periods. Any 
advance petroleum revenue tax not credited after five years 
will be repaid.

7.38 The profits from UK oil and gas production are 
also liable to corporation tax in much the same way as

profits of other companies. However, a ‘ring fence’ has 
been erected around these activities which prevents losses, 
allowances and deductions for interest charges attributable 
to other activities from being set against oil and gas 
production profits. Payments of royalties, supplementary 
petroleum duty and petroleum revenue tax before APRT 
credit are deducted from profits for corporation tax 
assessment purposes.

7.39 Companies are liable to income tax on their 
investment income and such income is paid to companies 
after deduction o f tax at the standard rate (which was 30 
per cent in 1984/5). However, in the national accounts, 
company income is recorded gross o f the tax payments and 
the tax is treated as an allocation out of that income. 
Consequently, the series for companies’ tax payments 
includes the net amount o f income lax paid, that is the 
amounts deducted at source before the distribution is made 
less the amounts repaid to companies whose lax liability 
is such that the tax deducted exceeded the tax due.

7.40 As with dividends, taxes are measured on a 
payments basis rather than the accruals basis used 
elsewhere in the accounts. Tax accruals often vary widely 
from payments because o f changes both in the level of 
profits and in the rates o f tax and capital allowances. 
However, the payments figures are supplemented by 
annual estimates o f additions to tax reserves, representing 
any estimated excess of accruals of taxes over actual 
payments. These are included in additions to dividend and 
tax reserves shown in Tables 5.3, 5.6 and 5.7 of the Blue 
Book.

7.41 A footnote to the appropriation account in the 
Blue Book shows the total amount o f United Kingdom 
taxes paid on the total income of companies. These figures 
are obtained by adding to the amounts o f taxes paid by 
companies on their own behalf, the amounts o f tax 
deducted by companies from their distributions. The main 
difference between these figures and the tax payments 
shown in the appropriation account itself results from the 
inclusion in the footnote figures of tax deducted by 
building societies at the composite rate from their interest 
payments to shareholders and depositors.

Royalties and licence fees on oil and gas production

7.42 In the national accounts, royalties and licence fees 
on oil and gas production are treated as a form of properly 
income (economic rent) paid by the oil and gas companies 
to central government. This treatment was first adopted 
for the 1982 Blue Book: in earlier Blue Books royalties and 
licence fees were classified as taxes on expenditure. The 
change in treatment had the effect o f increasing gross 
trading profits of North Sea oil and gas companies (because 
royalties and licence fees are no longer deducted in 
calculating profits), as well as gross domestic product at 
factor cost.

7.43 For North Sea oil and gas fields allocated under 
licences issued up to and including the fourth round of 
licencing in 1971/2, royalties are payable at 12.5 per cent 
of the value o f oil and gas won and sold, after deducting 
the costs of conveying and treating that production. Under 
these licences, the licence fees paid in the relevant period 
can be deducted from the royalties due. Since the fourth 
round, no such deductions have been allowed. Royalties
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are also paid on onshore fields. The rates in these cases 
vary considerably between fields, largely depending on the 
policy at the date when the licence was issued: the amounts 
involved are relatively small.

7.44 Licence fees consist o f  the application fees for 
licences and initial payments and rents charged for licences 
to explore for oil and gas, both in the North Sea and on 
the mainland.

Undistributed income

7.45 The residual balance, which is carried forward to 
the capital account, comprises the companies and financial 
institutions sector’s undistributed income after taxation but 
before providing for depreciation, stock appreciation and 
additions to dividend and tax reserves. The difference 
between depreciation on profits due abroad and 
depreciation on income from abroad is included in this 
item.

Capital account o f  all companies and financial institutions

7.46 The capital account from the 1984 Blue Book for 
all companies and financial institutions for 1980 is as 
follows:-

Companies and financial institutions capital account 
Table 7b £ million

1980

RECEIPTS

Undistributed income after taxation^ 
Capital transfers:

21 447

Investment grants 37
Regional development grams 320
Other 154

Total 21 958

EXPENDITURE

Gross domestic fixed capital formation 
Increase in value of stocks and work in

20 343

progress 2 466
Taxes on capital 154
Capital transfers to public corporations 69
Balance: financial surplus or deficit^ -1 074

Total
Yzrz----------- -̂-------------------— ----------------------------

21 958

^ividend and tax reserves. 
Including net investment abroad

7.47 The capital account is the link between the 
appropriation account and the financial account. The 
capital account receipts consist o f  undistributed income 
(including additions to dividend and tax reserves) brought 
forward from the appropriation account, and capital 
transfers. Undistributed income is referred to as saving in 
this context. Capital transfers currently consist mainly of 
regional development grants: in the early 1970s they 
consisted mainly of investment grants.

7.48 The two most important items on the payments

side are gross domestic fixed capital formation and the 
increase in the value o f stocks and work in progress: these 
items are described in Chapters 12 and 13 respectively. 
Since company saving is recorded in the national accounts 
before any deduction for stock appreciation, it is the 
change in the book value o f  stocks and work in progress, 
and not the value o f the physical increase, that must be 
included in the capital account. Taxes on capital mainly 
comprise amounts paid on chargeable gains under 
companies’ corporation tax liability. Capital transfers to 
public corporations consist o f contributions by companies 
towards the capital cost o f  connecting their premises to the 
electricity supply.

7.49 The capital account balancing item, financial 
surplus or deficit, shows the extent to which capital receipts 
are more or less than sufficient to pay for company 
expenditure on capital account. The financial accounts, 
given in the financial accounts section o f the Blue Book 
and described in Chapter 14, show how this surplus or 
deficit is invested or financed.

Appropriation and capital accounts o f  industrial and 
commercial companies and o f  financial companies and 
institutions

7.50 As explained earlier, the basic difference between 
these sub-sector accounts and those for the companies and 
financial institutions sector as a whole is the inclusion o f  
flows between industrial and commercial companies and 
financial companies and institutions. In the combined 
accounts for all companies and financial institutions, inter
company payments are consolidated out; but for the 
separate accounts only receipts and payments within the 
two sub-sectors are consolidated out. In particular receipts 
o f dividends and interest by financial companies from 
industrial and commercial companies and payments o f  
dividends and interest by financial companies to industrial 
and commercial companies are recorded in the two sub
sector accounts.

7.51 The accounts for these two sub-sectors follow the 
same principles as those for the companies and financial 
institutions sector as a whole but there are some differences 
in presentation. In particular, in the appropriation account 
for industrial and commercial companies, gross trading 
profits o f  North Sea oil companies are shown separately. 
The negative gross trading profits for financial companies 
and institutions arise from the exclusion o f net interest 
receipts (see paragraphs 7.8 to 7.11).

Quarterly tables

7.52 Quarterly appropriation accounts for all 
companies and financial institutions, for industrial and 
commercial companies, and for financial companies and 
institutions are published in Economic Trends along with 
summary capital accounts for industrial and commercial 
companies and for financial companies and institutions. 
The accounts are given on both unadjusted and seasonally 
adjusted bases. The quarterly accounts follow the same 
principles as the annual ones but it needs to be borne in 
mind that the differences between data on a payments basis 
and the equivalent accrued figures (see paragraph 7.16) are 
more acute for quarterly than for annual data.
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3. STATISTICAL SOURCES

PROFITS

7.53 The basis o f the estimates of gross trading profits 
of industrial and commercial companies is the information 
on profits obtained by the Inland Revenue in the course 
of assessing companies to corporation tax. This annual 
data is supplemented by a quarterly sample inquiry into 
the profits o f large company groups which provides 
information needed to estimate profits for the latest years 
until assessments data become available and to provide the 
quarterly breakdown o f the annual figures. As described 
earlier (paragraphs 7.8 to 7.11), national accounts profits 
of financial companies and institutions are represented by 
the difference between their receipts for services rendered 
and their management expenses. Such ‘national accounts 
profits’ are not available from Inland Revenue information 
and instead are estimated from a variety of sources.

Inland Revenue assessments data

7.54 Inland Revenue Statistics Division maintains a 
standing file based on information passed to it from 
corporation tax assessments work by tax inspectors. Profits 
assessed for tax are one o f the items covered by this 
information. Until 1983 the standing file, and hence the 
calculation of profits figures for the national accounts, was 
designed to have a comprehensive coverage o f the total 
population o f over three-quarters o f a million companies 
and other bodies subject to corporation tax. Since 
November 1983 the file has been based on a sample of 
about 100,000 companies consisting o f the 30,000 largest 
(which contribute about 85 per cent o f profits assessable 
to corporation tax) and 1 in 10 o f the remainder. Although 
the use of a sample will inevitably result in sampling errors, 
this is likely to be offset by improvements in the quality 
of the profits figures recorded on the file. These 
improvements should lead to greater reliability o f the data 
which is placed on the file, improved checking for 
inconsistencies etc and greater scope for tracing missing 
records, resulting in a larger proportion of eligible returns 
being included in the analysis.

7.55 The use o f Inland Revenue assessments data for 
estimating profits of industrial and commercial companies 
is complicated by several factors, in particular:

(a) companies are normally assessed to tax on the basis 
of their incomes in their own accounting periods; the 
national accounts relate to calendar years;

(b) mainstream corporation tax (ie excluding advance 
corporation tax) is paid in arrears. It is payable nine 
months after the end of a company’s accounting period, 
apart from those companies which were in existence 
when corporation tax was introduced in 1966 and are 
entitled to retain a longer payment interval (see 
paragraph 7.34). Even if assessments were made on all 
companies on or before the date their tax was due to 
be paid, and all the records were tabulated 
instantaneously, complete data relating broadly to a 
calendar year (eg 1982) would not be available until over 
12 months after its end (eg early 1984);

(c) the process o f reaching an agreed level o f profits 
for tax purposes between the company and Inland

Revenue is often lengthy; hence the totals for a number 
of recent years are based partly on assessments not so 
far agreed or on estimated assessments and are subject 
to continuous revision until virtually all profits 
assessments reach their final stage;

(d) where there is a tax liability the tax inspector will 
be anxious to make an assessment as quickly as possible. 
However where allowances exceed profits, or where 
there is a trading loss, there is no tax liability and the 
pressure to produce an assessment is considerably less.

7.56 As regards (a), the distribution of profits by 
companies’ accounting periods is approximately as 
follows:

Percentage of total profits

Table 7c

Accounting periods ending in Per
cent

April to June 5

July to September 10

October to December 60

January to March 25

The average accounting period, weighted by the amount 
of profits, ends about the beginning o f December. This 
is considered to be close enough to the calendar year basis 
used in the national accounts and consequently no attempt 
is made to adjust the profits figures in order to match them 
more closely to calendar years.

7.57 The results o f  (b) and (c) are that estimates of 
profits based on corporation tax assessments cannot be 
made for the latest years until an adequate number of 
agreed profits assessments are available and that the figures 
for those years which are based on assessments remain 
provisional and subject to (often substantial) revisions until 
nearly all assessments are agreed. Consequently, when the 
1984 Blue Book was being prepared in the Summer of that 
year, assessments-based profits figures were only available 
up to 1981, with the 1981 figures based mainly on 
assessments made in relation to corporation tax payments 
in the 1982/3 financial year. The figures for 1982 and 1983 
were based on the ‘Quarterly Profits Enquiry’ described 
below. The assessments-based profits figures for the latter 
part o f the 1970s and for 1980 and 1981 were provisional 
and still subject to revision as more assessments were 
agreed. For example, for 1981, only about 60 per cent of 
the total assessments-based profits figure was obtained 
from agreed assessments whilst the remainder was based 
on imputed profits obtained from partial information 
available from estimated assessments.

7.58 As for (d), the losses made in a particular year 
may not be recorded in the assessments for that year since 
companies making a loss are not liable to tax. In producing 
the estimate o f aggregate losses. Inland Revenue makes use 
of such assessments as are produced for loss-making 
companies and other supplementary sources o f data. The 
figures in this area are therefore more weakly based than 
are those for aggregate profits.

JS9 " aWW" ^pro-';
make es“3 nlan‘‘
return lire®!" ‘ larse*'5 
' i  rnufmeri to weone CO"""'".: oeriodie n- 
up to d®e 'L f in d  it di 
s a mpl e d- pr o f i t s

national
Darticuiatiy'f L m

.-iUingioaW
internal accounts-

- go These quarterly ̂

to project I TheQuaibased information, in e q u ^
by interpolating tie
attording to the quarterly p< 
for that industry group. 1 
projections for the most rece 
each industry group tie rat 
sample for a particular qua 
sample in the corresponding 
which assessments data is av, 
Blue Book) and then to apply 
based data in that quarter. T 
of estimation lies in the fact 
the data for earlier years is r 
more recent periods but it ha 
of revision which it entails, 
whole procedure, and the 
estimates, are as follows:

(a) the difficulty of mea 
period as a quarter;

fb) the fact that il 
of the company 
concentration on tl



of

5

10

60

25

' the amount 
:ember. This

year

r .. The

Companies and financial institutions

Quarterly Profits Enquiry

7.59 A sample o f  about 750 company groups, 
accounting for almost a half o f total company profits, 
make estimates o f  the profits earned in each quarter and 
return them to Inland Revenue. This sample is a voluntary 
one confined to the largest company groups, and is kept 
up to date by periodic additions to the list o f  groups 
sampled. Companies find it difficult to provide an accurate 
assessment o f  the profits arising in each quarter, 
particularly if the national accounts definition differs from 
their own preferred measure, and Inland Revenue are 
willing to accept whatever arises from the companies’ own 
internal accounts.

7.60 These quarterly profits estimates are used to 
provide a quarterly breakdown o f the annual figures and 
to project forward from the latest available assessments- 
based information. The quarterly breakdown is obtained 
by interpolating the annual figures for each industry group 
according to the quarterly patterns shown by the sample 
for that industry group. The procedure adopted for 
projections for the most recent periods is to calculate for 
each industry group the ratio o f profits shown by the 
sample for a particular quarter to those shown by the 
sample in the corresponding quarter o f the latest year for 
which assessments data is available (eg 1981 for the 1984 
Blue Book) and then to apply this ratio to the assessments- 
based data in that quarter. The advantage o f  this method 
of estimation lies in the fact that every improvement to 
the data for earlier years is reflected in the estimates for 
more recent periods but it has a drawback in the amount 
of revision which it entails. The main weakness in this 
whole procedure, and the consequent biases in the 
estimates, are as follows:

(a) the difficulty o f measuring profits for as short a 
period as a quarter;

(b) the fact that the sample is not fully representative 
o f the company sector, in particular with its 
concentration on the larger companies;

(c) the differences in the the definition o f profits 
between commercial accounts and the national accounts 
requirements; and

(d) the crude allocation between industries because 
figures are reported on a company group basis rather 
than by individual companies.

7.61 One particular problem with the quarterly sample 
is that many companies report their profits before 
deduction o f interest payments: the assessments-based 
figures are net o f short-term interest payments. Based on 
information supplied by the companies in the sample. 
Inland Revenue estimates that around 80 per cent o f all 
interest payments by these companies are included with 
their quarterly profits figures. In order to allow for this, 
Inland Revenue take 80 per cent o f the interest payments 
figures calculated by the Central Statistical Office (see 
paragraph 7.62 below) and add them to the latest year’s 
assessments-based figures. After making projections using 
the quarterly sample as described in the previous 
paragraph, the relevant amounts o f interest are deducted 
to arrive at estimates net o f interest payments for the latest 
periods.

Adjustments to Inland Revenue profits data

7.62 Although the coverage o f  and definitions used in 
the Inland Revenue profits figures for industrial and 
commercial companies are broadly consistent with national 
accounts requirements, certain additions and adjustments 
are made to the estimates either to improve their coverage 
or in order to match them more closely with national 
accounts definitions.

(i) North Sea oil and gas companies. Although these 
companies are covered by the Inland Revenue 
assessments data, the delays in arriving at agreed, final 
assessments are very considerable because o f  the nature 
of the industry and the amounts o f  money involved. In 
constrast, quarterly data on revenues and costs supplied 
by the companies to the Department o f  Energy allow  
the preparation o f satisfactory, up-to-date estimates o f  
profits, on national accounts definitions, within a few 
weeks o f  the end o f any quarter. The Department o f  
Energy figures are consequently used in preference to 
the Inland Revenue data.

(ii) Agricultural companies. N ational accounts 
estimates o f total farm profit incomes are prepared from 
information published by the Ministry o f  Agriculture, 
Fisheries and Food in its Departmental Net Income 
Calculation: Annual Review’. These estimates are split 
between unincorporated businesses and companies using 
proportions based on Inland Revenue data. The 
resulting estimates o f company profits are used instead 
o f the Inland Revenue assessments-based figures. The 
adjustments to the Inland Revenue data include a small 
deduction (£7 million in 1980) to reflect agricultural 
activity carried out by companies whose main activity 
is in other industries.

(iii) Interest. The profits figures provided by Inland 
Revenue are after deduction o f bank and other short
term interest payments. In the national accounts such 
interest is regarded as a share o f  profits, not as part o f  
operating expenditure. The amount paid under this head 
has therefore to be added back to the Inland Revenue 
estimates. Interest paid by companies on bank advances 
is estimated by applying an appropriate rate o f  interest 
to the estimated average quarterly level o f advances 
made by the monetary sector to industrial and 
commercial companies. Similar methods are used for 
calculating interest paid by companies on other 
borrowing from the monetary sector (trade bills and 
acceptances and instalment credit debt). Interest paid 
on commercial bills held by the Issue Department o f  
the Bank o f England is provided by the Bank and 
payments on borrowing from overseas banks are taken 
from balance o f payments statistics.

(iv) Financial charges. Expenditure by companies on 
com m issions, stamp duties and other expenses 
connected with mortgages, capital issues and transfers 
of financial assets is not treated by the Inland Revenue 
as an operating expense, except in the case o f companies 
whose business it is to deal in financial assets, but it is 
so treated in the national accounts. The estimated 
amount o f this expenditure (£119 million in 1980) is 
therefore deducted from the Inland Revenue profits 
estimates. New issue expenses are assumed to be five 
per cent of the value o f new capital issues by industrial
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and commercial companies. Stamp duties are divided 
into two categories-those on share and loan capital 
issued by companies, and those on the transfer of stocks 
and shares. Share and loan capital stamp duty is 
allocated between industrial and commercial companies 
and financial companies according to the division of 
new issues between the two. Stamp duty on the transfer 
of stocks and shares is allocated between the various 
sectors according to such information about financial 
transactions as is available. To these estimates are added 
allowances for stockbrokers’ charges based on statistics 
of financial transactions and information on rales of
commission.

(v) Nationalised industries. When a company is 
nationalised or de-nationalised (and therefore moves out 
of or into the company sector), Inland Revenue profits 
figures have to be adjusted to reflect the change in 
classification until such time as the change is 
incorporated in the assessments-based data.

(vi) Royalties. In the national accounts, royalties 
(other than on North Sea oil and gas production—see 
paragraph 7.42— are regarded as an expense in the 
operating account, reflecting a payment for services 
provided. With the exception of non- patent royalties 
paid by one United Kingdom company to another, 
Inland Revenue treats royalties as a charge on a 
company’s total income. Consequently, the assessments- 
based profits figures are adjusted to remove that element 
of royalties which is treated as a charge. Part o f this 
adjustment is made by Inland Revenue and part by the 
Central Statistical Office.

(vii) Profits earned abroad. Although the Inland 
Revenue definition of a ‘resident’ company is practically 
identical with the concept required for the national 
accounts, a small element o f profits earned by United 
Kingdom companies from operations abroad is thought 
to be included with the estimates o f profits arising in 
the United Kingdom and vice versa for operations at 
home. A small and uncertainly-based adjustment (£4 
million in 1980) is made for the balance.

(viii) Evasion. As explained in Chapter 3, the estimates 
of factor incomes, and hence the income estimate of 
gross domestic product, in the national accounts include 
an allowance for ‘evasion’—in other words for under
recording o f factor incomes in the basic statistics 
because o f failure to declare them to Inland Revenue. 
Although most o f this evasion adjustment is allocated 
to self-employment incomes, a small part is attributed 
to company profits (amounting to 0.3 per cent of 
profits, or £97 million, in 1980).

(ix) Bad debts. Inland Revenue generally allows a 
trader incurring a bad debt to deduct that debt in 
assessing profits. However, if the debt is with another 
company or business, no offsetting addition is made to 
the profits o f the defaulting trader. Further, if the 
default is by the personal sector, the goods and services 
will have been included in personal expenditure, whether 
paid for or not. In order to balance national income 
and expenditure it would be appropriate to add back 
to company profits the amounts o f the bad debts 
deducted; this treatment is not adopted, for lack of 
information.

(x) Insurance claims. Claims on non-life insurance 
companies are debited to the current accounts of these 
companies, but may be credited to the capital accounts 
of receiving industrial and commercial companies. This 
asymmetrical treatment, if no adjustment is made, 
causes a divergence between the income and expenditure 
measures o f gross domestic product. The problem can 
be viewed slightly differently. The gross profits of the 
non-life insurance companies are the difference between 
premiums received and the total of (i) claims paid, (ii) 
the increase in reserves on account o f accruing liability 
(if applicable) and (iii) salaries, wages and other current 
expenses. The amount received by the insurance 
companies for the services provided is the premiums 
received less the claims paid. However, companies debit 
their operating accounts not with the cost of these 
insurance services, but with the full cost of the premiums 
paid. Accordingly the correct treatment, in so far as 
claims are credited to company capital accounts, would 
be for all such claims to be added back to company 
profits. In fact not all claims are credited to company 
capital accounts; if a building were destroyed by fire 
the claim undoubtedly would be, but if the claim is for 
minor damage to property or theft, the claim is often 
credited to current account to offset the cost of repairs 
or replacement. No information is available on the 
quantitative importance of claims credited to capital 
account; consequently it has not been possible to adjust 
the profits o f industrial and commercial companies for 
them.

Contributions to 1980 company profits figure

7.63 The following illustrates how the 1980 gross 
trading profits figure for industrial and commercial 
companies, given in the 1984 Blue Book, was built up:

Contributions to 1980 company profits figures
Table 7d £ million

Inland Revenue estimate for industrial and 
commercial companies excluding North

1980

Sea Oil and gas and agricultural activity 17 285
North Sea Oil and gas companies 
Companies income from agricultural

8 093

activities
Interest payments not included in Inland

347

Revenue figures 5 919
Financial charges - 119
Royalties - 199
Profits earned abroad - 4
Evasion 97

Total 31 419

Financial companies and institutions

7.64 As explained in paragraphs 7.8 to 7.11, the 
contribution of financial companies and institutions to the 
national income is measured by the difference between their 
receipts for services rendered (represented by charges and 
commisions) and their management expenses (salaries and 
wages and payments for current expenses), which may be 
described as their ’national income profits’. Together, 
‘national income profits’ and net interest receipts add to 
profits in the more ordinary sense o f the term.
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7.65 There are two problems. First, these ‘national 
income profits’ are not available from Inland Revenue 
information and instead have to be estimated from a 
variety o f sources. Secondly, as fully described in Chapter 
2 , the sub-division o f financial companies and institutions 
into the monetary sector and other financial companies and 
institutions was altered at the end of 1981 when the former 
banking sector was substantially extended to include some 
bodies previously classified as ‘other financial institutions’. 
The following outlines the methods used to estimate 
’national income profits’ for the 1984 Blue Book.

(i) The monetary sector. Taxable income is derived from 
an appropriation return which is completed by individual 
banks and analysed by the Bank o f England. Although this 
return covers the great majority o f monetary sector income, 
some grossing- up is necessary to allow for some non
coverage and non-response. In particular, the coverage of 
the form has not yet, been extended to reflect fully the end- 
1981 changes to the monetary sector. Consequently, the 
grossing factor for 1982 and 1983 was somewhat larger 
than for earlier years. ’National income profits’ are 
obtained by deducting, from these grossed-up figures, rent 
income and net interest and dividend receipts from business 
conducted both in the United Kingdom and overseas. Rent 
income is considered to be small and the figure is largely 
a guess. Net interest receipts from UK business are broadly 
obtained by calculating interest receipts and interest 
payments for different types o f  holdings by applying 
appropriate interest rates to estimated levels o f  the 
holdings: dividend receipts are largely guessed. Receipts 
from and payments on overseas business are obtained from 
the balance o f payments accounts.

(ii) Finance houses. Figures o f costs as a percentage of 
advances outstanding and o f net advances outstanding are 
available from the Finance H ouses A ssociation . 
Multiplying these together and grossing-up the results to 
allow for non-members o f  the Association gives estimates 
of total management expenses: receipts from charges and 
commissions are assumed to be negligible. The resulting 
figures are reduced as necessary to remove both those 
finance houses which have been treated as banks since 1972 
and those finance houses which became part o f the 
monetary sector at the end of 1981: the profits o f both these 
groups o f finance houses are included in the calculation 
of monetary sector profits.

(iii) Trustee savings banks. These became part o f the 
monetary sector at the end o f 1981 and consequently are 
included in the monetary sector profits figures from that 
date. For earlier years, they are included with other 
financial institutions and their ‘national income profits’ 
are based on information on management expenses which 
was provided annually by the National Investment and 
Loans Office.

(iv) Building societies. The figures are based on the 
information that building societies provide in their annual 
statutory returns and which is pubished by both the 
Building Societies’ Association and the Registrar of 
Friendly Societies.

(v) Finance leasing companies. ‘National income profits’ 
are equal to rental income less management expenses. 
Figures o f rental income o f members are published by the 
Equipment Leasing Association. These are grossed up to

reflect the business o f non-members and reduced to remove 
the effects o f  rentals received by monetary sector 
institutions (and included in the calculation o f profits o f  
that sector), o f  rents from overseas business (because 
‘national income profits’ relate only to those generated by 
economic activity in the United Kingdom) and o f rents 
from non-owned leased assets. A relatively small deduction 
(two per cent o f rental income) is made to allow for 
management expenses.

(vi) General insurance companies. Insurance companies’ 
underwriting results are akin to profits in the national 
accounts sense. The British Insurance Association publishes 
underwriting results o f  its members each year in ‘Insurance 
Facts and Figures*: however the figures relate to the 
worldwide business o f companies with United Kingdom  
head offices and the United Kingdom business o f branches, 
subsidiaries and associates o f  overseas companies. They 
are therefore adjusted, using a number o f assumptions, 
to remove business done by overseas blanches, subsidiaries 
and associates o f companies with United Kingdom head 
offices. The resulting figures are grossed-up to allow for 
business done by non-members o f  the British Insurance 
Association. The British Insurance Association figures are 
not available for the latest year in time for the Blue Book 
and so estimates are prepared based on percentage changes 
in the underwriting results o f the eight largest companies 
as given in their annual reports.

(vii) Life assurance companies. As explained in paragraph 
7.12, the contribution o f life assurance companies to the 
‘national income profits’ o f  financial companies and 
institutions consists o f  the shareholders’ surplus, viz. that 
part of the profits o f the life assurance funds which accrues 
to the insurance companies’ shareholders. Information on 
the shareholders’ surplus is published in ‘Life Insurance 
in the United Kingdom*, available annually from the Life 
O ffices’ Association. As with general insurance, there is 
a problem because o f  the inclusion o f the business o f  
overseas branches and subsidiaries. The estimated surplus 
arising from this business is removed by using data on the 
ratio o f overseas to United Kingdom premium income.

(viii) Unit and investment trusts. ‘National income profits’ 
of unit and investment trusts consist o f a negative entry 
equal to their management expenses. These are calculated 
by applying estimates o f their average rates o f charge to 
their assets and sales, as appropriate.

(ix) National Savings Bank Investment Account. This was 
part o f the financial companies and institutions sector until 
the end o f 1980 when it was transferred into the central 
government sector. ’National income profits’, based on the 
Post Office’s management costs given in their annual 
reports and accounts, were small (-£5 million in 1980).

(x) Special finance agencies. A small, largely guessed, 
amount (-£3 million in 1980) is included for the ‘national 
income profits’ o f these agencies.

7.66 Quarterly estimates o f  ‘national income profits’ 
of financial companies and institutions are obtained by 
interpolation and projection o f the annual figures.

Gross trading profits by industry

7.67 Estimates o f gross trading profits by industry are 
shown in the Blue Book Table 2.1 . The Inland Revenue
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assessments-based estimates are analysed by industry 
according to the main trading activity o f the individual 
companies. North Sea oil and gas companies, agricultural 
companies and financial companies and institutions each 
belong to specific, single industry groups and consequently 
there is no classification problem. Interest payments are 
allocated between industries by using the industrial analysis 
o f bank advances to United Kingdom residents shown in 
Table 6.6 o f Financial Statistics. The other adjustments 
to profits are spread across industries on a pro-rata basis 
according to the level of profits in each industry.

RENT

7.68 Rent income o f companies and financial 
institutions is estimated as a residual item. A full 
description o f the methodology is given in the Appendix. 
The following is a brief summary. First total rent income 
over the whole economy is estimated from three sets of 
figures: consumers’ expenditure on the rent o f  dwellings 
(including owner-occupied imputed rent and less an 
allowance for landlords’ expenses); weak estimates o f rent 
on commercial buildings, offices, factories, etc; and farm 
rents. Known figures for receipts by central government, 
local authorities and public corporations are deducted from 
these totals. The residuals are divided between the 
companies and financial institutions and the personal 
sectors with 20 per cent o f the ‘privately-owned but not 
owner-occupied’ dwellings figures and 80 per cent o f the 
remainder allocated to companies. Within the companies 
and financial institutions sector, estimates for financial 
companies and institutions are prepared using a 
combination o f figures for the value o f property owned 
and some guesses. The remainder (making up between 80 
and 90 per cent o f  the total companies and financial 
institutions figure) is allocated to industrial and commercial 
companies and consists largely o f rent income o f property 
companies.

7.69 Rent is estimated quarterly by interpolation and 
projection o f the annual figures.

NON-TRADING INCOME

7.70 The non-trading income o f all companies and 
financial institutions is simply the sum of that o f industrial 
and commercial companies and o f financial companies and 
institutions, with receipts and payments between these two 
sectors eliminated. This is illustrated in the separate 
appropriation accounts for industrial and commercial 
companies and for financial companies and institutions, 
in which receipts o f non-trading income from financial 
companies and institutions and from industrial and 
commercial companies are shown separately. Summing the 
other non-trading income figures shown for the two 
separate sectors gives the non-trading income figures in the 
appropriation account for all companies and financial 
institutions. It is convenient to describe the receipts o f the 
two sectors separately. Most o f the information on which 
the estimates are based is published in Financial Statistics 
and all figures are prepared on a quarterly basis.

Industrial and commercial companies

7.71 Non-trading income of industrial and commercial 
companies consists of interest on public sector debt (British

government securities, Treasury bills, tax reserve 
certificates and local authority short and longer-term debt); 
interest on deposits with the monetary sector and building 
societies; and debenture interest and dividends on 
investments in financial companies.

7.72 Interest received on public sector debt and on 
deposits with the monetary sector and building societies 
is calculated by applying appropriate interest rates to 
estimated levels of holdings. Debenture interest receipts and 
dividends on investments in financial companies are
believed to be relatively small; an arbitrary amount is 
included.

Financial companies and institutions

7.73 The non-trading income o f financial companies 
and institutions consists mainly of interest on advances 
from the monetary sector to other sectors and on 
commercial bills, mortgage advances, government and 
local authority securities. Treasury bills, local authority 
short and longer-term debt and interest and dividends 
received from investments in industrial and commercial 
companies. It is important to note that the non-trading 
income o f financial companies and institutions excludes 
the receipts o f the life funds o f life assurance companies 
and pension funds. This has a significant effect on many 
of the estimates.

7.74 Interest received on advances from the monetary 
sector to other sectors o f the economy is calculated by 
applying appropriate rates o f interest to the average 
monthly levels o f advances. It is assumed that the monetary 
sector charges local authorities and public corporations the 
London clearing banks’ base rate plus 1.8 per cent, 
companies base rate plus 2.3 per cent, and the personal 
sector base rate plus 3.1 per cent.

7.75 A similar method is used for estimating interest 
received on commercial bills: an average bill discount rate 
is applied to the average level o f holdings.

7.76 Mortgage interest received by building societies 
is obtained from monthly returns o f receipts and payments 
processed by the Building Societies’ Association. The 
figures are the grossed up results from a sample o f societies 
with assets amounting to about 95 per cent of total building 
society assets. Almost all o f the interest is received from 
the personal sector.

7.77 As with industrial and commercial companies, 
interest received on public sector debt is calculated by 
applying appropriate interest rates to estimated levels of 
holdings.

7.78 Earnings on instalment credit debt are estimated 
by applying interest rates to statistics of outstanding debt. 
This sum is roughly allocated by sector from analyses of 
the types o f goods against which new credit has been 
advanced.

7.79 An arbitrary amount is included for debenture 
interest and dividends on investments in industrial and 
commercial companies.

INCOME FROM ABROAD

7.80 Estimates o f income from abroad (net o f taxes 
paid abroad) received by industrial and commercial
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companies and by financial companies and institutions are 
obtained from the balance o f  payments statistics. Receipts 
by all companies and financial institutions are simply the 
sum of the estimates for the two separate sub-sectors. A 
description o f the sources o f  the estimates will be found 
in chapter XV.

DIVIDENDS AND INTEREST

All companies and financial institutions

7.81 The main categories o f  dividends and interest 
payments shown in the appropriation account o f all 
companies and financial institutions in the 1984 Blue Book 
(see Table 7a) are described below.

Dividends on ordinary and preference shares

7.82 As described in paragraph 7.28, companies paying 
dividends are required to pay advance corporation tax to 
the Inland Revenue in respect o f  the dividends paid. In 
complying with this, companies report their dividend 
payments to Inland Revenue and this information is used 
to construct the series for dividends in the Blue Book 
appropriation accounts. The data is available quarterly.

7.83 The figures provided by Inland Revenue are net 
of inter-company payments, which is the correct basis for 
the appropriation account for all companies and financial 
institutions (see paragraph 7.15). The net figures are 
obtained by deducting any franked investment income (on 
which advance corporation tax has already been paid) 
received by companies from franked dividend payments 
made by them. Such amounts o f  franked investment 
income received are reported to Inland Revenue because 
companies are allowed to set the advance corporation tax 
paid on them against the tax due on their dividends. If this 
was not done, the same dividend would effectively be taxed 
twice.

7.84 In the national accounts, dividends paid by United 
Kingdom subsidiaries and associates to their non-resident 
parent companies are excluded from dividends paid by the 
company sector and are taken into account in ‘profits due 
abroad net o f United Kingdom tax’. These payments are 
however included in the figures obtained by the Inland 
Revenue and balance o f  payments information is used in 
order to remove them.

7.85 The Inland Revenue data gives no information on 
the division between ordinary dividends and preference 
dividends. Also, on occasions, the Inland Revenue estimate 
for the latest quarter is deficient in that it is based on only 
a relatively small number o f returns which have been 
received in time for processing and analysis. In both these 
cases, information provided by the Stock Exchange 
Council on announcements of dividends on preference and 
on ordinary shares by companies whose securities are 
quoted on the London Stock Exchange is used to 
supplement the Inland Revenue data.

Debenture and other loan interest

7.86 Debenture interest is subject to income tax and, 
as with dividends, the tax is sent to the Inland Revenue 
by the payer o f the interest as part o f the mechanism of 
collection o f tax by deduction at source. Inland Revenue 
consequently are able to provide information on debenture

interest payments based on companies’ returns in very 
much the same way as for dividend payments. The data 
provided are again net o f  inter-company payments and 
include payments to non-resident parent companies which 
are removed by means o f  balance o f  payments 
information.

Co-operative society dividends and interest

7.87 The source o f  information on co-operative society 
dividends and interest is the annual statistics o f  the 
Registrar o f  Friendly Societies. This information is not 
available for the latest year in time for the Blue Book nor 
on a quarterly basis and the required estimates are obtained 
by interpolation and projection. All payments are assumed 
to be made directly to the personal sector.

Interest on building society shares and deposits

7.88 Building society interest payments are obtained 
from the same source as mortgage interest receipts (see 
paragraph 7.76). The amounts paid to companies (which 
need to be deducted before the figures are used in the all 
companies and financial institutions appropriation 
account) are obtained by applying interest rates to holdings.

Other interest paid by banks etc.

7.89 The figures given for all companies and financial 
institutions relate to interest payments on bank deposits, 
to interest received by the Issue Department o f  the Bank 
o f England on their holdings o f  commercial bills and to 
payments o f interest by companies on loans from overseas 
banks. Estimates o f interest payments on bank deposits 
are obtained by applying interest rates (average o f London 
clearing banks’ base rate less 1.75 per cent and the three 
month inter-bank rate) to the holdings o f  individual 
sectors. Interest received on commercial bills by the Issue 
Department is provided by the Bank o f England. Payments 
on loans from overseas banks are available from balance 
of payment statistics.

Industrial and commercial companies and financial 
companies and institutions

7.90 In preparing the separate appropriation accounts 
of industrial and commercial companies and o f financial 
companies and institutions, payments from industrial and 
commercial companies to financial companies and 
institutions need to be included in the former and payments 
from financial companies and institutions to industrial and 
commercial companies in the latter. All such payments are 
consolidated out o f the combined companies and financial 
institutions account. Although the breakdown given in the 
two separate accounts is not as detailed as in the combined 
account, the figures essentially incorporate the same range 
of payments.

7.91 The estimates o f dividend and debenture interest 
payments by industrial and commercial companies to 
financial companies and institutions and by financial 
companies to industrial and commercial companies are 
largely arbitrary. As mentioned earlier, estimates of 
payments o f interest by building societies to industrial and 
commercial companies are obtained by applying interest 
rates to holdings, while all payments o f  co-operative society
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dividends and interest are assumed to be made directly to 
the personal sector.

7.92 The situation with other interest payments is 
slightly more complicated. The figures included in the 
financial companies and institutions appropriation account 
relate to interest payments by the monetary sector on 
deposits by all non-financial sectors, including payments 
to industrial and commercial companies. The method of 
calculation is as described in paragraph 7.89. In the 
appropriation account for industrial and commercial 
companies, the figures comprise interest paid on advances 
obtained from the monetary sector interest on commercial 
bills and payments o f interest on loans from overseas 
banks. The methods of calculation are described in 
paragraphs 7.74, 7.75 and 7.89.

OTHER PAYMENTS

Current transfers to charities

7.93 The estimates are based on the charitable 
contributions o f the top 200 corporate donors as given in 
the Charities Aid Foundation’s annual publication. Charity 
Statistics.

Profits due abroad net o f  United Kingdom tax

7.94 Estimates o f this item are obtained from balance 
of payments statistics. Information about the sources of 
the estimates will be found in Chapter 15.

7.95 Profits due abroad net o f United Kingdom tax for 
financial companies and institutions are estimated 
separately from those o f industrial and commercial 
companies. The profits o f those subsidiaries which are not 
completely foreign-owned are taken into account only to 
the extent that they accrue to the non-resident parent 
company. Most o f the profits due abroad o f financial 
companies and institutions consists o f the profits o f  United 
Kingdom branches and subsidiaries o f non-resident banks.

United Kingdom taxes on income

7.96 The figures o f tax payments by all companies and 
financial institutions are supplied for each quarter by 
Inland Revenue from their administrative records of the 
amounts o f tax paid. Separate figures o f payments by 
industrial and commercial companies and by financial 
companies and institutions are only available on an annual 
basis. The annual figures for financial companies and 
institutions are broken down quarterly by assuming that 
all payments except advance corporation tax are made in 
the first quarter: estimates of quarterly payments of 
advance corporation tax are obtained by applying tax rates

to figures of dividends paid by financial companies. For 
the latest periods, estimates of payments by financial 
companies and institutions are obtained by projecting the 
proportions o f total tax paid by them and applying these 
projections to the total taxes paid by all companies and 
financial institutions. Quarterly figures of tax payments 
by industrial and commercial companies are then obtained 
as a residual, the estimates for financial companies and 
institutions being subtracted from those for all companies.

Royalties and licence fees on oil and gas production

7.97 These figures are supplied by the Department of 
Energy from their administrative records of receipts from 
oil companies.

Additions to dividend and tax reserves

7.98 As part o f their work in assessing and forecasting 
revenue. Inland Revenue prepare estimates of the amounts 
of taxes and dividends which accrue in specific periods. 
By subtracting the figures o f tax and dividend payments 
from these accruals data, estimates are obtained of 
additions to dividend and tax reserves which are used in 
Blue Book Tables 5.3, 5.6 and 5.7.

4. RELIABILITY

7.99 Estimates o f the profits o f North Sea oil and gas 
companies may be deemed to fall in category A of the 
reliability gradings described in Chapter 2. The profits of 
other industrial and commercial companies may be 
regarded as in category B except for the latest few years’ 
figures which are in category C. The profits o f financial 
companies and institutions are in category C. Figures of 
stock appreciation and rent are in category C and estimates 
of non-trading income in category B.

7.100 Figures for company dividend and debenture 
interest payments, for co-operative society dividends and 
interest, for interest on building society shares and deposits, 
for United Kingdom taxes on income and for royalties and 
licence fees on oil and gas production can all be taken as 
in category A. Other interest payments and current 
transfers to charities are in category C,

7.101 The reliability of the estimates of income from 
abroad and profits due abroad is discussed in Chapter 15.

7.102 The assessments for the separate appropriation 
accounts for industrial and commercial companies and for 
the financial companies and institutions will generally be 
similar to those given above, although in some cases the 
additional amount o f estimation needed might justify a 
grading in the next category below the one given.
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Chapter Eight

Public Corporations

1. GENERAL DESCRIPTION

8.1 The major part o f the public corporations sector 
comprises the bodies managing the publicly owned basic 
industries. The term public corporations is used to describe 
these bodies and a number o f public bodies with certain 
similar features, which operate in various other branches 
of economic activity, for example the British Broadcasting 
Corporation, the New Town Development Corporations, 
the British Technology Group.

8.2 Public corporations in the sense used in the 
national accounts, can be defined as corporate enterprises 
which are publicly owned and controlled but which, at the 
same time, have a substantial degree o f  independence in 
the conduct o f their day to day business.

8.3 Public ownership and control, characteristic o f  
a public corporation, are usually on a basis intended to 
be permanent. Ownership may be o f the entire corporation 
as, for example, o f  corporations set up by Act o f  
Parliament, or may take the form o f a majority 
shareholding in a company established under the 
Companies Act. Control in this context means control over 
broad aspects o f policy rather than day to day 
management. A corporation is deemed to be under public 
control if that control extends to its policies regarding 
capital investment and borrowing, pricing policies and, in 
the case of financial corporations, policies regarding 
interest rates, the acquisition o f assets and the incurring 
of liabilities. Public control is associated with the direct 
or indirect appointment o f  the whole or the majority of 
the board o f management by the Sovereign, Parliament, 
a Minister or other public authority to whom the 
corporation is required to present accounts for approval.

8.4 Within the limits o f this overall control a public 
corporation is free to conduct its affairs on ordinary 
business lines without interference from its controlling 
body, and in particular has the powers to borrow to the 
extent laid down by Parliament and to maintain reserves. 
It is these characteristics which distinguish the public 
corporations from the trading bodies which are treated as 
part of the central government sector, for instance the 
Forestry Commission, and from local authority trading 
undertakings. Such trading bodies are financially 
dependent on, and surrender their surpluses to, the public 
authority to which they belong and to which they are 
responsible in detail for the conduct of their trading 
operations.

8.5 Public corporations thus constitute a category 
som ewhere between direct governm ent trading  
undertakings and private enterprises. They tend to differ, 
in economic experience and behaviour, from private 
companies on the one hand and from government trading 
bodies on the other. These features, combined with the 
importance o f the public corporations in the economy.

justify their segregation as a separate sector. At the same 
time, the public corporations sector together with the 
central government and local authority sectors constitute 
the broader public sector whose size and role is an 
important consideration for economic policy.

8.6 A list o f  public corporations is given in Annex 
1 to this chapter. Public corporations include the activities 
o f United Kingdom subsidiaries where their accounts are 
consolidated with those o f the parent corporation, except 
in the case o f  the National Enterprise Board. Subsidiaries 
acquired by the Board through the purchase o f  shares of 
private sector companies, continue to be treated as private 
sector bodies for the reasons given in paragraph 8 .22. In 
the financial accounts, the Banking Department o f the 
Bank o f England and the National Girobank are treated 
as part o f  the monetary sector, and the Bank o f England 
Issue Department is included in central government.

8.7 The composition o f the public corporations sector 
shows substantial changes over the years. A major 
expansion occurred in the years 1946 to 1952 with the 
establishment o f  the bodies managing the industries 
nationalised in the period— coal, gas and electricity, much 
o f the transport industry, and almost all the iron and steel 
industry. Between 1953 and 1963 the publicly-owned iron 
and steel concerns were progressively sold back into private 
hands, through the Iron and Steel Holding and Realisation 
Agency which took over the management o f the companies 
from the Iron and Steel Corporation in 1953. (At the same 
time, the Corporation’s liability for British Iron and Steel 
stock was transferred to central government and became 
part o f the national debt.) Then in 1967, the iron and steel 
companies were taken into public ownership again, under 
the management o f the British Steel Corporation. Certain 
nationalised road haulage undertakings, managed by the 
British Transport Commission, were also progressively 
denationalised in the years from 1953, though important 
parts o f the road freight industry continued to be publicly- 
owned until 1982 (see paragraph 8.14). In 1976 the British 
National Oil Corporation was established with powers to 
explore, produce and trade in petroleum, and in 1977, 
further acts o f nationalisation led to the establishment o f  
British Shipbuilders and British Aerospace.

8.8 The sector has expanded further because changes 
in the status and organisation o f certain general 
government trading bodies have led to their transfer to the 
public corporations sector.

8.9 Thus, in 1961 the Post Office was transferred 
from central government in consequence o f the financial 
independence given it under the Post Office Act 1961, 
although it was not established as a statutory corporation 
until 1969. At that time, responsibility for the Department 
of National Savings was transferred from the Post Office 
to central government. In 1966 the operation o f  
international airports was transferred when the British
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Airports Authority took over responsibility from the 
Ministry o f Aviation, and in 1972 the regulatory and 
licensing functions in connection with air transport, carried 
out by the Board o f Trade, were transferred to the Civil 
Aviation Authority. Other transfers from central 
government to the public corporations sector have occurred 
in consequence of the Government Trading Funds Act 1973 
which provided for certain central government bodies to 
be reconstituted as trading funds with powers to borrow 
and to maintain reserves. Between 1974 and 1976, the 
Royal Ordnance Factories, Royal Mint and the Supplies 
Division of the Property Services Agency, formerly treated 
as part o f central government, were reclassified as public 
corporations when they were constituted as trading funds 
under the Act. HM Stationery Office was similarly 
reclassified on being established as a government trading 
fund in 1980.

8.10 At the time o f the reorganisation o f local 
government under the Local Government Act 1972, local 
authority functions in connection with water supply and 
sewerage arrangements in England and Wales were 
transferred to the Regional Water Authorities, together 
with the functions o f certain other local bodies—the water 
boards and river and drainage authorities. There are ten 
water authorities, established under the Water Industry Act 
1973 primarily to manage all aspects of the water industry 
on a regional basis. At the same time the Trust Ports, 
previously included in the local authority sector were also 
transferred to the public corporations sector.

8.11 The Passenger Transport Executives, set up at 
various dates from 1969, and London Transport Executive 
are treated as public corporations in the national accounts 
since, although they may receive considerable financial 
assistance by way o f grants from their controlling 
authorities, usually local authorities, they operate as
trading bodies with the powers to borrow and to maintain 
reserves.

8.12 The remaining public corporations include for 
example the British Broadcasting Corporation which 
operates under a public charter, the Bank o f England, the 
New Town Developm ent Corporations, and the 
Independent Broadcasting Authority. Other corporations 
were set up in the mid-1970s to provide increased assistance 
to industry by means o f loans and investment— the 
National Enterprise Board, the Scottish and Welsh 
Development Agencies, the Northern Ireland Development 
Agency, the Highlands and Islands Development Board 
and the Development Board for Rural Wales. The regional 
development bodies in Great Britain are partially financed 
by grant-in-aid from central government as they also 
engage in the construction o f factories for sale or leasing 
to industry on preferential terms, and in schemes for 
environmental improvement. Nevertheless they receive 
income which they retain, and have the powers to borrow 
and to maintain reserves, which are characteristic of public 
corporations.

8.13 Recent measures o f denationalisation, or 
privatisation, have however, led to the transfer o f certain 
publicly owned bodies from the public corporations sector 
to the private sector.

8.14 In 1980 British Aerospace and the National 
Freight Corporation were each reconstituted as a company

incorporated under the Companies Act with the object of 
returning the publicly owned portions of the aerospace 
industry and road freight transport to private ownership 
and control. Initially British Aerospace Ltd and the 
National Freight Company Ltd continued to be treated as 
public corporations because all the shares of the companies 
were taken over by central government. The companies 
were reclassified to the private sector in 1981 and 1982 
respectively, when the government relinquished control and 
sold a majority of its shareholdings into private hands. 
Also in 1982, the oil exploration and producing activities 
of the British National Oil Corporation were transferred 
to a subsidiary, Britoil. The shares of Britoil were 
subsequently taken over by central government and a 
majority sold into private ownership.

8.15 Cable and Wireless Ltd, a wholly government- 
owned company treated as a public corporation, was 
reclassified as a private company in 1981 when a substantial 
shareholding was sold into private ownership. Also in 1981, 
a British Railways Board subsidiary, British Rail 
Hovercraft Ltd., merged with a private company to form 
Hoverspeed Ltd, which is classified to the private sector 
as British Rail does not have a controlling interest. (In the 
second quarter o f 1984 British Railways sold its share in 
Hoverspeed Ltd to the management.) At the end o f 1982 
British Transport Docks Board was reconstituted as 
Associated British Ports. In February 1983 the government 
sold 49 per cent o f the shares and issued sufficient free 
shares to its employees to enable Associated British Ports 
to be reclassified to the private sector. Enterprise Oil Ltd 
was set up on 1 September 1983 as a Companies Act 
company to manage the North Sea assets of the British Gas 
Corporation. In June 1984, a majority of its shares, mostly 
owned by government, was sold and Enterprise Oil pic, 
the successor company, was reclassified to the private 
sector.

8.16 This changing coverage o f the sector must be 
taken into account in interpreting the statistics for public 
corporations. Their contribution to the economy in terms 
of factor incomes, ie wages and salaries plus gross trading 
surplus and rent, rose as a percentage o f gross domestic 
product from less than one per cent in 1945 to over 10 per 
cent in 1952, in consequence o f the nationalisation o f the 
basic industries. This percentage fell back somewhat 
following the denationalisation o f iron and steel but 
recovered to well over 10 per cent with the transfer of the 
Post Office to the public corporations sector in 1961, 
reaching a peak o f 11.5 per cent in 1975 and 1976 after 
the establishment o f  the Regional Water Authorities. 
Thereafter, there has been a slight decline to around 11 
per cent. (An allocation of public corporations to industrial 
groups in 1984 is shown in Annex 3.)

8.17 In accordance with national accounting practice, 
changes in the coverage o f the public corporations sector 
are not reflected in the sector’s transactions accounts except 
in so far as the reclassification is associated with a cash 
transaction. Thus, no entry is made in the transactions 
accounts in cases where only a change in status is involved, 
as when Royal Ordnance Factories were reclassified to the 
public corporations sector on their establishment as trading 
funds. Similarly the transactions accounts do not record 
the transfer of shares to central government associated with 
the reconstitution o f certain public corporations as
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companies, or the merger o f  the British Railways Board 
subsidiary with a private company (see paragraphs 8.14 
and 8.15). A financial transaction is recorded however, 
where money is received from the sale o f an enterprise or 
paid for the acquisition o f an enterprise. For example, the 
sale o f certain British Rail hotels to the private sector 
company Gleneagles Ltd in June 1981, attracted a cash 
receipt for the British Railways Board which was entered 
in the public corporations’ financial account as a receipt 
from the sale o f an ongoing business concern. Transactions 
by the National Enterprise Board and similar bodies, 
associated with the purchase o f  shares o f private 
companies, are also recorded in the financial account. In 
none o f these cases is the value o f  the fixed assets o f the 
enterprise or its financial assets and liabilities included in 
the sector’s transaction figures although the level o f fixed 
assets, and other assets and liabilities, o f  the sector will 
change and this will be reflected in the sectoral balance
sheets.

8.18 Also excluded from the transactions accounts, but 
reflected in sectoral balance sheets, are the amounts o f the 
debt and other liabilities o f  public corporations written- 
off by central government. The details o f  such write-offs 
are given in Annex 2 to this chapter.

8.19 To conform with the current practice for the 
national accounts, assets which are leased to public 
corporations are regarded as the capital assets o f the owner 
industry with the leasing charges included with the public 
corporations’ operating costs. The treatment o f leasing 
may differ from this in commercial accounting, for 
example the British Railways Board record the value o f  
large assets which are leased as fixed capital expenditure 
with a matching entry for debt incurred and with the 
annual leasing charges entered as interest payments. In such 
instances adjustments are made to the figures published 
by the corporations to bring them onto the basis used in 
the national accounts.

SOME ISSUES IN THE CLASSIFICATION 
OF PUBLIC CORPORATIONS

8.20 In applying the criteria which determine whether 
a particular body qualifies for treatment as a public 
corporation in the national accounts the issues are 
sometimes complicated, for instance when the link between 
ownership and control is not straightforward.

8.21 In the case o f some corporations which have been 
privatised, the Government relinquished control o f the 
company at the time o f the offer for sale o f shares to the 
private sector, but retained a shareholding—at times a 
single golden share—sufficient to provide a power of 
ultimate veto to prevent the company coming into foreign 
ownership, for example British Aerospace Ltd and Britoil 
pic. Apart from this, the company was to be privately 
controlled and operated on ordinary commercial lines on 
a permanent basis so that the government’s continuing 
power o f veto was not considered sufficient grounds for 
continuing to classify the company to the public 
corporations sector.

8.22 A second classification difficulty stems from the 
practice o f providing assistance to private companies in 
financial difficulties, through the purchase o f shares by 
the government or other public body on what is often 
intended to be a temporary basis. This occurs in the case

4 ̂

of the subsidiaries o f the National Enterprise Board whose 
shares were acquired by the Board in order to provide 
temporary assistance to the companies. Because the 
Board’s shareholdings are intended to be on a 
comparatively short-term basis, exceptionally in the 
national accounts the subsidiaries are classified as 
companies and are not included in the public corporations 
sector. Similarly, companies which receive assistance on 
what is intended to be a temporary basis, in the form o f  
a purchase o f shares direct by central government, are not 
transferred to the public corporations sector although they 
become subject to public control for a time. This treatment 
has the advantage o f  avoiding numerous transfers in and 
out o f the sector which would have an adverse effect on 
the comparability o f the statistics.

2.THE PUBLISHED TABLES

OPERATING ACCOUNT

8.23 The public corporations sector is the only sector 
for which a complete operating, or production, account— 
the account which corresponds roughly to the trading 
account o f  a firm— is prepared although a housing 
operating account for local authorities is also compiled.

8.24 The public corporations operating account relates 
to those corporations whose trading operations are wholly 
or substantially conducted within the United Kingdom. For 
example, the British Airways Board is included but the 
Commonwealth Development Corporation is excluded. 
The surplus o f operating revenue over operating expenses 
for public corporations whose trading is wholly or mainly 
conducted abroad, is included in the appropriation account 
for public corporations as income from abroad.

8.25 The operating account shows the aggregate trading 
results o f the corporations before making provisions for, 
or payments of, interest and taxes on income, and before 
making provision for depreciation, but after providing for 
stock appreciation. Certain adjustments are made to the 
information published in the accounts o f  the corporations 
in order to arrive at figures on the basis required for the 
national accounts.

8.26 The combined operating account for all public 
corporations. Table 6.1 in the 1984 Blue Book, is presented 
in Table 8a.

Revenue

8.27 In addition to revenue raised from trading activity, 
Revenue sales include the gross receipts from the ownership 
o f land, houses and other buildings which are let. The 
expenditure incurred by the corporations on repairs, 
maintenance, etc. is included in the items on the 
expenditure side o f the account. Net income from rent is 
therefore included in the balance o f  the account, ‘Gross 
trading surplus and rent before providing for depreciation 
but after deducting stock appreciation’. Sales (and 
purchases) exclude transactions between establishments in 
the same corporation but include transactions between 
corporations as well as transactions with other sectors o f  
the economy.

8.28 In the case o f  the British Broadcasting  
Corporation the greater part o f its receipts consists of 
income receivable from the Home Office, which is derived
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from the sale of broadcast receiving licences. This income 
represents the amounts collected during the year less 
expenses, principally those o f the Post Office, in 
connection with administering the licence fee system and 
investigating complaints. In the years 1946 to 1960 the 
licence revenue retained by the Exchequer was also 
deducted from amounts collected.

Table 8a
Public corporations' operating account

£ million

1980

REVENUE

Sales:

Revenue sales 42 278
Sales to own capital account 1 904

Subsidies 1 743

Total 45 925

EXPENDITURE

Wages, salaries, etc. 15 143

Purchases of goods and services 23 615

less Value of physical increase in stocks
and work in progress -172

Taxes on expenditure:
Rates 730
ECSC levies 12
Other

Balance: gross trading surplus and rent 
before providing for depreciation but 
after deducting stock appreciation'

483

6 114

Total 45 925

Gross trading surplus and rent after providing for depreciation and stock
appreciation is as follows (£ million):

1980

-173

8.29 Sales to own capital account are shown separately, 
and comprise capital work done valued at cost price (cost 
of materials and wages) and capitalised interest charges. 
Capital work done by the corporations is apportioned 
between wages, salaries, etc. and purchases of goods and 
services on the payments side of the account. By including 
wages charged to capital account in this way, a closer 
estimate o f the contribution o f public corporations to the 
gross domestic product can be obtained from the operating 
account. Gross domestic product by sector and type of 
income is shown in Table 1.14 of the 1984 Blue Book.

8.30 Subsidies com prise payments by central 
government and, beginning in 1969, payments by local 
authorities to public transport undertakings. Subsidies are 
recorded in the general government and public 
corporations current accounts as they accrue, the difference 
between accruals and actual cash flows being recorded in 
the accruals adjustment items in the financial accounts for

the sectors. Until 1960 subsidies consisted mainly of central 
government payments to New Town Development 
Corporations and other corporations concerned with 
housing. From 1960, subsidies from central government 
in addition covered the revenue deficits of the British 
Transport Commission (1960-1962), the British Railways 
Board and the British Waterways Board (1963-1968) and 
London Transport Board (1966-1969). From 1966 central 
government assistance towards the National Coal Board’s 
expenditure on closure costs is included. In the years from 
1969 the item includes the following central government 
grants, in addition to housing grants:

(a) Payments in 1969-1974 to the British Railways 
Board covering grants for unremunerative services 
under the Transport Act 1968; that part of the special 
grant paid in the years 1972-1974 applied to writing off 
the annual losses in those years; support for the non
passenger rail sector (1975- 1977); and from 1975, grants 
under the Railways Act 1974 and European Community 
regulations, relating to Passenger Service Obligation, 
interest on pension funding debt and the maintenance 
of level crossings. Grants relating to Passenger Service 
Obligation and the upkeep o f level crossings are also 
paid under European Community regulations, to the 
Northern Ireland Transport Holding Company. 
Receipts by British Rail via the Passenger Transport 
Executives are treated as direct receipts from central 
government.
(b) Payments to the National Coal Board covering 
grants under the Coal Industry Acts 1965, 1967, 1971, 
1973 and 1977 in connection with the social costs of pit 
closures and certain operating grants; the special gram 
in 1972; revenue deficit grants in 1973-1974 and from 
1979-1980; regional grants (1973-1979); and grants in 
connection with the promotion of coal sales to electricity 
boards. The following items are treated as central 
government grants direct to persons: (i) payments to, 
or in respect o f redundant workers under the Coal 
Industry Act 1977 and (ii) the grant of £100 million paid 
to the Board in 1975 and subsequent payments under 
the Local Industry Act 1975, in respect o f 
pneumoconiosis compensation to miners.
(c) Payments to the electricity undertakings under the 
Electricity Act 1972 in connection with additional 
interest incurred by reason of accelerated capital 
expenditure: compensation to the Electricity Council in 
1972 and 1973 for the excess cost of building up coal 
stocks following the miners’ strikes.
(d) Payments under the Transport (Grants) Act 1972 
to the British Railways Board and National Bus 
Company in connection with price restraint.
(e) Payments under the Statutory Compensation 
(Financial Provisions) Act 1974 and similar legislation 
in Northern Ireland to the gas, electricity and Post 
Office corporations in compensation for the effects of 
price restraint (1972-1976).
(f) Employment premiums payable to public 
corporations.
(g) Intervention Fund assistance to British 
Shipbuilders from 1977.
(h) Between 1977 and 1981, payments to the North of 
Scotland Hydro-Electric Board to compensate for losses 
incurred in the operations of the Hunterston ’B’ nuclear 
power station for the supply of electricity to the British
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Aluminium Company’s Invergorden smelter (see 
paragraph 8.56).
(i) Operating grants paid to the National Freight 
Corporation and to the Scottish Transport Group.
(j) That part o f government grant-in-aid which is 
received and applied to current expenditure by the 
regional development bodies (for example the Scottish 
Development Agency), the Civil Aviation Authority and 
the British Waterways Board.

8.31 Local authority subsidies consist mainly o f  
revenue grants to London Transport Executive from 1973 
and to other Passenger Transport Executives from the dates 
o f their establishment. Revenue support grants to the 
National Bus Company and to the Scottish Transport 
Group and payments to the British Railways Board in 
connection with local railway passenger services are also 
included.

Expenditure

8.32 Wages, salaries, etc. and Purchases o f  goods and 
services are the main components of operating expenditure. 
Operating expenditure as shown in the accounts o f  public 
corporations has to be adjusted in a number o f ways for 
the national accounts. The main adjustments are (a) the 
exclusion of provision for depreciation and o f the unspent 
portion o f internal provisions against future expenditure 
on such items as repairs, closure costs, redundancy 
payments; (b) the exclusion o f expenditure on renewals 
charged by certain corporations to their operating accounts 
but which is treated in the national accounts as fixed capital 
formation; and (c) the addition o f  expenditure charged by 
corporations to their capital accounts but not regarded as 
fixed capital formation in the national accounts, for 
example the costs o f conversion o f consumers* appliances 
to natural gas.

8.33 Value o f the physical increase in stocks and work 
in progress is entered as a deduction on the payments side 
of the account. As purchases are recorded at the prices 
actually paid and the value o f the physical increase in stocks 
excludes any increase due to price rises, the net effect of 
deducting the value o f physical increase from purchases 
is to leave any stock appreciation as part o f operating 
expenses, which in turn reduces the gross trading surplus.

8.34 Taxes on expenditure consist o f rates and 
payments in lieu o f rates under the Local Government 
Acts; from 1973, ECSC levies which are paid by the 
National Coal Board and the British Steel Corporation to 
the European Coal and Steel Community; and other taxes 
comprising motor vehicle licence duties, catering licences, 
stamp duty, the surcharge on employers’ national insurance 
contributions from 1977, and from 1980, contributions due 
from the British Gas Corporation under the Gas Levy Act 
1981. Taxes which are incorporated in the purchase price 
of goods and services, such as purchase lax and value- 
added tax and the duty on hydrocarbon oils less bus fuel 
rebates, are not shown here but are included in the figures 
for purchases o f goods and services. The taxes recorded 
relate to amounts due to general government, the difference 
between these accruals and actual cash payments being 
entered as a liability in the financial transactions account 
for public corporations.

A P P R O P R IA T IO N  A C C O U N T

8.35 This account shows how the income o f public 
corporations is made up and how it is allocated between 
interest and dividends, taxes on income, oil and gas 
royalties and licence fees, and savings. It corresponds to 
the similar appropriation account for companies, and the 
two tables are in fact amalgamated to give the corporate 
income appropriation account in Table 1.8 o f  the Blue 
Book.

8.36 The combined appropriation account for all public 
corporations, Table 6.2 in the 1984 Blue Book, is presented 
in Table 8b.

Table 8b
Public corporations' appropriation account

£ million

1980

I N C O M E

Gross trading surplus:
After deducting stock appreciation 5 722
Stock appreciation 427

Total* 6 149

Rent 392

Non-trading income 538

Income from abroad (net of taxes
paid abroad) 84

Total 7 163

ALLOCATION OF INCOME

Interest and dividends:
Payments:

To central government 1 912
To local authorities 179
Other 801

United Kingdom taxes on income 52

Royalties and licence fees on oH and
gas production 77

Balance: undistributed income

Total

1 4 142

7 163

tBefore providing for depreciation and stock appreciation.

Income

8.37 Gross trading surplus after deducting stock 
appreciation and Rent together make up the balance 
transferred from the operating account for public 
corporations operating mainly in the United Kingdom. 
Stock appreciation is added to the gross trading surplus, 
and is thus taken into account in the balance in the 
appropriation account, undistributed income before 
providing for depreciation and stock appreciation, which 
is transferred to the capital account.

8.38 Rent represents the income, after expenses have 
been paid, derived from the ownership o f land and 
buildings. As in the case o f other enterprises no rent income
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106 Public corporations

is imputed for owner-occupied trading property and its 
contribution as a factor of production is embodied in the 
gross trading surplus.

8.39 Non-trading income consists o f investment 
income, before deduction o f tax at source, and 
miscellaneous earnings from non-trading activities. Most 
of this income is received from outside the sector, but data 
are not available to consolidate completely the account of 
public corporations by deducting, as should be done, 
receipts of non-trading income by one corporation from 
another. The item includes net receipts from central 
government in connection with public corporations foreign 
currency interest payments on borrowing covered by the 
Exchange Cover Scheme. Non-trading income also 
includes, from 1978, receipts o f interest by the New Town 
Development Corporations from local authorities in 
respect o f assets transferred from the corporations to local 
authorities, where the debt is retained and serviced by the 
corporations, and, from 1980, interest received by the 
British Gas Corporation on deposits with the National 
Loans Fund.

8.40 Income from abroad is recorded net o f taxes paid
abroad. The item includes the profits o f corporations 
operating wholly or mainly overseas, whether remitted to 
the United Kingdom or not, and interest and dividends 
received from overseas. Corporations operating overseas 
include British Steel (International), an overseas subsidiary 
of the British Steel Corporation, the Commonwealth 
Development Corporation and, until November 1981, 
Cable and Wireless Ltd. Also included from 1980, is the 
income from investments overseas undertaken by the 
Crown Agents prior to its public incorporation in January 
1980. These investments are held by the Crown Agents 
Holding and Realisation Board pending disposal and the 
proceeds from any disposals are treated as a negative entry 
in ‘Transactions in short-term assets’.

Allocation o f  income

8.41 Interest and dividends to central government 
include payments to central government of interest on 
loans, dividends on public dividend capital, etc., dividends 
paid by Cable and Wireless Ltd until November 1981, the 
half-yearly payments by the Bank o f England to the 
Exchequer, the former payments by the Independent 
Television Authority and the former Transport Holding 
Company from their surplus revenue, and charges in 
respect o f guaranteeing overseas loans under the Exchange 
Cover Scheme. Also included are any payments of 
dividends by the National Freight Company Ltd and 
British Aerospace Ltd in respect o f shares held by the 
government pending disposal (see paragraph 8.14). From 
1953 until 1967 the item included the net revenue o f the 
Iron and Steel Holding and Realisation Agency payable 
to the Exchequer. This revenue was derived by the Agency 
from dividends received from the constituent companies 
(one company only by 1963) and from interest received 
from holdings retained in denationalised companies (see 
paragraph 8.7).

8.42 Interest payments to local authorities comprise 
loan interest paid by the Passenger Transport Executives 
and, from 1974, the interest element o f reimbursements 
by the Regional Water Authorities o f debt charges in

respect o f assets which were transferred from local 
authorities in consequence o f the reorganisation of local 
government. The debt relating to these assets is retained 
and serviced by the local authorities.

8.43 Other interest payments cover interest on stock 
issued by the corporations, interest on compensation stock 
issued to former shareholders in nationalised undertakings, 
interest on short-term loans and bank overdrafts, and 
interest on foreign currency borrowing at current exchange 
rates, reimbursements under Exchange Cover guarantees 
being included in non-trading income.

8.44 AH interest and dividend payments are shown 
gross o f tax. As in the case of non-trading income, 
payments of interest by one corporation to another are not 
deducted so the account is not consolidated in this respect. 
In Blue Books prior to the 1983 edition the difference 
between actual payments o f interest and dividends in the 
year and the amount o f interest and dividends properly 
chargeable for the year is shown separately as an addition 
to, or a deduction from, reserves for future payments. A 
large rundown of reserves occurred in 1962, with rebuilding 
in 1963, as a result o f the winding-up o f the British 
Transport Commission and its reconstitution as five 
separate undertakings (see Annex 1). From the 1983 Blue 
Book the additions to interest and dividend reserves are 
included in the balance of undistributed income carried 
forward to the capital account.

8.45 United Kingdom taxes on income include, from 
1965/66, corporation tax which replaced income tax and 
profits tax. Up to 1953 corporations were also subject to 
excess profits levy. It should be noted that the absence of 
equity capital placed the public corporations in a different 
position from companies in respect of liability to profits 
tax; the public corporations were not liable to the higher 
rate of profits tax payable by companies on distributed 
profits up to 1958. Furthermore, interest on loan capital 
was normally treated as a deduction from profits in 
arriving at the assessment for profits tax. In the case of 
the public corporations, only a part o f such interest was 
deducted, the proportion being determined with reference 
to the pre-nationalisation proportion o f loan interest to 
equity distributions for the former undertakings.

8.46 Under the Oil Taxation Act 1975, those public 
corporations which are engaged in mining oil, under 
licence, in the United Kingdom, its continental shelf and 
territorial waters, are charged petroleum revenue tax on 
their profits from these activities. It is charged in addition 
to corporation tax and is allowable as a deduction in 
determining profit liable to that tax. In 1981 supplementary 
petroleum duty was introduced, the charge on public 
corporations being made on the gross revenues associated 
with their North sea activities less allowances.

8.47 Prior to the 1983 Blue Book, payments o f taxes 
on income in the year are shown separately from additions 
to tax reserves; these additions represent the difference 
between actual payments in the year and the estimated tax 
at current rates on the income of the year, together with 
any alterations to previous reserves consequent on the 
Budget for the year. From the 1983 Blue Book the 
additions to tax reserves are included in the balance of 
undistributed income carried forward to the capital 
account.
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8.48 Estimates o f  taxes on income are based mainly on 
information from the corporations and on receipts o f  tax 
by the Inland Revenue. The reliability o f  the figures is 
affected by the limited detail collected or shown in the 
published accounts.

8.49 For the 1982 and subsequent Blue Books royalties 
and licence fees paid by those public corporations engaged 
in oil and gas activities are classified as a form o f property 
income paid to central government. In previous Blue Books 
these payments were classified as taxes on expenditure.

C A P IT A L  A C C O U N T

8.50 The capital account shows the public corporations 
investment in fixed assets and in stocks, and the receipts 
which go to finance the investment, the balance in the 
account being the financial surplus or deficit. The 
transactions in financial assets and liabilities underlying 
this balance are recorded in the subsequent financial 
account and balancing item table.

8.51 The combined capital account for all public 
corporations. Table 6.3 in the 1984 Blue Book, is presented 
in Table 8c.

Public corporations' capital account
Table 8c £ million

1980

CAPITAL RECEIPTS

Undistributed income before providing 
for depreciation and slock appreciation 4 142

Capital transfers;

From central government 343

From local authorities 82

From private sector 134

Total* 4 701

CAPITAL EXPENDITURE

Gross domestic fixed capital formation:

Energy and water supply industries 2 912

Manufacturing (revised definition) 314

Transport and communication 2 410

Banking, finance and insurance, etc. 104

Dwellings 285

Other 618

Total 6 643

Increase in value of slocks and work in 
progress 599

Taxes on capital 6

Other capital transfers 53

Total capital expenditure 7 301

Balance: financial surplus or deficit -2 600

Total

r:; . ..-------:— —̂ ----------------------------------
4 701

^ ---------------------------------------- —

See footnote 3 to Table 6.4, Blue Book 1984.

Capital receipts

8.52 Undistributed income before provision for 
depreciation and stock appreciation is the balance brought 
forward from the appropriation account.

8.53 Additions to interest and dividend reserves and 
additions to tax reserves are additional financial resources 
temporarily available, which in Blue Books prior to 1983 
are brought forward from the appropriation account (see 
paragraphs 8.44 and 8.47). From the 1983 Blue Book the 
additions are not separately identified (see paragraph 8.77).

8.54 Capital transfers from central government include 
capital grants towards the external services o f  the British 
Broadcasting Corporation and capital grants for civil 
defence works, which were the main constituents o f  the 
item until 1968. Other grants received since 1968 include;

(a) Investment grants.
(b) New bus grants and other grants to road transport 
undertakings.
(c) From 1973, regional development grants.
(d) From 1968 to 1974, freight grants to the British 
Railways Board, and that part o f the special grant paid 
to the Board in the years 1972-1974, which was applied 
to capital expenditure.
(e) From 1974, water supply and sewerage grants to 
the Regional Water Authorities.
(0  From 1977, transfers o f  notional amounts o f  
development land tax in respect o f purchases o f  land 
by certain public corporations.
(g) From 1977 to 1981, payments to the North o f  
Scotland Hydro-Electric Board in connection with the 
capital costs o f  establishing the Hunterston ‘B‘ nuclear 
power station for the supply o f electricity to the British 
Aluminium Company’s Invergordon smelter.
(h) That part o f  government grant-in-aid applied to 
capital expenditure by the regional development bodies, 
the Civil Aviation Authority, and the British Waterways 
Board.
(i) In and from 1981, grants to the London Docklands 
D evelopm ent C orporation and the M erseyside 
Development Corporation.

In earlier years grants received included capital 
contributions such as those paid to the housing 
corp oration s and the New T ow n D evelopm ent 
Corporations; in 1955 and 1956 the compensation paid to 
the British Transport Commission from the proceeds o f  
the transport levy and in 1949 receipts o f war damage 
compensation less payments o f war damage contributions. 
Housing Association grants are treated as central 
government transfers direct to the private sector although 
in practice they are paid via the Housing Corporation.

8.55 Capital transfers from local authorities consist 
of grants paid by local authorities to the British Railways 
Board, London Transport Executive— renamed London 
Regional Transport in June 1984—and the other Passenger 
Transport Executives, in connection with the provision of 
local transport facilities by these corporations.

8.56 Capital grants from  the private sector are mainly
contributions by consumers to the cost o f connecting 
consumers’ premises to the gas and electricity supplies. 
Contributions by the British Aluminium Company to the 
capital cost o f the Hunterston ‘B‘ nuclear power station 
are also included: in 1981 the British Aluminium’s tranche

I

r
V-;

I

h-
W.f

3K V
tx---
I"
•A

..S-



108 Public corporations

of the power station was purchased by the South of 
Scotland Electricity Board.

Capital expenditure

8.57 Gross domestic fixed capital formation comprises 
expenditure within the United Kingdom on the replacement 
of, and additions and improvements to, fixed assets less 
the proceeds from the sale of any fixed assets. Work done 
by the corporations for their own capital accounts is 
included. It includes interest which has been capitalised by 
certain corporations in respect o f funds used for 
expenditure on fixed assets in the period before the assets 
came into productive use. The industrial analysis o f this 
item corresponds to the industrial analysis o f the gross 
domestic product included in Table 2.1 o f the Blue Book. 
The allocation in 1984 of the public corporations to the 
industry headings shown, based on the Standard Industrial 
Classification Revised 1980, is given in Annex 3 to this 
chapter.

8.58 Increase in value o f stocks and work in progress 
includes stock appreciation as well as the value o f the 
physical increase in stocks.

8.59 Capital transfers to other sectors consist of 
payments by the Scottish and Welsh Development Agencies 
in respect o f capital work undertaken on behalf of local 
authorities, and grants by the Highlands and Islands 
Development Board to the private sector.

FIN A N C IA L  TR A N SA C T IO N S

8.60 The financial account and balancing item table 
analyses the transactions in financial assets and financial 
liabilities which go to meet the financial surplus or deficit 
brought forward from the capital account. In the financial 
transactions account, the Bank of England Banking 
Department and the National Girobank are treated as part 
of the monetary sector, and the Issue Department o f the 
Bank of England as part of central government. This 
treatment gives rise to a slight inconsistency with the 
operating, appropriation and capital accounts where the 
Bank o f England and the National Girobank are treated 
as public corporations.

8.61 The combined financial transactions o f all public 
corporations, Table 6.4 o f the 1984 Blue Book, are 
presented in Table 8d.

Transactions in financial liabilities (net)

8.62 Accruals adjustment records the changes in the 
balances held by public corporations o f income tax and 
national insurance contributions deducted from wages and 
salaries but not yet transmitted to central government, and 
the difference between taxes on expenditure accruing to 
general government and actual cash payments. This covers 
amounts relating to purchase tax, value-added tax and 
other taxes incorporated in the price o f goods and services, 
as well as local authority rates, employers’ national 
insurance surcharge, and contributions under the Gas Levy 
Act 1981.

8.63 Borrowing requirement. Public corporations may 
borrow within the limits laid down by Parliament. The 
borrowing requirement for the sector is measured as the 
sum of the items described in paragraphs 8.64 to 8.69. The

4  ^

4 ^
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items described in paragraphs 8.66 to 8.69 constitute the 
public corporations contribution to the public sector 
borrowing requirement.

Table 8d
Public corporations' financial account and balancing item

^  . . . .£ million

1980

Financial surplus or deficit -2 600

TRANSACTIONS IN FINANCIAL 
LIABILITIES (NET)

Accruals adjustment - taxes, etc.
payable to general government f n o

Borrowing requirement:

Loans from central government (net) 1 949

Public dividend capital, etc. 1 415

Redemption o f government guaranteed 
stock^ -30

Other identified borrowing (net)' -664

Transactions in short-term assets' -21

Transactions in other public sector 
debt (net sales)^ -12

Total borrowing requirement 2 637

Other identified transactions in financial 
liabilities (net) 648

Total transactions in financial liabilities^ 3 395

TRANSACTIONS IN FINANCIAL 
ASSETS(NET)

Accruals adjustment - subsidies 
receivable from general government -75

Net lending to private sector 153

Net lending and investment abroad 133

Cash expenditure on company securities, 
etc. (net) 150

Other identified transactions in financial 
assets (net) -114

Total transactions in financial assets 247

Net total financial transactions' -3 148

Balancing item 548

‘purchase tax, selective employment tax, value added tax, national 
insurance etc., contributions and local authority rates.
^These four items comprise the public corporations’ contribution to the
public sector borrowing requirement (see table 13.13, Blue Book 1984).
‘Excluding notional transactions on central government debt written off. 

The amounts are as follows £ million):

1980

100

For details see notes on page 120, Blue 
Book 1984.

'^otal assets less total liabilities.
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8.64 Loans from central government (net) were the 
main source o f  finance between 1956 and the early 1970s: 
public corporations ceased to raise capital by the issue o f  
slock under the Finance Acts o f 1956 and 1958. An account 
of the reasons for this change is given in paragraphs 84 
to 89 o f the Radcliffe Report o f the Committee on the 
Working o f the Monetary System (Cmnd 827). From 1973 
the importance o f government loans fell as borrowing 
overseas increased, and in recent years government 
financing has increasingly been in the form o f public 
dividend capital.

8.65 Public dividend capital is a form o f long-term 
finance provided by central government for public 
corporations, on which dividends are payable and which 
in recent years has to some extent replaced public 
corporations borrowing from central government by means 
of loans at fixed interest rates. The figures for 1980 and 
1981 reflect the repayments o f public dividend capital by 
the National Enterprise Board, following the Board’s 
receipts from central government in connection with the 
transfer o f shares o f Rolls Royce Ltd and BL Ltd to the 
Department o f Trade and Industry. These receipts are 
recorded under ‘Cash expenditure on company securities 
(net)’ (see paragraph 8.74). The item ‘Public dividend 
capital, etc.’, shown in the table (paragraph 8.61) also 
includes advances under Section 18 o f  the Iron and Steel 
Act 1975, and the net effect o f the British National Oil 
Corporation transactions with central government via the 
National Oil Account until it was wound up at end-March 
1983.

8.66 Redemption o f  government guaranteed stock 
covers payments to the Issue Department o f  the Bank of 
England at maturity o f the stock. The Issue Department 
then makes redemption payments to the holders. In 1980 
only British Gas Stock and North o f Scotland Electricity 
Slock remained outstanding.

8.67 Other identified borrowing (net) comprises the 
following items:

(a) Other sterling stock issued less redemptions which 
includes only stock issued for cash. Stock issued to 
former owners o f nationalised undertakings is excluded. 
Such issues have not been made since 1955 except in 
Northern Ireland.

(b) Foreign currency borrowing, the main component 
of which is net borrowing under the Exchange Cover 
Scheme either through banks or direct from abroad, is 
regarded as part o f overseas official financing in the 
balance of payments accounts. Uncovered borrowing, 
including borrowing either from banks or by means of 
net issues abroad is also included.

(c) Central government payments in connection with 
Exchange Cover Scheme guarantees.

(d) Borrowing in sterling from banks by way o f bank 
advances, commercial bills or market loans, borrowing 
abroad in sterling, borrowing from public corporations 
own pension funds, and borrowing from the private 
sector by the regional water authorities.

8.68 Transactions in short-term assets comprising 
public corporations’ bank deposits, funds with financial 
institutions outside the monetary sector and deposits 
overseas, notably by the British Airways Board, the Crown

Agents and the Crown Agents Holding and Realisation 
Board.

8.69 Transactions in other public sector debt (net sales)
comprising British Gas deposits with the National Loans 
Fund in 1979 and 1980, other identified transactions in 
central governm ent debt (Treasury bills, British 
government securities and tax instruments) and local 
authority debt. National Coal Board Ways and Means 
advances are included in the years from 1973 to 1975.

8.70 Other identified transactions in financial liabilities 
(net) comprises changes in trade credit, and advances 
received by British Aerospace (from 1977 to 1980), British 
Shipbuilders and the Royal Ordnance Factories in 
connection with future work; and changes in amounts held 
by the Crown Agents as prefunding for the supply o f  goods 
and services overseas. The transactions by the British 
National Oil Corporation with oil companies in connection 
with the Corporation’s advance sales o f  oil in 1980 and 
1981 are included in this item.

Transactions in financial assets (net)

8.71 Accruals adjustment relates to subsidies receivable 
from general government reflecting the difference between 
amounts due and actual receipts (see paragraph 8.30).

8.72 Net lending to private sector comprises mainly 
loans for house purchase (less repayments) by the Housing 
Corporation, New Town Corporations and the Northern 
Ireland Housing Executive, and net lending to industry by 
the National Enterprise Board, the National Research 
Development Corporation, the Scottish and Welsh 
Development Agencies, the Highlands and Islands 
Development Board, the Northern Ireland Development 
Agency from May 1976 to June 1983, the National Film 
Finance Corporation, the Industrial Reorganisation 
Corporation (from 1966 to 1971) and the Sugar Board 
(from 1957 to 1976).

8.73 Net lending and investment abroad consists o f net 
lending by the Commonwealth Development Corporation 
for the financing o f development projects overseas, capital 
expenditure on fixed assets abroad by the British 
Broadcasting Corporation and investment overseas by 
Cable and Wireless Ltd prior to its transfer to the private 
sector in 1981.

8.74 Cash expenditure on company securities etc. (net)
has only been identified from 1964 and comprises cash 
expenditure on the acquisition o f  subsidiaries and other 
on-going business concerns, trade investments and 
marketable securities less receipts from the sale o f these 
assets. The item includes in 1972, the receipt o f £22 million 
from the sale o f Thos. Cook and Son Ltd by the Transport 
Holding Company; from 1976 transactions in securities by 
the National Enterprise Board and the Scottish and Welsh 
Development Agencies; and in 1980 and 1981 receipts by 
the National Enterprise Board in connection with the 
transfer to central government o f shares in Rolls Royce 
Ltd (£234 million in 1980) and BL Ltd (£1.284 million in 
1981). Receipts relating to these shares are offset by 
repayments o f public dividend capital by the Board (see 
paragraph 8.65). Receipts from the sale o f certain British 
Rail hotels to Gleneagles Ltd in 1981 and subsequent hotel 
sales are included in this item. In 1982 the main acquisition
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of subsidiaries was by the British Technology Group; the 
British Steel Corporation also acquired some subsidiaries.

8.75 Other identified transactions in financial assets 
(net) comprise changes in trade debt, hire purchase debt 
and progress payments on imports. In 1980 and 1981 the 
item also reflects the British National Oil Corporation’s 
net transactions with central government, following the 
special advance sales of oil which occurred in those two 
years.

8.76 Balancing item represents the net sum o f all the 
errors in the identified items recorded in the operating, 
appropriation, capital and financial accounts. It reflects 
timing discrepancies, the results o f  misallocations by sector 
and measurement errors and omissions.

Q U A R TER LY  TA BLES

8.77 A quarterly appropriation account for public 
corporations is published in Economic Trends each quarter 
as part of the regular article on national income. The 
quarterly appropriation account is also published in Part 
5 of Financial Statistics, together with, from October 1982, 
quarterly capital and financial transactions accounts. Prior 
to that date the quarterly capital and financial transactions 
of public corporations were presented in Financial Statistics 
in the form o f a sources and uses o f funds account. A 
further quarterly table in Financial Statistics analyses the 
financing o f  the public corporations borrowing 
requirement by the sectors providing finance. In the 
quarterly appropriation account additions to tax reserves 
and to interest and dividend reserves are not specified in 
the allocation o f income and are therefore included in the 
balance o f undistributed income carried forward to the 
capital account.

3. STATISTICAL SOURCES

Annual accounts

8.78 The basic source o f information is the published 
accounts o f the public corporations to which certain 
adjustments are made, as described in the previous section. 
When the accounts do not relate to the calendar year, the 
calendar year estimates for some o f the corporations have 
been derived by interpolation but the major corporations 
provide quarterly information which allows for more 
precise adjustments to the calendar year basis (see 
paragraph 8.80). Figures for corporations set up or 
terminated other than at the beginning or end of a calendar 
year have been included in the accounts only for the portion 
of the initial or final year in which they were operating 
as public corporations. Some o f the figures for the latest 
year shown are provisional, since they may be compiled 
before all the corporations annual accounts are completed.

8.79 In order to achieve the consistency necessary in 
the national accounts, certain information for public 
corporations is taken from the accounts of the other sectors 
with which particular transactions are carried out. This is 
done for estimates relating to transactions with the central 
government, which are taken from the central government 
accounts rather than the accounts of public corporations.

These transactions comprise interest payments, capital 
grants, accruals adjustments, loans, issues and repayments 
of public dividend capital, and transactions under the 
Exchange Cover Scheme. Information for public 
corporations borrowing overseas and overseas trade credit 
is taken from the balance o f payments accounts, and for 
their transactions with monetary institutions from the 
statistics for the monetary sector.

Quarterly accounts

8.80 From 1978/79 the major public corporations have 
provided quarterly returns of sources and uses o f funds 
giving the basic data needed for the quarterly national 
accounts. From the same time they provided a monthly 
return o f certain financial assets and liabilities. In 1981 a 
separate quarterly return o f borrowing and lending was 
introduced, replacing the monthly return although a limited 
amount of financial information is still collected monthly 
from the larger corporations. Certain corporations provide 
quarterly inform ation in respect o f  their major 
transactions, although they do not complete the full 
returns. Some of the quarterly information is provisional 
or incomplete, in particular that for trade credit and trade 
debt, and the series are adjusted to the aggregates for the 
year when financial year figures become available. 
Quarterly information is also obtained from counterpart 
sources as described above for transactions with central 
government, overseas and the monetary sector.

8.81 In 1981 the direct returns covered some 95 per cent 
of the total gross trading surplus o f public corporations 
and about 90 per cent of the other items in the 
appropriation and capital accounts. Before 1978/79, less 
information was available quarterly and a certain amount 
of interpolation and estimation had to be undertaken, 
particularly for the smaller items. Quarterly returns then 
provided by the major corporations showed:

Gross trading surplus
Capital grants received
Gross domestic fixed capital formation
Change in value o f stocks
Change in trade credit (net)
Cash expenditure on company securities, etc.

8.82 The remaining 5 to 10 per cent of the sector relates 
to a number o f small corporations which do not make 
direct returns for the national accounts. Quarterly figures 
for these corporations are obtained by interpolation and 
estimation from the information published in their annual 
accounts.

4. RELIABILITY

8.83 As the basic annual data are based mainly on 
published accounts, their reliability can be regarded as in 
category A o f the gradings described in an earlier chapter. 
Possibilities o f error arise in adjusting financial year figures 
to a calendar year basis, in the estimates o f items in the 
operating account which are not always distinguishable in 
the published accounts, and in some o f the minor 
adjustments for individual items, but such errors are 
probably not sufficient to reduce significantly the reliability 
of the annual figures as a whole.
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Annex 1

PUBLIC CORPORATIONS SECTOR

A. Corporations in existence at 31 December 1983(1)

Table 8c

Commencing date vesting 
date or date o f transfer to the 
public
corporation sector

British Broadcasting Corporation 
Scottish Special Housing Association 
North o f Scotland Hydro-Electric Board 
Bank o f  England
New Town Development Corporations and Commission for the New Towns

National Coal Board 
National Dock Labour Board 
Commonwealth Development Corporation
National Film Finance Corporation (previously the National Film Finance Company 
Independent Broadcasting Authority (Independent Television Authority until July 1972)
South o f Scotland Electricity Board (see section B: British Electricity Authority)
Electricity Council, Central Electricity Generating Board and Area Electricity Boards (see section B 

Central Electricity Board)
Post Office (see also British Telecom, established October 1981)

1 March 
I December 
and various 
1 January 
28 June 
February 
1 October 
August 
1 April

1927
1937
1943
1946
1946

later dates
1947
1947
1948 
1948
1954
1955

Covent Garden Market Authority 
British Railways Board^
British Waterways Board^
Housing Corporation
Highlands and Islands Development Board 
British Airports Authority 
General Practice Finance Corporation 
British Steel Corporation
Northern Ireland Transport Holding Company (succeeded Ulster Transport Authority, established 

October 1948)
National Bus Company 
Scottish Transport Group 
Passenger Transport Executives

1 January 
1 April 
30 October 
1 January 
1 January 
1 September 
November 
1 April 
November 
July

1958
1961
1961
1963
1963
1964
1965
1966
1966
1967

London Transport Executive^ (previously London Transport Board)
Northern Ireland Housing Executive (succeeded Northern Ireland Housing Trust, established 1945) 
Civil Aviation Authority
British Gas Corporation (succeeded Gas Council and Area Boards, established 1949)
Northern Ireland Electricity Service (previously Electricity Board for Northern Ireland, 

established 1932)
British Airways Board (succeeded British European Airways, established 1946 

and British Overseas Airways Corporation, established 1940)
Regional Water Authority 
Welsh Water Authority 
Trust Ports
Royal Ordnance Factories 
Royal Mint
Scottish Development Agency 
British National Oil Corporation 
Welsh Development Agency 
Land Authority for Wales 
Property Services Agency (Supplies)^
Development Board for Rural Wales (succeeded Mid-Wales Development 

Corporation, established 1967)
British Shipbuilders 
Pilotage Commission 
Crown Agents
Crown Agents Holding and Realisation Board
HM Stationery Office
Urban Development Corporations

April 1968
January 1969
January 1969
various later dates from 
October 1969
January 1969
May 1971
April 1972
January 1973

i

T
January 1974

April
April
April
April
July
April
December
January
January
April
April

1974
1974
1974
1974
1974
1975
1975
1976 
1976 
1976 
1976

I

I

April
July
November
January
January
April

1977
1977
1979
1980 
1980 
1980

various dates from 
March 1981

British Technology Group (comprising the merged National Enterprise Board, established November 
1975, and National Research Development Corporation, established June 1949)

British Telecom (previously part o f the Post Office)
Audit Commission 
Enterprise Oil Ltd 
Water Authorities Association

June
October
April
September
October

1981
1981
1983
1983
1983

^Corporations succeeded by other corporations arc listed in section B below,
^See section B: British Transport Commission and Transport Holding Company. 
Renamed The Crown Suppliers in January 1984,
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B. Corporations succeeded by other corporations

Central Electricity Board, 1926 to 1 April 1948. Succeeded 
by the British Electricity Authority.

British Electricity Authority and Area Electricity Boards, 
1 April 1948 to 31 March 1955. Recreated as two 
separate corporations: the Central Electricity Authority 
and Area Boards, and the South o f Scotland Electricity 
Boards.

Central Electricity Authority and Area Electricity Boards, 
1 April 1955 to 31 December 1957. Reorganised as the 
Electricity Council, Central Electricity Generating 
Board and Area Electricity Boards.

London Passenger Transport Board, 1933 to 1 January 
1948. Absorbed in the British Transport Commission 
and recreated as the London Transport Board in 
January 1963. Reconstituted as the London Transport 
Executive, January 1970 and as London Regional 
Transport, 19 June 1984. B ritish  T ransport 
Commission, January 1948 to December 1962. 
Recreated as five separate corporations: the British 
Railways Board, the London Transport Board, the 
British Transport Docks Board, the British Waterways 
Board and the Transport Holding Company.

Transport Holding Company: partially regrouped to form 
the National Freight Corporation, National Bush 
Company and Scottish Transport Group, January 1969 
dissolved March 1973; remaining assets and liabilities 
transferred to the National Freight Corporation; 
reconstituted October 1980 as the National Freight 
Company Limited.

British South America Airways Corporation, August 1946 
to July 1949. Absorbed in British Overseas Airways 
Corporation.

British European Airways established August 1946 and 
British Overseas Airways Corporation, established 
1940, dissolved April 1974. Assets and liabilities 
transferred to the British Airways Board.

Gas Council and Area Boards, established May 1949. 
Recreated as British Gas Corporation, January 1973.

Iron and Steel Corporation o f Great Britain, 15 February 
1951 to 13 July 1953. Succeeded by the Iron and Steel 
Holdings and Realisation Agency, 13 July 1953 to 30 
September 1967; remaining assets and liabilities 
transferred to the British Steel Corporation.

Mid-Wales Developm ent Corporation, established  
December 1967. Functions transferred to the 
Development Board for Rural Wales, March 1977.

Northern Ireland New Town Development Commission: 
housing functions transferred to Northern Ireland 
Housing Executive between December 1972 and July 
1973.

Electricity Board for Northern Ireland, established 1932.
Renamed Northern Ireland Electricity Service, January 
1974.

Northern Ireland Housing Trust, established 1945. 
Functions transferred to Northern Ireland Housing 
Executive, October 1970.

National Enterprise Board, in existence from November 
1875, and N a tio n a l R esearch D evelop m en t 
Corporation, in existence from June 1949. Merged and 
renamed British Technology Group in July 1981.

Ulster Transport Authority, established October 1948. Re
created as Northern Ireland Transport Holding 
Company, April 1968.

Great Northern Railway Board (Northern Ireland portion), 
1 September 1953 to 1 October 1958. Absorbed in Ulster 
Transport Authority.

National Water Council, April 1974 to September 1983. 
Main functions transferred to the Water Authorities 
Association, October 1983.

C. Corporations previously in existence but not succeeded 
by other corporations.

National Service Hostels Corporation Ltd., 1941 to 
September 1956.

Cable and Wireless Ltd., 1 January 1947 to 1 April 1950. 
In 1950 the United Kingdom assets were taken over by 
the Post Office; the remainder o f  the undertaking, 
operating mainly overseas, continued to be treated as 
public corporation until the company was reclassified 
to the private sector in October 1981.

Overseas Food Corporation, February 1948 to April 1955

Raw Cotton Commission, January 1948 to January 1968

Festival Gardens Ltd, November 1949 to December 1953.

Sugar Board, January 1957 to November 1976.

National Ports Council, June 1964 to December 1981

Industrial Reorganisation Corporation, December 1966 to 
May 1971.

Maplin Development Corporation, November 1973 to 
November 1976.

British Aerospace, April 1977, reconstituted as British 
Aerospace Ltd, January 1981, reclassified as a private 
sector company, February 1981.

National Freight Company Limited, reclassified to the 
private sector in February 1982.

Associated British Ports (formerly British Transport Docks 
Board until 30 December 1982) reclassified to the private 
sector in February 1983.

Northern Ireland Development Agency, May 1972 to 30 
June 1983.
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Annex 2

DEBTS OF PUBLIC CORPORATIONS WRITTEN-OFF BY CENTRAL GOVERNMENT

The accounts for public corporations and central 
government no longer include transactions in connection 
with the debts o f public corporations written-off by central 
government. Formerly the write-offs were deemed to give 
rise to notional transfers from central government, 
balanced by notional repayments by public corporations. 
The total amount o f write-offs in each year is now given 
in a footnote to the public corporations financial 
transactions account: the details of the totals shown in the 
Blue Book since 1951 are as follows:

1951
1952
1953

The write off of government loans to the Overseas 
Food Corporation £36 million, £1 million and £3 
m illion w ritten-off in these three years 
respectively.

1962 The write-off of £10 million government loans to 
the Ulster Transport Authority.

1963 The write-off of £487 million government loans 
to the British Transport Commission against 
which has been offset the transfer o f  £55 million 
in cash and securities from the British Transport 
Commission to the Treasury.

1965 The write-off o f £525 million comprising:
(i) £415 million government loans to the 

National Coal Board;
(ii) £110 million o f debt o f the British Overseas 

Airways Corporation;

1968

r

The write-off o f £19 million comprising:
(i) £8 million relating to the Raw Cotton

Commission’s outstanding liability to 
central government;
£1 million government loans to the National 
Research Development Corporation.
£25 million o f debt o f the British European 
Airways Corporation under the Air 
Corporations Act, 1969 less £15 million 
capitalisation of the reserves o f the British 
Overseas Airways Corporation as public 
dividend capital under the same Act.

1969 The write-off o f £1258 million of liabilities to the 
central government o f the nationalised transport 
bodies covered by the Transport Act 1968.

1970 The write-off o f £270 million o f outstanding debt 
of the London Transport Board less the 
capitalisation o f a further £15 million o f The 
British Overseas Airways Corporation, as public 
dividend capital.

1972 The reduction o f £200 million o f the British Steel 
Corporation’s public dividend capital and the 
write-off o f £150 million government loans to the 
Corporation.

1-
♦
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1973

1977

1978

1980

1981

1982

1983

The write-off o f £627 million comprising:
(i) £427 million government loans to the

National Coal Board including the write-off 
of £84 million loans for the purpose of 
temporarily financing the Board’s deficit in 
1972/73, plus the extinguishment of £23 
million liability for accrued interest;
£177 million government loans to the Post 
Office.

1975 The write-off o f £227 million comprising:
£189 million government loans to the British 
Railways Board;
£21 million loans to the Northern Ireland 
Housing Executive;
£30 million loans to the Post Office in 
connection with the capital reconstruction 
o f  the N ational Girobank less the 
capitalisation o f £13 million as public 
dividend capital.

1976 The write-off o f the oustanding debt of £3
million, including accrued interest o f the Maplin 
Development Corporation at its dissolution on 26 
November 1976.
The write-off o f £263 million comprising:
(i) £13 million Government loans to the Covent 

Garden Market Authority;
(ii) The reduction of £250 million of the liability 

of the Northern Ireland Electricity Service 
in respect o f government loans.

The reduction o f £53 million in capital liabilities 
of the Northern Freight Corporation in respect 
of capital reconstruction under the Transpon Act 
1978.
The write-off o f £100 million outstanding debt of 
the National 288 Freight Corporation under the 
Transport Act 1980.
The reduction of outstanding debt of £3512 
million comprising:
(i) £3509 million — British Steel Corporation.
(ii) £2 million — Scottish Development Agency.
(iii) £1 million — Welsh Development Agency.
The reduction o f outstanding debt of £1081 
million comprising:
(i) £1000 million — British Steel Corporation.
(ii) £81 million — British Transport Docks 

Board.
The write-off o f £48 million comprising:
(i) £24 million o f Port of London Authority

Debt under the Ports Reduction of Debt Act 
1983.
£24 million of National Dock Labour Board 
debt coveried to a grant under the 
Transport Act 1983.
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Annex 3

ALLOCATION OF PUBLIC CORPORATIONS TO INDUSTRIAL GROUPS OF THE STANDARD
INDUSTRIAL CLASSIFICATION (1980)

Energy and water supply industries 
British Gas Corporation*
British N ation a l O il C orp oration  (exclud ing  

wholesaling)
Electricity Council 
Enterprise Oil Ltd
National Coal Board* (excluding distribution and 

computer services, etc.)
North o f  Scotland Hydro-Electric Board*
Northern Ireland Electricity Service 
Regional Water A uthorities and W elsh Water 

Authorities (water supply functions)
South o f Scotland Electricity Board

Pilotage Commission 
Scottish Transport Group 
Trust Ports

Communication
British Telecom
Post Office (excluding National Girobank)

Manufacturing
British Railways Board (workshops) 
British Shipbuilders'
British Steel Corporation 
Her Majesty’s Stationery Office 
Royal Mint
Royal Ordinance Factories

Distribution, hotels and catering; repairs
British National Oil Corporation (wholesaling) 
British Railways Board (hotels and catering) 
National Coal Board (distribution)

Banking, finance, insurance, business services and leasing
Audit Commission
Bank o f England
British Technology group
Covent Garden Market Authority
Crown Agents Holding and Realisation Agency
Development Board for Rural Wales
Housing Corporation
Land Authority for Wales
National Coal Board (computer services, etc.)
National Film Finance Corporation
National Girobank
Northern Ireland Development Agency 
Scottish Development Agency 
Welsh Development Agency

Construction

Transport
Associated British Ports^
British Airports Authority 
British Airways Board
British Railways Board (excluding workshops, hotels 

and catering)
British Waterways Board
Civil Aviation Authority
London Transport Executive
National Dock Labour Board
Northern Ireland Transport Holding Company
Passenger Transport Executives

New Town Corporations 
Northern Ireland Housing Executive 
Scottish Special Housing Association

Other services
British Broadcasting Corporation 
Crown Agents
Highlands and Islands Development Board 
Independent Broadcasting Authority 
Property Services Agency (supplies)
Regional Water A uthorities and W elsh Water 

Authorities (sewerage)
Urban Development Corporations

i ' 'S '

Provision of housing is included under ‘Construction’.

Formerly British Transport Docks Board; reclassified to the private sector in February 1983.
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Chapter Nine

Central Government

1. GENERAL DESCRIPTION

9.1 The central government, as a sector o f the 
economy, is defined here in a wide sense. It can be regarded 
as embracing all bodies for whose activities a Minister of 
the Crown, or other responsible person, is accountable to 
Parliament. One o f the marks of this accountability is that 
such bodies submit to Parliament detailed statements of 
their estimated and actual expenditure and their collection 
of revenue. The central government includes, in addition 
to the ordinary government departments, a number of 
bodies (for example. Regional Health Authorities) 
administering public policy but without the degree of 
independence in day to day management which 
characterises the public corporations; it also includes 
certain extra- budgetary funds and accounts controlled by 
departments, o f which the National Insurance Fund is the 
most important. It should be noted in particular that the 
accounts relating to Northern Ireland are combined with 
those o f the United Kingdom government. The three main 
classes which go to make up the central government, as 
here defined, are described in more detail below.

9.2 Government departments. These comprise the 
Ministry o f Defence and the civil departments of the United 
Kingdom government, whose expenditure is described as 
expenditure on ‘Supply services’. This includes all bodies, 
boards, committees and commissions under the aegis of 
government departments whose accounting arrangements 
are identical with those o f government departments, that 
is their expenditure is charged directly to Supply votes. 
Examples are the Office o f Fair Trading and the 
Countryside Commission. For national accounting 
purposes this class is divided between bodies carrying on 
trading activities and non-trading bodies. The separation 
of bodies into these two categories is discussed in paragraph 
9.19 and in Annex \.Supply Estimates are published 
annually in the early Spring for all departments, showing 
expenditure, and some classes o f receipts, expected for the 
year beginning 1 April; the Appropriation Accounts show 
in slightly less detail the expenditure and receipts actually 
incurred. For most trading activities, trading accounts on 
a commercial (as opposed to a cash) basis are published 
in addition to the Supply Estimates and Appropriation 
Accounts.

9.3 Bodies not administered as part o f government 
departments but subject nevertheless to varying degrees o f  
ministerial or departmental control. In particular, these 
bodies are subject to detailed financial control. In most 
cases they draw a substantial part o f  their income from 
government grants. Important examples are the Regional 
Health Authorities and the United Kingdom Atomic 
Energy Authority. There is a considerable number of other 
bodies, examples o f which are listed in Annex 2. Details 
of the revenue and expenditure of these bodies are generally 
appended in the Supply Estimates and Appropriation 
Accounts or appear as separate House o f Commons

V*

papers, or sometimes as Command papers (see Annex 3). 
Bodies in receipt o f government grants, but having also 
other appreciable means of financial support, for example 
the universities or bodies serving companies, are treated 
as belonging to the personal sector or to the corporate 
sector. The borderline here between the central government 
and the rest o f the economy is rather arbitrary. This 
problem is discussed further in paragraph 9.33.

9.4 Extra-budgetary funds and accounts controlled 
by departments. The third main component o f the central 
government as defined in the national accounts consists 
of a variety o f funds for which separate accounts are 
maintained but which are directly administered by the 
departments and bodies referred to in the previous 
paragraphs. Examples are:

National Insurance Fund 
Contingencies Fund 
Exchange Equalisation Account 
National Savings Bank Fund 
Redundancy Fund 
Maternity Pay Fund 
Legal Aid Fund
National Oil Account (until 31 December 1982)

A fuller list appears in Annex 3. The accounts are published 
as House o f Commons papers or Command papers.

9.5 The Issue Department of the Bank o f England is 
regarded as an agent of the central government, and its 
transactions on behalf o f the central government are 
treated as though they were transactions of the central 
government itself.

9.6 Consolidated Fund and National Loans Fund. Up
to 31 March 1968 the great bulk o f government revenue 
was ultimately paid into the Consolidated Fund and almost 
all government expenditure was paid out o f issues from 
that Fund. The Consolidated Fund was virtually 
synonymous with the term Exchequer, which was then the 
central cash account o f the government with the Bank of 
England and Bank o f Ireland. Most transactions of the 
Exchequer were, however, internal to the central 
government as here defined, and therefore disappeared on 
consolidation (see paragraph 9.9). But a few transactions, 
such as the expenses o f management o f  and interest on the 
national debt, were transactions with the non-government 
sector o f the economy.

9.7 From 1 April 1968 the National Loans Fund was 
set up with a separate cash account at the Bank of England. 
From that date this account contains all the transactions 
connected with the national debt, transferred to the new 
Fund from the Consolidated Fund, and the bulk of 
government lending. The Consolidated Fund and the 
National Loans Fund between them cover nearly all 
government revenue, expenditure, lending and borrowing. 
References to these two accounts in this chapter should be
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taken where appropriate, as references to the Exchequer 
accounts described in the previous paragraph, for the years 
before 1968/69.

G E N ER A L M ETH O D  OF A N A L Y SIS OF T H E  D A T A

9.8 The transactions o f the central government as here 
defined, are recorded, usually in a good deal o f detail, in 
the accounts o f the departments, bodies and funds 
discussed in the preceding paragraphs. A general 
description o f the sources is given in Section 4 o f this 
chapter and details o f the principal published accounts are 
listed in Annex 3. But these accounts are not presented in 
a form suitable for national accounting purposes. Two 
principal operations have to be carried out to fit the large 
mass o f data into the national accounting framework. In 
the first place, the various accounts have to be consolidated 
so that only transactions o f the government, considered 
as a whole, with the rest o f the economy remain. Secondly, 
such transactions with the rest o f  the economy have to be 
classified according to the economic categories used in the 
national accounts.

The consolidation o f accounts

9.9 In the first process—consolidation—transactions 
between any two parts o f the central government are, with 
certain exceptions, eliminated. In particular, most 
transactions between the Consolidated Fund and National 
Loans Fund on the one hand and departments on the other 
hand disappear in the process o f  consolidation. As an 
example, we may consider the case o f  revenue collected 
by the Inland Revenue. The department in due course 
passes the taxes it collects direct to the Consolidated Fund. 
(The department also collects, through the PAYE system, 
national insurance contributions and the national insurance 
surcharge on behalf o f the Department o f Health and 
Social Security. The employers* and em ployees’ 
contributions are paid into the National Insurance Fund; 
the national insurance surcharge passes, via DHSS, to the 
Consolidated Fund.) On consolidating the accounts o f the 
Inland Revenue with the Consolidated Fund account, 
payments by the department to the Fund disappear, so that 
the consolidated account shows only receipts o f Inland 
Revenue taxes by the department. Similarly issues of 
money from the Consolidated Fund to departments to 
finance departmental expenditure disappear in the process 
of consolidation, and only payments by departments made 
outside the central government appear in the consolidated 
account. Departmental receipts and payments, as recorded 
in the consolidated account of the central government 
constructed for national accounts purposes, may therefore 
differ significantly from the receipts and issues as recorded 
in the Consolidated Fund and National Loans Fund 
accounts. It should be noted that departments may hold 
balances with the Paymaster General consisting o f the 
difference between money paid out o f the Consolidated 
Fund and payments to other sectors plus receipts from 
other sectors and money paid into the Consolidated Fund.

9.10 Other internal transactions which disappear on 
consolidation are:

(a) Expenditure on goods and services by one 
department through the agency o f another; on 
consolidation, only the expenditure o f the agent 
department remains. An example is the payment by the 
National Insurance Fund to the Department o f Health

and Social Security for costs o f  administration.
(b) Debt interest paid by the National Loans Fund to 
government funds, for example debt interest paid on 
government securities held by the National Insurance 
Fund.
(c) Grants between one part o f the government and 
another, for example grants by the Treasury to the 
National Insurance Fund via the Treasury supplement.
(d) Lending between one part o f  the government and 
another, for example money invested by the National 
Insurance Fund in government securities through the 
agency o f the National Debt Commissioners.

9.11 Internal transactions are not eliminated when the 
economic category o f  the payment by one part o f the 
government differs from that o f  the receipt by the other 
part. Thus national insurance, etc. contributions paid by 
the government in respect o f  its employees, although 
effectively internal, do not disappear on consolidation, but 
form part o f  government expenditure on wages and 
salaries, etc. Similarly, national insurance surcharge, 
selective employment tax, and other taxes on expenditure 
forming part o f  expenditure on goods and services by the 
government, are not eliminated in the process o f  
consolidation. Purchases by the non-trading parts o f  
central government from government trading bodies 
appear both in expenditure on goods and services and in 
the operating receipts o f  the trading bodies, so making a 
contribution towards the gross trading surplus. Thus the 
valuation o f central government expenditure on goods and 
services is comparable with that o f  other sectors’ 
expenditure and forms the central government contribution 
to total final expenditure at market prices.

Thr economic classification o f  the central government 
accounts

9.12 The object o f the second main process applied to 
the accounts o f the central government is to present the 
transactions o f  the government in categories which are 
economically significant and to relate the government’s 
activities to those o f  the rest o f  the economy. This calls 
for a rearrangement o f government transactions as set out 
in the accounts presented to Parliament, to conform with 
the principles adopted for national income accounting as 
a whole. Although the nature or purpose o f  most 
government transactions is clear, in some cases distinctions 
are not easy to draw. The principal consideration, however, 
is that the classification o f a particular transaction in the 
central government account should be consistent with the 
treatment o f the transaction in the accounts for other 
sectors o f the economy. Thus classification may be 
influenced by the data available for other sectors. Certain 
problems o f definition and treatment which arise in 
connection with the economic classification are discussed 
below.

9.13 The arrangement o f government transactions 
involves a division into the four types o f  account— 
production, current, capital and financial transactions. A 
production account is not published for central 
government, but the balance on this account (gross trading 
surplus plus rent) is entered in the current account. Within 
the current and capital accounts, transactions are divided 
between requited payments and unrequited payments or 
transfers.
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9.14 Government transactions, after consolidation, are 
classified into the following broad economic categories: 

(a) Receipts on current account

{})Gross trading surplus and rent. These are regarded 
as factor incomes and make a direct contribution to 
gross domestic product. An imputed charge for 
consumption o f non-trading capital is recorded as 
a separate transaction, and is also included in 
arriving at gross domestic product.

{yi)Current transfers. These comprise taxes on 
income, taxes on expenditure, national insurance, 
etc. contributions, interest and dividends, and certain 
grants or gifts. Grants or gifts have not been 
separately identified since 1958. Those recorded in 
the earlier years related to grants from overseas 
governm ents. Receipts from the European  
Communities are deducted from the original United 
Kingdom contributions.

(b) Expenditure on current account

if)Final consumption. This represents consumption 
by the central government and forms part of final 
expenditure in the gross domestic product. It includes 
expenditure on the wages and salaries, etc. of 
government employees, (other than those engaged 
in trading activities, overseas aid projects or on 
capital works) and other current expenditure on 
goods and services. The imputed charge for 
consumption o f non-trading capital is also included. 
The figures are net of certain non-trading receipts 
from the sale o f goods and services which are 
deducted from the related expenditure. Payments 
incurred on the production account o f  central 
government trading bodies are excluded.

iXi)Current transfers. These comprise subsidies (that 
is transfers to the production accounts o f public or 
private trading bodies), debt interest, and current 
grants (to the personal sector, local authorities and 
the overseas sector).

(c) Receipts on capital account. Capital transfers.
These comprise taxes on capital and capital transfers
from public corporations and abroad.
(d) Payments on capital account

{})Purchases o f goods and services. This represents 
capital formation in fixed assets and stocks, and 
forms part of final expenditure in the gross domestic 
product. It covers expenditure for both trading and 
non-trading activities. Receipts from the sale of fixed 
assets and stocks are deducted.

(ii)Capital transfers. These comprise grants towards 
the capital expenditure o f the private sector, public 
corporations and local authorities, and capital grants 
overseas.

(e) Transactions in financial liabilities (net). These 
comprise net borrowing requirement and certain other 
identified financial receipts such as pension fund 
liabilities together with accruals adjustments on current 
expenditure items.
(0  Transactions in financial assets (net). These include 
net lending to other sectors, issues of public dividend 
capital, and cash expenditure on company securities, 
together with accruals adjustments on current receipts, 
(g) Balancing item. This is the difference between

current receipts, capital receipts and financial liabilities 
(net) and current expenditure, capital expenditure and 
financial assets (net).

Functional classification o f  expenditure.

9.15 Further subdivision is made of payments on 
current and capital accounts and net lending, etc according 
to the function o f the expenditure or type o f service 
provided—a classification which differs at many points 
from any that might be derived from the more usual 
analysis according to spending departments. A complete 
functional analysis o f central government expenditure is 
not shown separately but the current and capital accounts 
show an analysis o f current and capital expenditure on 
goods and services. As a considerable and varying part of 
government expenditure on the provision of services is 
carried out through local authorities a full classification 
of expenditure by functional categories is confined to the 
consolidated expenditure o f the general government 
sectors. For this a two-way classification by functional and 
economic categories is given in Section 9 o f the 1984 Blue 
Book; this analysis is described in Chapter 11.

Basis o f recording transactions

9.16 Many o f the figures appearing in the central 
government tables refer to cash payments and receipts like 
the accounts presented to Parliament from which the 
figures are ultimately derived. They are not on a payable- 
receivable, i.e an accruals basis, although this basis would 
often be more consistent with the figures in the 
corresponding accounts o f the sectors concerned in 
transactions with the government. In a number o f cases, 
however, where the information is available it has been 
considered worthwhile to adjust the government cash 
figures to the basis o f corresponding figures recorded in 
the accounts o f other sectors. Examples are:

(a) Expenditure on subsidies to public corporations, 
which represents the accrual o f liability for this item. 
The item is thus recorded in the same way as it is in 
the accounts o f public corporations, on which the 
estimates are based.
(b) Receipts o f income tax deducted under the PAYE 
system; tax is treated as paid when it is deducted from 
the employee’s wages or salary, rather than when it is 
paid over by the employer to the Inland Revenue.
(c) Receipts o f value added tax and car tax, which 
represent the amount o f these taxes charged on final 
expenditure, rather than actual receipts (less 
repayments) by Customs and Excise.
(d) Interest including index-linked increases on 
national savings certificates, where the interest accruing 
is substituted for the interest paid on certificates cashed. 
The excess o f interest accrued over interest paid is 
regarded as part o f the increase in national savings.

The counterpart o f the adjustments made to the 
government cash figures in respect of (a), (b) and (c) above 
is recorded in the financial transactions account under the 
heading ‘accruals adjustments’.

9.17 A particular difficulty arises over the recording 
of government purchases of goods and services. For certain 
categories o f goods and services, mainly those purchased 
for military defence, cash payments may misrepresent the 
expenditure actually being incurred, since the payments are
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subject to random fluctuations o f  timing. This difficulty 
is o f greater significance in the quarterly accounts than in 
the annual accounts; the method o f dealing with it is 
discussed in Paragraph 9.85. Irregularities in expenditure 
on wages and salaries may arise if increases in the pay o f  
government employees are backdated. No adjustments are 
made to the cash figures in this instance because o f the 
difficulty o f estimating such adjustments and o f allowing 
for them throughout the national accounts. For instance 
any adjustment to wages and salaries would have to be 
reflected in the figures o f consumers* expenditure to avoid 
discrepancies between the income and expenditure 
measures o f the gross domestic product.

9.18 The difficulties o f obtaining consistency between 
the government accounts and those o f the rest o f the 
economy do not arise in the case o f  activities for which 
accounts are prepared on a commercial, or payable- 
receivable, basis. These include not only government 
trading activities but also the activities o f  certain non- 
trading bodies, for example the Regional Health 
Authorities, for which some figures accounts on a payable- 
receivable basis are prepared.

2. SOME ISSUES IN THE CLASSIFICATION OF
GOVERNMENT TRANSACTIONS

T R A D IN G  BO D IES

9.19 The major activities o f  government are the 
administration and defence o f the country, the provision 
o f various communal services, without charge or for a 
nominal charge, and the collection o f taxes. But in addition 
there are branches o f  government which are akin to 
business enterprises because they are mainly engaged in 
trading in goods and services, or through the ownership 
and leasing o f fixed assets, although not necessarily 
operating with the object o f  maximising profit. These 
trading activities have become considerably less important 
in recent years but their treatment raises certain conceptual 
problems.

9.20 Government trading bodies are distinguished from 
public corporations (described in Chapter 8) by the fact 
that the former are financially integrated with the central 
government, their expenditure generally being authorised 
by vote on a year-to-year basis, and their cash surpluses, 
if any, apart from working balances which may be 
considerable, being returned to the Consolidated Fund. 
Although the activities o f  these trading bodies resemble 
in many respects those o f business enterprises, their 
financial integration with, and their control by, the central 
government bring them within the central government 
sector. This definition o f government trading bodies has 
led to the transfer o f a number o f bodies from the central 
government sector to the public corporations sector, in 
consequence of changes in their financial status (see Annex 
1) .

9.21 The criteria for distinguishing the trading activities 
of the central government from its other activities are:

(a) that the activity relates to production o f goods and 
services, or to trading, o f a kind which is or might be 
conducted by a private business;
(b) that distinct sales, either to the public or to a 
separate branch of the government, can be identified,

and the sales account for the major part o f  the 
production; andproauciion; ana
(c) that separate accounts o f the activity are kept on 
a commercial accounting basis, or failing this, that 
records exist from which such accounts can be 
constructed.

9.22 On the other hand, certain activities o f  
government departments involve the recovery o f part o f  
the cost o f  the services provided, by means o f  sales to the 
public. Examples range from the charges for prescriptions 
and other charges under the national health service to the 
sale o f  postcards at the National Gallery. Such charges are 
regarded as being incidental to the provision o f the service 
although the prices charged may represent more or less, 
the full cost o f  the particular goods and services provided. 
In such cases no attempt is made to calculate a profit or 
loss, as is done in the case o f  activities regarded as trading. 
Instead any receipts are deducted from the corresponding 
expenditure and the net expenditure entered in the 
government accounts. Payments made by persons for, say, 
dental treatment or National Gallery postcards appear as 
components o f  consumers’ expenditure.

9.23 Not all government establishments engaged in 
production o f physical goods fulfil the conditions laid 
down for treatment as trading bodies. For example the 
Royal Naval dockyards, REME workshops and Royal Air 
Force maintenance units are not treated as trading bodies. 
Nor was the Stationery Office treated as a trading body 
until its reconstitution as a government trading fund in 
1980 (and consequent reclassification as a public 
corporation), because no suitable accounts were available 
for its printing activities and its selling activities were 
relatively minor. The commercial operations o f  the United 
Kingdom Atomic Energy Authority were treated as trading 
activities only from April 1965, when separate accounts 
o f the operations were first published, until 1971. For 
further details see Annex 1.

9.24 The distinction between the trading and non
trading activities o f  the government affects both the 
presentation o f the government accounts and the 
measurement o f national income. Payments on production 
account, for example the wages and salaries paid to 
employees engaged in trading activities, are not included 
in government current expenditure on goods and services, 
nor are trading receipts included in government revenue. 
But the balance o f trading receipts over payments, after 
adjustment for changes in stocks, debtors and creditors, 
etc., and before deducting any provision for depreciation 
or interest charges, is included in the central government 
current account as gross trading surplus, or as rent. These 
two items together comprise the contribution o f central 
government trading activity to the gross national product. 
For further details o f  the calculation o f the gross trading 
surplus and rent see Annex 1.

T H E  C L A SSIFIC A T IO N  O F T A X  IN C L U D IN G  N A T IO N A L
IN SU R A N C E  C O N T R IB U T IO N S

9.25 The tax revenue o f the government, as defined for 
the national accounts and including national insurance 
contributions, comprises: 

taxes on income; 
taxes on expenditure; 
taxes on capital;
national insurance, etc., contributions

/.V

K

\
I

4

I

i



120 Central government

Taxes on income and capital are also described as direct 
taxes: taxes on expenditure are described as indirect taxes. 
Most taxes fall clearly into one o f these groups. But 
problems o f allocation arise in certain cases.

9.26 The distinction between these different kinds of 
taxes is important for two reasons. First, if a tax is treated 
as a payment from the capital account of, say, persons, 
consistency requires that it should be regarded as a capital 
receipt o f government; if it were regarded as a current 
receipt of government, then government current receipts 
would be increased by a transfer not reflected in current 
payments by the personal sector. Secondly, taxes on 
expenditure, as distinct from taxes on income and capital, 
are regarded as an element in the price o f final goods and 
services having no counter-part in factor incomes.

Taxes on income and taxes on expenditure

9.27 The distinction between taxes on income and taxes 
on expenditure may cause difficulty in marginal cases. 
Broadly, taxes which enter into costs o f production and 
distribution, such as duties on tobacco and hydrocarbon 
oils, veilue-added tax, the former purchase tax and selective 
employment tax, and the gas levy raised under the Gas 
Levy Act 1981 on purchases of natural gas by the British 
Gas Corporation, are treated as taxes on expenditure. 
Taxes on final buyers associated with the purchase, 
possession or use o f particular goods are also treated as 
taxes on expenditure, for instance car tax and stamp duties 
on the transfer o f property. Where taxes are levied on the 
possession or use o f consumption goods, such as motor 
vehicle licence duties paid by consumers, they are not 
associated with any productive activity and they might be 
regarded as a direct, rather than an indirect tax, but 
nevertheless are also treated as an indirect tax. Doubt may 
also arise over the treatment o f taxes associated with the 
use of capital gooods, for example land and buildings. For 
instance, income tax assessed under Schedule A up to 1963 
was regarded as a tax on income since ‘income’ for income 
tax purposes included imputed rent from owner-occupation 
as well as rent from letting. (The charge on imputed rent 
was dropped from 1963.) Local rates however, are regarded 
as a tax on expenditure because they are in general, charged 
on the basis o f occupancy, not o f ownership.

9.28 Fees and licences paid to the government, other 
than licence fees on North Sea oil and gas (treated as a 
form of property income), are included in taxes on 
expenditure, if the payments relate to services which the 
government alone can provide, or for which there is no 
parallel among the services provided by private industry. 
Examples are passport fees, driving licence fees and the 
registration and licensing of vehicles. Fines or penalties 
imposed by the government are also treated as taxes on 
expenditure. International recommendations suggest that 
fees and fines of this kind paid by consumers should be 
treated as a special category o f transfer payments by the 
personal sector to the government and should not be 
included in consumers’ expenditure*. Fines paid by 
businesses should be treated similarly. This treatment has 
much to commend it since many such fees and fines cannot 
strictly be regarded as part of the market price of any goods 
and services. But in the United Kingdom the items have

A System o f  National Accounts United Nations, New York. 1968.

•'I

been considered not important enough to justify a separate 
category o f transactions. Fees and receipts for services 
rendered in cases where the government does not enjoy a 
monopoly or compulsory powers are treated as a deduction 
from government current expenditure on goods and 
services and not as a tax on expenditure. This applies only 
where there is a clear link between the payment and the 
acquisition of goods and services, and the government is 
not using the power to make a charge as an instrument for 
raising revenue. Examples are national health service 
charges paid by consumers, payments for the purchase of 
postcards at the National Gallery. Broadcast receiving 
licences are not treated as a central government tax but 
as income o f the British Broadcasting Corporation except 
for the excess of receipts retained by the Exchequer in the 
years 1946 to 1966.

Taxes on capital

9.29 These are taxes which may be regarded as 
payments from the capital account o f the taxpayer because 
they are assessed on the basis o f capital, not of income. 
They include duties on property transferred at death, or 
by lifetime gifts (estate duty, and its successor in 1975, 
capital transfer tax), and taxes on capital gains. It is 
reasonable to assume that payments of estate duty and 
capital transfer tax, which are o f a once-for-all nature, 
result in a roughly comparable diminution in the capital 
assets o f the personal sector. To a lesser extent, the same 
is true o f payments of capital gains tax, although these may 
be made more regularly. Taxes on development gains in 
the value o f land are also included in taxes on capital (the 
betterment levy introduced in 1967, and its successor from 
1977, the development land tax). In addition, taxes on 
capital include the special tax levied in 1980/81 on bank 
deposits, a once-for-all tax on capital assets; and, in earlier 
years, the special charge levied in 1968/69 and the special 
contribution levied in 1948/49, both of which were assessed 
on the basis o f investment income, and so indirectly taxed 
the wealth giving rise to the income.

National insurance, etc., contributions

9.30 National insurance and other similar contributions 
from employers and employees are treated as a form of 
tax because the national insurance system, being 
compulsory, must be regarded as an instrument o f public 
policy rather than as a trading activity comparable with 
private insurance schemes. The contributions are akin to 
a tax on income, rather than a tax on employers’ 
expenditure on wages and salaries, because they are 
associated with direct benefits to the employee and in part 
are paid from the employee’s income. Contributions to 
national insurance including national health. Redundancy 
Fund and Maternity Pay Fund contributions and, from 
April 1978, minimum state pension scheme premiums are 
all treated in this way. But selective employment tax, 
although collected with national insurance contributions, 
was regarded as a tax on expenditure and not as a tax on 
income, because it was not associated with any benefit to 
the employee and was paid entirely by employers. For the 
same reason, the national insurance surcharge introduced 
in 1977, is treated as a tax on expenditure. From April 1983
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TH E D E FIN IT IO N  O F G R A N T S

9.31 Grants have to be distinguished from subsidies, 
which are also unrequited payments. The distinction is that 
subsidies are unrequited payments to the production 
accounts o f trading concerns, whether in the public sector, 
for example the nationalised industries, or in the private 
sector, for example farmers receiving agricultural support 
payments. Such payments are treated as trading receipts 
of the recipient and have the effect o f reducing his selling 
prices, just as taxes on expenditure increase them. Grants, 
on the other hand, are not direct payments into production 
accounts. Since all unrequited payments o f a current nature 
to trading concerns are regarded as subsidies, central 
government current grants comprise current transfer 
payments to local authorities, the personal sector and the 
overseas sector.

9.32 Unrequited payments to trading concerns may 
also be o f  a capital nature; these are regarded as capital 
grants and not as subsidies or as current grants. Capital 
grants are made to assist the financing o f  capital 
expenditure, generally on fixed assets.

Payments to grant-aided bodies

9.33 Payments to grant-aided bodies may be divided 
into three different categories according to the type of body 
being financed:

(a) Grant-aided bodies which are wholly, or almost 
wholly, financed by the government—although with 
varying degrees of independence in operation and which 
are subject to the same sort o f  financial control as that 
imposed on ordinary government departments. These 
bodies are treated as part o f central government (see 
paragraph 9.3). On the consolidation o f accounts, the 
grants to such bodies therefore disappear and their 
expenditure is recorded as part o f central government 
expenditure. This category includes, for example, the 
Medical Research Council, the British Council and the 
United Kingdom Atomic Energy Authority.
(b) Bodies serving industry, supported by the 
government but not wholly dependent on government 
funds nor subject to detailed financial control. These 
bodies are grouped with trading concerns, in the same 
way as trade associations and other private non-profit- 
making bodies serving industry. They are treated as part 
of the company sector, although they do not trade or 
produce in the ordinary sense. An example is the British 
Standards Institution. Central government payments to 
these bodies are treated as government purchases of 
goods and services by analogy with the treatment of 
expenditure on advisory services to industry (see 
paragraph 9.34). The payments could be regarded as 
subsidies, but it is difficult to determine which branches 
of industry benefit and it seems simpler to restrict 
subsidies to direct payments to productive enterprises. 
The current expenditure o f these bodies which is not 
financed by government grants is regarded as 
intermediate expenditure and the excess o f their receipts 
over their current expenditure is treated as part of 
company trading profits.
(c) Other grant-aided bodies are those which, like the 
second category, are only in part dependent on grants

from the government but whose functions are to provide 
services to persons. The universities are the principal 
example. These private non-profit-making bodies are 
treated as part o f the personal sector. Government 
payments to them on current account are treated as 
current grants to the personal sector, and their current 
expenditure on goods and services is included in 
consumers’ expenditure.

Annex 2 to this chapter gives examples o f  some 
important grant-aided bodies showing to which o f these 
three categories each is classified. A more complete list 
o f bodies classified as part o f  central government is 
given in the booklet ‘Sector Classification for the 
National Accounts’ (Central Statistical Office).

Advisory and other services to industry

9.34 The government provides certain advisory services 
for agriculture, export promotion, and so on—which might 
otherwise be provided by private organisations on a 
commercial basis. The cost o f these services is treated as 
government expenditure on goods and services. It might, 
however, be argued that this cost in effect, represents a 
subsidy to industry and should be treated as such. This 
argument might be extended to many other services to 
industry rendered by the government, such as those 
provided by the Department o f  Employment, or the 
services o f the Department o f Trade and Industry and other 
departments, in regulating industry and trade or in 
producing commercial or statistical information. If the cost 
o f such services were treated as subsidies, there would be 
imputed subsidy payments by government to industry, 
balanced by a corresponding imputed cost o f  production, 
in the production accounts o f industry; industry’s trading 
profits would remain unaffected. The undesirability o f  
extending the amount o f  imputation, together with the 
difficulty o f  determining which government services could 
reasonably be regarded as services to industry and which 
branches o f industry benefit, rules out this method o f  
treatment.

C A P IT A L  W R ITE-O FFS

9.35 Notional payment's in connection with central 
government write-offs o f  loans to public corporations are 
no longer recorded in the transactions accounts o f  the 
national accounts. The write-offs are regarded only as 
balance sheet entries. In earlier Blue Books the amounts 
written-off were represented by central government capital 
transfers to public corporations when the loans were 
formally written-off, balanced by a repayment o f the loans 
by public corporations. A chronological list o f identified 
capital write-offs to public corporations appears as Annex 
2 to Chapter 3. Loans to overseas governments which are 
‘forgiven’ by the United Kingdom government, are treated 
in the central government accounts in the same way as in 
the balance o f  payments accounts. In these cases, the 
practice in recent years has been to regard repayments of 
capital, and interest payments, as being made on schedule. 
Amounts equal to these receipts, which are entered in the 
current account and financial transactions account o f  
central government, are included in the balance o f  
payments accounts in ‘Transfer debits: bilateral non- 
project payments’ and thus enter into the item ‘Current 
grants paid abroad’ in the central government accounts.

1 -



122 Central government

G O VERN M EN T O W N ED  C O M PA N IES

9.36 The sector classification of companies owned and 
controlled by central government is not straightforward. 
These companies are subject to broad financial controls 
but with freedom of day to day management in the same 
way as bodies classified as public corporations. 
Nevertheless the circumstances in which public ownership 
occurs also have a bearing on the sector classification of 
each individual company.

9.37 For instance the government may acquire 
company shares, as in the case of Rolls Royce (1971) Ltd. 
and British Leyland, in order to provide temporary 
assistance to an existing private company with the intention 
of ultimately transferring the shares back to private 
ownership. In these two instances, the companies are 
treated as private sector bodies, paying dividends to central 
government. On the other hand companies, such as British 
Aerospace Ltd, which are created from public 
corporations, with the government initially owning all the 
shares, continue to be regarded as public corporations until 
the government relinquish control and ownership o f at least 
half o f the shares.

9.38 Government purchases and sales o f company 
shares are recorded in the financial transactions account 
as ‘Cash expenditure on company securities (net)’.

3. THE PUBLISHED TABLES

9.39 The tables in the Blue Book which present the 
central government accounts, comprise a summary account 
which brings together all central government current, 
capital and financial transactions, and detailed current, 
capital and financial transactions accounts for the central 
government as a whole. Additional information is given 
in the tables in the Blue Book on general government which 
are described in Chapter 11. Accounts for the central 
government on the same basis as those given in the Blue 
Book are published in the Financial Statement and Budget 
Report presented to Parliament on the day o f the Budget. 
These tables relate to the financial year just ended or about 
to end, and the coming financial year.

9.40 The accounts for all years have been adjusted for 
the introduction of non-trading capital consumption as a 
measure o f  imputed income from the ownership o f non
trading fixed assets. This replaced imputed rent from 
buildings only, the measure o f  imputed income used 
previously. (See paragraphs 9.75 and 9.78.)

9.41 Changes in the composition o f the central 
government sector referred to elsewhere in this chapter, 
affect the accounts from the time the changes occurred. 
Annex 1 gives details o f the transfer o f certain central 
government trading bodies to the public corporations’ 
sector, in consequence o f legislative changes in their 
financial status: the Post Office in 1961, the Royal 
Ordnance Factories in 1974, the Royal Mint in 1975, the 
Property Services Agency (Supplies Division) in 1976, and 
HM Stationery Office in 1980. Annex 1 also describes the 
transfer in 1972 o f certain functions in connection with air 
services from the former Board o f Trade to the Civil 
Aviation Authority (a public corporation) and the transfer 
in 1971, of the commercial activities of the United 
Kingdom Atomic Energy Authority to private companies. 
Changes in the sector classification of the National Savings

Bank and the Trustee Savings Banks are described in 
paragraph 9.116.

9.42 From October 1973, certain functions previously 
the responsibility o f local authorities in Northern Ireland 
were transferred to central government. Details o f the 
transfer are given in Chapter 10. References to income and 
expenditure in Great Britain also apply to the 
corresponding income and expenditure in Northern 
Ireland.

9.43 References to particular departments should be 
taken to cover, where relevant, any other departments 
which had the same responsibilities in earlier years.

C U R R EN T A C C O U N T

9.44 The current account as presented in the 1984 Blue 
Book is shown in Table 9a. It corresponds to the income 
and expenditure account (or appropriation account) 
presented for other domestic sectors and the notes in the 
following paragraphs describe the composition o f the 
separate items in the table.

Receipts

9.45 Taxes on income. The distinctions between taxes 
on income, and taxes on capital and expenditure are 
discussed in paragraphs 9.27 to 9.29. Taxes on income 
consist of receipts from, less repayments to, taxpayers, 
whether or not resident in the United Kingdom, of the taxes 
listed in the table.

9.46 The unified system o f personal taxation 
introduced in April 1973 resulted in the abolition of surtax. 
There is now a single graduated income tax applying to 
incomes at all levels and the figures o f surtax recorded in 
the 1983 Blue Book for the years from 1974, relate to the 
declining amounts o f arrears o f surtax received by Inland 
Revenue in those years.

9.47 From the second quarter of 1979 the Inland 
Revenue replaced tax relief on life assurance premiums by 
a payment to life assurance companies enabling them to 
reduce their premiums by an amount equal to the lost tax 
relief. This amount paid to the companies is deducted from 
receipts o f income tax. For non-taxpayers who benefited 
from the reduced premiums, an estimate of the amount 
of the reduction is included in receipts of income tax, 
balanced by the payments o f current grants to persons.

9.48 Income tax excluded the estimated amount of tax 
on short-term capital gains collected under Schedule D 
from 1962 which was included in taxes on capital. All 
capital gains were assessed under capital gains tax after 
April 1971.

9.49 Income tax deducted under PAYE, deducted from 
company distributions under Schedule 9 of the Income and 
Corporation Tax Act 1970 (ICTA), and deducted from 
company payments other than distributions under Schedule 
20 of the Finance Act 1972, is recorded in a way that is 
consistent with the method o f recording in the personal 
sector (ie at the time that the tax deductions from personal 
income are actually made). Income tax deducted by 
building societies under section 343 o f the ICTA, and on 
local authorities’ interest under section 53 o f the ICTA, 
is recorded on a similar accruals basis. The difference 
between these accruals series and the actual cash received
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Central government current account
Table 9a

RECEIPTS
Taxes on income:

Income tax 
Surtax 
Profits tax
Petroleum revenue tax 
Supplementary petroleum duty 
Corporation tax 
less Overspill relief

Total

Taxes on expenditure:
Customs and excise revenue: 

Beer
Wines, cider, perry and spirits 
Tobacco
Hydrocarbon oils’ 
Customs/protective duties 
EC agricultural levies 
Purchase taxi 
Value added tax 
Car tax
Betting and gaming 
Other

Total
Motor vehicle duties 
less Export rebates and shipbuilders 

relief
less Bus fuel rebates
National insurance surcharge 
Selective employment tax
Gas levy 
Stamp duties
Independent Broadcasting Authority 

levy
Northern Ireland rates 
Fines and penalties 
Passport fees 
Miscellaneous

Total taxes on expenditure

National insurance, etc. contributions:
National insurance 
National health 
Redundancy Fund, etc.

Total

Gross trading surplus'

Rem, dividends and interest, etc: 
.2Rent'

Royalties and licence fees on oil 
and gas production 

Dividends and interest, etc.:
From local authorities 
From public corporations 
Other

Total

Imputed charge for consumption 
of non-trading capital

Total
I
^Before deducting export rebates. 
Before providing for depreciation

Central government

£ million Table 9a (continued)

1980

1 798

30 806

I 006
1 513
2 696
3 425 

869 
252

22 158 
1 327

27 914

12 690 
1 042 

212

13 944

-146

64

1 156

1 606 
1 912 
1 291

6 029

670

79 217

£ million

1980

EXPENDITURE
Final consumption:

Current expenditure on goods and 
services:

Military defence 11 302
Civil defence 23
External relations 443
Roads and public lighting 228
Transport and communication 103
Employment services 562
Other industry and trade 395
Research 438
Agriculture, forestry, fishing, food 359
Police and prisons 636
Parliament and law courts 425
National health service 10 952
Milk and welfare foods 31
Social security benefits 1 031
Finance and tax collection I 258
Records, registrations and surveys 51
Other 944

Total 29 181
Non-trading capital consumption 670

Total 29 851

Subsidies:
Housing 2 046
Agriculture, forestry, fishing, food 678
Employment services 269
Nationalised transport undertakings 700
Other transport undertakings 42
Compensation for price restraint 34
Employment premiums 4
Assistance to coal industry 232
Other 294

Total 4 299

Current grants to personal sector: 
Social security benefits:

National insurance
War pensions and allowances’

14 405
386

Family allowances and child benefits 2 944
Supplementary benefits 2 684
Lump sum payments to pensioners 6
Other non-contributory benefits 612

Total 21 037
Grants to universities, colleges, etc. 1 076
Other 2 258

Total 24 371

Current grants to local authorities^ 13 201
Current grants paid abroad (net): 

Contributions to the European
Community (net) 825

National insurance benefits and war
pensions paid to non-residents 137

Other 861

Total 1 823

Debt interest 8 735

Total current expenditure 82 280
Balance: current surplus before providing

for depreciation -3 063

Total
____________________

79 217

Excluding payments to non-residents which are'shown separately in this 
^able.
^For details see table 8.2, Blue Book 1984.
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by the Inland Revenue is shown as an accruals adjustment 
in the financial transactions table.

9.50 The figures of profits tax shown in the 1983 Blue 
Book relate to the collection o f arrears, in respect of 
periods before 1965/66 when corporation tax was 
introduced for companies. Receipts o f profits tax by Inland 
Revenue ceased in 1976. Income tax deducted from post
war refunds o f excess profits tax is excluded in earlier years. 
Receipts of excess profits tax and excess profits levy are 
also shown separately in earlier Blue Books; they were 
negligible after 1965. Post-war refunds o f excess profits 
tax were not deducted; they were regarded as capital 
transfers.

9.51 Petroleum revenue tax is charged under the Oil 
Taxation Act 1975, on profits earned from winning oil, 
under licence, in the United Kingdom and its continental 
shelf and territorial waters. It is charged in addition to 
corporation tax and is allowable as a deduction in 
determining profit liable to that tax. Supplementary 
petroleum duty was introduced in the Finance Act 1981 
and extended in the 1982 Act for the chargeable period 
ending 31 December 1982. It is charged on the gross 
revenues less allowances o f North Sea oil companies and 
is deductable in the assessment o f liability for petroleum 
revenue tax and corporation tax.

9.52 With the introduction o f the imputation system 
of corporation tax from 6 April 1973, central government 
receipts of taxes on income include imputed tax payments 
set against tax credits on dividends, less total tax credits 
whether actually paid by the Inland Revenue or set against 
tax liability.

9.53 Payments o f overspill relief, made in certain cases 
where the overseas tax rate exceeds the corporation tax 
rate, under Section 84 of the Finance Act, 1965, are shown 
separately as a deduction from taxes on income.

9.54 With the exception of income tax (see paragraph 
9.49), the figures o f taxes on income relate to actual 
receipts, not to the amount o f tax ultimately payable on 
the income earned in the year, nor to the tax legally payable 
during the year. As already explained in paragraph 9.9, 
the figures shown are the amounts due to be collected by 
the Inland Revenue and not the amounts received by the 
Consolidated Fund from the Inland Revenue. The 
allocation o f the total amount received between different 
types of income and different types of taxpayer is described 
in Chapter 11.

9.55 Taxes on expenditure consist of net receipts from 
those taxes which are treated as part o f the costs of 
production o f particular commodities, or which fall on 
specific kinds o f expenditure. They are divided into the 
categories described below.

9.56 Customs and Excise duties. These figures are 
derived from Customs and Excise returns. The table shows 
separately receipts from duties on beer, wines and spirits, 
tobacco, hydrocarbon oils, customs/protective duties, EC 
agricultural levies, value-added tax and car tax (replacing 
purchase tax which ceased to be payable in April 1973), 
betting and gaming taxes and miscellaneous Customs and 
Excise duties. The classification is that used in the annual 
reports of the Commissioners of HM Customs and Excise. 
Customs/protective duties and EC agricultural levies were

combined in one category until the 1978 edition of the Blue 
Book. Since 1 January 1978 customs duties have been 
charged under Section 5 o f the European Communities Act 
1972. They replaced protective duties charged under the 
Import Duties Act 1958, as amended by the European 
Communities Act 1972. Customs duties and agricultural 
levies are collected by the government but are accountable 
to the European Community as part o f ‘own resources’, 
actual payments to the Community being included in the 
item ‘Current grants paid abroad’. Receipts of value-added 
tax and car tax (previously purchase tax) represent 
estimates of the amount of tax charged by registered traders 
in the period. For purchase tax this was taken as the 
amount received one quarter later. For value-added tax and 
car tax, the estimates are derived by reallocating tax receipts 
and repayments, to the taxable periods in which they arise. 
The facility to defer payment by one month of excise duties 
on beer, wine, cider and perry was extended in 1983 to 
imports from European Community countries and to third 
country imports. Accordingly customs and excise receipts 
do not reflect payment of duty and an accruals adjustment 
has been added. The excess or deficiency of actual receipts 
of these taxes by Customs and Excise over estimated 
accruals is shown in the financial transactions account as 
an accruals adjustment. Receipts o f duty on hydrocarbon 
oils (and purchase tax) are shown before deducting export 
rebates and shipbuilders’ relief. Customs and Excise duties 
levied in earlier years but now discontinued, included 
entertainments tax up to 1960, television transmitting 
licence duty from 1957 to 1963, television advertisement 
tax from 1961 to 1964, and the temporary charge on 
imports from 1964 to 1966.

9.57 Motor vehicle duties include motor vechicle excise 
duty and driving licence fees and are derived from 
Department o f the Environment returns. From 1974 the 
registration and licensing o f new vehicles has been 
administered centrally by the Department o f the 
Environment through the Driver and Vehicle Licensing 
Directorate. Until 1974 these duties were collected by local 
authorities as agents of the Department of the Environment 
and remitted through that Department to the Consolidated 
Fund. The figures are shown before deducting export 
rebates and ship-builders’ relief.

9.58 Export rebates and shipbuilders ’ relief are rebates 
of the payments of the duty on hydrocarbon oils, purchase 
tax and motor vehicle licence duties entering into the cost 
of goods exported from 26 October 1964, and relief to 
shipbuilders in respect o f these duties under Section 2 of 
the Finance Act 1966. Rebates ceased to be payable on 
goods exported after 31 March 1968, unless the goods were 
exported under certain contracts made before the 
announcement o f devaluation at that time. The amounts 
are small in recent years. Shipbuilders’ relief continued, 
however, and is payable on delivery of the ship.

9.59 Bus fuel rebates were introduced in 1965 and 
consist o f grants to road passenger transport operators in 
relief of additional costs arising from increased tax on fuel. 
They are now regarded as reducing receipts o f taxes on 
expenditure not as subsidies to the transport operators as 
was the case for Blue Books up to the 1975 edition.

9.60 National insurance surcharge. This tax, levied 
from April 1977 under the National Insurance Surcharge 
Act 1976, is paid by employers and accrued in the same
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way as those contributions. An accruals adjustment in the 
financial account records the difference between the 
amounts accruing and central government receipts.

9.61 Selective employment tax was payable from 5 
September 1966 until 1 April 1973, when it was replaced 
by value-added tax. Premium payments did not begin until 
1967. The net yield from the tax recorded in the Blue Book 
table was arrived at by deducting the estimated government 
liability for refunds from payments in the period. The 
difference between the liability for refunds and actual 
refunds is shown in the financial transactions account as 
an accruals adjustment.

9.62 Gas levy. This is the payment due from the British 
Gas Corporation under the Gas Levy Act 1981, which 
levies a charge on natural gas purchased by the 
corporation. This charge increases the cost o f  inputs and 
therefore the final selling price o f  the gas. Payment o f  the 
levy is made in arrears and this is allowed for by an accruals 
adjustment in the financial transactions account.

9.63 Stamp duties. The figures are derived from Inland 
Revenue returns. The main items are duties on conveyance 
of land and houses, and on transfers o f  stocks and shares. 
Stamp duty payable on cheques was included until it was 
discontinued in February 1971. A full analysis is given in 
the annual reports o f the Commissioners o f Inland 
Revenue until 1975/76 when the figures were transferred 
to Inland Revenue Statistics.

9.64 Independent Broadcasting Authority levy. As well 
as payments to the Independent Broadcasting Authority 
to cover its costs, television and local radio contractors 
make additional payments which the IBA passes on to the 
Consolidated Fund. The Consolidated Fund receipts are 
classified as a tax on expenditure.

9.65 Northern Ireland rates. F o llow in g  the 
reorganisation o f public sector administration in Northern 
Ireland described in Chapter 10, central government 
became responsible for the collection o f  rates in Northern 
Ireland from October 1973. The figures shown in the Blue 
Book table represent amounts collected less payments to 
the Northern Ireland district councils. Income from rates 
is recorded on an accruals basis; it is the estimated amount 
of rates due in respect o f the period with the differences 
between cash receipts and accruals in the financial year 
included in the financial account as an accruals adjustment.

9.66 The remaining categories o f taxes on expenditure 
consist o f Fines and penalties, that is receipts from fines 
and penalties included among appropriations-in-aid; 
Passport fees; and Miscellaneous items which in 1981 
consisted of:

(a) The levies paid by the coal and steel industries to 
the European Coal and Steel Community, which are 
treated as passing through the central government 
account.
(b) Certain items included among Miscellaneous 
Revenue o f the Consolidated Fund.
(c) Licence duties retained by local authorities— 
mainly dog and gun licences. The figures are derived 
from local authority accounts. They are regarded as 
central government taxes because the rates are 
determined by the central government; the amounts are 
included in current grants to local authorities (see 
paragraph 9.92).

(d) Tithe annuities payable by landowners to the Tithe 
Redemption Commission after landowners’ liabilities 
for tithe rent charges had been extinguished by the Tithe 
Act, 1936. Lump sum payments by landowners in 
commutation o f annuities are included.

9.67 Categories o f taxes on expenditure no longer 
levied but shown in earlier Blue Books are as follows:

(a) Transport levy. This was imposed on certain road 
goods vehicles under the Transport Act, 1953, and was 
collected in the years 1954 to 1956. The proceeds were 
used to finance the payment o f compensation to the 
British Transport Commission for the capital loss 
sustained by the Commission on the sale o f  part o f its 
road haulage undertaking. These payments to the 
Commission were treated as capital grants.
(b) Broadcast licence revenue retained by the 
Exchequer. The amounts shown under this heading 
represented the excess o f  receipts from broadcast 
receiving licences over the amounts actually paid to the 
B.B.C. for its home services and the cost o f  collection 
paid to the Post Office. From 1961 nothing has been 
retained by the Exchequer.
(c) Land development charges. These were levied from 
1948 to 1960 under the Town and Country Planning 
Acts, 1947.
(d) Post Office contribution to the Exchequer. The 
figures were derived from the Finance Accounts. They 
represented prior to April 1956, the Post Office surplus; 
from April 1956 to March 1961, a contribution to the 
Exchequer o f £5 million a year; and from April 1961 
to 1969 the contribution in lieu o f  taxes made from the 
Post Office Fund.

9.68 National insurance, etc. contributions. This item 
covers contributions to the national insurance scheme (both 
flat rate and graduated contributions, and earnings related 
contributions) including the industrial injuries scheme, the 
national health service, the Redundancy Fund and from  
April 1978, premiums associated with the minimum state 
pension scheme. These contributions are treated as a form 
o f tax on income and are collected by the Board o f Inland 
Revenue on behalf o f the Department o f Health and Social 
Security and the Department o f Employment. Following 
the introduction o f the new system o f earnings-related 
contributions in April 1975, the national insurance, etc. 
contributions shown in the central goverment accounts are 
the estimated amounts deducted by employers. An 
adjustment between these deductions and central 
government receipts is shown as an accruals adjustment 
in the financial transactions accounts. For periods before 
April 1975 the contributions are shown in the current 
account on a receipts basis; under the former system o f  
national insurance, the difference between deductions by 
employers and central government receipts was small. Prior 
to September 1957, no direct contributions were made in 
respect o f the national health service, although it was partly 
financed from the National Insurance Funds. Redundancy 
Fund contributions became payable by employers from 5 
December 1965 under the Redundancy Payments Act and 
the receipts shown in the table include those o f the 
Maternity Pay Fund. Payments o f selective employment 
tax (September 1966 until April 1973) and, from 1978, of 
national insurance surcharge are regarded as taxes on 
expenditure and not included in this item, although 
collected by the same process as national insurance
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contributions. From April 1983 contributions by employers 
under the Statutory Sick Pay Scheme are included. For 
details o f the National Insurance Fund see paragraph 
9.165.

9.69 Gross trading surplus. The definition of this item 
is discussed in paragraph 9.19 and Annex 1. It is a direct 
contribution by central government to the gross national 
product. The gross trading surplus excludes the income 
arising from the ownership and letting o f land, buildings 
and other fixed assets which is included under ‘Rent’. 
Income from the ownership o f property used for 
government trading activities is included. The composition 
of the gross trading surplus in 1983 was as follows:

£ million
Trading surpluses (or losses) before 

deducting depreciation and interest: 
but after deducting stock appreciation 
Forestry Commission 

Export Credits Guarantee Department 
National Savings Bank 
Other trading bodies 
Total

9.70 The trading income o f the Forestry Commission 
is taken to be the increase in the value o f the stocks of 
growing timber calculated as the net cost of forestry 
operations including depreciation. From the 1983 Blue 
Book, estimates o f stock appreciation on growing stocks 
of timber were no longer considered to be in accordance 
with the international recommendations and were 
consequently omitted from the accounts.

9.71 In corformity with the definition o f the gross 
trading profits o f banks used elsewhere in the national 
accounts, the gross trading surplus of the National Savings 
Bank is a loss equal to its expenses o f operation. This loss 
is offset by its net investment income, included in receipts 
o f dividends and interest.

9.72 Until their establishment as a trading fund in April 
1974 and consequent reclassification from central 
government to public corporations, the Royal Ordnance 
Factories were considered to transfer their products to 
service departments at prices exactly equal to their costs 
including allowances for depreciation and interest which 
together comprised the gross trading surplus for the 
Factories.

9.73 United Kingdom coin is regarded as being sold at 
cost by the Royal Mint to the government, with the 
purchase reflected in central government current 
expenditure on goods and services. The treatment was 
unchanged after the transfer of the Royal Mint to the 
public corporations sector in April 1975.

9.74 Up to April 1961 the Post Office was regarded as 
a government trading body (see Annex 1) and for the years 
up to 1961 separate figures of its gross trading surplus were 
given in the current account o f the central government. 
Until March 1956 this represented only depreciation (at 
historical cost) and interest on the capital employed in the 
Post Office. From April 1956 to March 1961 the item 
represented the Post Office trading surplus, before 
deducting depreciation and interest, but after deducting 
the fixed contribution o f £5 million a year to the 
Exchequer. The Post Office Savings Bank continued to be

treated as part of central government after April 1961, 
because its funds were administered by the National Debt 
Commissioners. It became the National Savings Bank in 
October 1969 on the establishment of the Department of 
National Savings as a government department (see 
paragraph 9.116).

Rent, dividends and interest, etc.

9.75 Rent. Like its trading surplus, the rent income of 
the central government is a direct contribution to the gross 
national product. Rent income is measured after deducting 
the cost o f repairs, etc. but before deducting depreciation 
and interest, in accordance with the principles applied for 
other sectors of the economy. For convenience, the rent 
income of the central government includes income arising 
from the owning and leasing of fixed assets other than land 
and buildings; for private trading enterprises such income 
is included with trading profits. The ‘imputed value of rent’ 
from central government owner-occupied non-trading 
property, included in ‘Rent’ until the 1976 edition o f the 
Blue Book, is now covered by the item ‘Imputed charge 
for consumption o f non-trading capital’ (see paragraph 
9.78). The composition o f rent in 1980 was as follows:

£ million
Rent from letting o f property:

Ministry o f Defence
Aerospace (Department o f Trade and Industry) 
Roads (Department o f Transport)
British Library
English Industrial Estates Corporation 
Northern Ireland 
Land Settlement Association Ltd 
Crown Estate 

Total

13
2
8
1
3
6

12
19
64

Rent from the letting o f property represents gross rents 
received less expenses (in so far as they can be identified) 
other than depreciation and interest charges. In the case 
o f factories operated by the English Industrial Estates 
Corporation (formerly Board of Trade factories), rent is 
taken as equal to depreciation and interest charges.

9.76 Royalties and licence fees. Royalties and licence 
fees on oil and gas production are classified in the national 
accounts as a form o f property income received by the 
landowner—in this case, the central government— for the 
right to explore for, and develop oil and gas deposits. The 
income is paid to central government by oil companies, 
the British National Oil Corporation and the British Gas 
Corporation. The royalties are payable at the rate of 12.5 
per cent on the value o f oil and gas produced (less certain 
costs) and this rate is embodied in the licence contract. The 
difference between these accruals and actual receipts by 
central government is shown as an accruals adjustment in 
the financial transactions account.

9.77 Dividends and interest, etc. Receipts of dividends 
and interest, etc. are shown in three separate categories as 
follows:

(a) From local authorities, comprising receipts of 
interest on central government loans to local authorities, 
mainly advances by the Public Works Loan Board; 
premiums receivable under the Exchange Cover Scheme 
(see paragraph 9.138); and the income of the funds 
managed by the National Debt Commissioners, and the

!

ifthf

S S 5
ilieu ■
(W f'O®
idennfi^ fro® 

nubliC
paid o» P f'f  about 

totalof a to®  “  A lt’
Aou^'t^e Royal C

i  uu<*«

TnSlbyCuWe 

rfX  central gove^«
Lipl5 ffO®

Ageno' paid into the
surplus rev enue o f the 
paid under the Tram p 
Exchequer by the Ind 
under the Television^ 
(c) Other receipts o f  d 
include interest paid by 
central government; dii 
shareholdings in privat 
mainly on shareholding 
the investment income ( 
revived from the priv 
income in sterling due 
lending under the fixed 
and shipbuilding which 
The difference betwee 
receipts is recorded as ] 
in the financial transai

-A*



Central government 127

m
'fnt of

£ miilioQ

, receipt

■i€3
C

Issue Department o f  the Bank o f England in respect o f  
their investment in local authorities’ debt.
(b) From public corporations, which includes all 
identified receipts from public corporations comprising 
interest on loans from central government: dividends 
paid on public dividend capital, consisting in 1980/81 
of a total o f about £30 million, paid by British 
Aerospace. British Airways Board, Post Office, Royal 
Mint and the Royal Ordnance Factories; premiums 
receivable under the Exchange Cover Scheme (see 
paragraph 9.138); the payments by the Bank o f England 
to the Exchequer under the Bank o f England Act, 1946; 
dividends paid by Cable and Wireless Ltd. until October 
1981 when the company was reclassified from public 
corporations to the private sector on the partial disposal 
of the central goverment shareholding. In earlier years 
receipts from public corporations also included net 
revenue o f the Iron and Steel Holding and Realisation 
Agency paid into the Exchequer from 1955 to 1967; 
surplus revenue o f the Transport Holding Company, 
paid under the Transport Act, 1962; payments to the 
Exchequer by the Independent Television Authority 
under the Television Acts, 1954 and 1964.
(c) Other receipts of dividends and interest etc., which 
include interest paid by the private sector on loans from 
central government; dividends received on government 
shareholdings in private sector companies, in 1980/81 
mainly on shareholdings in British Petroleum Co. Ltd; 
the investment income o f certain extra-budgetary funds 
received from the private and overseas sectors; and 
income in sterling due from the monetary sector on 
lending under the fixed rate credit scheme for exports 
and shipbuilding which is recorded on an accruals basis. 
The difference between income accruing and actual 
receipts is recorded as part o f the accruals adjustment 
in the financial transactions account.

9.78 Imputed charge fo r  consumption o f  non-trading
capital. The figures for this item are derived from the 
estimates o f capital consumption. They represent the 
estimated value o f central government non-trading capital 
consumption which is taken as a measure o f the imputed 
income o f central government from the ownership o f non 
trading fixed capital assets, mainly buildings. The imputed 
charge has a wider coverage than the estimate o f imputed 
value o f rent from government owner-occupied property 
formerly included in the item ‘Rent’. It is recorded as 
income, matched by an equal amount included in final 
consumption, in order to arrive at an appropriate measure 
of the total demand on the nation’s resources involved in 
providing central government services. Until the 1976 
edition of the Blue Book, the imputed charge then included 
in rent, related to the value o f buildings only, and was 
matched by an equivalent payment in current expenditure 
on goods and services.

9.79 Current grants from overseas governments relate 
to grants in aid of current expenditure. No receipts have 
been recorded under this heading since 1958 and it no 
longer appears in the Blue Book. Receipts from the 
European Communities are entered as a negative 
component o f  current grants paid abroad (see paragraph 
9.93). The current grants from overseas governments 
recorded for earlier years related mainly to defence aid 
from the United States and Canada, and assistance from 
the United States under the Economic Co-operation Act

o f 1948. The amounts received were recorded after 
deducting the United States share o f the sterling 
counterpart o f  the grants. Defence aid is treated as a 
current grant since defence expenditure is regarded almost 
entirely as current expenditure. (Grants in kind, for 
example, free transfers o f  military equipment, were 
excluded from the accounts.) The figures used in the central 
government current account were the same as those 
included in the balance o f  payments accounts as part o f  
government receipts o f  transfers on current account. Other 
receipts which were treated in the balance o f  payments 
statistics as government receipts o f  transfers on current 
account, were included in the national income accounts as 
receipts on capital account as part o f  the items in ‘Net 
receipts from settlements, etc.’ (see paragraph 9.104).

Expenditure

9.80 Final consumption. This aggregate, introduced in 
the 1977 edition o f the Blue Book, comprises current 
expenditure on goods and services plus non-trading capital 
consumption (see paragraph 9.87). Non-trading capital 
consumption replaced the measure o f imputed rent o f  non
trading fixed assets which was included in current 
expenditure on goods and services until the 1976 edition 
o f the Blue Book.

9.81 Current expenditure on goods and services relates 
to the non-trading activities o f  the government and 
excludes the operating expenditure o f government trading 
bodies. It comprises:

(a) Payments for the services o f employees, including 
em ployers’ contributions to national insurance, 
superannuation, etc. The definition is consistent with 
that o f income from employment. Superannuation 
contributions include not only employers’ contributions 
to contributory pension schemes, for example for 
national health service employees, but also payments 
of pensions under the non-contributory schemes for civil 
servants. For the widows’ and dependents’ contributory 
pension schemes the employers’ contributions are taken 
to be the pensions paid less contributions o f  employees. 
Also included from the 1983 Blue Book are notional 
contributions under the Pension Increase Act in respect 
of teachers. National Health Service workers and 
Atomic Energy Authority employees. These are 
matched by equal amounts recorded in ‘receipts from 
certain pension funds (net)’.
(b) From April 1977 national insurance surcharge paid 
by central government. (From September 1966 until 
April 1973 selective employment tax in respect o f  
government civilian employees was similarly included.)
(c) Purchases o f goods and services from government 
trading bodies, from other sectors o f the economy and 
from abroad, other than purchases o f fixed assets and 
o f stocks. This item includes net expenditure on milk 
and welfare foods and expenditure on legal aid. Both 
these items were treated as current grants to the personal 
sector until the 1973 edition o f the Blue Book. Certain 
expenditure by the Arts Council to assist private 
theatres, clubs and societies is excluded from this item 
and classified with grants to the personal sector.
(d) less Receipts from sales o f goods and services by 
non-trading branches o f the government (other than 
sales o f fixed assets and stocks), driving test fees and 
county court fees (classified as taxes on expenditure until
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the 1971 edition of the Blue Book) and reimbursements 
of expenditure incurred by the government on behalf 
of other sectors, for example, receipts of charges for 
pay and amenity beds in hospitals, prescription charges 
and other charges for treatment under the National 
Health Service. The distinction between receipts treated 
as sales for services rendered and as taxes on expenditure 
is discussed in paragraph 9.28. Refunds by the European 
Communities to cover costs of collection of ‘own 
resources’ duties are deducted from current expenditure 
on goods and services (see paragraph 9.93). 
Contributions made by the German Federal Republic 
towards the cost of United Kingdom forces from 
1955/56 to 1960/61 were also treated as a deduction 
from expenditure. The cost of overseas economic or 
military aid in kind is included in ‘Current grants paid 
abroad’. The original expenditure is off-set by a receipt 
here. Where the transfer of buildings and other fixed 
assets to overseas governments on independence does 
not form part of economic or military aid, and is 
therefore not included in ‘Current grants paid abroad’, 
no deduction has been made from this item. Apart from 
the exclusion of purchases and sales of stocks, no 
adjustment is made to current expenditure on goods and 
services for changes in the holdings of stores by non
trading branches of the government.

9.82 Current expenditure on goods and services is 
distinguished from capital expenditure in that the former 
does not create a physical asset which will provide services 
in the future. Some current expenditure may be of long
term benefit to the nation not only from the standpoint 
of social welfare as with expenditure on health services, 
but also from the economic standpoint of higher 
productivity, as with expenditure on technical education. 
Nevertheless so long as the expenditure does not create a 
physical asset, such as a hospital or a school, it is regarded 
as current expenditure. Expenditure is generally regarded 
as capital if similar expenditure by the private sector is so 
regarded. But expenditure on military equipment, however 
durable, is regarded as current expenditure.

9.83 In the Blue Book current account expenditure on 
goods and services is analysed by functional groups. Details 
of the functional classification are given in Chapter 11 
where the more detailed classification applied to general 
government expenditure is described.

9.84 In the government accounts current expenditure 
on goods and services is mainly recorded on a cash basis, 
but for certain items cash payments may misrepresent the 
expenditure actually being incurred, since the payments are 
subject to random fluctuations of timing and are likely to 
be inconsistent with the transactions recorded by other 
sectors.

9.85 The main difficulty arises in the field of defence 
expenditure where there are substantial and variable time 
lags between the submission and payment of bills for many 
goods and services, and their actual provision. The method 
of dealing with the problem is, for these items, to use the 
cash figures for complete financial years only, making use 
of forecasts for the current year, and generally to assume 
a smooth trend of expenditure during the financial year.

9.86 Since estimates of expenditure for the latest 
financial year are subject to revision at various times during
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the course o f the year, it follows that the latest quarterly 
estimates are also subject to periodic revision until the 
actual expenditure for the financial year, upon which they 
are ultimately based, is known. This method of measuring 
current expenditure on goods and services, being based on 
the financial year as a whole, necessarily assumes an 
arbitrary pattern of expenditure during the year which may 
not in fact, reflect what is actually taking place each quarter 
and thus may be inconsistent with the accounts for other 
sectors. Nevertheless, the estimates compiled in this way 
are thought to be more useful than those based simply on 
cash payments. Quarterly cash figures continue to be used 
for expenditure on wages and salaries, including Forces’ 
pay, where separately identified. A smooth trend of 
expenditure is also assumed for the payments of rates on 
government property which occur periodically. Differences 
between the quarterly trends assumed for these items and 
the corresponding identified payments are included in the 
financial transactions account as an accruals adjustment. 
The accruals adjustments have not netted out in recent 
years. In 1978/79 and 1979/80 this reflects distortion 
caused by an industrial dispute and in 1980/81 reflects a 
change in arrangements for paying bills.

9.87 Non-trading capital consumption. This item is 
equivalent to that described under the heading ‘Imputed 
charge for consumption of non-trading capital’. + t is 
added to current expenditure on goods and services in order 
to arrive at the measure of final consumption, representing 
the total cost of providing central government services. 
Until the 1976 edition of the Blue Book imputed rent was 
used to obtain the measure and the amount included in 
current expenditure on goods and services.

9.88 Subsidies are payments to a producer or trader 
having the effect of reducing selling prices below the factor 
costs of production, and include the financing of deficits 
on public trading services deliberately run at a loss. The 
nature of subsidy payments, and the distinction between 
subsidies and grants, is described in paragraph 9.31. In 
1980 the main subsidies shown separately in the Blue Book 
table were:

(a) Payments to local authorities and public 
corporations in support of their housing services.
(b) Payments in support of agriculture including 
general intervention payments and specific subsidies 
under the Common Agricultural Policy of the European 
Community. Contributions towards these costs received 
from the European Community are included as negative 
entries under ‘Current grants paid abroad’ (see 
paragraph 9.93).
(c) Financial assistance designed to improve 
employment opportunities.
(d) The deficit payments to the nationalised transport 
undertakings which were classified as loans until 1959, 
payments towards the costs of unremunerative services 
and contributions to the undertakings’ interest on 
pension funding debt.
(e) Financial assistance to other transport 
undertakings.
(0  Payments to British Rail, the Post Office and gas 
and electricity undertakings in compensation for price 
restraint in the years 1970/71 to 1975/76.
(g) Employment premiums in excess of the original 
selective employment tax payments, and payments of
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the regional employment premium, both beginning in 
1967 and being phased out by 1981.
(h) Assistance to the coal industry in connection with 
the social costs o f pit closures, and operating and 
deficiency grants under the Coal Industry Acts.
(i) Other subsidies including payments to grant-aided 
bodies treated as public corporations, in respect of their 
current expenditure; payments to the North of Scotland 
Hydro-Electric Board, between 1977 and 1981, in 
respect of losses incurred in the operations o f the 
Hunterston ‘B’ nuclear power station.

Each class of central government subsidy is described in 
Chapter 11.

9.89 For consistency with the accounts of other sectors, 
expenditure on certain subsidies is recorded when the 
liability for subsidy accrues (see paragraph 9.16). This 
treatment is adopted for subsidies to the nationalised 
industries for which figures are taken from their accounts. 
Housing subsidies are also treated in this way; they are 
assumed to accrue evenly throughout the year. The 
difference between the value o f subsidies accruing and 
payments, appears as an accruals adjustment in the 
financial transactions account.

9.90 Current grants to personal sector are unrequited 
payments to persons and to non-profit-making bodies 
serving persons, included in the income o f the personal 
sector. The item consists largely of social security benefits. 
The only other item distinguished separately in the 1982 
Blue Book is grants to universities, colleges, etc. ‘Other’ 
grants include:

(a) Grants to private non-profit-making bodies, other 
than universities and colleges.
(b) Payments of post-war credits.
(c) From 1966, rebates to employers from the 
Redundancy Fund which are regarded as being paid 
direct to persons.
(d) From 1968, supplementary payments under the 
Coal Industry Acts to elderly redundant mineworkers 
and in 1975, a payment of £100 million in respect of 
pneumoconiosis payments to miners (treated as a direct 
grant to persons, not as a subsidy to the National Coal 
Board).
(e) From 1972, central government payments o f rent 
rebates and allowances to tenants.
(0  From November 1973, compensation for damage 
caused by civil disturbances in Northern Ireland, paid 
by local authorities in earlier years.
(g) From April 1979, the estimated benefit to non-tax 
payers resulting from the change in the arrangements 
for tax relief on life assurance premiums (see paragraph 
9.47).

The figures of rent rebates record the central government 
payments made to persons from local authorities’ housing 
revenue accounts, and any difference between the figures 
recorded on this basis and actual payments by central 
government to housing revenue accounts is shown as an 
accruals adjustment in the financial transactions account. 
From April 1983 under Unified Housing Benefit Scheme 
payments in respect of rent rebates are no longer being paid 
by DHSS but are administered by Local Authorities and 
are included in current grants to local authorities.

9.91 Current grants to non-residents, ie national

insurance benefits and war pensions paid to recipients no 
longer residing in the United Kingdom, are excluded and 
treated as current grants paid abroad. The net cost to the 
government of milk and welfare food schemes, was treated 
as a current grant to the personal sector until the 1973 
edition of the Blue Book, when this cost was reclassified 
as current expenditure on goods and services. A description 
of current grants to the personal sector will be found, 
service by service, in Chapter 11.

9.92 Current grants to local authorities comprises rate 
support grants (or non-specific grants) to local authorities 
and grants for specific purposes. Up to March 1959 non
specific grants consisted mainly o f equalisation grants. 
From April 1959 many specific grants were replaced by 
the general grant, and rate-deficiency grants were also 
introduced. These non-specific grants were superseded in 
1967 by the system of rate support grants. They include 
receipts from local taxation licence duties (mainly dog and 
gun licences) which are collected and retained by local 
authorities but treated as central government taxes (see 
paragraph 9.66). Central government refunds o f value- 
added tax paid by local authorities on current expenditure 
on goods and services, are also included. The current 
account o f local authorities given in the Blue Book (Table 
8.2 o f the Blue Book) provides an analysis o f total current 
grants to local authorities between those not allocated to 
specific services and those allocated to various specific 
services. Details of the items included are given in Chapter 
10. The figures shown are derived from the Appropriation 
Accounts and are on a different basis from those derived 
from the accounts of local authorities (see also paragraph 
9.90 for treatment o f Unified Housing Benefit).

9.93 Current grants paid abroad (net). These figures 
appear in the balance o f payments accounts under the 
heading government transfers. In the Blue Book they are 
divided into the three categories as follows described below.

9.94 Contributions to the European Community (net) 
This item comprises United Kingdom contributions to, less 
receipts from, the European Economic Community and 
the European Coal and Steel Community. It includes the 
levies paid by the coal and steel industries. It excludes 
refunds to the United Kingdom to cover costs o f collection, 
which are recorded as deductions from ‘Current 
expenditure on goods and services’.

9.95 National insurance benefits and war pensions paid
to non-residents. These payments consist o f  benefits to 
overseas residents by United Kingdom government 
departments. Not included here but included in the balance 
of payments accounts under ‘Pensions and benefits’ are 
payments to former United Kingdom employees of 
overseas governments whose salaries were supplemented 
by the United Kingdom government under the overseas aid 
programme.

9.96 'Other' includes bilateral aid grants, subscriptions 
and contributions to international organisations other than 
the European Community, military grants and the residual 
pensions and benefits excluded from the previous item. 
Off-sets to the transactions in connection with the 
cancellation of overseas loans are also included (see 
paragraph 9.157).
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9.97 Debt interest. The main element of this item 
consists of payments of interest on the national debt  ̂
including interest paid overseas on inter-government 
government loans and overseas holdings of UK government 
stocks and other overseas liabilities. Interest on securities 
held within the central government as defined in the 
national accounts is excluded, for example, government 
securities held by the National Insurance Fund, the 
National Savings Bank and the Fund for the Banks for 
Savings. Interest on securities held by the Issue Department 
of the Bank of England is also excluded (see paragraph 
9.5). These payments within the central government are 
excluded from revenue as well as from expenditure.

9.98 Debt interest includes the full amount of interest 
and index-linked increase accruing on national savings 
certificates whether paid or unpaid; this is obtained by 
adding to interest paid, an amount representing the 
estimated increase in the government liability for accrued 
interest. Interest and the index-linked increase on Save-As- 
You-Earn contracts entered into by central government, 
are treated similarly. Also included in debt interest is 
interest paid to depositors with the ordinary account of 
the National Savings Bank, its investment account (from 
January 1981) and (until October 1979) to the trustees in 
respect of deposits with the ordinary department of the 
Trustee Savings Banks (see paragraph 9.116). Prize money 
on premium savings bonds is treated as debt interest.

9.99 Other items included in debt interest are:
(a) Charges for expenses incurred for the use of 
Special Drawing Rights and charges on drawings from 
the International Monetary Fund.
(b) Payments of interest to the Post Office Staff 
Superannuation Scheme under Section 47 of the Post 
Office Act 1969.
(c) The cost of guaranteeing interest payments on 
borrowing overseas under the Exchange Cover Scheme 
by local authorities and public corporations (see 
paragraph 9.138).
(d) Payments due to the monetary sector on lending 
under the fixed rate credit scheme for exports and 
shipbuilding. These amounts are recorded on an 
accruals basis, with the difference between accruals and 
cash payments included as an accruals adjustment in 
the financial transactions account.
(e) After September 1979 interest payments from the 
National Investment and Loans Office on the Trustee 
Saving Banks’ claim on the Fund for Banks for Saving. 
(0  From 1980, interest paid on the British Gas 
Corporation’s deposits with the National Loans Fund.
(g) From September 1981, the indexed addition to 
principal of index-linked gilts, which is offset by an 
accruals adjustment in the financial transactions 
account.
(h) The interest element of the loan charges transferred 
to the health departments when local authority hospitals 
were vested in the national health service.
(i) The interest on stock issued to finance Irish land 
purchase, paid by the Land Purchase (1891) Account 
and the Irish Land Purchase Fund.
G) The interest on redemption stock issued under the 
Tithe Act, 1936.

9.100 Balance: current surplus before providing for  
depreciation. This item is the residual balance carried 
forward to the capital account. It represents the surplus, 
or if negative, deficit, of central government on current 
account defined in the same way as the saving or 
undistributed income balance, in the accounts of the 
private sector.

CAPITAL ACCOUNT

9.101 The central government capital account as 
presented in the 1984 Blue Book is shown in Table 9b. It 
shows non-financial capital receipts and expenditure 
leading to the balance, financial surplus or deficit, which 
is accounted for by the transactions recorded in the 
financial transactions account. The items in the table are 
described in the following notes.

Receipts

9.102 Current surplus before providing for depreciation. 
This is the balance brought forward from the current 
account.

9.103 Taxes on capital. A general discussion of the 
distinction between taxes on capital and taxes on income, 
and a summary of the type of taxes on capital, is given 
in paragraphs 9.25 to 9.29. Taxes on capital are shown in 
detail in Table 9.6 o f the Blue Book. The most important 
are capital transfer tax (before 1975, estate duty), and the 
tax on capital gains introduced in 1965. The tax on short 
term capital gains levied in the years 1962 to 1971, was 
treated as a tax on capital in the national accounts, 
although it was assessed via income-tax Schedule D. The 
figures recorded for the betterment levy, collected in the 
years 1967 to 1977, comprised receipts by the Land 
Commission plus the amount of levy assessed on its own 
purchases. The Commission was wound up in 1970 and 
the amounts shown in later years represent residual 
payment of the levy. Receipts o f development land tax, 
introduced in 1977, include ‘benefit to net-of-tax bodies’, 
ie notional amounts in respect of purchases of land by local 
authorities, and by certain other public bodies which can 
buy development land net of tax. In ifie local authority 
and public corporation accounts, such purchases are 
included in capital investment at the development value, 
ie including development land tax the accounts are 
balanced by the receipt o f capital transfers from central 
government of an equivalent notional amount. Other 
capital receipts comprise mainly payments by certain public 
corporations to central government on sales of assets and 
receipts for the Crown Agents Holding and Realisation 
Board of net proceeds of the disposal of assets.

9.104 Capita! transfers from abroad. There have been 
no receipts in this category since 1955 and the item no 
longer appears in the Blue Book. Transfers in earlier years 
comprised:

(a) Grants under the European Recovery Programme 
and gifts from abroad. The main item was grants, as 
distinct from loans, from the United States under the 
European Recovery Programme received from 1947 to 
1951. These receipts are included in the capital account

*A table showing the composition of the national debt, in terms of nominal amounts outstanding at the end of the financial year, is published in the Annual 
Abstract of Statistics, and once a year, in Financial Statistics.
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Central government capital account
Table 9b £ million

1980

RECEIPTS

Current surplus before providing for
depreciation ^ -3 063

Taxes on capital 1 117
Other capital receipts 4

Total -1 942

EXPENDITURE

Gross domestic fixed capital formation:
Military defence 68
Civil defence 1
Roads 551
Transport 2
Other industry and trade 44
Research 85
Agriculture, forestry, fishing, food 49
National health service 614
Police and prisons 47
Other services 298

Total 1 758

Increase in value of stocks:
Trading bodies, etc. 51
Emergency and strategic stocks 1

Total 52

Capital transfers: 
To private sector:

Grams to universities, colleges, etc. 136
Grants to housing associations 626
Investment grants 37
Regional development grants 333
Other 495

Total 1 627

To local authorities^ 333

To public corporations:
Investment grants 9

Other 343

Total 343

To overseas sector -

Total capital transfers 2 303

Total capital expenditure 4 113

Balance: financial surplus or deficit -6 055

Total
1-------------- ------------------------------------------------

-1 942

^For details see table 9.6, Blue Book 1984.
^Includes the Intervention Board for Agricultural Produce 
For functional analysis see table 8.3, Blue Book 1984.

o f the balance of payments accounts. Receipts under 
the European Recovery Programme were included in 
full, repayments o f a proportion o f the sterling 
counterpart being treated as capital transfers by the 
United Kingdom (see paragraph 9 .112). Gifts from the 
Australian and New Zealand governments in 1947 and 
1949 were also included.
(b) Sales o f surplus war stores held abroad. These were 
receipts from the sale to non-residents, of surplus war 
stores, mainly held abroad, and were last recorded in 
1952. The receipts were treated as capital transfers 
rather than as a change in stocks, because the sales in 
early post-war years were bound up in many cases with 
financial settlements. In the balance o f payments 
accounts they were treated as current receipts.
(c) Net receipts from settlements, etc. In the early post
war years the main constituents o f this item were 
settlements o f  debts and claims arising from the war. 
Included in 1951 and 1952 were receipts under the ‘Katz- 
Gaitskeir agreement, and the last major item was a 
figure of £15 million in 1953 representing receipts from 
the Korean Operations Pool Account. The same receipts 
were included in the balance o f payments current 
account.

Expenditure

9.105 Gross domestic fixed capital formation. The 
definition of fixed capital formation by the central 
government follows so far as possible the definition applied 
in the private sector, except in the case of expenditure on 
equipment relating to military defence. Sales o f goods 
previously acquired by the government where the original 
acquisition would be treated as fixed capital formation are 
deducted. Sales o f factories on mortgage terms are also 
deducted at the time of sale, the loans created by these 
transactions being included under the heading ‘Net lending 
to private sector’ (see paragraph 9.151). Fixed capital 
formation does not include the whole or partial acquisition 
of assets of companies, or the disposal of publicly-owned 
bodies to the private sector as going concerns. These are 
regarded as financial transactions and are recorded as 
‘Cash expenditure on company securities, etc. (net)’.

9.106 Capital expenditure included here relates 
principally to public buildings, including British embassies 
abroad, hospitals, trunk roads and motorways, offices and 
equipment including computers, and equipment for 
research and development. It is analysed by service in the 
Blue Book table and details of the classification are given 
in Chapter 11. In the years up to April 1961, fixed capital 
formation by the Post Office was an important item.

9.107 Increase in value o f  stocks held by central 
government is shown in two categories as follows;

(a) Trading bodies. From 1974, this item includes the 
net cost of purchases by the Intervention Board for 
Agricultural Produce in consequence of intervention 
buying under the Common Agricultural Policy o f the 
European Community.
(b) Emergency and strategic stocks. The figures relate 
to slocks held under the programme for procuring 
strategic reserves of food and raw materials, and 
represent the cost of purchases less receipts from sales. 
Handling costs and other expenses incidental to the 
storage of strategic stocks are included in current 
expenditure on goods and services. For years prior to
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1953, sales of surplus war stores in the United Kingdom 
were show separately.

9.108 Capital transfers are unrequited payments 
regarded as paid into the capital accounts of the recipients. 
A functional analysis o f central government transfers, 
consolidated with those of local authorities, is given in 
Table 9.4 of the Blue Book, which is described in Chapter 
11. Separate figures are given for the sectors of recipients 
as described below.

9.109 Capital transfers to private sector comprise:
(a) Grants to universities, colleges, etc. From April 
1962 the figures include grants by the Department of 
Education and Science to colleges o f advanced 
technology. Prior to April 1962 these colleges were the 
direct responsibility of local authorities and their costs 
were included in local authorities’ expenditure.
(b) Grants to housing associations. Under the Housing 
Act, 1974, central government provides financial 
assistance for private housing schemes undertaken by 
housing associations, classified as private non-profit 
making bodies in the national accounts. These grants 
are regarded as paid direct to the personal sector when 
they are approved and paid. In practice however they 
are channelled through the Housing Corporation which 
records lending to the housing associations, repaid by 
the grants on completion of the work to which they 
relate. As a result of this treatment of the grants to 
housing associations as a direct payment to persons, the 
figures of net lending recorded in the Housing 
Corporation’s own accounts are adjusted for the 
national accounts, by deducting grants paid in the 
period by central government less the changes in the 
Housing Corporation’s holdings of grant in the same 
period.
(c) Investment grants. Cash grants were payable in 
respect of certain capital expenditure on new assets 
incurred between 17 January 1966 and 26 October 1970. 
The figures shown in the 1983 Blue Book for recent 
years, represent residual payments of the grant, and 
payments in Northern Ireland for industrial 
development.
(d) Regional development grants. These grants 
towards capital expenditure are paid under Part I of the 
Industry Act 1972 to companies and sole traders and 
partnerships operating in the various development areas.
(e) ‘Other' grants include agricultural support 
payments of a capital nature, mainly grants for farm 
improvements and field drainage; grants under the 
Local Employment Acts towards capital expenditure in 
development areas; and capital grants other than 
regional development grants under the Industry Act, 
1972. The figure for 1975 includes a payment of £85 
million financial assistance to the Crown Agents, then 
treated as a private sector body.

9.110 The following capital transfers were made to the 
private sector in earlier years which do not appear in the 
1983 Blue Book.

(a) Post-war refunds o f excess profits tax, relatively 
minor after 1955, were included as capital grants 
because their payment was conditional on their being 
used in developing or re-equipping the recipients’ 
business. The refunds were subject to lax and the figures 
were shown in the capital account after deduction of

income tax which was excluded from tax receipts 
recorded in the current account.
(b) Town and Country Planning compensation and 
War damage compensation. These payments ceased in 
1962 and 1970 respectively.

9.111 Capital transfers to local authorities comprise all 
grants to local authorities treated by them as capital 
receipts. Central government refunds of value-added tax 
paid on local authorities’ capital expenditure are included. 
Certain grants made specifically towards capital 
expenditure met from revenue and treated in the local 
authorities’ own accounts as current receipts, are treated 
as capital grants in the national accounts. A functional 
analysis of these grants is given in the capital account of 
local authorities (Table 8.3 of the Blue Book), and a further 
description o f them appears in Chapter 10 in the notes to 
the local authorities’ capital account. Payments under the 
Town and Country Planning Acts of 1947 and 1954 and 
payments of War Damage compensation were included in 
capital transfers to local authorities until these payments 
ceased in 1962 and 1970 respectively.

9.112 Capital transfers to public corporations consist of 
investment grants, paid from 1967 to 1976 in respect of 
certain capital expenditure incurred between January 1966 
and October 1970, regional development grants payable 
from 1973, and other grants in respect of capital 
expenditure which are described in detail in the notes to 
the capital account of public corporations.

9.113 Capital transfers to overseas sector. There were 
no payments in this category from 1952 to 1972. In 1973 
and 1974 the transfers shown relate to amounts paid over 
in implementation of the guarantee clause of the Sterling 
Agreements. Transfers before 1952 covered payments to 
the United States government of a proportion of the 
sterling counterpart of aid received under the European 
Recovery Programme, and grants to European countries 
under the Intra-European Payments Agreement and the 
European Payments Union. Revaluation payments made 
by the United Kingdom on the devaluation of sterling in 
1949 were included in this item. Entries arising from 
revaluations on devaluation in 1967 are included elsewhere 
in the accounts.

FINANCIAL ACCOUNT AND BALANCING ITEM

9.114 The financial account and balancing item shows 
the financial surplus or deficit brought forward from the 
capital account as being equal to the sum of transactions 
in financial assets less the sum of transactions in liabilities 
plus balancing item. The accruals adjustments stemming 
from the receipts and expenditure shown in the current 
account are included with transactions in assets or liabilities 
as appropriate. Transactions in financial assets are mainly 
net lending to other sectors, whereas transactions in 
financial liabilities primarily relate in the central 
government borrowing requirement. This records the 
government requirement to borrow from other sectors of 
the economy in order to cover total expenditure, including 
lending, in so far as it is not covered by taxation and other 
current and capital receipts. To arrive at a figure of central 
government borrowing from the figures in the 
Consolidated Fund accounts and National Loans Fund 
transactions it is necessary to include changes in central 
government’s net indebtedness to the various extra-
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budgetary funds and accounts described in paragraph 9.4, 
including net borrowing by the Northern Ireland 
government. The resulting total represents the central 
central government’s borrowing requirement which is the 
amount the government has to borrow, less the increase 
(or plus the decrease) in its holdings of offical reserves and 
less the transactions o f the Bank o f England Issue 
Department and the National Insurance Fund in local 
authority debt and commercial bills.

9.115 The individual accruals adjustments identified and 
shown in the table have increased in number over the years. 
Unidentified differences between accruals and actual cash 
flows in any given period are included in the balancing 
item.

9.116 Changes in the sector treatment o f the National 
Savings Bank and the Trustee Savings Banks have occurred 
since the recommendations of the Page Committee to 
Review National Savings (Report: Cmnd 5273, HMSO 
1973) were put into effect. The Ordinary Department of 
the National Savings Bank remains classified to central 
government, and from January 1981, the Investment 
Department, previously regarded as a financial institution, 
has been reclassified to central government. This accords 
with the Committee’s recommendation for the National 
Savings Bank to remain attached to the Department of 
National Savings, investing only in public sector securities. 
On the other hand, under the C om m ittee’s 
recommendations, the Trustee Savings Banks were 
removed from direct government control. Under the first 
stage of the reorganisation their current accounts business, 
previously treated as part of national savings in the central 
government sector in the national accounts, was 
amalgamated in November 1976 with the Special 
Investment Department to form the New Department, 
classified to the financial institutions sector. Then the 
savings business of the Ordinary departments, which had 
remained classified to the central government sector, was 
combined with the New Department in November 1979, 
thus bringing the whole o f the Trustee Savings Banks 
financial transactions into the financial institutions sector 
of the national accounts.

9.117 The financial account and balancing item as 
presented in the Blue Book is given in Table 9c. The 
following notes describe the items shown in the table.

Transactions in financial liabilities (net)

9.118 Accruals adjustments. The accruals adjustments 
treated as financial liabilities represent the differences 
between the central government’s liability to pay and actual 
cash payments in respect o f refunds o f selective 
employment tax, defence expenditure, local authorities 
rates, subsidies, rent rebates and allowances, the income 
in sterling due to the monetary sector under the fixed rate 
credit schemes, and the indexed additions to principal of 
index linked gilts. The accruals series for these items 
included in the current account may be converted to a cash 
basis by deducting the relevant accruals adjustment.

9.119 Transactions concerning certain public sector 
pension schemes (net). This item represents the surplus 
from the transactions of notionally funded superannuation 
schemes shown in Table 4.5 of the 1983 Blue Book. 
Included are:

Central government financial account and balancing item

Table 9c £ million

TRANSACTIONS IN FINANCIAL 
ASSETS(NET)

Accruals adjustments:
Income tax 
Purchase tax 
Value added tax 
Car tax
Other customs and excise duties 
Gas levy
National insurance surcharge 
National insurance, etc. contributions 
Northern Ireland rates 
Royalties
Other dividends and interest, etc.

Total

Net lending:
To private sector:

Refinanced shipbuilding credits 
Other industry and trade 
Building societies 
House purchase 
Other

Total

To local authorities

To public corporations

To overseas sector:
Overseas governments 
Refinanced export credits 
Drawings from UK subscriptions to 
international lending bodies 
Other

Total

Total net lending

Public dividend capital, etc.

Cash expenditure on company securities 
(net)

Total transactions in financial assets

f . _ . i

1980

754

980

-77

1 224

1 949

-477

2 619

1 415

184

5 198

Net total financial transactions ■5 802

Balancing item -253

1 Total assets less total liabilities
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Table 9c (continued) £ million

1980

Financial surplus or deficit -6 055

TRANSACTIONS IN FINANCIAL 
LIABILITIES (NET)
Accruals adjustments:

Selective employment tax 
Current expenditure on goods and 
services 
Subsidies
Current grants to personal sector 
Debt interest

Total -307

Transactions concerning certain public 
sector pension schemes (net)

Other identified financial liabilities 
(net)

Borrowing requirement:
Net indebtedness to Bank of England 

Banking department 
Notes and coin in circulation 
Non-marketable debt:

National savings 
Tax reserve certificates 
Tax deposit accounts 
Certificates of tax deposit 
British Gas Corporation deposits 
Temporary deposit facility 
Ways and means advances 
Fund for the Bank for Savings 
repayments
Trading fund balances 
with Paymaster General 
Bank deposits 

Market transactions:
Treasury bills 
Government securities^
Redemption of government 
guaranteed stock

675

-174

-864
406

1 281

266
150

-2

-149

324 
10 692

30
'■ 1, Issue Department and National
!i'i Insurance Fund transactions in:

Public corporations debt -

Local authority, etc. debt 262
i 1 Commercial bills -403

*
Northern Ireland central government 
debt:

Net sales of securities
Increase in other debt 6

Cost of exchange cover scheme on 
repayment of principal 7

Borrowing from overseas governments 
(net) -57

Miscellaneous direct borrowing (net) 
from overseas governments and 
institutions 625

less Capital subscriptions to the IMF 
and European Fund:
In sterling -627
In gold

Allocation of SDRs 180
Overseas official financing: 

Treasury bills; counterpart of 
central bank assistance
Net drawings from less repayments 
to IMF -140
Currency deposits by other 
monetary authorities
Foreign currency borrowing^ -629
less Increase in official reserves -291

Total 10 806

Total transactions in financial liabilities 11 000

(a) Receipts of pension contributions from employers 
and employees in respect of pensions for school teachers 
and national health service staff less pensions actually 
paid to retired employees.
(b) Transactions in connection with the Post Office 
Fund. Although the Post Office was treated as a public 
corporation from April 1961 the arrangements for 
superannuation of Post Office employees continued to 
be a central government responsibility and the excess 
of receipts over pensions and gratuities paid was 
included under this heading. Under sections 43 and 46 
of the Post Office Act, 1969, responsibility for payment 
of pensions, etc. to Post Office employees was 
transferred from central government to the Post Office. 
Exchequer receipts from the notional fund under the 
previous arrangements ceased from 1 October 1969 and 
from that date the accrued liability of central 
government in respect of these receipts is being repaid 
to the Post Office Staff Superannuation Scheme. The 
repayments are a deduction within this item.
(c) Payments in connection with civil servants 
transferred to the Civil Aviation Authority in 1975. 
Responsibility for the payments of pensions of these 
officers was transferred from central government to the 
Authority and the transfer value is treated as a 
deduction within this item.
(d) An imputed receipt of £88 million in 1955, 
representing the liability taken over by the United 
Kingdom government from the Indian government for 
the payment o f pensions to certain members of the 
former India service and their dependants. The 
payments of pensions by the United Kingdom 
government to the members of the former India service, 
beginning in April 1955, are included as a deduction in 
this item. In return for the United Kingdom government 
assuming this liability, the outstanding amount of the 
loan from the Indian government to the United 
Kingdom government was reduced by £88 million.
(e) The excess o f the provision made by the Forestry 
Commission for pensions and gratuities over payments 
made during the year.
(0  From the 1984 Blue Book a notional payment in 
respect of employers’ contributions under the Pension 
Increase Act for teachers, NHS and Atomic Energy 
Authority Workers was included.

9.120 Import deposits were discontinued at end 1970. 
They comprised receipts less repayments by HM Customs 
and Excise of deposits made under the Customs (Import 
Deposits) Act, 1968. Deposits were payable (and repayable 
after 180 days) in respect of imports of most manufactured 
goods other than those used in building and repairing ships 
and aircraft, and those used in the manufacture of goods 
for export. The figures exclude transactions with central 
government bodies. These are only shown in earlier Blue 
Books.

Excluding counterpart of central bank assistance.
^Including government guaranteed securities.
Including Northern Ireland central government borrowing from the 

European Investment Bank.

9.121 Other identified financial liabilities (net) comprises
trade debtors and creditors, miscellaneous overseas 
instruments and forward oil sales by BNOC in 1980 and 
1981. Up to the 1983 Blue Book these were included in 
’miscellaneous financial receipts (net) and changes in cash 
balances’. From the 1984 Blue Book any residual item not 
elsewhere identified in the accounts are part of the 
balancing item.
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Borrowing requirement (net balance)

9.122 The borrowing requirement (net balance) is 
measured as the sum of the financial liabilities and assets 
described in the following paragraphs.

9.123 Net indebtedness to Bank o f  England Banking 
Department. All transactions between the central 
government and the Bank of England Banking Department 
are included under this heading. The government has a net 
liability to the Banking Department o f the Bank of 
England, which holds government debt of various kinds 
and at the same time has liabilities to the government, in 
the shape of the balances o f the National Loans Fund and 
the Paymaster General at the Bank o f England. The item 
in the Blue Book comprises the sum of the increases in the 
Banking Department’s holdings o f notes and coin, tax 
reserve certificates, tax deposit accounts, certificates of tax 
deposit, British government and government guaranteed 
securities (as measured by net cash transactions). Treasury 
bills and Treasury interest- free notes; less increases in the 
liabilities of the Banking Department in respect of the 
balances of the National Loans Fund and Paymaster 
General at the Bank of England.

9.124 Increase in notes and coin in circulation consists 
of the increase in the fiduciary note issue and coin less the 
increase in the holding of notes and coin by the Banking 
Department of the Bank of England. The Issue Department 
of the Bank of England is treated as an agent o f the central 
government (see paragraph 9.5). Changes in holdings by 
the Banking Department are reflected in the preceding 
item, ‘Net indebtedness to Bank of England Banking 
Department’.

Non-marketable debt

9.125 National savings comprises:
(a) The increase in outstanding deposits (including 
accrued interest) with the ordinary accounts of the 
National Savings Bank, the ordinary departments of the 
Trustee Savings Banks until November 1979, and the 
National Savings Bank Investment account from 
January 1981.
(b) Net receipts from the sale of premium savings 
bonds, defence bonds, national development bonds, 
British savings bonds, income bonds from August 1982, 
national savings certificates, national savings stamps (no 
longer issued), and national savings bank gift tokens.
(c) Net receipts under the government Save-As-You- 
Earn scheme, on national savings certificates and Save- 
As-You-Earn contracts.

Repayments only are now included for defence bonds, 
national development bonds which are no longer issued, 
and British savings bonds withdrawn from sale on 31 
December 1979.

9.126 Receipts from national savings exclude receipts 
from Ulster development bonds and savings certificates 
which appear under ‘Northern Ireland central government 
debt: increase in other debt’. The increase in holdings of 
government securities by investors on the National Savings 
stock register (until 1969 the Post Office register) is also 
excluded; it is included under receipts from market 
transactions.

9.127 Tax reserve certificates. Net receipts from the issue

of tax reserve certificates less net purchases by the Banking 
Department o f the Bank o f England. No new tax reserve 
certificates were issued to companies after the end o f 1971, 
nor to persons after June 1973.

9.128 Tax deposit accounts. This type o f deposit was 
introduced in April 1973 as an interest-bearing security for 
the purpose o f meeting corporation tax liabilities. The 
scheme was terminated in October 1974.

9.129 Certificates o f  tax deposit. These are interest- 
bearing securities introduced in October 1975, for the 
purpose o f meeting a variety o f tax liabilities.

9.130 British Gas Corporation deposits and Temporary 
deposit facility. These are changes in the deposits of the 
British Gas Corporation with the National Loans Fund in 
1979 and 1980 and changes in the deposits made by public 
corporations under a temporary deposit facility with the 
National Loans Fund which started in 1983.

9.131 Other non-marketable debt categories are:
(a) IVays and means advances. Net receipts by the 
National Loans Fund o f ways and means advances, 
mainly from the National Coal Board and until 
December 1980, the National Savings Bank Investment 
account.
(b) Fund for the Banks fo r  Savings: repayments. Until 
the reorganisation o f the Trustee Savings Banks 
described in paragraph 9.116, the bulk o f the deposits 
placed with the Ordinary department were invested in 
the Fund for the Banks for Savings. The repayment 
shown for the Fund in 1976 represents the 
reclassification o f ownership o f  securities in 
consequence o f the amalgamation o f the current 
accounts operated by the Ordinary Department with the 
Investment Department in the financial institutions 
sector. The repayments in later years represent the 
reclassification of ownership o f securities following the 
amalgamation of the whole of the Trustee Savings Bank 
as a financial institution in the fourth quarter o f 1979.
(c) Trading fund balances with the Paymaster General.
Balances o f certain trading funds (classified as public 

corporations) with the Paymaster General.

9.132 Bank deposits. These are bank deposits by central 
government bodies identified in the monetary sector 
statistics.

Market transactions

9.133 Treasury bills. This item represents the increase 
in market Treasury bills, that is all bills outstanding other 
than those held by the National Debt Commissioners, 
including the National Savings Bank Investment Fund only 
from January 1981, the Exchange Equalisation Account, 
other government departments, the Bank of England and 
overseas monetary authorities. The counterpart of central 
bank assistance in support o f the reserves in the form of 
Treasury bills of overseas monetary authorities forms part 
of the item ‘Overseas official financing’.

9.134 Government securities (including government 
guaranteed securities of the nationalised industries). This 
represents the total cash issues of British government 
securities less redemptions, (including the operations of 
government sinking funds,) less changes in holdings of 
government and government guaranteed securities by the
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Bank of England and National Debt Commissioners. The 
increase in the holdings of securities for the National 
Savings Bank Investment Account is included in this item 
only until January 1981 when the Investment account was 
reclassified to the central government sector. Transactions 
are recorded in terms of the cash received or paid, and not 
in nominal values.

9.135 Redemption o f  government guaranteed stock. 
This item represents receipts from the nationalised 
industries on the redemption of their stocks on maturity. 
Central government payments to holders on redemption, 
and purchases and sales of these stocks before maturity 
are included under the heading of ‘Government securities’.

9.136 Issue Department and National Insurance Fund 
transactions in Local authority, etc. debt and Commercial 
bills. National Insurance Fund transactions in local 
authority debt date from the second quarter of 1975. In 
1983 the quarterly figures include transactions in ECGD 
promissory notes.

9.137 Northern Ireland central government debt 
comprises:

(a) Net sales o f securities. This item covers all 
transactions in marketable securities by the Northern 
Ireland Exchequer and central government funds of 
Northern Ireland.
(b) Increase in other debt. This represents net receipts 
from Northern Ireland Treasury bills, Ulster savings 
certificates, Ulster development bonds, together with 
the increase in bank and building society advances to 
the Northern Ireland central government. The increase 
in accrued interest outstanding on certificates and bonds 
is included. Borrowing by the Northern Ireland 
government under the Exchange Cover Scheme is 
included in ‘Overseas official financing’.

9.138 Cost o f Exchange Cover Scheme on repayment o f  
principal. The scheme is run by central government to cover 
local authorities’ and public corporations’ borrowing 
abroad, which can be undertaken, direct from overseas or 
through United Kingdom banks. In either case, the local 
authority or public corporation may make use of the 
Exchange Cover Scheme, under which the central 
government guarantees to cover any addition to the sterling 
cost of interest payments and repayment of the loan arising 
from a fall in the exchange rate between the time the loan 
is negotiated and the time it is repaid. Conversely the 
government would benefit if sterling appreciated. Losses 
and gains arising on interest payments are included as 
central government payments of debt interest (see 
paragraph 9.99). Only the cost of guaranteeing repayments 
of principal is recorded as a financial transaction. It is 
important to note that, in practice, no payments as such 
occur, ie. the exchange losses or gains are purely notional. 
Under the Exchange Cover Scheme, the beneficiary—a 
local authority or public corporation—is entitled to 
purchase the foreign currency needed to repay the loan 
(interest) at the original exchange rate from the Exchange 
Equalisation Account. However in the local authorities’ 
and the public corporations’ accounts repayments of 
borrowing are shown at the current market exchange rate 
in line with the balance of payments statistics. This item 
is needed as an adjustment to bring the figures back to an 
original exchange rate basis. A charge is made by central 
government for the guarantee, which is included under

1/

central government receipts of dividend and interest, etc. 
(see paragraph 9.77). Certain other public bodies such as 
the Northern Ireland central government and British 
Nuclear Fuels Limited are also included as well as 
corporations which have been subsequently privatised.

9.139 Borrowing from overseas governments (net). This 
item consists of borrowing from overseas governments by 
the United Kingdom government, less repayments. From 
1972 no new borrowing has been undertaken and the 
figures represent repayments of existing loans. From 1966 
to 1971 new loans comprised drawings from the Export- 
Import Bank credit for the purchase of United States 
military aircraft, together with a loan of £52 million in 1969 
from the German Federal Republic as part of an agreement 
on the cost of stationing British troops in Germany. The 
main items in earlier years were loans from the United 
States and Canada (1945-1952); loans from South Africa 
(the gold loan) and India and Pakistan in 1948; a drawing 
of £89 million in 1957 from the Export-Import Bank line 
of credit, repaid in 1959; in 1959 the conversion into a 
Treasury bond of the balance in the German debt payment 
account; and a loan from Switzerland in 1961. Repayments 
in early years included repayments of certain wartime 
loans, and payments under the Lend- Lease settlement of 
1945. After 1958 the only wartime loan involved was the 
loan from Portugal. From 1959 the figures included 
repayments of debt created on the liquidation of the 
European Payments Union. As mentioned in paragraph 
9.121 the figures for 1956 and 1957 amounts, representing 
the return to the United States government of the £29 
million of silver bullion originally transferred to the United 
Kingdom under Lend-Lease arrangements.

9.140 Miscellaneous direct borrowing (net) from  
overseas governments and institutions. This item includes:

(a) deposits by the German Federal Republic made to 
offset part of the foreign exchange costs of stationing 
forces in Germany less withdrawals made from time to 
time for expenditure in this country.
(b) the unused balance of the sterling portion of the 
United Kingdom subscription to the International 
Monetary Fund, which is deposited in the United 
Kingdom against the issue of interest-free notes from 
the Exchequer.
(c) the purchases by overseas holders (mainly central 
monetary institutions) of £395 million in 1977 of HM 
government foreign currency bonds and repayment in 
1982 of £115 million.

9.141 Capital subscriptions to the International 
Monetary Fund and European Fund. Subscriptions in gold, 
which form part of the balance o f payments accounts, are 
shown separately. Subscriptions in sterling to the IMF, 
together with their counterpart mentioned in paragraph 
9.140, are excluded from the balance of payments 
accounts. The figure for 1959 comprised issues of £232 
million under the International Bank and Monetary Fund 
Act, 1959, and £4 million under the European Monetary 
Agreement Act, 1959. The figure of £1 million for 1960 
represents a refund under the latter Act. The entries 
recorded for 1966, 1970, 1978 and 1980 relate to changes 
in the levels of the quotas which determine contributions 
to the Funds.

9.142 Allocation o f Special Drawing Rights (SDRs). The 
figures represent the United Kingdom share of the
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allocations by the International Monetary Fund o f the 
reserve asset Special Drawing Rights.

9.143 Overseas official financing covers changes in the
official reserves, and official transactions in financial 
assets/liabilities and government borrowing which are 
directly in support of the reserves. It comprises the items 
described in paragraphs 9.144 to 9.148.

9.144 Treasury bills: counterpart o f  central bank 
assistance. This item represents the issue o f Treasury bills 
as the counterpart to central bank assistance in support 
of the reserves in the form of swaps against sterling.

9.145 Net drawings from, less repayments to, the 
International Monetary Fund. When drawings are made 
from the Fund by the United Kingdom, the foreign 
currencies drawn are purchased for sterling and the Fund 
lends back the sterling to the Exchequer on the security 
of interest-free notes. From July 1972 the item excludes 
transactions with the IMF affecting the UK reserve position 
in the Fund (gold tranche) which are included as changes 
in the official reserves.

9.146 Currency deposits by other monetary authorities. 
This item represents changes in foreign currency deposits 
by overseas monetary authorities, other than the 
International Monetary Fund, and from 1971, amounts 
swapped forward in transactions with overseas monetary 
authorities.

9.147 Foreign currency borrowing represents primarily 
drawings in 1974, 1975 and 1977, on two euro-dollar 
facilities o f $2500 million and $1500 million, arranged by 
the Bank o f England with UK clearing banks and their 
associates on behalf of HM government, and repaid in 1980 
and 1981. Also included is an issue of $350 million of HM 
government 7 and 15 year bonds made in New York in 
1978. The figure for 1979 shown in the table relates to 
Northern Ireland government borrowing from the 
European Investment Bank, of which a further tranche is 
included in 1981.

9.148 Increase in official reserves is the sterling 
equivalent of the net change in the official holdings of gold, 
convertible currencies and Special Drawing Rights held in 
the Exchange Equalisation Account, and from 1972, of 
changes in the UK reserve position in the IMF. From 1979, 
reserve holdings include European Currency Units acquired 
from swaps with European Monetary Co-operation Fund. 
Up to 1959 the change in the United Kingdom balance in 
the European Payments Union was also included. The item 
‘EEA loss on forward commitments’, which appeared in 
Blue Books up to the 1979 edition comprised the loss 
arising from the fact that the Exchange Equalisation 
Account’s forward commitments entered into before 
devaluation in 1967 were recorded as being settled on 
maturity at the new parity. Figures for this item appeared 
in 1967 and 1968.

9.149 The following transactions in financial liabilities 
are only shown in Blue Books prior to 1983.

(a) Proceeds o f iron and steel disposals. There were 
receipts under this heading in the years 1953 to 1964. 
The figures represented total receipts by the Iron and 
Steel Holding and Realisation Agency (absorbed by the 
British Steel Corporation in 1967) from the sale to 
private owners of the assets of the iron and steel

concerns nationalised in 1951. Receipts were partly in 
cash and, from 1953 to 1955, partly in the form of 
government securities, which were passed to the 
National Debt Commissioners for cancellation. The 
excess o f the Agency’s cash receipts from sales over the 
corresponding payments into the Iron and Steel 
Realisation Account, administered by the Treasury, was 
treated as lending to the Agency, and included in the 
item ‘Net lending to public corporations’.
(b) Transactions in m arketable securities on 
acquisition o f  the capital o f  certain undertakings. The 
following items were included:

(i) The issue in 1946 of stock to holders of the capital 
stock o f the Bank of England which was transferred 
to Treasury ownership.

(ii) The issue in 1949 o f stock to companies holding 
shares in Cable and W ireless Lim ited, as 
compensation for the transfer of the shares to 
Treasury ownership.

(ill) Issues of stock between 1947 and 1956 as 
compensation to former colliery owners for collieries 
and other assets vested in the National Coal Board.

(iv) Government securities redeemed in the years 1953 
to 1955 in connection with the return of the iron and 
steel industry to private ownership. These 
transactions appeared here as a deduction, balanced 
by a positive entry under the heading; ‘Proceeds of 
iron and steel disposals’: the issue in the years 1967 
to 1969 o f stock as compensation for the capital of 
the steel companies vested in the British Steel 
Corporation.

(v) The transfer to the Consolidated Fund o f liability 
for stock, as follows: in 1953 £244 million o f 3.5 per 
cent guaranteed stock, 1979/81 o f the Iron and Steel 
Corporation o f Great Britain. (By this transfer the 
Exchequer became entitled to the net revenue o f the 
Iron and Steel Holding and Realisation Agency and 
to the proceeds o f iron and steel disposals); in 1963, 
£1,444 million of British Transport stock, against 
which was offset a sum o f £42 million representing 
the book value of government and government 
guaranteed securities transferred to the Treasury; in 
1965 £52 million of British Overseas Airways 
Corporation stock, and in 1968, £16 million of 
British European Airways guaranteed stock.

Transactions in financial assets (net)

9.150 Accruals adjustments. The accruals adjustments
treated as financial assets represent the differences between
money owed to the central government by other sectors
and actual receipts by central government. They relate
mainly to income tax deducted from wages and salaries
but not yet paid over to central government, taxes on
expenditure including national insurance surcharge due to
central government but not received, national insurance,
etc. contributions due but not paid over, the income in
sterling due from the monetary sector under the fixed rate
credit schemes, and royalties due but not paid. The accruals
series for these items included in the current account may
be converted to a cash basis using the relevant accruals 
adjustment.
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9.151 Net lending to private sector comprises loans less 
repayments of principal to the personal sector and 
companies. It includes refinanced shipbuilding credits 
under the home shipbuilding credit scheme^ which 
provides for the refinancing of advances made at fixed 
interest rates by the clearing banks to United Kingdom 
purchasers o f United Kingdom built ships. From 1969 
when the scheme was introduced, the refinancing was 
undertaken by the Issue Department of the Bank of 
England, until the third quarter of 1972 when responsibility 
for the scheme passed to the Department of Industry who 
provide the refinancing from voted funds. The Department 
also took over the outstanding block of refinancing 
provided by the Issue Department. The figures in the Blue 
Book table are recorded net of repayments. Other net 
lending distinguished separately in the Blue Book, 
comprises net lending to ‘other industry and trade’ and net 
lending to building societies. Net lending to Housing 
Associations was recorded until 1969. Net lending under 
the heading ‘other industry and trade’ includes net lending 
to Rolls Royce (1971) Ltd, loans less repayments under the 
Employment Acts and other legislation for the assistance 
of industry in areas of high unemployment, and sales of 
factories on mortgage terms, which are treated as being 
financed by loans.

From 1960, however, payments by central government to 
finance the revenue deficits of nationalised undertakings 
have been treated as subsidies. Amounts regarded as being 
lent to the Iron and Steel Holding and Realisation Agency 
were included in this item (see paragraph 9.149). Also 
included is net lending by the Northern Ireland 
Government Loans Fund to the Northern Ireland public 
corporations. Net lending to public corporations covered 
issues of public dividend capital, etc. until the 1979 edition 
of the Blue Book since when these issues have been shown 
separately.

9.155 On the vesting of certain undertakings as public 
corporations, principally the National Coal Board and the 
Raw Cotton Commission, there appeared in their opening 
balance sheets a liability towards the central government. 
The lending by the central government corresponding to 
these initial liabilities was not reflected here, but 
repayments of the liabilities were recorded in this item.

9.156 Transfer o f liability fo r stock was also shown for 
certain years in earlier Blue Books. It represents the 
increase in liabilities of public corporations to the central 
government resulting from the transfer of liability for stock 
to the Consolidated Fund (see paragraph 9.149).

9.152 From 1975 financial assistance for private Housing 
Associations has been provided in the form of capital 
grants from central government (see paragraph 9.109) and 
lending by the Housing Corporation which is classified as 
a public corporation. Further details of net lending to the 
private sector and its functional classification are given in 
Chapter 11.

9.153 Net lending to local authorities comprises 
advances, less repayments of principal, to local authorities 
from the Public Works Loan Board, voted expenditure for 
the financing of tunnels and bridges, and from the 
Northern Ireland Government Loans Fund.

9.154 Net lending to public corporations covers advances 
less repayments to the bodies defined as public 
corporations in Chapter 8. Most of this lending appears 
in the first instance as issues from and repayments to the 
National Loans Fund (before April 1968 the Consolidated 
Fund); however, such issues and repayments are made 
through special accounts and funds administered by the 
appropriate government department, and it is from such 
accounts that the figures of lending are taken. There was 
a substantial increase in government lending to public 
corporations from 1956, when certain public corporations 
ceased to raise capital by the issue of stock, and instead 
advances were made to them from the Exchequer under 
the Finance Acts of 1956 and 1958. The public corporations 
concerned were the nationalised transport undertakings, 
the Gas Council, and the nationalised electricity 
undertakings. Other major debtors to the National Loans 
Fund are the Post Office, including British Telecom, the 
New Towns Development Corporations and the Housing 
Corporation, and the Regional Water Authorities. From 
1975, the figures in the Blue Book reflect the repayment 
of outstanding National Loans Fund advances by the 
British Gas Corporation. Until 1959 loans to finance the 
deficit of the British Transport Commission were included.

9.157 Net lending to overseas governments by the United 
Kingdom government consists mainly of net lending in 
connection with bilateral aid provided by the Overseas 
Development Adminstration (previously Ministry of 
Overseas Development). Short-term loans are excluded 
except for a short-term loan to Zambia in 1978 which 
represented payment in advance for copper purchases. 
Where there has been an agreement to cancel certain loans 
made by the United Kingdom the practice has been to 
include repayments of interest and capital as originally 
scheduled but to offset them under ‘Current grants paid 
abroad’. In earlier years particular loans to less developed 
countries included advances under Section 3 of the Export 
Guarantees Act, 1949; and advances under the Colonial 
Development and Welfare Acts, 1959 to 1965. In the early 
post-war years the item also included the cost of the United 
Kingdom share of relief imports into Germany.

9.158 Refinanced export credits arise from the scheme 
for the refinancing of medium and long-term export credit 
provided at fixed interest rafies by the clearing banks. These 
arrangements are similar to those for the refinancing of 
shipbuilding credits (see paragraph 9.151). From 1972 the 
Department of Industry have provided the refinancing 
from voted funds and also in that year took over the 
outstanding block of refinancing undertaken by the Issue 
Department of the Bank of England from 1969 to 1972. 
The figures in the Blue Book table are recorded net of 
repayments.

9.159 Drawings from United Kingdom subscriptions to 
international lending bodies. This item represents drawings 
from United Kingdom subscriptions, by the International 
Development Association, Regional Development Banks, 
the European Investment Bank from 1978, and, less 
important in recent years, the International Bank for 
Reconstruction and Development. The sterling component 
of these subscriptions is normally relent to the Exchequer 
in the form of interest-free notes until required by the

*For full deiails of the scheme see the Bank of England Quarterly Bulletin: September 1969.
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international organisation, so that, except for minor timing 
differences, the amounts shown under this heading are 
equivalent to subscriptions less the increase in holdings o f  
interest-free notes by these bodies.

9.160 Other net lending to overseas sector covers other 
loans less repayments made overseas. The main items are 
repayments of capital to the International Bank for 
Reconstruction and Development by the UK government 
as guarantor of loans to Rhodesia, capital contributions 
to the reserves of the European Coal and Steel Community, 
transactions in the shares o f the Suez Canal Company and 
repayments o f wartime loans to aluminium producers in 
Canada. Other items included in earlier years are loans to 
certain uranium producers in South Africa and Australia, 
and purchases of United Nations bonds in 1962 and 
subsequent repayments. Loans to the Commonwealth 
Development Corporation, which invests in certain 
enterprises overseas, are included under ‘Net lending to 
public corporations’.

9.161 Public dividend capital, etc. This item was 
combined with net lending to public corporations until the 
1979 edition of the Blue Book. It represents a form of 
finance provided to certain public corporations, from the 
Consolidated Fund which attracts dividends, not a fixed 
rate of interest as for borrowing. In 1980/81 public 
dividend capital was held by British Airways Board, British 
Steel Corporaton, Royal Ordnance Factories, National 
Enterprise Board, Royal Mint, Post Office, Scottish and 
Welsh Development Agencies and British Shipbuilders. 
Issues to the British Steel Corporation include advances 
under Section (18) of the Iron and Steel Act 1975, also paid 
from the Consolidated Fund. Any dividends paid on 
holdings of public dividend capital are recorded in the 
central government current account under receipts of 
dividends and interest from public corporations. Public 
dividend capital is considered normally not to be repayable, 
although holdings by the National Enterprise Board were 
reduced offsetting the acquisition by the central 
government in 1980 and 1981 respectively o f shares held 
by the Board, in Rolls Royce (1971) Ltd and BL Ltd. For 
the purpose of the financial accounts PDC issued to the 
National Girobank and included in these figures is regarded 
as lending to the monetary sector.

9.162 Public dividend capital, etc also includes net 
advances to the British National Oil Corporation (BNOC) 
from the National Oil Account, a departmental account 
up to March 1983 into which BNOC paid all receipts and 
withdrew finance for all its expenditure until 1983. The 
difference between payments into the account, not 
classified to other specific economic cagetories, and 
withdrawals by BNOC is regarded as net lending by central 
government to the corporation. In general receipts by the 
National Oil Account are not passed to the Consolidated 
Fund. However in recent years there have been transfers 
to the Consolidated Fund of BNOC’s end-year surplus on 
the National Oil Account, and in 1980 and 1981 of the 
proceeds from BNOC’s advance sales of oil. These 
transfers disappear on consolidation of the central 
government account.

9.163 Cash expenditure on company securities, etc. (net) 
This item represents purchases less sales of shareholdings 
in private sector companies at market values. The main 
entries recorded include:

(a) The purchase o f British Petroleum shares in 1966 
and 1975, with sales of these shares in 1977, 1979, 1980, 
1981. 1983 and 1984.
(b) The purchase of shares of Rolls Royce (1971) Ltd 
in 1971, and o f BL Ltd in 1975. Both these 
shareholdings were subsequently transferred to the 
National Enterprise Board, but since they represented 
opening assets o f the Board and were not transferred 
for cash, the transfers are treated as balance sheet entries 
only, and do not appear in the transactions accounts. 
The re-acquisition o f the Rolls Royce and BL shares 
from the Board by central government, in 1980 and 1981 
respectively, is however recorded in the transactions 
accounts under cash expenditure on company securities, 
etc. (net), with a matching entry representing the 
repayment o f public dividend capital by the Board.
(c) Sales o f shares in connection with the transfer of 
government owned companies, treated as public 
corporations, to private ownership and control (see 
paragraph 9.37). These sales include government 
shareholdings in British Aerospace Ltd and Cable and 
Wireless Ltd in 1981, and the National Freight 
Company Ltd, Amersham International Ltd and Britoil 
in 1982 and Associated British Ports in 1983.

9.164 The following transactions in financial assets 
which are not shown in the 1983 Blue Book occurred in 
earlier years.

(a) Coal Compensation: issues o f  stock. The last cash 
payments of compensation to former owners o f colliery 
concerns transferred to the National Coal Board were 
made in 1955 and the last issues of stock were made in 
1956.
(b) Steel compensation: issues o f  stock. This item 
records stock issues in satisfaction of compensation for 
the assets o f the steel companies vested in the British 
Steel Corporation.
(c) Acquisition o f  the capital o f  certain undertakings. 
There were no entries under this heading after 1953. 
Earlier entries related to the acquisition o f the capital 
of the Bank o f England in 1946, o f Cable and Wireless 
Ltd in 1949, and of the Iron and Steel Corporation in 
1953 (see paragraph 9.149).

CURRENT ACCOUNT OF NATIONAL INSURANCE FUNDS

9.165 This account, Table 7.5 o f the 1984 Blue Book, 
shows the current income and expenditure of the National 
Insurance Fund. A separate table is shown because o f the 
size of the fund and interest in the benefits paid out. 
Receipts are divided between contributions from  
employers, contributions from insured persons, payments 
in lieu o f graduated contributions from 1962 and state 
scheme pensions, grants from central government and 
investment income. Contributions from employers and 
insured persons are subdivided to show receipts in respect 
of HM Forces, civilian employees, the self-employed and 
non-employed persons. Expenditure is divided between the 
costs of administering the scheme and current expenditure 
on goods and services, expenditure on benefits, current 
grants to the personal sector and current grants abroad. 
Current grants to the personal sector are subdivided 
between twelve different types of benefit, including from 
1984 Statutory Sick Pay. Since April -1975 contributions 
are the estimated amounts deducted by employers. An 
adjustment between these deductions and central
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government cash receipts is included as an accruals 
adjustment in the financial account and not included here. 
Prior to April 1975 the contributions are on a receipts basis. 
The difference between current receipts and current 
expenditure is the balance or current surplus. The accruals 
adjustment needs to be added to show the surplus in cash 
terms.

Current account of National Insurance Fund
Table 9d £ million

RECEIPTS

Contributions from employers: 
H.M. Forces 
Other insured persons

Total

Contributions from insured persons 
H.M. Forces 
Other employed persons 
Self-employed persons 
Non-employed persons

Total

Payments in lieu of graduated 
contribuiions/State scheme pensions

Grants from central government

Interest

Total

EXPENDITURE

Current expenditure on goods and

1980

7 508

4 998

184

2 768

606

16 064

services 595

Current grants to personal sector;
Retirement pensions 10 164
Lump sum payments to pensioners 100
Widows’ benefit and guardians’

allowances 636
Unemployment benefit 1 097
Sickness benefit 660
Invalidity benefit 1 195
Maternity benefit 166
Death grant 17
Injury benefit 47
Disablement benefit 281
Industrial death benefit 42
Statutory sick pay ♦

Total 14 405

Current grants abroad 112

Balance: current surplus 952

Total 16 064

QUARTERLY TABLE

9.166 Quarterly estimates are compiled for the current 
account of the central government including the National 
Insurance Fund, and published quarterly in Economic 
Trends and each month in Financial Statistics. Also 
published monthly in Financial Statistics are a quarterly 
capital account and a financial transactions account 
showing the central government borrowing requirement in 
total. Other tables published in Financial Statistics show 
the details of the financing of the central government 
borrowing requirement. Quarterly and monthly 
information on cash flows into the Consolidated Fund, the 
National Loans Fund, and departments cash receipts of 
taxes, given in Financial Statistics, cannot be directly used 
for the national accounts since it relates to flows from 
departments to the Consolidated Fund (see paragraph 9,9). 
The quarterly tables are prepared on the same basis as the 
Blue Book tables described in this chapter. The quarterly 
data for the current account have been published from 
1954, for the capital account from 1958, and for financial 
transactions from 1963.

4. STATISTICAL SOURCES

9.167 Although nearly all the basic material used for the 
analysis of central government transactions is to be found 
in published sources, few of the figures in the national 
income account are directly identifiable in those sources. 
The national income accounts present the results of a fairly 
elaborate process first of consolidation (see paragraph 9.9), 
so as to eliminate many classes of internal transactions, 
then of rearrangement (see paragraph 9.12), so as to display 
the statistics in a form useful for economic analysis, and 
so far as possible uniformly with the treatment of the rest 
of the economy. Moreover, almost all the detailed accounts 
in published sources relate to the financial year ending 31 
March while the national accounts in the Blue Book are 
presented in terms of calendar years. The published 
information available for shorter periods is generally 
inappropriate for national income accounts but most of 
the published annual data are available on a quarterly basis 
from departmental sources.

THE CONSOLIDATED FUND AND NATIONAL LOANS
FUND ACCOUNTS

9.168 The Consolidated Fund and National Loans Fund 
accounts are statements of the cash flows through the 
United Kingdom government accounts with the Bank of 
England and show receipts and payments under headings 
which correspond to the requirements of Parliamentary 
control. All government revenue, other than borrowing and 
certain sums received by government departments in the 
course of their normal activities (known as appropriations- 
in-aid), is ultimately paid into an account with the Bank 
of England which forms the Consolidated Fund. With 
certain exceptions (the main ones being government loans 
and national insurance benefits), all expenditure by the 
government is ultimately paid out of issues from this fund. 
All money raised by the creation of debt is paid into the 
National Loans Fund,a separate cash account at the Bank 
of England, together with receipts representing repayment 
of loans made by the State from the fund, and interest on 
those loans. The National Loans Fund is the channel 
through which passes all the government’s borrowing
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transactions as well as most o f its domestic lending 
transactions and the servicing (ie. interest and expenses) 
of the National Debt. The scope o f the accounts is confined 
to those transactions which are required by law to pass 
through the two Funds, the operations of the National 
Insurance Fund and a number o f other government funds 
being either excluded altogether or only very partially 
reflected. Although the two Funds’ accounts occupy a 
position of central importance, they are not a major direct 
source of data for the national accounts tables. This is 
because most transactions are with departments and other 
government bodies, and are thus internal to the central 
government sector as defined for national accounts 
purposes. Examples o f Consolidated Fund and National 
Loans Fund transactions outside the central government 
sector, are interest on and the cost of managing the 
National Debt, and transactions in marketable securities. 
The Consolidated Fund and National Loans Fund accounts 
are however useful in providing a framework by means 
of which the accounts of the departments, bodies and funds 
making up the central government sector can be 
systematically related.

receipts in 1980/81 also include the repayment of public 
dividend capital by the National Enterprise Board 
following the acquisition by the government of the Board’s 
shareholding in Rolls Royce (1971) Ltd, and the receipts 
through the National Oil Account.

9.169 The Consolidated Fund account published in 
Consolidated Fund and National Loans Fund Accounts 
may be summarised as shown in Table 9e.

9.171 Consolidated Fund expenditure is divided between 
issues for supply services and for Consolidated Fund 
standing services. The bulk o f expenditure is on account 
of supply services, that is departmental expenditure which 
is provided for by annual votes by Parliament. 
Consolidated Fund standing services, on the other hand, 
are so distinguished because they have been authorised once 
and for all by statute as permanent charges on the Fund. 
They include payments to the National Loans Fund in 
respect of service o f the National Debt shown separately 
in the table; payments to Northern Ireland in respect of 
reserved taxes and attributed share o f all taxes under the 
Northern Ireland Constitution Act 1973; payments to the 
European Communities, etc., payments in connection with 
the Civil List and certain salaries and pensions, for 
example, judges and the holders o f certain Parliamentary 
offices; and miscellaneous payments, for example the 
repayment o f post-war credits (including interest).

9.170 The table shows that the Consolidated Fund 
revenue consists mainly o f taxation, that is the amounts 
paid over by the revenue departments. The Supplementary 
Statements, published separately from the main 
Consolidated Fund and National Loans Fund Accounts, 
contains details of the amounts collected as well as the 
amounts paid over to the Consolidated Fund. In addition 
to taxation, revenue consists of interest and dividends 
received from votes, and receipts of dividends on public 
dividend capital and company shares, receipts from the sale 
of broadcast receiving licences, and other miscellaneous 
receipts, consisting mainly of departmental receipts (other 
than those used as appropriations-in-aid of expenditure) 
which are required to be paid into the Consolidated Fund. 
Fuller details of the receipts paid over by departments are 
given in the Appropriation Accounts. Miscellaneous

9.172 Table 9f summarises the National Loans Fund 
account o f receipts and payments in the year ended 31 
March 1981.

9.173 Issues less repayments in the table include advances 
less repayments of loans to the nationalised industries and 
other public corporations, loans to local authorities (by 
way of the Public Works Loans Board) and loans to other 
parts o f central government (principally to Northern 
Ireland). For several years now no new loans have been 
made by the National Loans Fund to the private sector. 
Other receipts include receipts from issues of marketable 
securities, Treasury bills, national savings, tax instruments 
and borrowing (net) from overseas governments and 
institutions, less repayments to statutory sinking funds and 
terminable annuities due to National Debt Commissioners. 
The cost o f servicing the National Debt is required by the 
National Loans Act 1968 to be met from these receipts and 
receipts o f interest on National Loans Fund lending, with

Consolidated fund receipts and payments 1980/81

Table 9e £ million

Receipts Payments

Taxation
Miscellaneous receipts

60 038 
6 176

Supply services 67 998

Total revenue 66 214

Contingencies Fund transactions (net) 38

Consolidated Fund standing services:
Payment to National Loans Fund in respect 
of service of the National Debt 

Other
5 137 
3 167

Deficit met from the National Loans Fund 10 050 Total 8 304
Total 76 302 Total 76 302

Source: Consolidated Fund and National Loans Fund Accounts 1980/81
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any deficiency being met by the Consolidated Fund (£5137 
million in 1980/81). Any surplus on deficit on the 
Consolidated Fund is transferred to the National Loans 
Fund, and together with new lending, is financed by 
borrowing.

industry and trade, employment services, and research.

9.174 The scope of the Consolidated Fund and National 
Loans Fund accounts is considerably narrower than the 
central government sector as a whole, which includes the 
transactions of the Northern Ireland departments, the 
National Insurance Fund and a number of other funds.

SUPPLY SERVICES

9.175 The larger part of government expenditure is on 
account of ’Supply services’, authorised annually by the 
Appropriation Acts.

9.176 The principal published sources relating to 
departmental expenditure are the Supply Estimates for the 
coming financial year presented to Parliament in the early 
spring, in recent years on Budget Day, and the 
Appropriation Accounts published December/January 
after the end o f the financial year showing expenditure 
actually incurred. During the course o f the financial year 
Revised or Supplementary Estimates are also published. 
The Supply Estimates and Appropriation Accounts in 
1981/82 are grouped into eighteen classes. The classes are 
further divided into votes, each of which relates to the 
whole, or part, of a single department’s expenditure.

9.178 Each vote is subdivided by sub-heads which 
generally show the subject, or economic nature, of the 
expenditure such as salaries and wages, fuel and light, 
purchase of machinery, contributions in lieu of rates. From 
this information, the greater part of expenditure can be 
classified into the economic categories used in the national 
accounts. The detailed classification of sub-heads is carried 
out by departments in consultation with the Central 
Statistical Office and the Treasury. Tables showing the 
economic classification of each vote are summarised in the 
Memorandum by the Chief Secretary to the Treasury 
published at the same time of the year as the Supply 
Estimates. Since the published Appropriation Accounts 
generally show less detail than the Supply Estimates^ there 
is no published information on the economic classifications 
relating to the Accounts. Departments are responsible for 
providing detailed information required by the Central 
Statistical Office and the Treasury.

9.177 To a certain extent each vote brings together the 
expenditure which is connected with a particular purpose 
or purposes related to the programmes used to present the 
government’s expenditure plans (see for example, Cmnd 
8494) and this provides the basis of the functional 
classification of government expenditure given in the Blue 
Book (see Chapter 11). For instance, there are separate 
votes for expenditure on regional and general industrial 
support; scientific and technological assistance; functioning 
of the labour market; and health and safety at work. While 
all these votes fall within a single main public expenditure 
programme, for the national accounts functional analysis, 
expenditure on the individual votes is classified to other

9.179 Besides showing departmental payments, the 
Supply Estimates and Appropriation Accounts show 
departmental receipts other than receipts of taxes by the 
revenue departments. Such departmental receipts are of 
two classes: (a) those which, up to limits laid down in the 
Supply Estimates,xm.y be appropriated in aid of 
departmental expenditure; and (b) the rest which must in 
due course be paid over to the Consolidated Fund (as 
Consolidated Fund Extra Receipts). For the national 
accounts the distinction between the two classes is not 
relevant. The Estimate and Appropriation Account for 
each vote shows these receipts in some detail and this 
enables them to be classified by their economic category, 
for example interest on loans, sales of fixed assets (which 
are deducted from gross fixed capital formation), and 
receipts of rent.

9.180 To complete the picture of supply service 
transactions it is necessary to refer to the Consolidated 
Fund and National Loans Fund Supplementary Statement 
which shows Consolidated Fund issues for supply services 
and the departmental payments to the Fund (described as 
Consolidated Fund Extra Receipts) referred to in the

National loans fund 1980/81
Table 9 f £ million

Receipts Payments

Interest, etc:
Interest on loans repayable to National 
Loans Fund

Service of the National Debt: balance met 
from the Consolidated Fund 

Other

Service of the National Debt 9 854

3 262
Issues less repayments 2 568

5 137 
1 455 Consolidated Fund deficit met from National 

Loans Fund 10 050

Total
National Debt: Sums borrowed le sssu m s  

repaid
Balance at 1 April 1980

9 854

12 618
2 Balance at 31 March 1981

Total 22 474 Total 22 474

Source: Consolidated Fund and National Loans Fund Account 1980/81
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preceding paragraph. These are, however, transactions 
within government and they disappear on consolidating the 
Consolidated Fund accounts with the accounts o f  supply 
services.

9.181 The principal task in the analysis of supply services 
is therefore to classify payments and receipts, both 
appropriations-in-aid and receipts payable to the 
Consolidated Fund and National Loans Fund, into the 
economic categories used in the national accounts. 
Payments and receipts which disappear on consolidation 
of supply services with the accounts o f  the rest o f  the 
central government are ignored, for example, grants to the 
National Insurance Fund; in place o f these grants shown 
in the Appropriation Accounts, the national accounts show 
by virtue o f  the process o f  consolidation the full 
expenditure and income, other than grants, o f  grant-aided 
bodies and funds.

9.182 The Supply Estimates and Appropriation  
Accounts for supply services o f  the Northern Ireland 
departments follow the pattern o f those for the United 
Kingdom government, and their analysis is similar.

9.183 In the case o f trading services, for which the 
Appropriation Accounts show only cash payments and 
cash receipts, information is derived from Trading 
Accounts and Balance Sheets and other published accounts 
for trading bodies.

EXTRA-BUDGETARY FUNDS AND ACCOUNTS

9.184 Besides the Exchequer accounts and the accounts 
of the supply services, the accounts o f the various bodies 
and funds referred to in paragraph 9.4 are subjected to 
the same processes o f  consolidation and classification of 
transactions by economic categories. The internal 
transactions which disappear on consolidation of the whole 
of the central government accounts—such as grants and 
loans from supply votes or from the Consolidated Fund 
or National Loans Fund are ignored. The principal 
published accounts are listed in Annex 3, but there are 
many others of lesser importance. In principle the national 
accounts, which aim to show transactions between the 
central government and the rest o f  the economy, should 
incorporate all the accounts o f what may be described as 
peripheral bodies or funds. But in practice the national 
accounts analysis is based in some o f the less important 
cases, on the transactions between the Exchequer, or supply 
votes, and these peripheral bodies and funds, instead of 
on the latter s transactions with the rest o f the economy.

QUARTERLY RETURNS

9.185 As mentioned above, quarterly information 
corresponding to that published in the Supply Estimates

and Appropriation Accounts is available through the 
government quarterly accounting system including 
particulars o f  Consolidated Fund Extra Receipts. Special 
returns are also made by departments covering the income 
and expenditure o f  extra-budgetary funds and accounts, 
including in particular the National Insurance Fund. The 
figures generally relate to cash transactions, which is the 
normal basis o f  departmental accounting, but for trading 
services the departments concerned provide a quarterly 
estimate o f  the gross trading surplus on a payable- 
receivable basis. A return is also provided in respect o f  the 
Regional Health Authorities which gives their expenditure 
on a payable-receivable basis. The figures may only 
approximate to those required; for example, if accounts 
are not analysed in the full detail for calendar quarters, 
and if accounts are kept for periods o f  complete weeks 
rather than for calendar quarters.

9.186 Lending from the National Loans Fund is mainly 
transacted via deposit accounts maintained by departments 
with the Paymaster-General for on-lending to industry, etc. 
arid quarterly returns are received in respect o f  these 
showing the amounts advanced and repaid and the amount 
o f  interest received. Details o f  central government 
borrowing are obtained from the accounts o f  the Treasury.

9.187 Returns for Northern Ireland are collected and 
analysed by the Northern Ireland Finance Department, 
which provides a quarterly return o f Northern Ireland 
central government transactions, excluding National 
Insurance Fund, on a national accounts basis. Information 
on the transactions o f  the National Insurance Fund are 
estimated by the Government Actuary’s department.

5. RELIABILITY

9.188 The reliability o f the basic data used for the 
compilation o f the central government accounts, nearly all 
of which are comprehensive and mutually consistent 
accounting data, is very good. In most cases, the reliability 
o f the annual national accounts statistics is equally good  
because the national income accounts for central 
government are no more than a reclassification o f the items 
shown in the basic accounting data. Some uncertainty 
arises over the preparation o f the figures in a calendar year 
basis, since it is impracticable to obtain quarterly figures 
as detailed as the final accounts o f  a financial year. 
Moreover, figures for the most recent year shown are 
subject to revision when detailed accounts become 
available. Because o f  the methods used in measuring 
current expenditure on goods and services the annual, and 
also the quarterly, estimates o f  this item are subject to a 
greater margin o f  error than the transactions which are 
satisfactorily measured by cash receipts or payments.
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Annex 1

GOVERNMENT TRADING ACTIVITIES

9.189 Governmenl trading activities include not only the
purchase and sale of goods and services but also the 
ownership and leasing o f land and buildings and other 
fixed assets, for example Crown estates and former Board 
of Trade factories. The government trading income from 
the ownership o f these fixed assets is included not under 
the heading ‘Gross trading surplus’ but under ‘Rent’, along 
with rent income from other government property. As for 
private enterprises, however, income from property owned 
and occupied by the government for its trading activities 
is included in the gross trading surplus.

9.190 The item ‘Gross trading surplus’, which with 
’Rent’ is the contribution o f central government trading 
activity to the gross national product, consists of:

(a) the trading surpluses, before deducting  
depreciation and interest, o f trading bodies which aim 
broadly at balancing their accounts over a period;

(b) the depreciation and interest o f  trading bodies 
aiming as a matter o f policy to operate at a loss;

(c) the depreciation and interest o f  trading bodies 
making a surplus by virtue of their monopoly position. 
The Post Office was included in this category for the 
period up to April 1956.

9.191 The distinction between these three classes which 
are described in more detail in the following paragraphs, 
is often difficult to draw; the way in which the criterion 
is applied in each case is noted in the list of trading bodies 
given below.

9.192 In the case o f those trading activities where the 
aim is that total costs, including depreciation and interest, 
should be broadly covered over a period, the national 
accounts include a gross trading surplus equal to the overall 
surplus or deficit as shown in the accounts o f the trading 
body plus its provision for depreciation and interest 
charges. The surpluses, or deficits, o f such bodies in any 
one year can reasonably be regarded as analogous to the 
profits, or losses, o f private businesses, and thus as factor 
incomes contributing to gross national product.

9.193 A few government trading activities, however, for 
reasons o f policy may be deliberately run at a loss, the 
selling prices o f the commodities or services sold being 
fixed at less than the costs, including depreciation and 
interest, incurred in providing them. Examples are the 
aerodromes and air navigation services run by the former 
Board of Trade until their transfer in April 1972 to the 
Civil Aviation Authority, (treated as a public corporation); 
the leasing o f factories in development areas; and up to 
1956 Ministry o f Food commodity trading operations. 
Such deficits were not brought into the government trading 
surplus. The trading body was regarded as receiving on its 
production account a payment from the Exchequer equal 
to its deficit after charging depreciation and interest. The 
payment was regarded as government expenditure on

 ̂I

subsidies and, in conformity with the above definition, the 
trading body regarded as having a gross trading surplus 
exactly equal to the provision made in its accounts for 
depreciation and interest. The provision for depreciation 
was based on the original, that is the historical, cost. This 
treatment corresponds to that o f private enterprises and 
public corporations whose selling prices are reduced by the 
receipt o f subsidies from the government. As a result, 
variations in the losses of such government trading bodies 
do not affect the gross national product and the other 
aggregates measured at factor cost. These aggregates are 
the same as if the commodities or services were sold at a 
price which exactly covered costs, including depreciation 
and interest.

9.194 On the other hand, where a government enterprise 
is able by virtue o f its monopoly to fix a selling price so 
as to yield an overall by analogy with the subsidies just 
described, this surplus is appropriately treated as a tax on 
expenditure, while only the provision for depreciation and 
interest is included in gross trading surplus. For those years 
when the Post Office could be regarded as having served 
as a revenue-producing instrument for the Exchequer, this 
is the treatment adopted. From April 1956 to March 1961 
however, provision was made for a fixed Post Office 
contribution to the Exchequer, any remaining surplus or 
deficit being carried forward as a change in reserves. Thus 
between these dates, only the fixed contribution o f £5 
million a year made by the Post Office is regarded as a 
tax on expenditure, the remaining surplus before 
depreciation and interest being regarded as trading income 
analogous to that of a private enterprise and included in 
the central government gross trading surplus.

9.195 From April 1961 the Post Office has been treated 
as a public corporation because the Post Office Act, 1961 
changed its financial status, so that its expenditure was no 
longer appropriated by vote, nor were its surpluses returned 
to the Exchequer. The Post Office was legally established 
as a statutory corporation in October 1969 under the Post 
Office Act 1969. The Post Office Savings Bank Fund 
continued to be treated as a central government trading 
body, under the 1969 Act being renamed the National 
Savings Bank Fund and attached to the Department of 
National Savings. The sector classification of the National 
Savings Bank is described more fully in the section on 
financial transactions. (See paragraph 9.116.)

9.196 Changes in the financial status o f  the Royal 
Ordnance Factories the Royal Mint, and the Property 
Services Agency (Supplies Division), on their establishment 
as trading funds under the Government Trading Funds Act 
1973, resulted in their reclassification as public 
corporations from July 1974, April 1975, and April 1976 
respectively. Until these dates the Royal Ordnance 
Factories and the Royal Mint operated as government 
trading services, dependent upon voted funds and paying 
any surpluses to the Consolidated Fund. As trading funds,
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they are required to compile accounts on a commercial 
basis and have the powers to retain their own surpluses 
and build up reserves. They thus have a degree o f  financial 
independence o f central government characteristic o f public 
corporations in the national accounts.

9.197 HM Stationery Office was also established as a 
trading fund and transferred to the public corporations 
sector in April 1980, following a reorganisation o f its 
accounting arrangements to bring its transactions with 
other government departments on to a commercial basis. 
The Stationery Office was previously treated as a non- 
trading government body rather than as providing a 
government trading service, because no suitable trading 
accounts were then compiled.

9.198 Other reclassifications o f  government trading 
activities occurred in April 1971 when the trading activities 
o f the United Kingdom Atomic Energy Authority were 
transferred to British Nuclear Fuels Ltd and the 
Radiochemical Centre (now Amersham International), 
both treated as companies in the private sector: and in April 
1972 with the transfer o f the functions in connection with 
air services, previously carried out by the Board o f Trade, 
to the Civil Aviation Authority, a statutory corporation 
set up under the Civil Aviation Act 1971 with responsibility 
for the general reputation and well-being o f  the civil 
aviation industry.

9.199 The list o f government trading bodies, as defined 
in paragraphs 9.19 and 9.24 and in this annex, is given 
below. Trading bodies in Northern Ireland are not 
excluded. Trading bodies not operating after 1954/55 are 
also included. They are listed in National Income Statistics: 
Sources and Methods, Studies in Official Statistics, No 3, 
1956. An asterisk denotes those bodies for which 
commercial accounts are published annually in Trading 
Accounts and Balance Sheets. For other trading activities, 
commercial accounts are published separately as noted 
below, or are estimated from the Appropriation Accounts 
and from information from the departments concerned. 
Except where otherwise stated, the trading surplus or deficit 
is included in gross trading surplus o f central government.

Ministry o f Agriculture, Fisheries and Food, Department 
of Agriculture and Fisheries fo r Scotland and Welsh Office 
Agriculture Department (formerly Ministry o f  Food) 

♦Trading in foods to 31 March 1958. The trading loss 
of the Ministry, before charging administrative 
overheads and the cost o f milk and welfare food 
schemes, was treated as a subsidy.
♦Agricultural trading services and land management.
Deficits on these trading activities are treated as 
subsidies.

United Kingdom Atomic Energy Authority
The commercial operations o f the Atomic Energy 
Authority were separated from the rest of their activities 
from 1 April 1965. Trading accounts were included in 
the annual reports. These trading activities were 
transferred in 1971, to specially created companies, 
British Nuclear Fuels Ltd and Radiochemical Centre, 
classified to the private sector.

Crown Estate Office (formerly Crown Lands) 
Accounts published as House of Commons papers, 
income is included in rent.

The

^Export Credits Guarantee Department
Accounts published annually as House o f Commons 
paper.

Forestry Commission
Accounts published separately in ‘Annual reports and 
accounts’.

Land Commission
From 1967/68 the operations o f  the Land Acquisition 
and Management Fund until its dissolution in May 1970 
(see Cmnd 4874, January 1972).

Post Office
Postal, telephone and telegraph, etc. services to 31 
March 1961. Commercial Accounts puhWshed annually.

The National Savings Bank (previously Post Office Savings 
Bank)

The National Savings Bank Fund is included. Accounts 
published separately.

*Royal Mint
Operated as a government trading body with accounts
included inTrading Accounts and Balance Sheets until 
reconstituted in 1975 as a trading fund under the 
Government Trading Funds Act 1973, and reclassified 
as a public corporation.

Royal Ordnance Factories (formerly Ministry o f  Supply) 
When operated by the former Ministry o f  Supply, 
trading accounts were included in Trading Accounts and 
Balance Sheets. From 1959/60 the accounts were 
included with the Defence Appropriation Accounts, 
until 1974, when the factories were reconstituted as a 
trading fund under the Government Trading Funds Act 
1973, and reclassified as a public coporation.

State Management Districts 
Operation o f breweries and public houses in certain 
areas. State management was discontinued, and the 
assets sold o ff  in the years 1972 and 1973.

Department o f  Industry (formerly Ministry o f  Technology, 
Ministry o f  Aviation and Ministry o f  Supply)

Assistance to private industry by the purchase and 
leasing o f  buildings and plant, and the building o f  
factories for sale on leasing. The income is included in 
rent. Any deficit is treated as a subsidy.

Board o f  Trade
♦Air navigation services, including en route services 
from 1 November 1964 (formerly Ministry o f Aviation). 
The deficit was treated as a subsidy. These services were 
transferred in 1972, to the Civil Aviation Authority 
classified as a public corporation,
♦Civil aerodromes (formerly Ministry o f  Aviation and 
Ministry o f Transport and Civil Aviation). Accounts 
were included in Trading Accounts and Balance Sheets 
only from 1958/59. Air navigation services were 
included up to October 1964, and the operation of 
international airports up to March 1966. The deficit was 
treated as a subsidy. All these activities were transferred 
in 1972 to the Civil Aviation Authority, classified as a 
public corporation.
♦Commodity trading divisions (formerly Ministry o f
Supply and Ministry o f  Materials). Trading ceased on 
31 March 1970.

V

I

! •

r '

};•

( ■ '•



146 Central government

Ministry o f Transport (formerly Ministry o f Transport and 
Civil Aviation)

Post-war shipping operations—trooping, emigration 
and commercial services up to 1959/60.

Ministry o f Works, Ministry o f  Housing and Local

Government and Department o f Health fo r  Scotland 
Building and renting to local authorities of temporary 
housing up to 31 March 1962. An imputed income was 
included under rent and the amount by which this 
exceeded the receipts from local authorities was treated 
as a subsidy.
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Annex 2

GRANT-AIDED BODIES

9.200 The list below excludes local authorities and public 
corporations. The list is not comprehensive and includes 
only examples of the bodies receiving substantial grants 
from the central government. Private bodies receiving 
assistance from the government only in the form of free 
accommodation are not included. For simplicity, such 
assistance is ignored in the national accounts; to allow for 
it would require an imputed grant from the central 
government to the private sector and imputed expenditure 
by the private sector.

Treated as part o f  central government 
Agricultural Research Council 
Arts Council of Great Britain 
British Council 
British Film Institute 
Commission for Racial Equality 
Commonwealth War Graves Commission (formerly 

Imperial War Graves Commission)
Criminal Injuries Compensation Board 
Economic and Social Research Council 
Health Education Council 
Medical Research Council 
Natural Environment Research Council 
Regional Hospital Boards and Boards of Governors 

of Teaching Hospitals 
Sea Fish Industry Authority 
Science and Engineering Research Council

United Kingdom Atomic Energy Authority

Treated as part o f  company sector (bodies serving industry)

Air Travel Reserve Fund Agency
British Standards Institution
Council of Industrial Design
National Building Agency
National Computing Centre
Royal Society for the Prevention of Accidents
Scottish Milk Marketing Board

%
-I

Treated as part o f  personal sector 
British Academy
Centre for Environmental Studies 
College of Aeronautics 
Commonwealth Institute 
National Central Library
National Committee for Commonwealth Immigrants 
National Marriage Guidance Council 
Private research bodies
Private schools and colleges (including direct grant and 

special schools and voluntary approved schools) 
Royal College of Art 
Royal Society
Universities and, from April 1962, colleges of advanced 

technology
Women’s Royal Voluntary Service
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Annex 3

PUBLISHED SOURCES OF CENTRAL GOVERNMENT ACCOUNTS

9.201 The symbol (HC) denotes that a publication is a 
House of Commons Paper. The abbreviation (Cmnd.) 
indicates a Command Paper. Certain of the accounts of 
grant-aided bodies and funds are appended to the 
appropriation account of the Vote from which the grant 
is made, and these therefore appear in the Appropriation 
Account referred to in item (7) below; where this is the case 
it is denoted in the list below by the symbol (AA). The list 
relates to sources current for the 1983 Blue Book. A 
separate list of trading bodies, with a note of the sources 
of their accounts is given in Annex 1.

CENTRAL ACCOUNTS

(1) Consolidated Fund and National Loans Fund 
Accounts (HC) and associated Supplementary Statements 
(HC). These accounts and supplementary statements are 
published towards the end of each year showing the 
principal financial transactions of the central government 
for the latest financial year in a conventional accounting 
form.

Consolidated Fund and National Loans Fund Accounts.

Part I of the accounts shows the transactions of the 
Consolidated Fund, including revenue from taxation 
and miscellaneous receipts; issues for supply services 
and for those services which, under various Acts of 
Parliament, are charged directly on the Consolidated 
Fund; and the surplus or deficit transferred to or met 
from the National Loans Fund.

Part II gives the receipts and payments of the National 
Loans Fund, issues of sterling capital to, and 
repayments from the Exchange Equalisaion Account; 
and all cash transactions in respect of the National Debt. 
A statement is also given of the issues to ministers for 
the purpose of making loans and of the receipts of 
interest and repayments. Full details of these loan 
transactions are published subsequently in Accounts 
relating to issues from  the National Loans Fund. The 
Report of the Comptroller and Auditor General on the 
Consolidated Fund and the National Loans Fund is 
appended.

Supplementary Statements. This document comprises four 
sections.

Section I displays the various receipts into and payments 
out of the Consolidated Fund in greater detail than in 
the account.

Section II sets out the specific assets and liabilities of 
the Consolidated Fund at the end of the year, including 
international subscriptions etc; amounts due from 
overseas governments; loans and other departmental 
assets noted in Appropriation Accounts; revenue 
collected but not paid over; issues of public dividend

capital; and outstanding advances to the Contingencies 
Fund.

Section III lists the assets and liabilities of the National 
Loans Fund, including the advances outstanding in 
respect of the nationalised industries and other 
borrowers; the sterling capital of the Exchange 
Equalisation Account; and the United Kingdom 
subscription to the International Monetary Fund. It also 
gives details of the outstanding liabilities and 
transactions in the year in respect of the National debt.

Section IV lists the contingent or nominal liabilities of 
the Consolidated Fund; and certain borrowings by 
overseas countries, the nationalised industries and other 
bodies which have been guaranteed by the United 
Kingdom government.

(2) Financial Statement and Budget Report (HC). This 
is published each year on the day the Budget is presented 
to Parliament. It contains a summary of the estimates of 
revenue and expenditure for the coming financial year and 
a statement of proposed tax changes and of their estimated 
effect on revenue. Figures of the estimates and outturn for 
the financial year just ended, or ending, are also given.

REVENUE

(3) Report of the Commissioners of HM Inland Revenue. 
Inland Revenue Statistics (Cmnds). These two publications 
are available about the beginning of the year. They contain 
statements of revenue from income tax, corporation tax, 
capital gains tax, capital transfer tax, stamp duties, and 
other sources for a series of financial years including the 
year ended on the previous 31 March. In addition they 
contain data of general economic interest derived from tax 
assessments about the financial operations of companies, 
the distribution of personal income, and estates assessed 
for capital transfer tax.

(4) Report of the Commissioners of HM Customs and 
Excise (Cmnd.). This is published about January. It 
contains full details of revenue from Customs and Excise 
duties, which cover most of what are treated in the national 
accounts as taxes on expenditure, together with some 
account of the reasons for changes in their yield.

(5) Financial Statistics (HMSO) gives monthly figures of 
net receipts by the Inland Revenue and Customs and 
Excise, with an analysis under the main heads of revenue.

SUPPLY SERVICES

(6) Supply Estimates (HC). The estimates of expenditure 
in the financial year beginning on the following 1 April 
are published in the early spring; details of estimated 
departmental receipts, other than taxes collected by the 
revenue departments are also shown. They also show the 
Supply Estimates for the year then ending, including any
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Central government

Supplementary Estimates published as House of Commons 
Papers as they arise. The Supply Estimates for 1982/83 
are published for eighteen separate classes.

(7) Appropriation Accounts (HC). These are audited 
statements of expenditure and of receipts, other than taxes; 
the estimated expenditure and receipts, as adjusted by any 
Supplementary Estimates, are shown for comparison with 
the actual out-turn. The Appropriation Accounts are in 
somewhat less detail than the Supply Estimates. The 
accounts for each financial year are published in the 
following autumn.

(8) Memorandum by the Chief Secretary to the Treasury 
(Cmnd.). This is published at the same time as the Supply 
Estimates and contains summary tables and additional 
information.

(9) Statement on the Defence Estimates (Cmnd.). This 
is published at the same time as the Supply Estimates and 
includes a table showing the estimated expenditure included 
in the Defence Budget. The content of the Defence Budget 
as shown in the Statement on the Defence Estimates differs 
from that of expenditure on military defence in the national 
accounts.

(10) Trading Accounts and Balance Sheets (HC). The 
accounts o f trading activities conducted by government 
departments are published in an annual volume in the late 
autumn. These contain the commercial accounts of the 
trading activities, as distinct from the cash accounts of their 
payments and receipts contained in the Appropriation 
Accounts and Supply Estimates. The trading bodies for 
which trading accounts are included are shown in Annex 1.

O T H E R  B O D IE S , F U N D S  A N D  A C C O U N T S

Only the accounts of the principal bodies and funds, etc. 
are listed below. They are almost all annual accounts.

(11) National Insurance Fund (HC). The accounts cover 
the National Insurance Fund which includes the assets of 
the National Insurance (Reserve) Fund and the Industrial 
Injuries Fund. Reports by the Government Actuary on the 
financial condition of the National Insurance Fund are also 
published (HC).

(12) National Oil Account (HC). This account, presented 
to Parliament, shows the flow o f all monies between the 
Government and the British National Oil Corporation, 
including loans from the National Loans Fund and interest 
payments, licence fees and petroleum royalties. This 
account closed in 1983.

Grant-aided bodies

(13) Agricultural Research Council (AA)

(14) Arts Council of Great Britain (AA)

(15) British Council (AA).

(16) Commonwealth War Graves Commission (AA)

(17) Medical Research Council (AA).

(18) Natural Environment Research Council (AA)

(19) Sea Fish Industry Authority (HC).

(20) Science and Engineering Research Council (AA)

(21) Economic and Social Research Council (AA).

(22) United Kingdom Atomic Energy Authority. An 
annual report and balance sheet are both published (HC).

Savings Banks

(23) National Savings Bank Accounts (HC).

(24) Trustee Savings Bank: Fund for the Banks for 
Savings: Accounts (HC).

(25) The Department of National Savings issues monthly 
figures of deposits in, and withdrawals from, savings banks 
and other national savings media. Summaries are 
reproduced in Financial Statistics.

Other accounts

(26) Accounts relating to issues from the National Loans 
Fund (HC). These accounts record net lending by the 
central government to:

(a) Local authorities, under the National Loans Act 
1968 and the Docks and Harbours Acts, 1964, 1966 and 
1972.

(b) Public corporations, under various Acts relating 
to loans to the nationalised industries and other public 
corporations.
(c) Private sector, under the Housing Acts 1959 to 
1974 and the Atomic Energy Authority 1971 (advances 
to British Nuclear Fuels Ltd and Amersham  
International Ltd),

(27) Commercial and National Interest Accounts o f the 
Export Credits Guarantee Department (HC).

(28) Community Land Act 1975. Accounts (HC).

(29) Contingencies Fund (HC). This Fund, administered 
by the Treasury, is used to make temporary advances to 
departments in anticipation o f supply issues.

(30) Criminal Injuries Compensation Board Accounts 
(HC).

(31) Crown Estate Abstract Accounts (HC).

(32) Development Fund (HC). Grants and loans are made 
from this Fund for the purpose of promoting the rural 
economy.

(33) Forestry Fund (AA). This is the account o f the 
Forestry Commission on a cash basis. Accounts on a 
commercial basis are published in the annual reports of 
the Forestry Commission.

(34) Irish Land Purchase Fund (HC). The account shows 
the transactions of the National Debt Commissioners in 
connection with payments of interest on, and the 
redemption of, stock issued for financing land purchase 
in Ireland.

(35) National Health Service Acts. Accounts (HC). These 
accounts, presented to Parliament, contain for the latest 
year for England and for Wales separately the summarised 
accounts of Regional Health Authorities, Boards of 
Governors and special trustees, including the expenditure 
and income of the Community Health and Family 
Practitioner Services, together with the accounts of the 
Welsh Health Technical Services Organisation, the Dental

. * 1*

I

1 -

« 4

V

5 ‘"

#

■CH'



t V

1 5 0 Central government

Estimates Board and Prescription Pricing Authority. The 
Report of the Comptroller and Auditor General is 
included. Similar accounts are published separately under 
the National Health Service (Scotland) Acts.

(36) Legal Aid Fund (HC). Separate accounts are 
published for the Legal Aid (Scotland) Fund.

(37) Local Employment Act 1972. Accounts (HC). These 
accounts relate to certain activities o f the Department of 
Industry and to the English Industrial Estates Corporation.

(38) Maternity Pay Fund (HC).

(39) National Land Fund (HC). This Fund is administered 
by the Treasury; inter alia, the Treasury makes payments 
from the Fund to the Inland Revenue where property is 
accepted in satisfaction of death duties.

(40) Redundancy Fund (HC).

(41) Tithe Act, 1936, Redemption Annuities Account 
(HC). This records transactions in connection with (i) 
redemption stock issued as compensation when tithes were 
extinguished, and (ii) redemption annuities paid by 
landowners released from their tithe rent charge 
obligations.

NORTHERN IRELAND

Separate accounts are published for government income

and expenditure in Northern Ireland which are similar to 
those for the United Kingdom they include:

(42) Finance Accounts.

(43) Financial Statement.

(44) Estimates for services.

(45) Appropriation Accounts together with Consolidated 
Fund Services Account.

(46) Trading and Other Accounts.

(47) Public income and expenditure.

(48) National Insurance Fund Account

(49) Accounts of Capital Receipts and Payments. These 
accounts show transactions of the Consolidated Fund and 
also include details of the Civil Contingencies Fund and 
the Ulster Fund.

(50) Government Loans Fund Accounts.

(51) Industrial Enterprise Fund Accounts.

(52) Agricultural Loans Fund Accounts.

(53) Agricultural Trust Accounts.

(54) Summary of health and personal social services 
Accounts.
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Chapter Ten

Local Authorities

1. GENERAL DESCRIPTION

10.1 Local authorities are public authorities o f limited 
geographical scope, having power to raise funds by certain 
forms of local taxation. Substantially all local bodies, other 
than companies trading for profit, that have powers to levy 
rates, taxes, tolls or dues, or to require them to be levied, 
are obliged by various Acts of Parliament to make annual 
returns of income and expenditure to central government, 
and it is convenient, therefore, to define the local authority 
sector as the authorities and bodies making returns under 
these Acts. The complete list of local authorities in England 
and Wales and Scotland which are required to make annual 
returns of income and expenditure are shown in the Local 
Government Act 1972 and the Local Government 
(Scotland) Act 1973 although many of the provisions of 
the 1972 Act were revised in the Local Government 
Planning and Land Act 1980. Local authorities comprise 
the regional, county and district councils, the Greater 
London and London borough councils, the three Scottish 
island councils and the Isles o f Scilly council; the joint 
police authorities, including the Metropolitan Police 
Authority even though this body has certain national 
functions and is responsible to the Home Secretary; and 
other local bodies with special functions such as the Inner 
London Education Authority; the National Parks 
Authorities, the Central Scotland Water Development 
Board, the Forth Bridge Joint Board; and minor bodies 
such as parish councils, burial boards and market 
authorities (to the extent that they are financed by local 
authorities), the conservators o f some commons and the 
trustees o f some London squares.

10.2 Certain local bodies with special functions in 
England and Wales, such as water boards, river and 
drainage authorities, and harbour boards and authorities, 
which were obliged to make returns under the local 
Government Act of 1933 and were thus included in the 
local authority sector, no longer come within the scope of 
local government legislation. From 1 April 1974 the 
functions of the water boards and river and drainage 
authorities in England and Wales, together with local 
authority-owned water undertakings and local authority 
sewerage functions, were taken over by the Regional Water 
Authorities, which are classified as public corporations. 
(Water and sewerage services in Scotland, however remain 
the responsibility of the local authorities.) Although there 
has been no change in the legal status and functions of the 
statutory harbour boards and authorities (generally 
referred to as public trust ports), those which did not come 
within the scope of the Local Government Act of 1972 are 
no longer treated as part of the local authority sector, but 
from 1 April 1974 have been regarded as falling within the 
public corporations sector. For consistency, public trust 
ports in Scotland and Northern Ireland have been similarly 
reclassified as public corporations from 1 April 1974, and 
excluded from the local authority sector from that date.

The Passenger Transport Executives and London 
Transport Executive are treated in the national accounts 
as public corporations, though local authorities’ 
contributions to these bodies are regarded as local authority 
expenditure.

10.3 Changes in the coverage o f the local authority 
sector also occurred in consequence o f the reorganisation 
of public administration in Northern Ireland in 1973. 
Previously the bodies included in the sector were those 
subject to the Local Government (Application of 
Enactments) Order 1898, which was followed by the Local 
Government (Northern Ireland) Act of 1972. From 1 
October 1973 however in consequence o f a transfer of local 
functions to the central authority, various statutory bodies, 
previously included in the local authority sector, have been 
treated as part o f central government. These include the 
Police Authority o f Northern Ireland set up under the 
Police Act (Northern Ireland) 1970, the five education and 
libraries boards set up under the Education and Libraries 
Order 1972, and the Fire Authority for Northern Ireland 
established by the Fire Services Order 1973. Responsibility 
for health and personal social services, water supply and 
sewerage, and roads and planning was transferred to 
central government at the same time. Also in 1973, local 
authority housing services were transferred to the Northern 
Ireland Housing Executive (treated as a public 
corporation), which thus became responsible for all public 
housing in Northern Ireland. The Northern Ireland district 
councils retained responsibility for such services as refuse 
collection, gas supply, consumer protection, arts, 
promotion o f tourism and the enforcement o f building 
regulations.

10.4 Other changes in the coverage of the local 
authority sector resulted from the transfer of the 
responsibility for legal aid services to central government 
in 1972, and the transfer o f responsibility for local health 
services to the regional health authorities, part o f  the 
central government sector, in consequence o f the 
reorganisation of the national health service on 1 April 
1974. From 1977, the local authorities in England took over 
certain functions previously the responsibility o f the New 
Town Development Corporations.

10.5 Up to March 1962 colleges o f advanced 
technology were under the control o f local education 
authorities and were included in the local authority sector; 
from 1 April 1962 these colleges became universities and 
were included in the overall grant settlement distributed 
by the University Grants Committee. From that date 
therefore, they are treated as private non-profit-making 
bodies in the personal sector.

10.6 It should be noted that the superannuation funds 
of local authorities are excluded from, the local authority 
sector. The funds are regarded as the property o f the 
members of the superannuation schemes in the personal
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152 Loca/ authorities

sector, and the financial transactions of the funds are 
included with those of financial institutions. Where, for 
example, part of a superannuation fund is applied by a 
local authority to finance its capital expenditure, this is 
treated as lending by financial institutions to the local 
authority sector.

10.7 The annual returns made under the Local 
Government Acts are summarised for England in Local 
Government Financial Statistics which is published 
annually by the Department of the Environment; for Wales 
in Welsh Local Government Financial Statistics (until 
1980/81 figures for Wales were combined with those for 
England); for Scotland in Scottish Local Government 
Financial Statistics (previously Local Financial Returns 
(Scotland)); for Northern Ireland, the annual report of the 
Department of the Environment for Northern Ireland 
contains summaries of district councils’ statements of 
accounts (previously Local Authority Financial Returns). 
These sources together have the same scope as the local 
authority sector in the national accounts, apart from the 
exclusion of superannuation funds described in paragraph 
10.6, and provide much of the basic information required 
for the sector. They are supplemented by a number of 
departmental returns of local authorities’ transactions for 
England, Wales, and Scotland, which are available earlier 
than the published annual summaries. Additional detail 
for Northern Ireland is also available from the 
departmental returns. References in this chapter are 
primarily to the accounts of the local authorities in England 
and Wales, and Local Government Financial Statistics, but 
they should be read as referring to the equivalent accounts 
and publications in Scotland and Northern Ireland, and 
from 1981/82, Wales separately from England.

10.8 The local authority accounts in the national 
accounts are presented in the same categories as those 
adopted for central government. The principles of the 
classification of transactions are the same and discussed 
in the central government chapter. Transfers between one 
authority and another, for example, precepts levied by one 
authority on another, are eliminated in the national 
accounts. Some are already eliminated in the published 
sources, but others and most transfers between different 
services by an individual authority are not, although in the 
accounts for the Scottish authorities, an appropriate 
adjustment is made to reflect both inter-authority and inter
account transfers. The distinction between current and 
capital transactions which is made for the accounting 
purposes of local authorities, is close to that required for 
the national accounts. The published sources give aggregate 
accounts for ’rate fund’ and trading services, housing and 
special funds: the first two accounts are analysed by type 
of local authority service, for example education and 
police. It should also be noted that local authorities’ 
revenue accounts are nearly all on the same payable- 
receivable or accruals basis as the national accounts, 
although their capital accounts tend to be on a payments- 
receipts basis.

2. THE PUBLISHED TABLES

10.9 The tables for local authorities published in the 
Blue Book comprise a summary account of current and 
capital receipts and expenditure, and financial transactions 
(net); detailed current, capital and financial transactions

accounts; and a housing operating account. The summary 
account for local authorities is not reproduced here since 
the items presented in that table are described in the notes 
to the detailed accounts.

10.10 Although the current account of local authorities 
in the national accounts is broadly equivalent to the rate 
fund account operated by local authorities, there are 
important differences. The current account includes certain 
income and expenditure of local authority ‘special funds’ 
(which are recorded separately from the rate fund 
transactions). The charge for the use of capital- 
represented by the ‘imputed charge for non-trading capital 
consumption’ (see paragraph 10.24) in the national 
accounts — is not reflected in the rate fund account. On 
the other hand, the rate fund accounts show transactions 
of a capital nature which have no close parallel in the 
national income accounts: ’revenue contributions to capital 
outlay’, certain other expenditure of a capital nature, 
repayment of prinicipal on loans, and contributions to 
special funds such as ‘repairs and renewals funds’. Whereas 
trading and housing revenue account surpluses are remitted 
to the current account in national accounts (see paragraphs 
10.18 and 10.22), the surpluses generated by these activities 
may, in the local authorities’ own accounts, be shown as 
increases in trading balances, revenue contribution to 
capital outlay or other flows. The trading surpluses in the 
local authorities’ accounts will be less than on national 
accounts definitions, as debt charges (principal and 
interest) and transfers to other accounts are charged to the 
local authority trading accounts. In the national accounts 
however debt charges are excluded from the trading 
operating account and included in the current and financial 
transactions accounts, and the transfers are also excluded 
from trading expenses. Finally there is an important 
additional difference between the current account ‘surplus’ 
and the rate fund ‘increase in balances’ although both 
represent the excess of income over expenditure. In the 
national accounts the current surplus forms a capital 
receipt, while in the local authorities own accounts, the rate 
fund balances remain a continuing asset of the rate fund. 
They will normally be lent to other accounts within the 
local authority or invested. Any loans made to the capital 
accounts from the rate fund revenue balances are 
repayable. The only non-repayable flow direct from the 
rate fund revenue account to the capital account is the 
‘revenue contribution to capital outlay’.

CURRENT ACCOUNT
10.11 The current account for local authorities as it 
appeared in Table 8.2 in the 1984 Blue Book is presented 
in Table 10a.

Receipts
10.12 Current grants from central government comprise
both non-specific grants and grants towards specific 
services, such as police, education, etc. Since the 
introduction of the general grant system in April 1959 
grants not allocated to specific services have accounted for 
more than three-quarters of the total; prior to this they 
accounted for only about one-sixth.
10.13 Grants not allocated to specific services include 
rate deficiency grants from April 1959, and equalisation 
and transitional grants, superseded in 1967 by the system
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Local authorities' current account
Table 10a

RECEIPTS
Current grants from central government: 
Grants not allocated to specific services 
Roads and public lighting 
Transpoi^
Housing
Police
Administr|tion of justice 
Education^
Other specific services

Total
Rates
Gross trading surplus4 
Rent^
Interest, etc.
Imputed charge for consumption of non 

trading capital
Total
EXPENDITURE 
Final consumption:

Current expenditure on goods and
services;

Civil defence
Roads and public lighting 
Employment services 
Housing
Environmental services:

Sewerage and sewage disposal 
Refuse collection and disposal 
Environmental health 
Land drainage and coast protection 
Parks, pleasure grounds, etc.
Town and country planning 

Libraries, museums and arts 
Police
Administration of justice 
Fire service 
Social services:

Education
National health service 
Personal social services 
School meals and milk 

Rate collection
Records, registrations and surveys 
Cemeteries
General administration 

5Total
Non-trading capital consumption

.5Total 
Subsidies:

Housing
Passenger transport 
Other trading

Current grants to personal sector: 
Scholarships and grants to universities, 

colleges, etc.
Rent rebates and allowances*
Other

Debt interest:
On loans from central government 
Other

Total current expenditure 
Balance: current surplus'*
Total

Local authorities

£ million
1980

10 603

13 201 
8 283 

215 
3 031 

693

1 105
26 528

8 618

17 854 
1 105

18 959

1 606 
2 627

25 307 
1 221

_____________________________ 26 528
From November 1982, the figures are affected by the introduction of 

^he new housing benefit scheme.
^Including grants for school meals and milk.
From 1974, rates collected in Northern Ireland are partly recorded as 

central government receipts.
Before providing for depreciation.

5 Net of the following income from fees and charges, etc. £ million);
1980 

3 130

of rate support grants. Also included are receipts from local 
taxation licence duties, that is dog and gun licences, which 
are in practice collected and retained by local authorities, 
but treated in the national accounts as if received by central 
government and then transferred to local authorities. Other 
non-specific grants include from 1965 grants under the 
Rating (Interim RelieO Act 1964; from 1966 grants towards 
the cost of rate rebates; from 1966 to 1973 reimbursements 
to local authorities in respect of selective employment tax 
paid on their employees (see paragraph 10.27); from 1967 
grants for school canteens which were classified as capital 
grants in earlier years; from 1973, reimbursements of value 
added tax paid on purchases by local authorities less 
receipts on sales (see paragraph 10.27); and from 1975 
National Parks supplementary grants paid under the Local 
Government Act 1974. Also included in non-specific grants 
were payments under the Tithe Act, 1936 (about £1 million 
per annum) which ceased in April 1959.

10.14 Since 1967, police has been the main service to 
receive a specific grant. Between 1959 and 1967 the other 
major specific grants were for school meals and milk, and 
roads. From 1967, under the rate support grant system, 
these specific grants were discontinued, except for grants 
for minor improvements to roads which were reclassified 
as capital grant from 1974.

10.15 In the last ten years, in addition to the grant for 
police, major specific grants have been given for transport, 
housing, administration of justice and education. The 
specific grant on transport relates to payments of 
supplementary grant in England and Wales under the Local 
Government Act 1974. From April 1982 all payments of 
this grant in Wales relate to capital expenditure. Since 
housing is treated as a trading service, grants towards 
housing costs are excluded and regarded as a subsidy paid 
to the housing operating account of local authorities. 
However, grants towards the cost of local authorities’ loan 
charges incurred on grants for conversions and 
improvements of privately-owned housing accommodation 
under various Housing Acts, are included. Grants towards 
the cost of rent rebates and allowances under the 1982 
Social Security and Housing Benefits Act are included. The 
central Government contribution under the previous 
scheme was treated as being paid directly to the tenant. 
Specific grants for administration of justice include grants 
towards the cost of magistrates’ courts and the probation 
and after-care service. From 1974 education grants are 
principally for the reimbursement of local authorities’ 
expenditure on student awards. Also included until 1973 
was the cost of the salaries of school teachers paid directly 
by the government of Northern Ireland, which were treated 
as being paid by local education authorities. The heading 
‘Other specific services’, includes urban programme grants 
which have increased in importance in recent years.

10.16 The figures of current grants derived from Local 
Government Financial Statistics differ somewhat from 
those derived from the central government Appropriation 
Accounts; this can be explained by the central goverment 
recording actual payments while the local authorities record 
amounts due. Moreover local authorities treat central 
government grants towards capital expenditure met from 
revenue as revenue receipts. (The transfer from revenue 
to capital account is recorded as ‘revenue contribution to 
capital outlay’). In the national accounts these grants are
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treated as local authority capital receipts. For the 
consistency which is essential in a system of national 
accounts, the figures from the local authorities own 
accounts are adjusted to accord with those given by the 
central government accounts. This adjustment is partly 
reflected in the balancing item in the financial account (see 
paragraph 10.50)

10.17 Rates are treated as a tax on expenditure, being 
related to the particular activity of using land and 
buildings. The central government, Post Office, and 
nationalised railway and electricity undertakings are not 
liable to pay rates but make instead contributions in lieu 
of rates; these are included here. Water rates paid by water 
consumers to local authorities are not included; they are 
treated as operating receipts of a trading service. Charges 
for sewerage services and land drainage in England and 
Wales are excluded from 1 April 1974, when the when the 
responsibility for these services was transferred to the 
Regional Water Authorities (classified as public 
corporations). Income from rates is recorded on an 
accruals basis; it is the estimated amount of rates due in 
respect of the period with the difference between cash 
receipts and accruals included in the financial account as 
an accruals adjustment. From 1966 income from rates has 
been reduced by the rate rebate scheme for low income 
households. From 1974 rates collected in Northern Ireland, 
other than those paid to the district councils, are recorded 
as receipts by central government.

10.18 Gross trading surplus. The trading activities of 
local authorities are those shown as such in Local 
Government Financial Statistics, with the addition of 
housing, income from which appears under the separate 
heading ’Rent’ (see below). The gross trading surplus is 
the balance of trading income over operating expenditure, 
before allowing for depreciation and interest charges. In 
conformity with the treatment of trading bodies elsewhere 
in the national accounts, income from the ownership of 
buildings and plant used for trading services (other than 
housing) is included in the gross trading surplus. Gross 
payments from rate fund accounts to local authority 
trading services are regarded as subsidies and thereby 
included in arriving at the gross trading surplus.

10.19 Trading income consists chiefly of revenue from 
sales, for example from municipally owned passenger 
transport undertakings, or from various fees, dues and 
rents which may or may not be precisely related to the 
extent to which the service is used by the payer. Receipts 
from reserve funds are not regarded as subsidies and are 
excluded. Operating expenditure consists of the working 
expenses, but, as for other trading bodies, excludes loan 
charges. Transfers, including those to the general rate fund, 
revenue contributions to capital outlay, and loan charges 
are treated as expenditure in the local authorities’ own 
accounts but are excluded from trading expenses in the 
national accounts. The expenditure, other than transfers, 
of the trading reserve funds is however included. The data 
relating to these items are set out in Local Government 
Financial Statistics, although certain adjustments, which 
are partly estimated, must be made in respect of the 
transfers to and from other accounts and funds.

10.20 The industrial composition of the gross trading 
surplus for 1980/81 is shown in Table 10b.
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Industrial composition of Local Authorities’ gross trading surplus 1980/81

Table 10b £ million

Gas and water'
Road passenger transport, harbours, ports and piers, ferries, 

aerodromes, and tolled bridges and tunnels 
Corporation estates, civic halls, markets, slaughter houses, 

district heating
Other (including lottery funds)
Total

40

48

‘Gas undertakings in Northern Ireland only, and water supply in 
Scotland.

10.21 Before nationalisation in 1948 and 1949 municipal 
electricity and gas undertakings in Great Britain were, of 
course, included and the scope of local authority trading 
services was much greater. Gas undertakings in Northern 
Ireland are still included. Local authority trading aaivities 
were further reduced in 1974 in consequence of the transfer 
of their water supply functions in England and Wales to 
the Regional Water Authorities which are treated as public 
corporations.

10.22 Rent consists of local authorities’ receipts of rent 
measured as the balance of income and expenditure in the 
housing operating account (see paragraph 10.53). On 
national accounting definitions, this balance excludes 
interest receipts and payments, capital expenditure met 
from revenue and changes in working balances. It thus 
differs from the balance shown in the local authorities’ own 
housing revenue account which includes these items of 
income and expenditure. Notional income from the 
ownership of non-trading property such as schools and 
offices, is not regarded as rent but is covered in the imputed 
charge for the consumption of non-trading capital (see 
paragraph 10.24).

10.23 Interest, etc. consists of interest received on loans 
for house purchase, and interest received on the invested 
balances of sinking funds, consolidated loans funds and 
certain other special funds. The investment income of 
superannuation funds is excluded; such income is deemed 
to accrue to the members of the schemes. Receipts from 
central government and public corporations in respect of 
loans for which these bodies have accepted responsibility 
are included (see paragraph 10.35). Most of the figures are 
derived from Local Government Financial Statistics. 
Interest from other local authorities cannot be excluded. 
This also appears as a payment of debt interest (see 
paragraph 10.35). Interest, etc. includes receipts from 
central government in connection with local authorities’ 
foreign currency borrowing covered by the Exchange Cover 
Scheme, under which central government guarantees to 
reimburse any addition to the sterling cost of interest 
payments arising from fluctuations in exchange rates. The 
figures are taken from the central government account, 
from the ownership of non-trading fixed capital assets.

10.24 Imputed charge fo r consumption o f non-trading 
capital represents the imputed income of local authorities 
from their ownership of non-trading capital assets. It is 
derived from the estimates of capital consumption and 
capital stock (see Section 5 of Chapter 12). It is balanced 
in the local authorities current account by an equal item 
of expenditure included in final consumption.
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Expenditure

10.25 Final consumption comprises current expenditure 
on goods and services and non-trading capital 
consumption.

10.26 Current expenditure on goods and services is 
equivalent to the general expenditure on revenue account 
of rate-fund services with the following exceptions. Certain 
expenditure is treated as grants to the personal sector, ie 
scholarships, grants to universities, colleges etc., rent 
rebates and allowances, and, until 1973, compensation 
payments in Northern Ireland. The parts of expenditure 
on rate-fund services revenue account representing 
recharges to other accounts or services, contributions to 
the Housing Revenue Account, net contributions to trading 
services, net transfers to capital and special funds, and 
capital expenditure met from revenue, are also excluded 
from current expenditure on goods and services; but the 
expenditure, other than transfers, of certain special funds 
is included. Fees and charges—such as contributions by 
beneficiaries towards the cost of welfare services, entrance 
fees to museums, swimming pools, etc., and recoveries of 
expenditure—are deducted from the corresponding 
expenditure. However, the parts of the heading ‘Other 
income’ shown in Local Government Financial Statistics 
which represent transfers from certain special funds, for 
example reserve funds, other internal transfers, and certain 
minor items are not deducted in arriving at current 
expenditure on goods and services.

10.27 Current expenditure on goods and services includes 
value added tax paid by local authorities as they are 
reimbursed by central government. The local authorities’ 
own accounts and Local Government Financial Statistics 
exclude value added tax. From 1966 to 1973 estimates of 
the selective employment tax payable in respect of local 
authority employees were included with current 
expenditure on goods and services, and from 1977 to 1985 
payments of national insurance surcharge by local 
authorities are included. Local authorities received 
reimbursements for their payments of selective employment 
tax (except for employees engaged on new construction 
work), which for the national accounts were included with 
current grants from central government. Current 
expenditure on goods and services also reflects the changes 
in the coverage of the local authority sector described in 
Section 1 of this chapter, except those connected with 
trading services such as water supply and the trust ports. 
Expenditure is excluded from April 1962 on colleges of 
advanced technology, from 1972 on legal aid services, from 
1973 on Northern Ireland services and from 1974 on health 
services, all of which became the responsibility of central 
government from the dates shown.

10.28 It has already been explained that the estimates
of current expenditure on goods and services are on a net
basis in so far as certain non-trading receipts are deducted
(see paragraph 10.26). The criteria used to select such 
receipts are:

(a) there is a clear and direct link between the payment 
and the acquisition by the payer of specific goods and 
services; and
(b) the charge levied is related to the cost of providing 
the goods or services; and the local authority is not using 
its powers to make the charge an instrument for raising 
revenue.

n 'J
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10.29 It should be noted that the figures of current 
expenditure on goods and services include employers’ 
superannuation contributions in respect of all local 
authority employees except police and firemen. Such 
contributions are paid to special superannuation funds 
managed by local authorities (see paragraph 10.6) or, in 
the case of the teachers’ pension scheme, to the central 
government. In the case of the contributory pension 
schemes for the police and fire services, there are no 
separate pension funds and no identifiable employers’ 
contributions; the pensions paid to retired members of 
these services less employees’ current contributions, are 
included in current expenditure on goods and services. This 
treatment is consistent with the definition of income from 
employment.

10.30 Current expenditure on goods and services is 
analysed in the Blue Book according to service; the 
classification is generally the same as that used for the 
analysis of the combined expenditure of the central 
government and local authorities (Table 9.4 of the 1983 
Blue Book). The definitions of the services, in terms of 
the classification used in Local Government Financial 
Statistics, are given in Chapter 11.

10.31 Non-trading capital consumption is the notional 
expenditure equal to the imputed charge for consumption 
of non-trading capital included in receipts. It is required 
in order to arrive at a measure of the total economic cost 
of providing local authority services.

10.32 Subsidies associated with local authority trading 
activities are taken as the amounts reported by the 
authorities as having been transferred from their general 
accounts to their own trading organisations. These 
amounts are included in arriving at the gross trading 
surplus and rent for the national accounts. Housing 
subsidies are paid to the housing operating account and, 
together with the subsidies from central government, 
finance the deficit between the costs of providing the 
housing service and the rent charged to tenants. In addition 
to payments to local authorities* own passenger transport 
services, subsidies also include payments to nationalised 
rail and road undertakings in connection with their 
provision of uneconomic local services, and revenue grants 
to the Passenger Transport Executives, including London 
Transport.

10.33 Current grants to personal sector comprise the 
following:

(a) Scholarships and grants to universities, colleges, 
etc., which represent cash payments to pupils and 
students in respect of fees and maintenance allowances.
(b) Rent rebates and allowances which are paid to 

assist tenants to meet rents charged. The contributions 
towards rent rebates from central government funds 
before 1982 are excluded (they are entered directly into 
the housing operating account). The effects of the 1982 
re-organisation is described in more detail in the October 
1983 issue of Economic Trends.
(c) Other grants relate to compensation for damage 

caused by civil disturbance in Northern Ireland. From 
1 October 1973 responsibility for paying this 
compensation was transferred from local authorities to 
central government.
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156 Local authorities

10.34 Figures of subsidies and current grants to persons 
are not shown in Local Government Financial Statistics, 
They are derived from departmental returns.

*

10.35 Debt interest is predominantly the interest paid on 
rate-fund and trading services revenue accounts. Interest 
on loans in respect of hospitals, and gas and electricity 
undertakings taken over by national bodies, and the assets 
transferred to the Regional Water Authorities in 1974 is 
included; the reimbursements made by the central 
government and public corporations are recorded in the 
item showing interest received (see paragraph 10.23). From 
1978, debt interest also includes the reimbursements made 
to New Towns Development Corporations in respect of the 
servicing of debt relating to the assets transferred from the 
corporations to local authorities, where the corporations 
retained responsibility for the debt. The payments by local 
authorities are taken as the receipts recorded in the public 
corporations accounts. No attempt is made to exclude 
interest paid to other local authorities, which is also 
included in receipts (see paragraph 10.23). Payments of 
interest on overseas borrowing are included at current 
exchange rates, reimbursements under the Exchange Cover 
Scheme being included with receipts of interest (see 
paragraph 10.23). Interest payments are shown gross, 
before deduction of income tax, which is regarded as falling 
on the recipients of the interest.
10.36 Interest paid on loans from the central government 
is shown separately from other payments of interest; the 
figures are taken from the central government accounts. 
This item also includes charges in respect of guaranteeing 
overseas loans under the Exchange Cover Scheme.

CAPITAL ACCOUNT

10.37 The capital account for local authorities, as it 
appeared in Table 8.3 in the 1984 Blue Book is set out in 
Table 10c.

Receipts

10.38 Current surplus before providing for depreciation 
and stock appreciation is the balance brought forward from 
the current account.
10.39 Capital grants from central government comprise 
grants towards capital expenditure on specific services, a 
number of which are shown separately in the Blue Book. 
From 1955 to 1974, the principal item shown was grants 
for roads. Since 1974, certain grants for highways which 
form part of the Transport Supplementary grant, paid in 
England and Wales under the Local Government Act 1974, 
are included in the table under ‘Other’ grants, together with 
grants for housing and miscellaneous government services. 
Capital grants relating to water supply and sewerage 
services were no longer paid to local authorities when these 
services in England and Wales were transferred to the 
Regional Water Authorities on 1 April 1974. Lump sum 
contributions by the Northern Ireland government towards 
the cost of newly-built houses were treated as capital grants 
to local authorities until 1973, when responsibility for 
housing passed to the Northern Ireland Housing Executive, 
a public corporation. Grants for education related mainly 
to capital expenditure on canteens for the school meals 
service until 1967, after which they were financed by 
current grants from central government through rate-

support grants. War damage compensation was included 
in capital grants in the early post-war years, but by 1954 
it amounted only to £2 million a year, being phased out 
by 1966.

Local authorities’ capital account
Table 10c £ million

1980

R E C E I P T S
Current surplus before providing for

depreciation 1 221
Capital grants from central government:

Roads and public lighting 41
Environmental services:

Water, sewerage and refuse disposal 14
Land drainage and coast protection 

Education'
72

•
Other 206

Total 333

Miscellaneous capital receipts 43

Total 1 597

E X P E N D I T U R E  
Gross domestic fixed capital formation:

Roads and public lighting 418
Trading services :

Road and rail passenger transport 39
Harbours, docks and aerodromes 32
Other 159

Housing-^ 1 570
Environmental services:

Water 40
Sewerage and sewage disposal 54
Refuse collection and disposal 73
Environmental health 16
Land drainage and coast protection 106
Parks, pleasure grounds, etc. 174
Town and country planning 135

Libraries, museums and arts 31
Police 57
Fire service 30
Social services:

Education 562
National health service «

Personal social services 109
Other 233

Total 3 838
Capital grants to personal sector 175
Capital grants to public corporations 82

Total capital expenditure 4 095
Balance: financial surplus or deficit -2 498

Total 1 597

IIncluding grants for school meals service.
Excluding housing and water.

^Excluding houses provided for specific services (e.g. police); these appear 
under the service concerned.
^Net of the following receipts from sales of council housing .£ million);

1980
788

10.40 Capital grants from central government are shown 
in Local Government Financial Statistics, The figures differ 
from those in the central government accounts for the 
reasons given in paragraph 10.16; the data recorded by 
central government have been used in order to achieve 
consistency in the national accounts, as in the case of 
current grants from the central government. Certain grants
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made specifically towards capital expenditure met from 
revenue and treated by local authorities as current receipts 
are included in capital grants in the Blue Book (see 
paragraph 10.16).

10.41 Miscellaneous capital receipts comprise receipts 
from the Scottish and Welsh Development Agencies in 
respect of capital work undertaken by these Agencies on 
behalf of local authorities, where the expenditure is 
included with that of local authorities.

Expenditure

10.42 Gross domestic fixed capital formation. Estimates 
of fixed capital formation for all years except the most 
recent are derived partly from Local Government Financial 
Statistics and partly from the capital payments returns 
referred to in paragraph 10.71. The whole of expenditure 
on capital account shown in Local Government Financial 
Statistics is treated as expenditure on fixed assets, apart 
from repayment of debt, capital receipts transferred to 
other services, inter-authority purchases, certain capital 
grants (eg improvement grants) and lending. In addition, 
certain expenditure on renewals charged directly to revenue 
account is included. Expenditure on fixed assets in recorded 
in the national accounts net of receipts from sales. Fixed 
capital formation does not include the capital value of 
assets leased by local authorities.

10.43 The Blue Book table shows the division of capital 
formation between housing; three groups of trading 
services—road and rail passenger transport; harbours, 
docks and aerodromes; ‘other’ trading services; and the 
various non-trading services, corresponding to the analysis 
of current expenditure on goods and services (see 
paragraph 10.30). The estimates for housing for the most 
recent years, are affected by increased receipts from the 
sale of council houses, which are deducted from 
expenditure. The value of these receipts is shown in a 
footnote and in Tables 9.2 and 9.3. Until 1967 the estimates 
for education included the cost of the school canteens 
referred to in paragraph 10.39.

10.44 Capital grants to personal sector represent grants 
by local authorities for the conversion and improvement 
of privately-owned housing under the various Housing 
Acts, thermal insulation grants, and air pollution grants. 
Grants by local authorities in Northern Ireland towards 
the cost of privately-built houses under the Northern 
Ireland Housing Acts were also included. The estimates 
are based mainly on information provided by government 
departments, although from 1960/61, information for 
England and Wales in respect of improvement grants 
appears in Local Government Financial Statistics.

10.45 Capital grants to public corporations comprise 
local authority grants to nationalised transport 
undertakings including British Rail and the Passenger 
Transport Executives.

FINANCIAL ACCOUNT AND BALANCING ITEM

10.46 The financial transactions account shows local 
authority lending and the borrowing which finances this 
and the financial deficit carried forward from the capital 
account. Much of the information shown in the table is 
not distinguished in detail in Local Government Financial

Statistics. It is obtained from returns by local autorities 
to government departments or from the record of the sector 
engaging in the one word of individual transactions. A 
summary of the table as it is presented in the Blue Book 
is given at Table lOd.

Local authorities’ financial account and balancing item 
Table lOd £ million

1980

Financial surplus or deficit

TRANSACTIONS IN FINANCIAL 
LIABILITIES (NET)

Accruals adjustments;
Rates
Value added tax 
Income tax 
National insurance 
National insurance surcharge

Borrowing requirement:
Loans from central government (net) 
Borrowing from other sources (net)l 
Transactions in other public sector 

debt (net sales)*
Transactions in short-term assets 

(net sales)

Total borrowing requirement

Total transactions in financial liabilities

TRANSACTIONS IN FINANCIAL 
ASSETS (NET)

Accruals adjustments:
Subsidies
Rent

Net lending to private sector:
For house purchase 
Other

Total transactions in financial assets 

Net total financial transactions^ 

Balancing item

-2 498

1 224 
1 799

-11

-50

2 962

3 361

497

■2 864

366

These two items comprise the local authorities’ contribution to the public 
sector borrowing requirement.
‘Total assets less total liabilities..

Transactions in financial liabilities (net)

10.47 Accruals adjustments, treated as transactions in 
financial liabilities (net), measure the differences between 
certain payments due to local authorities, which are 
recorded in their operating and current accounts, and the 
corresponding cash receipts and payments. The number 
of transactions for which adjustments have been identified 
has increased over the years. Those which have not been 
identified contribute to the balancing item (see paragraph 
10.50). The adjustments identified in the 1984 Blue Book 
include the differences between cash receipts and accruals 
of rates from ratepayers, and reimbursements of value- 
added tax from central government. The adjustments 
representing changes in the financial liabilities of the sector, 
measure income tax and national insurance contributions 
deducted from employees’ wages and salaries but not yet 
handed over to central government, and national insurance 
surcharge due to central government but not yet paid. The 
adjustment for income tax also includes the difference 
between local authority deductions of tax from interest
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158 Local authorities

paid and the payments of this tax to the Inland Revenue. 
The adjustment for rates is derived from estimates of rates 
falling due in the period and cash receipts by local 
authorities (see paragraph 10.17). The other adjustments 
identified are derived from the transactions recorded in the 
central government accounts and the corresponding entries 
in the local authority accounts.

10.48 Borrowing requirement. Local authorities can 
borrow only for purposes which have been authorised by 
Acts of Parliament, mainly in anticipation of revenue to 
smooth their cash flow (limited by statute to the amount 
of revenue receivable) and to finance capital expenditure. 
The borrowing requirement for the sector is measured as 
the sum of the following items:

(a) Loans from central government (net) represent 
direct lending from central government to local 
authorities (ie excluding market transactions in local 
authorities’ debt). This comprises advances less 
repayments from the Public Works Loans Board, the 
Northern Ireland Government Loans Fund, and from 
certain government departments (mainly for the 
financing of capital expenditure on tunnels and bridges). 
Loans from central government are not distinguished 
from borrowing from other sources in Local 
Government Financial Statistics. The figures in the table 
are taken from central government sources.
(b) Borrowing from other sources (net) comprises 
borrowing net of repayments, from the domestic sectors 
other than central government, including local 
authorities’ own superannuation funds, and from 
overseas. The item consists of borrowing by means of 
temporary loans, bank overdrafts, capital and revenue 
bills, mortgages and other long-term loans, stock issues 
and bonds, both in sterling and foreign currency. Since 
these items are not distinguished separately within the 
borrowing shown in Local Government Financial 
Statistics, the figures are taken from the departmental 
returns referred to in Section 3 of this chapter, 
supplemented by information on transactions with local 
authorities recorded for example, by the monetary 
sector, and local authorities’ transactions in the balance 
of payments accounts. Transactions in the market in 
local authority debt by the Issue Department of the 
Bank of England and, from 1975 funds operated by the 
Investment and Loans Office are included. Capital 
repayments to new town development corporations in 
England have been included from 1978 when the 
administration of these new towns was switched from 
the corporations to the local authorities who assumed 
the associated debt. Also included are payments by 
central government of claims under the Exchange Cover 
Scheme, as these are recorded in the central government 
account.
(c) Transactions in other public sector debt are 
transactions by local authorities in central government 
and public corporation debt, typically purchases or sales 
of British Government stock or short term lending to 
public corporations.
(d) Transactions in short term assets comprise mainly 
of the net reduction in bank deposits and deposits with 
other financial institutions.

10.49 The total of the three items-borrowing from other 
sources (net), transactions in other public sector debt (net 
sales), and transactions in short term assets (net sales) is

referred to as the local authorities’ contribution to the 
public sector borrowing requirement.

Transactions in financial assets (net)
10.50 Accruals adjustments treated as transactions in 
financial assets (net) measure the difference between 
amounts due from central government in respect of 
•housing subsidies, and from 1982, rent rebates.
10.51 Net lending to the private sector comprises lending, 
net of repayments, for the purchase of council houses by 
tenants, loans for house improvement, mortgages granted 
for the purchase of privately owned dwellings, loans to 
housing associations, and advances to industrialists for 
development under sections 3 and 4 of the Local Authority 
(Land) Act 1963. The figures are derived from 
departmental sources.
10.52 Balancing item is the residual item in the accounts 
of local authorities which reflects changes in debtors and 
creditors, etc., together with any omissions or errors in the 
receipts and of expenditure identified in the accounts, for 
example, those arising from the adjustments made to the 
figures of grants from central government in the local 
authority accounts in order to conform with the accounts 
of central government.

HOUSING OPERATING ACCOUNT
10.53 The housing operating account shows how the 
operating surplus (rent) is derived from the elements of 
income and expenditure in the local authorities’ housing 
revenue accounts. Not all items of income and expenditure 
in Local Government Financial Statistics are taken into 
account in the Blue Book table as this excludes interest 
receipts and payments, capital expenditure met from 
revenue, and changes in working balances, all included in 
the local authorities’ own accounts. Consequently the 
operating surplus derived for the national accounts is not 
shown directly in Local Government Financial Statistics.
10.54 The housing operating account. Table 8.5 in the 
1984 Blue Book, is shown in Table lOe.

Table lOe
Housing: operating account

£ million
1980

REVENUE 
Rent on dwellings:

Paid by tenants 
Rent rebates 

Rent on other properties 
Subsidies:

Central government 
Local authorities

Other income 
Total

1

4 758
EXPENDITURE 

Supervision and management 
Repairs
Other current expenditure* 
Balance: rent before provi^ijig for 

interest and depreciation^ 3 031

Total 4 758
Excluding receipts and payments of interest, 

transferred to table 8.2. See Blue Book 1984.
Loan charges to be met from rent are as follows (£ million):

1980
Debt interest (net of interest receipts) 2 712
Repayments of principal 306

Total 3 018
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10.55 Rent on dwellings. The provision of housing by 
local authorities is treated as a trading activity in which 
as a matter of policy, the price of the product, that is the 
rent charged to tenants, is in some cases, less than its cost, 
the difference being covered by central government and 
local authority subsidies. The assistance provided to 
individual low-income tenants in the form of rent rebates 
is related to rents charged. In the national accounts this 
assistance to tenants is treated as a current grant to persons. 
So income from rent on dwellings is shown in the table 
in two parts: first, rent paid by tenants representing actual 
payments after allowing for subsidies and rent rebates: and 
secondly, rent rebates which are treated as receipts in the 
housing operating account financed by the current grants 
paid to persons by central government and the local 
authorities* general rate fund account (see paragraph 
10.33).

10.56 Rent on other properties consists of rents received 
from the ownership of land and buildings other than 
dwellings, but associated with housing, for instance, private 
garages owned by local authorities.

10.57 Subsidies from central government are treated as 
being paid direct to the housing account, not through the 
local authorities’ general rate fund account. Local 
authority housing subsidies are taken as the amounts 
reported by the authorities as having been transferred to 
the housing revenue account for that purpose.

10.58 Other income arises from the provision of 
amenities associated with housing, for instance central 
heating, hot water and laundries. Receipts of interest are 
not included.

Expenditure

10.59 Supervision and management expenditure covers 
the staff costs and other administrative costs of providing 
the housing service, except payments of debt interest.

10.60 Repair expenditure covers expenditure on repairs 
and maintenance including the costs of directly employed 
labour forces. Contributions to capital costs are excluded.

10.61 Other current expenditure consists mainly of 
expenditure, other than capital expenditure, in connection 
with the provision of amenities such as central heating, etc. 
Payments of debt interest are not included.

10.62 Balance: rent before providing fo r interest and 
depreciation is the balance of income and expenditure in 
the housing operating account carried forward to the 
current account. It represents net rent (gross rent including 
subsidies, less expenses) as defined for the national 
accounts and represents an important though declining 
proportion of the total rent included in the gross domestic 
product. Loan charges to be met from net rent are shown 
in a footnote to the table in the Blue Book.

QUARTERLY TABLES
10.63 Quarterly estimates for the years from 1961 have 
been compiled for both the current and capital accounts 
of local authorities, and from 1963 for the financial 
transactions account. The current account is published 
quarterly in Economic Trends and, together with capital

and financial accounts, monthly in Financial Statistics. 
Also published in Financial Statistics are tables which 
analyse local authorities’ net borrowing according to type 
of instrument and the sector providing the finance, and 
give details of investments reported by local authorities. 
A broad analysis by instrument of the monthly borrowing 
requirement is also shown.

3. STATISTICAL SOURCES

Annual sources

10.64 The basic source of information used in compiling 
the local authority current and capital accounts, for the 
national accounts, is the statutory annual returns which 
are summarised for England in Local Government 
Financial Statistics, for Wales in Welsh Local Government 
Financial Statistics (until 1980/81, the figures for England 
and Wales were combined in Local Government Financial 
Statistics), for Scotland in Scottish Local Government 
Financial Statistics (previously Local Financial Returns 
(Scotland)}; and for Northern Ireland in the annual District 
Councils Summary o f  Statements o f  Accounts published 
by the Department of the Environment Northern Ireland 
(previously Local Authority Financial Returns).

10.65 The published summaries of local authorities’ 
accounts now all relate to financial years, which end on 
31 March: before 1974/75, with some exceptions, the 
financial year in Scotland ended on 15 May.

10.66 Two major problems arise in the construction of 
the current and capital accounts of the local authority 
sector, firstly the preparation of calendar year figures from 
financial year data, and secondly, the estimation for the 
most recent period for which published accounts are not 
yet available.

10.67 Calendar year estimates are derived from the 
financial year data by using a number of departmental 
returns which form the basis of the quarterly accounts 
compiled for the local authority sector; these returns are 
described below. Published information for Northern 
Ireland is supplemented by detail shown in departmental 
returns, particularly those relating to public expenditure.

10.68 The collection of the statutory returns from local
authorities is not complete in time to provide statistics for
the most recent year. Thus at the time of the 1984 Blue
Book was prepared, the latest returns related to 1982/83.
Figures for the latest year are estimates based mainly on
the information obtained from the quarterly returns
described below, and the annual Return of Expenditure
and Rates (which collects information in March/April
about local authorities’ budgets for the coming financial 
year).

10.69 The statutory annual returns currently provide 
much of the information required for the national 
accounts. For the years before 1974/75 however, the 
economic categories of expenditure on goods and services, 
and grants to the personal sector were not distinguished 
separately, and other sources of information were used for 
the estimates of current grants for the personal sector. 
Therefore there can be no certainty that all classes of local 
authority grants to the personal sector were identified in 
those years. The principal source was more detailed
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information on local education authorities’ expenditure 
collected by the education departments of central 
government. In the case of expenditure on capital account, 
the statutory returns show separately capital monies 
assigned to the repayment of debt, but some capital 
transfers and financial transactions, are not distinguished 
from expenditure on fixed assets. Nor are increases in the 
value of stocks identified. Expenditure on conversion and 
improvement grants, clean air grants, grants to Passenger 
Transport Executives, loans for house purchase and 
improvement, and loans to industry, is distinguished 
separately, but apart from this expenditure, the whole of 
the entry showing expenditure on capital account, other 
than the repayment of debt, is treated as expenditure on 
fixed assets in the national accounts. It is assumed that 
increases in the value of stocks, and capital transfers and 
lending other than the type mentioned, are sufficiently 
small to be ignored, although in fact some trading stocks 
are held.
10.70 Central government grants and loans to local 
authorities are taken directly from the central government 
accounts, for which government sources provide quarterly 
figures of cash payments. Information from the same 
source is available for payments of debt interest by local 
authorities to central government. Information on certain 
local authority transactions with public corporations is 
taken from individual public corporations’ published 
accounts. This relates to receipts of interest in connection 
with assets transferred from local authorities to public 
corporations, capital grants received from the Scottish and 
Welsh Development Agencies, and subsidies and grants 
paid by local authorities to nationalised transport 
undertakings. Counterpart information on transactions 
with local authorities is also available from the accounts 
of the monetary sector and other financial institutions. This 
information is used in the local authority accounts, if it 
is considered to be more complete or more appropriately 
classified than that reported by the authorities.

Quarterly sources

10.71 A number of quarterly returns to the Department 
of the Environment, the Scottish or Welsh Office where 
appropriate, are available. These are also used to compile 
annual estimates until the annual data become available, 
and in arriving at calendar year totals. The quarterly 
returns are as follows:

(a) A quarterly inquiry on rate receipts, interest 
receipts and payments, and wages and salaries in each 
of England, Wales and Scotland, provides the basis for 
quarterly and calendar year estimates of these items of 
income and expenditure. Wages and salaries account 
for about three-quarters of total current expenditure on 
goods and services by local authorities. No information 
is available about the quarterly pattern of other current 
expenditure on goods and services by local authorities 
and smooth quarterly changes are assumed. The 
estimates for the latest periods take into account the 
latest financial year forecasts.
(b) A quarterly capital payments return is received

from all authorities which distinguishes between all the 
main local authority services and between payments for 
different types of fixed asset.
(c) Various returns are received from authorities in 
England and Wales of conversion and improvement 
grants, loans for house purchase, and other finance for 
housing.
(d) There is a return by authorities in the United 
Kingdom giving details of their temporary and longer- 
term borrowing (less repayments), analysed by source 
and between short and long term items. The same return 
also gives details of deposits with monetary institutions 
and short-term claims on other sectors (these relate to 
amounts outstanding at end-period), and transactions 
in longer-term lending, for instance net purchases of 
gilt-edged securities. This return is provided monthly 
by a representative sample of authorities and quarterly 
by the remainder. It is a modified version of the return 
of borrowing by local authorities introduced in 1961 
which provided detail for a sample of authorities only. 
The modified return was introduced from 1977.

10.72 Information from these quarterly returns is 
supplemented by counterpart data obtained from the 
accounts of other sectors, as is the case for annual data 
(see paragraph 10.70).

10.73 The quarterly estimates for current grants to the 
personal sector are a split of financial year totals taking 
account of the normal incidence of payments of scholarship 
awards, etc. Gross trading surplus, income from rent, the 
imputed charge for the consumption of non-trading 
capital, expenditure on housing subsidies and grants for 
rent rebates are all assumed to follow a smooth quarterly 
path within financial years, estimates for the current 
financial year being based on forecasts.

4. RELIABILITY

10.74 The basic annual data for the current and capital 
accounts are accounting data and their reliability is good. 
The adjustments to a calendar year basis and the other 
adjustments required, are not thought to be substantial so 
as to affect the reliability of the estimates. An element of 
uncertainty does arise in the figures for the latest year 
which are partly based on estimates and projections, and 
the reliability of these figures should not be regarded as 
more than fair.

10.75 Clearly, those items in the quarterly accounts for 
which a smooth quarterly trend is assumed may be subject 
to a greater margin of error than those for which quarterly 
data are available. In many cases these errors are unlikely 
to be significant. In the case of rent for instance, it is 
reasonable to assume regular payments by tenants. The 
imputed charge for consumption of non-trading capital 
included in receipts corresponds to non-trading capital 
consumption included in expenditure. The assumption of 
a smooth quarterly trend for gross trading surplus may be 
less justifiable, but since this item is relatively small, any 
error is unlikely to be important.
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Chapter Eleven

General Government

1. GENERAL DESCRIPTION

11.1 General government denotes the combined central 
government and local authorities sectors, previously termed 
public authorities. For certain purposes it is convenient to 
combine the accounts for central and local government in 
order to provide a measure of total government activity. 
This is necessary when considering for example, the 
development of services to which both central and local 
government bodies contribute, such as housing, education, 
and the roads programme, or the extent of taxation in the 
economy, since local rates are an important part of total 
taxes on expenditure.

11.2 Consolidated accounts for the public sector as a 
whole, comprising central government, local authorities 
and public corporations, are no longer compiled for the 
national accounts except in respect of financial transactions 
(see Tables 13.10 and 13.12 of the Blue Book) although 
a public sector account showing five years data can be 
found in Table 2.7 of Financial Statistics. For a full 
description of these changes in presentation see the March 
1977 issue of Economic Trends. Public corporations are 
trading enterprises although with a certain financial 
dependence on general government, and it is no longer 
considered appropriate to combine the transactions of 
central government and local authorities, whose primary 
function is the production of non-market services, with 
those of public corporations which are concerned with the 
production of market goods and services. The public 
corporations’ financial dependence upon general 
government is however reflected by the subsidies, capital 
grants and lending to public corporations shown in the 
accounts for the individual sectors.

part. Thus, transactions which enter into total final 
expenditure at market prices are not affected by the 
consolidation. Payments for the products of general 
government trading bodies which form part of current 
expenditure on goods and services are not eliminated, 
because to the trading bodies, they are part of operating 
receipts. Taxes on expenditure levied by the central 
government which fall on local authorities* expenditure, 
and payments by the central government of local authority 
rates are also not eliminated. By retaining these 
transactions which enter into expenditure on goods and 
services at market prices, the accounts for general 
government are kept on a comparable basis with those for 
public corporations and the private sector; and the sum 
of general government, public corporations and private 
sector transactions is the total transactions for the economy 
as a whole. But all transfers and payments within the 
general government sector, which form part of the same 
economic category are, as far as possible, eliminated. 
Examples of transactions eliminated from the accounts of 
general government are the grants from central government 
to local authorities and local authorities’ payments of 
interest on loans from central government. In some cases, 
however, the consolidation is not complete because of lack 
of information; for example, receipts of interest by local 
authorities on their holdings of government securities are 
not completely eliminated. A full list of adjustments is 
given in paragraph 11.8.

2. THE PUBLISHED TABLES

11.3 The general government sector in the United 
Kingdom system of national accounts corresponds in the 
main to the definition of general government in 
international systems of accounts'. This provides an 
appropriate basis for international comparisons of 
pvernment activity since it is not affected by differences 
in the division of responsibilities between central, state and 
local government bodies. In the United Kingdom accounts 
however the sector includes central government and local 
authority trading activities such as forestry and housing, 
while internationally these trading activities should be 
included in the corporate or Quasi-corporate sectors.

11.5 The tables on general government in the Blue 
Book begin with a summary account showing the current, 
capital and financial transactions of central government 
and local authorities combined. The other tables in the 
section provide analyses of the main categories of general 
government income and expenditure, which are given in 
aggregate in the summary account. These analyses show 
the extent of the combined contribution by central 
government and local authorities to individual services 
provided by general government, and the full impact of 
taxation on other sectors of the economy.

11.4 (In preparing the accounts for general 
government, transactions within the sector have generally 
to be eliminated. The principles followed in this process 
of consolidation are the same as those followed in 
preparing the accounts for the central government sector. 
In principle, all transactions within the sector are 
eliminated except those in which the sector falls within a 
different economic category from the receipt by the other

11.6 The detailed information for general government 
presented in this section is published for calendar years 
only. Quarterly information corresponding to that given 
in the annual summary account is however published each 
month in Financial Statistics.

SUMMARY ACCOUNT

11.7 The account presented in Table 9.1 in the Blue 
Book is shown in Table 1 la. The table consolidates and 
summarises the current, capital, financial accounts and

‘A Sys,em 0 / Na,ion.l Accoun,s U n M  Nations, New York, 1968, and European System o f Integrated Economic Aceounts. Euros.at, Luxembourg, 1979.
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balancing item of central government and local authorities 
(Tables 7.1, and 8.1 of the Blue Book).

General government summary account
Table Ila £ million

i960

CURRENT RECEIPTS

Taxes on income*
Taxes on expenditure! ^
National insurance, e^c. contributions* 
Gross trading surplus^
Rent, etc.^
Interest and dividends, etc.
Imputed charge for consumption of non 

trading capital

30 806 
36 197 
13 944 

69 
4 251 
3 897

1 775

Total 90 939

CURRENT EXPENDITURE

Current expenditure on goods and 
services

Non-trading capital consumption 
Subsidies
Current grants to personal sector 
Current grants paid abroad (net) 
Debt interest

47 035 
1 775 
5 317 

25 468 
1 823 

11 363

Total current expenditure 
Balance: current surplus2

92 781 
-1 842

Total 90 939

CAPITAL RECEIPTS

Current surplus'^
Taxes on capital and other capital 

receipts 1

-1 842

1 164

Total -678

CAPITAL EXPENDITURE

Gross domestic fixed capital formation
Increase in value of stocks
Grants and transfers to other sectors4

Total capital expenditure 
Balance; financial surplus or deficit

7 875 
-8 553

Total -678

FINANCIAL ACCOUNT

Transactions in financial liabilities 
Transactions in financial assets

13 403 
4 745

Net total financial transactions' -8 658

BALANCING ITEM 105

1Total revenue from taxes and national insurance, etc. contributions is
as follows (£ million):

1980 
82 064

^Before providing for depreciation.
^Includes royalties and licence fees on oil and gas production. 
‘̂ Excluding financial transactions on writing-off debt to public
corporations.
^Total assets less total liabilities.

11.8 The following transactions between central 
government and local authorities have been eliminated:

(a) Debt interest on loans by the central government 
to local authorities.
(b) Identified payments of interest to local authorities 
on central government securities.
(c) Central government current and capital grants to 
local authorities.
(d) Local authority net purchases of government 
securities.
(e) Net lending by the central government to local 
authorities. This item accounts for the difference 
between the sum of the central government and local 
authorities’ borrowing requirements and the general 
government borrowing requirement.

As mentioned in paragraph 11.4 however, the process of 
consolidation has not been carried to its fullest extent. 
Transactions which enter into total final expenditure at 
market prices have not been eliminated, and some 
transactions have not been eliminated for lack of 
information.

11.9 Total revenue from taxation, that is the sum of 
taxes on income, taxes on expenditure, taxes on capital, 
and national insurance, etc. contributions, is shown in a 
footnote to the table.

TOTAL EXPENDITURE ON GOODS AND SERVICES AT 
CURRENT PRICES AND AT 1980 PRICES

11.10 Tables 9.2 and 9.3 of the Blue Book present the 
general government transactions which enter into total final 
expenditure at current market prices and at 1980 market 
prices, analysed between current and capital expenditure. 
Current expenditure is further analysed to distinguish 
separately for central government expenditure by each of 
the three major functional groups, military defence, 
national health service and other and for local authorities 
expenditure on education, and the sum of expenditure by 
all other functional groups. Local authority expenditure 
on fixed assets is shown from 1978 and sales of council 
houses from 1973. The functional groups are defined in 
Section 3 of this chapter. The methods used to revalue 
current expenditure at 1980 prices are described in Section 
5 of this chapter; those used to revalue capital expenditure 
are described in Chapters 12 and 13. The presentation of 
the estimates in tables 9.2 and 9.3 in the Blue Book is 
illustrated in Table lib.

ANALYSIS OF TOTAL GENERAL GOVERNMENT
EXPENDITURE

11.11 Table 9.4 in the Blue Book, provides a two-fold 
analysis of general government expenditure, by function, 
or service, and by economic category.The table is 
reproduced at Table Me.
11.12 Section 3 of this chapter provides a description of 
each of the services distinguished in the functional analysis 
presented in the Blue Book, and those categories of 
expenditure attributed to each service. From the 1985 Blue 
Book the present analysis of expenditure into 29 functional 
groups is being replaced with a new analysis based on the 
Classification of the Functions of Government (COFOG) 
adapted by the United Nations and other international 
bodies. This classification will show 14 major groups and
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some sub-groups. Further details are given in the Annex 
to this Chapter.

General government total expenditure on goods and services 
Table l ib  £ million

1980

CENTRAL GOVERNMENT 
Total final consumption:

Military defence 11 328
National health service 
Other*

11 249 
7 274

Total 29 851

Capital expenditure:
Gross domestic fixed capital formation I 758
Value of physical increase in stocks 52

Total 1 810

Total 31 661

LOCAL AUTHORITIES 
Total final consumption:

Education 9 005
Other^ 9 954

Total 18 959

Capital expenditure:
Gross domestic fixed capital formation

Expenditure on fixed assets 4 855
less Sales of council houses -788
less Other sales -229

Total 3 838

Total 22 797

GENERAL GOVERNMENT 
Final consumption 48 810
Gross domestic fixed capital formation 5 596
Value of physical increase in stocks 52

Total 54 458
1^Including education.
Up to 1974 includes National health service

11.13 The total of general government expenditure 
shown in this table is the sum of expenditure relating to 
current, capital account and transactions in financial assets 
shown in the summary account (Table 9.1), discussed in 
paragraphs 11.7 to 11.9. Debt interest however, although 
part of total general government expenditure, is not 
included in the functional analysis. As government 
borrowing is not related to specific projects, debt interest 
cannot satisfactorily be allocated between the various 
services provided by government. Non-trading capital 
consumption, the notional expenditure required to measure 
the full cost of providing general government services, is 
also excluded from the functional analysis since there is 
no reliable basis for attributing this notional expenditure 
to individual services in the detail required for Table 9.4.

Wages, salaries, etc

11.14 The estimates of wages, salaries, etc. given in Table 
9.4 relate to wages and salaries forming part of current 
expenditure on goods and services. Estimates of total wages 
and salaries and employers’ contributions paid by general 
government, including payments to those employed in

trading services, those directly employed on capital works, 
and other wages and salaries not treated as current 
expenditure on goods and services, are given in the notes 
to the Blue Book.

11.15 Wages, salaries, etc. include employers’ national 
insurance, etc. contributions and employers’ contributions 
to pension funds or actual pension payments (see Chapters 
9 and 10) and are thus equal to income from employment. 
In conformity with the definition of central government 
used in the national accounts, the figures for the central 
government include wages and salaries paid by the United 
Kingdom Atomic Energy Authority, Regional Health 
Authorities and Boards of Governors of Teaching 
Hospitals, etc. Hospital consultants’ fees are included, but 
not the remuneration of general practitioners and dentists 
in the national health service who are regarded as being 
self-employed; this corresponds with the Inland Revenue 
distinction between Schedules E and D. The figure for 
military defence includes Forces’ pay in cash and kind and 
the related employers’ contributions.

11.16 In the footnote to Table 9.4 of the Blue Book, 
Wages and salaries charged to the central government 
capital account include relevant payments by the Regional 
Hospital Boards and their successors from 1963; for earlier 
years these payments were not separately identified and 
are included with current expenditure on goods and 
services. The item ‘Wages and salaries, financed by grants’, 
arises when grants to other sectors, in particular 
expenditure on some overseas aid, are made specifically 
to cover wages and salaries, etc. The amounts recorded for 
the Post Office up to 1961, include wages, etc., charged 
to capital account but exclude the remuneration of sub
postmasters who are regarded as being self-employed.

11.17 The estimate of income from employment given 
in the footnote is the total of that shown for central 
government and local authorities in the analysis of gross 
national product by sector and type of income (Table 1.10 
of the Blue Book). However, it is larger than the estimate 
which can be derived from the analysis of the gross 
domestic product by industry (Table 2.1 of the Blue Book) 
under the headings ‘Public administration defence and 
compulsory social security’, and ‘Education and health 
services’. The difference is due mainly to:

(a) General government trading undertakings which 
are classified to other headings in Table 3.1 (for 
example, forestry, transport).
(b) Some central government non-trading 
establishments which are classified to other headings in 
Table 3.1, principally the United Kingdom Atomic 
Energy Authority, HM Stationery Office (until its 
reclassification as a public corporation on 1 April 1980), 
Royal naval shipbuilding, engineering and explosives 
establishments, R.E.M.E. establishments, Air Force 
maintenance units, and government research 
establishments.
(c) Local authorities’ building and contracting 
establishments which are classified to construction in 
Table 3.1.

11.18 Attention is drawn to one point in the classification 
by service of central government expenditure on wages and 
salaries. Wages and salaries paid by a government 
department A (for example, Department of Employment) 
in providing services for another department B (for
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example, Department of Health and Social Security) have 
been classified according to the category of public service 
provided by A (that is against ‘Employment services’ and 
not against ‘Social security benefits’). The payments made 
by B to A for these services, whether actual or imputed 
as allied services then appear in the column headed ‘Other 
payments (net)’—positively against the service provided by 
B and negatively against the service provided by A.
11.19 From 1963/64, the figures of central government 
wages and salaries have been provided by departments. For 
earlier years they were compiled mainly from an analysis 
of the published Supply Estimates, Appropriation 
Accounts, Trading Accounts and Balance Sheets, summary 
accounts of Regional Hospital Boards, and so on. It 
follows that the statistics of central government wages and 
salaries before 1963/64 exclude wages and salaries not 
identified as such in these publications, for example any 
wages included under the heading of maintenance.

11.20 The figures for local authority wages and salaries 
are derived from Local Government Financial Statistics. 
The results of the quarterly inquiry on wages and salaries, 
referred to in Chapter 10, are also used.

TAXES ON EXPENDITURE AND SUBSIDIES: 
ALLOCATION BY TYPE OF EXPENDITURE

11.21 Table lid  (Blue Book Tables 9.5) shows taxes on 
expenditure and subsidies allocated by type of expenditure. 
For estimating each form of final expenditure at factor 
cost, the total taxes on expenditure and subsidies must be 
split between the different forms of final expenditure. 
Certain taxes and subsidies can be allocated to specific 
forms of final expenditure; examples are Customs and 
Excise duties on alcoholic drink and tobacco, betting and 
gaming, most value-added tax (purchase tax until 1973) 
and the greater part of the food subsidies. Difficulty arises 
however in the allocation of taxes (and of certain subsidies) 
falling, not directly on some specific form of final 
expenditure, but wholly or partly on intermediate 
expenditure. Thus duty on road fuel, in so far as it falls 
on fuel used by business vehicles, is a tax on intermediate 
expenditure, and in so far as it falls on fuel used by private 
motorists is a tax on consumers’ expenditure. Local rates 
on business properties are another example of a tax paid 
by producers, which does not fall directly on a specific 
form of final expenditure.

11.22 In making estimates for Table 9.5 of the Blue 
Book, each tax and subsidy is examined and allocated to 
a specific category of final expenditure, or to intermediate 
expenditure. The amounts falling to intermediate demand 
are then re-allocated to the main categories of final 
expenditure. This is done using the results of the input- 
output analysis for 1968 and 1974 (and for subsequent 
years as these become available). The re-allocation for 1974 
was carried out in total, and separately for five major taxes. 
These were hydrocarbon oil duty; rates; motor vehicle 
licence duties; protective duties; and stamp duties. Re
allocation coefficients were also determined for national 
insurance contributions (which are not classified as taxes 
on expenditure) as a basis for re-allocating the national 
insurance surcharge, introduced in 1977 and treated as tax 
on expenditure. The 1974 coefficients for each major tax 
and for the remainder are assumed to be the same in more 
recent years except for adjustments which reflect any

•• •

Table lie
Analysis of general government total expenditure

Military defence:
Current expenditure on goods and services 

of which: Wages, salaries, etc.'
Gross domestic fixed capital formation 
Increase in value of stocks 
Current grants abroad 
Capital grants to private sector 
Net lending to overseas governments

Total

Civil defence;
Current expenditure on goods and services 

of which: Wages, salaries, etc.*
Gross domestic fixed capital formation 
Increase in value of stocks

Total

External relations:
Current expenditure on goods and services 

of which: Wages, salaries, etc.*
Gross domestic fixed capital formation 
Current grants abroad 
Capital transfers to public corporations 
Capital transfers abroad 
Net lending to public corporations 
Net lending to overseas governments 
Drawings from UK subscriptions to 

international lending bodies 
Other net lending and investment abroad

Total

Roads and public lighting:
Current expenditure on goods and services 

of which: Wages, salaries, etc.*
Gross domestic fixed capital formation 
Net lending to private sector

Total

Transport and communication:
Current expenditure on goods and services 

of which; Wages, salaries, etc.*
Gross domestic fixed capital formation 
Subsidies
Current grants abroad 
Capital grants to private sector 
Net lending to private sector 
Capital transfers to public corporations 
Net lending to public corporations

Total

Employment services:
Current expenditure on goods and services 

of which; Wages, salaries, etc.*
Gross domestic fixed capital formation 
Subsidies
Current grants to personal sector 
Current grants abroad 
Capital grants to private sector 
Net lending to private sector

Total

£ million

1980

11 302 
4 741 

68

II 419

32

2 033

2 350

1 213

1 668

rIncluding employers’ contributions to national insurance, 
superannuation, etc.
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Table l ie  (continued) £ million

1980

Other industry and trade:
Current expenditure on goods ai^d services 

of which: Wages, salaries, etc.
Gross domestic fixed capital formation 
Increase in value of stocks 
Subsidies
Current grants to personal sector 
Capital grants to private sector 
Capital transfers to public corporations 
Net lending to private sector 
Net lending to public corporations 
Other net lending and investment abroad 
Public dividends capital, etc.
Cash expenditure on company 

securities, etc. (net) 148

Total 4 169

32 Research2:
Current expenditure on goods and services 

of which: Wages, salaries, etc.*
438
261

Gross domestic fixed capital formation 85
443 Current grants to personal sector 156
165 Current grants abroad 85
11 Capital grants to private sector 32

1549 Net lending to public corporations -

*
7

•71

Total 796

Agriculture, forestry, fishing, food:

93
1

Current expenditure on goods and services 
of which: Wages, salaries, etc.*

360
173

Gross domestic fixed capital formation 50
Increase in value of stocks 120

3 033 Subsidies 678
Current grants to personal sector 43
Current grants abroad -7
Capital grants to private sector 230

1381 Net lending to private sector 9
552
969 Total 1 483

Housing and environmental services:
2 350 Housing:

Current expenditure on goods and 
services

of which: Wages, salaries, etc.^
Gross domestic fixed capital formation: 

Local authorities 
Subsidies
Current grants to personal seaor 
Capital grants to private sector 
Capital transfers to public corporations 
Net lending to private sector 
Net lending to public corporations

Total 7 292

Water, sewerage and refuse disposal:
Current expenditure on goods and 
services

of which: Wages, salaries, etc.*
Gross domestic fixed capital formation 
Subsidies
Capital transfers to public corporations 
Net lending to public corporations

Total 1 271

Including employers’ contributions to national insurance, 
superannuation, etc.
2 Expenditure not recorded under other headings.

Table l ie  (continued)

Housing and environmental services 
(continued):
Public health services:

Current expenditure on goods and 
services

of which: Wages, salaries, etc.
Gross domestic fixed capital formation 
Capital grants to private sector

1

Total

Land drainage and coastal protection: 
Current expenditure on goods and 
services

of which: Wages, salaries, etc.* 
Gross domestic fixed capital formation 
Capital transfers to public corporations 
Net lending to public corporations

Total

Parks, pleasure grounds, etc.:
Current expenditure on goods and 
services

of which: Wages, salaries, etc.* 
Gross domestic fixed capital formation 
Current grants to personal sector 
Capital grants to private sector

Total

Miscellaneous local government services: 
Current expenditure on goods and 
services

of which: Wages, salaries, etc.*
Gross domestic fixed capital formation 
Net lending to private sector

Total

Total housing and environmental services

L ibraries, m useum s an d  arts:
Current expenditure on goods arid services 

of which: Wages, salaries, etc.*
Gross domestic fixed capital formation 
Current grants to personal sector 
Capita! grants to private sector

Total

Police:
Current expenditure on goods ar^d services

of which: Wages, salaries, etc.
Gross domestic fixed capital formation

Total

Prisons:
Current expenditure on goods and services 

of which: Wages, salaries, etc.*
Gross domestic fixed capital formation

Total

Parliament and law courts:
Current expenditure on goods arid services 

of which: Wages, salaries, etc.*
Gross domestic fixed capital formation 
Current grants to personal sector

Total

Fire service:
Current expenditure on goods and servicesF varMftAM*  ̂a ̂  •of which: Wages, salaries, etc.
Gross domestic fixed capital formation

Total

£ million

1980

317

239

808

1

1 206

11 133

597

2 069

470

710

480

Including employers’ contributions to national insurance, 
superannuation, etc.
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Table l ie  (continued)

Social services:
Education:

Current expenditure on goods and 
services

of which: Wages, salaries, etc.
Gross domestic fixed capital formation 
Current grants to personal sector 
Current grants abroad 
Capital grants to private sector 
Net lending to private sector

Total

School meals, milk and welfare foods: 
Current expenditure on goods and 
services

of which: Wages, salaries, etc.*

National health service:
Current expenditure on goods and 
services

of which: Wages, salaries, etc.* 
Gross domestic fixed capital formation 
Current grants to personal sector 
Current grants abroad 
Capital grants to private sector

Total

Personal social services:
Current expenditure on goods and 
services

of which: Wages, salaries, etc.* 
Gross domestic fixed capital formation 
Current grants to personal sector 
Capita] grants to private sector

Total

Social security benefits:
Current expenditure on goods and
services

of which: Wages, salaries, etc.* 
Current grants to personal sector^ 
Current grants abroad

Total

Total social services

Finance and tax collection:
Current expenditure on goods and services 

of which: Wages, salaries, etc.*
Gross domestic fixed capital formation 
Current grants to personal sector

Total

Records, registrations and surveys: 
Current expenditure on goods and services 

of which: Wages, salaries, etc.

War damage compensation: 
Capital grants to private sector

Other services:
Current expenditure on goods and services 

of which: Wages, salaries, etc.
Gross domestic fixed capital formation 
Increase in value of stocks 
Current grants to personal sector 
Capital grants to private sector 
Net lending to private sector 
Net lending to public corporations

Total
r

General government

£ million Table l ie  (continued)

1980

9 190 
7 322 

592 
2 154

12 121

11 616

2 253

1 031 
480 

21 037 
137

22 205

48 696

1 422

-1

143

Including employers’ contributions to national insurance,
superannuation, etc.
^For details see table 7.2, Blue Book 1984.

£ million

1980

Total expenditure excluding debt interest 
and non-trading capital consumption:

Current expenditure on goods and services 
of which: Wages, salaries, etc.* ^

Gross domestic fixed capital formation 
Increase in value of stocks 
Subsidies
Current grants to personal sector 
Current grants abroad 
Capital grants to private sector 
Capital transfers to public corporations^ 
Capital transfers abroad 
Net lending to private sector 
Net lending to public corporations3 
Net lending to overseas governments 
Drawings from United Kingdom 

subscriptions to international lending 
bodies

Other net lending and investment abroad 
Public dividend capital, etc.
Cash expenditure on company securities, 

etc. (net)

47 035 
29 257 
5 596 

52 
5 317 

25 468 
1 823 
1 802 

425

148

Total
Debt interest
Non-trading capital consumption

90 972 
11 363 
1 775

Total expenditure 104 110
IIncluding employers’ contributions to national insurance, 
superannuation, etc.
ror details of total wages and salaries and employers’ contributions paid 

^y general government see table on page 126, Blue Book 1984. 
Excluding transactions on writing-off debt of public corporations.
Of which:

1980
Expenditure on research and development 
(£ million) 3 038

changes in the value of each category of final expenditure 
as a proportion of total final expenditure, after deducting 
both the directly allocated taxes and any readily identifiable 
components which can contain no unallocated ones. This 
method of allocating the remaining taxes and subsidies to 
the category of final expenditure on which they ultimately 
fall, is inevitably arbitrary and not much significance can 
be attached to the precise results. Generally between one 
quarter and one third of the total taxes less subsidies is 
allocated in this way.
Allocation of taxes on expenditure and subsidies bv type of expenditure 
Table l id  £ million

1980

Taxes on consumers’ expenditure
less Subsidies on consumers’ expenditure*

26 117 
4 818

Taxes on expenditure less subsidies on: 
Consumers’ expenditure 
General government final consumption 
Gross domestic capital formation 
Exports of goods and services

21 299 
3 901 
2 621 
3 059

Total 30 880

IAn analysis by category of expenditure is given in table 4.10, Blue Book 
1984.
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to income tax and the lai 
as a tax on the receipien 
therefore regarded as a 
From April 1973,howê  
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ALLOCATION OF INCOME TAX. NATIONAL 
INSURANCE CONTRIBUTIONS. ETC

11.23 Table 9.6 of the 1984 Blue Book brings together 
the different forms of direct taxes on income and capital, 
and analyses them according to the type of income or 
property on which they fall. It is reproduced at Table 1 le. 
Except for the personal sector, the figures of taxes on 
income are payments in the year, not the tax due on income 
arising in the year or the tax legally payable in the year. 
Personal sector tax includes tax deducted from wages and 
salaries in the year, whether or not it was paid over to the 
Inland Revenue during the year, and also includes tax 
deducted at source from dividend payments—‘tax credits’. 
Since the tax on wages and salaries and personal sector tax 
credits are recorded on the basis of deductions rather than 
of receipts in the current and appropriation accounts of 
the personal sector, the sum of tax payments by all sectors 
does not equal total receipts by the Inland Revenue. The 
difference is accounted for by the accruals adjustment for 
income tax in the central government financial account 
(table 7.4).

11.24 Before April 1973, dividend payments were subject 
to income tax and the tax on those payments was regarded 
as a tax on the receipient of the dividend. Part of it was 
therefore regarded as a tax on personal sector income. 
From April 1973, however, income tax on dividends was 
replaced by advance corporation tax, which is paid by the 
company sector. Subject to certain restrictions, a company 
can set off its payments of advance corporation tax against 
the eventual corporation tax liability. Advance corporation 
tax is therefore part of the tax paid by the company sector. 
If the recipient of the dividend is a UK resident his liability 
to basic rate tax on this investment income is satisfied by 
a tax credit of the same amount as the advance corporation 
tax paid by the company, and the gross amount of his 
investment income is the dividend plus the tax credit. (If 
a UK resident recipient is not liable to tax, the amount of 
the tax credit will be repaid as an income tax repayment.) 
The national accounts reflect this treatment. Advance 
corporation tax forms part of the tax paid by the company 
sector, but the associated personal sector tax credits form 
part of the tax on personal sector income. Table 9.6 
distinguishes the latter, to avoid double counting of the 
total tax received.

11.25 The allocation of taxes on income by type of 
income presents some difficulty, because the taxpayer is 
assessed on his total income, irrespective of its source. If 
^  individual receives both a wage or salary and investment 
income, the allocation of tax-free allowances between the 
various types of income, and hence the lax paid on each 
type of income, can only be arbitrary. However the method 
of charging income tax under Schedules provides one 
means of allocating allowances and so a means of 
attributing most of the income tax collected among 
different types of income. In Table 9.6 tax deducted from 
wages and salaries and forces’ pay consists of PAYE (pay 
as you earn) tax deducted by employers, plus lax assessed 
under Schedule E (i.e. further tax collected on employment 
income after the end of the year) less repayments made 
on Schedule E (i.e. employment) income. This method of 
allocating tax to employment income can only be a 
reflection of certain administrative practices. The PAYE 
system normally assumes that all tax-free allowances are

Taxes on income, national insurance 
contributions and taxes on capital 

allocated by sector, type of income^
and property

Table lie £ million

1980

TAXES ON INCOME AND NATIONAL
INSURANCE. ETC. CONTRIBUTIONS

Taxes on income (payments):
Personal sector 25 554

less Tax credits ■1 369
Companies^ 5 188
Public corporations 52
Non-residents 1 381

National insurance, etc. contributions 13 944

Total 44 750

Income tax:
Deducted from

Wages, salaries and forces’ pay^ 20 638
Dividends, interesl, rent and

trading incomes^ 3 505
Current grants from general

government to personal sector 525
Life assurance premiums relieved at -514
source
Mortgage interest relieved at source
Surtax 6
Profits tax
Petroleum revenue tax 1 798
Supplementary petroleum duty •
Corporation tax 4 849

less Overspill relief -1
National insurance, etc. contributions:

Employers:
Civilian employees 8 228
HM Forces 102

Employees'*:
Civilians 5 219
HM Forces 77

Self-employed and non-employed
persons 318

Total 44 750

TAXES ON CAPITAL
Personal sector 957
Companies^ 154
Public corporations 6

Total 1 117

Death duties:
Land and buildings 174
Government and local authority debt 28
Company and overseas securities 104
Other interest-bearing securities 41
Other forms of property 86

Total 433
Tax on other capital transfers^ 14
Taxes on capital gains 628
Betterment levy
Development land tax 42
Special charge
Special tax on banking deposits -

Total
n—:--------- :----------------- ----------------------

1 117

allocation of tax can only be arbitrary.
^Including financial institutions.
From April 1979, before life assurance premium relief and from April 

J983,before most mortgage interest relief.
Including payments in lieu of graduated contributions and state scheme 

premiums.
This consists of capital transfer tax paid on lifetime transfers and 

distributions from trusts.
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set against employment income first; also, for convenience, 
tax due on investment income or underpayments of tax will 
often be collected via the PAYE system by adjusting the 
tax page’s code. (See paragraph 11.29 below for the 
treatment of mortgage interest relief and life assurance 
premium relief.) Figures of tax deducted from wages and 
salaries also include tax deducted from occupational 
pensions, and statutory sick pay paid by the employer.

11.26 Income tax deducted from dividend, interest, rent 
and trading incomes is calculated as a residual. Because 
the tax credits associated with dividends are not part of 
income tax, these figures do not include the basic rate 
element of tax deducted at source on dividends, but only 
the higher rate element which is collected separately. All 
income tax payments, excluding those made to individuals 
under Schedule E, are included here. This includes 
repayments made to tax-exempt institutions, e.g. pension 
funds, in respect of tax deducted at source from dividend 
income, for example. Though rent is normally assessed 
under a distinct schedule, no separate allocation of tax to 
rent has been possible since the discontinuation of 
statistical analysis of associations in 1982.

11.27 Tax on current grants consists mainly of tax on 
National Insurance retirement pensions, widows benefit 
and, from July 1982, benefits to the unemployed. The tax 
on income from current grants is calculated pro-rata to tax 
on the total income of the recipient.

11.28 From April 1979, relief for qualifying life 
assurance premiums has been given directly by deduction 
from the premium paid to the Life Office, which then 
claimed reimbursement from the Inland Revenue. After 
13 March 1984, relief is no longer given to new policies, 
but continues to be given on policies in force at that date. 
From April 1983, a similar scheme for mortgage interest 
relief (known as MIRAS—Mortgage Interest Relief at 
Source) has operated. However, higher rate relief for 
mortgage interest, and some basic rate relief (where the 
lender is outside the scheme or in some cases where the 
loan is greater than the limit above which relief is not 
allowed, currently £30,000) are not covered by MIRAS. 
It is estimated that the amount of relief not so covered was 
some £450 million in 1983-84, the frst full year of the 
scheme. Before the dates above,these reliefs were given 
through the PAYE coding or tax assessment. The estimated 
amounts of relief given by these methods against tax 
deduction from wages and salaries and from trading 
incomes are shown in Table Ilf.

11.29 Until the introduction of the unified system of 
personal taxation from 1973-74, surtax due on higher 
incomes was assessed separately from income tax. Surtax 
receipts after that date reflect tax due on income arising 
prior to 1973-74.

11.30 Table 9.6 also provides a breakdown of taxes on 
capital, and shows the types of property on which death 
duties (from 1966, capital transfer tax) are paid. These 
estimates are provided by the Inland Revenue. From 1966 
taxes on capital other than death duties, consist mainly of 
taxes on capital gains, and taxes on life-time capital 
transfers and distributions from trusts. Also included are 
the betterment levy on the development value of land 
(1967-1977), development land tax from 1977, and the 
special tax levied in 1981/82 on banking deposits. The

%  ̂ ' v».<

special charge levied on investment income in 1968/69 was 
also regarded as a tax capital. Up to 1966 taxes on capital 
other than death duties comprise taxes on capital gains and 
the special contribution. The special contribution was a 
once for all tax levied in 1948/49 and assessed on the basis 
of investment income. The estimated tax collected on short
term capital gains, levied from 1962/63 under income tax 
Schedule D was treated as a tax on capital in the national 
accounts.

Tax reliefs given against tax deducted from wages and salaries and
rading incomes

Table l l f I  million

Life assurance premiums Mortgage interest

Wages Trading Wages T rading
and incomes and incomes

salaries salaries

1973 110 5 429 14
1974 147 6 608 16
1975 163 8 785 24
1976 202 9 978 28
1977 221 14 1 051 39
1978 230 15 979 57
1979 58 14 1 246 66
1980 1 745 77
1981 1 850 100
1982 2 132 120
1983 554 108

3. ANALYSIS OF GENERAL GOVERNMENT
EXPENDITURE

11.31 The notes in this section define each of the 29 
functional groups distinguished in the analysis of 
expenditure on general government services, presented in 
Table 9.4 of the Blue Book. They also describe the 
expenditure by economic category attributed to each group.

11.32 The sixteen economic categories used for this 
classification, reflect those shown in the summary account 
of general government expenditure. Extra detail is however 
drawn from the individual accounts for central government 
and local authorities to sub-divide items shown in aggregate 
only in the summary account. Debt interest and non
trading capital consumption shown in the summary 
account are not allocated to functional groups for the 
reasons given in paragraph 11.11. Not every item of 
expenditure falls unambiguously into one or other of the 
functional categories and the functional classification of 
expenditure is to a certain extent arbitrary. For example, 
expenditure by the Agricultural Research Council might 
have been included under ‘Agriculture, fisheries and food’ 
rather than under ‘Research’.

11.33 The sources of the data for central government 
used in the national accounts are described in detail in 
Chapter 9. For the analysis of central government 
expenditure required for Table 9.4, most of the 
information is taken from the Supply Estimates and the 
Appropriation Accounts. This is possible because central 
government departmental expenditure is divided into votes, 
each vote bringing together the expenditure connected with 
a particular purpose. In classifying central government 
expenditure by functional category it is found that in many 
cases the whole of a vote can be allocated to one service.
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Where this is not so, the allocation of the expenditure on 
a single vote to two or more services is carried out on the 
basis of the separate sub-heads of expenditure in the vote. 
Some sub-heads, for example those covering wages and 
salaries and other administrative costs, have to be dealt 
with, either by allocating them to the major service 
provided by the vote or splitting them in fairly arbitrary 
proportions. As an example, expenditure by the 
Department of Transport is divided between a. civil defence 
(provision of equipment at docks, etc), b. roads and public 
lighting, c. transport and communication, and d. finance 
and tax collection (the cost of driver and vehicle licencing). 
The main bulk of expenditure on these services can be 
segregated because it is shown in separate votes or separate 
sub-heads, but the general administrative costs of the 
Department of Transport cannot readily be allocated by 
type of service since they fall on a single sub-head and they 
have to be divided arbitrarily between the four services.

11.34 In the case of current goods and services provided 
free, that is without cash reimbursement, by one 
department for another the cost has to be debited to the 
service receiving these free facilities. In consequence, 
almost the whole of the current cost of providing certain 
common services is allocated to the various public services 
making use of them. These common services are principally 
office and other accommodation costs borne by the 
Department of the Environment (Property Services 
Agency), the stationery and printing costs of HM 
Stationery Office, until its establishment as a trading fund 
in April 1980, the expenses of the Central Office of 
Information, rates on government property which are 
charged to a single vote, and the cost of civil service 
superannuation which, for a large section of the service, 
is charged to a single vote. The allocation is based on the 
statements of the cost of allied services given at the end 
of the estimate for each Supply vote. There are no 
statements in the Appropriation Accounts showing the 
actual costs of providing allied services to individual 
departments, only the total costs of such services. 
Consequently the analysis of allied services derived from 
the published Supply Estimates has to be used with an 
approximate adjustment where the actual expenditure on 
common service votes differs from the provision on those 
votes shown in the Supply Estimates.

11.35 In the classification of central government 
expenditure the composition of the items is as far as 
possible consistent in all years despite changes in 
responsibility when departments have been reorganised. 
References to particular departments should be taken to 
include where relevant, the departments providing similar 
services in years before 1982.

11.36 For local authorities, the analysis of expenditure 
by type of service has been obtained by grouping as 
appropriate the various services separately specified in 
Local Government Financial Statistics. References to Local 
Government Financial Statistics should be taken to include 
the publication for England and Wales (from 1981/82 
information for Wales is published separately in Welsh 
Local Government Financial Statistics), Scottish Local 
Government Financial Statistics (previously Local 
Financial Returns (Scotland)) and the Annual report of the 
Department of the Environment for Northern Ireland 
which contains summaries of district councils’ statement

of accounts. This latter replaces the Northern Ireland Local 
Authority Financial Returns. Additional information from 
local authorities’ returns to departments (see Chapter 10) 
has also been used to provide extra detail required for this 
analysis.

11.37 The description of individual items in the analysis 
of general government expenditure which follows refers 
only to the principal elements within each category. 
References to public services in Great Britain should be 
taken to include where applicable the corresponding 
services in Northern Ireland. As far as possible the 
classification adopted is consistent for all years.

11.38 The analysis by service of general government 
gross domestic fixed capital formation given in Table 9.4 
of the Blue Book is similar to the detailed analysis by 
industry for all sectors combined given in the section of 
the Blue Book on capital formation (Table 10.8 of the 1983 
Blue Book). The main differences in classification are as 
follows;

(a) So far as possible the industry analysis given in 
Table 10.8 follows the Standard Industrial Classification 
which differs from the classification by service. For 
example, in the industry analysis, water supply is 
grouped with the other public utilities, gas and 
electricity, and sewerage is included with the service 
industries, while in Table 9.4 water supply and sewerage 
are grouped under the same functional heading.
(b) In the industry analysis all expenditure on new 
housing, except the cost of land, is included under 
‘Dwellings’, but in Table 9.4 expenditure on housing 
provided for specific public services, for example 
married quarters for the Forces and houses for police, 
is included under the service concerned.
(c) The figures for each industry in Table 10.8 exclude 
purchases less sales of land and existing buildings, but 
these are included under the appropriate service in Table 
9.4.

MILITARY DEFENCE

11.39 All expenditure under this heading is borne by 
central government. The term military defence used in the 
national income accounts corresponds, so far as 
practicable, with the internationally agreed definition used 
by the North Atlantic Treaty Organisation. This definition 
is wider than that used in the Defence Budget. In order 
to show its relationship to the Defence Budget, presented 
in the annual Supply Estimates, it is convenient to describe 
it in terms of the following groups:

(a) The Defence Budget, as presented for 1981/82, 
which consists of expenditure by the Ministry of 
Defence on pay, stores, supplies etc., defence 
procurement, and dockyards services, and expenditure 
on defence accommodation services by the Department 
of the Environment (Property Services Agency). Until 
the reorganisation of government departments and their 
functions in 1970, certain expenditure on military 
account now the responsibility of the Ministry of 
Defence, was undertaken by the Ministry of 
Technology. Expenditure now the responsibility of the 
Property Services Agency, was undertaken by the 
Ministry of Public Building and Works. The scope of 
the Defence Budget has changed somewhat over the 
years; for example that part of the expenditure of the
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United Kingdom Atomic Energy Authority relating to 
the Atomic Weapons Research Establishment (now 
operated by the Ministry of Defence) was included, 
while expenditure on the superannuation of civil 
employees of the service departments is no longer 
included. However, the scope of military defence 
expenditure in the national accounts is the same in all 
years and the content of the other items of military 
defence listed below incorporates compensating 
adjustments where necessary for earlier years.
(b) Other military defence expenditure which 
comprises:
(i) Expenditure on military aid to overseas countries, 
including the cost of internal security in certain overseas 
territories; training assistance, including assistance 
towards the costs of loaned British personnel with 
armed forces overseas; and in 1980/81, defence aid to 
Belize and Zambia.

(ii) Expenditure on common services, including civilian 
superannuation, rendered without charge to the 
Ministry of Defence and until 1970, the Ministry of 
Technology.

(iii) Until 1970, payments by the Army Department and 
Ministry of Technology for defence equipment through 
the Purchasing (Repayment) Services Votes and the 
Purchase of the United States Aircraft Vote, in excess 
of the amounts recouped from the service departments 
(included in the Defence Budget) and from other 
customers.

(iv) Up to 1958, purchases of equipment financed by 
defence aid from the United States; the receipts of 
defence aid were deducted in the Defence Budget but 
in the national income accounts appeared separately as 
an item on the receipts side of the central government 
current account (see Chapter 9).

11.40 Expenditure by the Ministry of Defence on 
meteorological services, included in the Defence Budget, 
is excluded from expenditure on military defence in the 
national accounts, and appears under ‘Other Services’. 
Military defence expenditure also excludes the cost of local 
supplies provided without charge by overseas governments.
11.41 Current expenditure on goods and services. 
Expenditure on military services overseas is recorded partly 
on a net basis, that is, it excludes the cost of local supplies 
and services provided for United Kingdom Forces without 
charge. In the years 1955/56 to 1960/61 when contributions 
in cash were made by the German Federal Republic 
towards meeting the costs of the United forces stationed 
in Germany, these were treated as a deduction from 
expenditure. The provision of military services, or the 
transfer without charge of buildings and other fixed assets 
to overseas countries on independence, as part of economic 
or military aid, is included in current grants abroad, and 
a contra deduction made here. Current expenditure on 
goods and services comprises:

(a) Expenditure, at home and abroad, by the Ministry 
of Defence, apart from meteorological services. It 
includes expenditure on new defence equipment of all 
descriptions, none of which is classified as fixed capital 
formation, and also on North Atlantic Treaty 
Organisation infrastructure projects, such as airfields 
and communications. The cost of purchases from Royal

Ordnance Factories is included.
(b) Expenditure, at home and abroad, by the Property 
Services Agency (until 1970 the Ministry of Public 
Building and Works) on buildings and works for 
defence purposes, such as barracks and airfields. 
Expenditure on the construction of married quarters at 
home is excluded and classified as fixed capital 
formation.
(c) Expenditure by the Ministry of Defence, on 
research and development, inspection, storage, hostels, 
etc. for defence purposes, including costs of 
administration of these services. Until 1970, this 
expenditure was undertaken by the Ministry of 
Technology.
(d) Until 1970, payments by the Ministry of 
Technology and Army Department for defence 
equipment in excess of the amounts recouped from the 
service departments, and from other customers 
purchasing equipment through the Purchasing 
(Repayment) Services Votes. The effect of adding this 
item to the service departments’ expenditure (which was 
recorded in item (a) above) was to include in defence 
expenditure, not the service departments’ payments to 
the Purchasing (Repayment) Service Votes but the 
payments to defence contractors by the Ministry of 
Technology and Army Department.
(e) Expenditure by the Ministry of Labour on the call- 
upofNational Service men, which ceased after 1960/61.

11.42 Gross domestic fixed capital formation comprises:
(a) Expenditure by the Ministry of Defence on land, 
buildings, works and plant for research and 
development, inspection, storage, hostels, etc for 
defence purposes. Until 1970 this expenditure was 
undertaken by the Ministry of Technology.
(b) Purchases of land, buildings, works and plant for 
the Royal Dockyards and, until 1974, the Royal 
Ordnance Factories (which were constituted as a trading 
fund in that year, and reclassified to the public 
corporations sector).
(c) Other expenditure by the Ministry of Defence on 
land and existing buildings in the United Kingdom, 
previously undertaken by the service departments, and 
on plant and equipment, for example computers.
(d) Capital expenditure on defence accommodation 
including Forces’ married quarters, by the Property 
Services Agency. This expenditure was undertaken until 
1970, by the Ministry of Public Building and Works.
(e) Until 1970, expenditure under Ministry of 
Technology capital assistance schemes, where buildings 
and plant were purchased by the Ministry and leased 
to firms engaged on defence contracts.
(0 From 1951 to 1955, purchases less sales of machine 
tools by the Ministry of Supply for setting up a pool 
of equipment for use in connection with the defence 
programme.

11.43 Sales of land and existing buildings in the United 
Kingdom by the Ministry of Defence (and the Ministry of 
Technology until 1970) are deducted in arriving at the 
estimates of fixed capital formation for the national 
accounts.

11.44 Increase in value o f  stocks. This consists of the 
estimated change in the value of stocks and work in 
progress at Royal Ordnance Factories until their
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establishment as a government trading fund and 
consequent reclassification as a public corporation on 1 
April 1974.

11.45 Current grants to personal sector. This consisted 
of National Service grants which were payments made in 
the years 1950 to 1962, to service personnel to relieve 
financial difficulty in cases where service emoluments were 
insufficient to meet the men’s obligations to their families, 
etc. This item does not appear in the 1983 Blue Book,

11.46 Current grants abroad. Cash grants to overseas 
governments for military purposes, the cost of goods and 
services of a military nature provided to overseas countries 
without charge, including training, and subscriptions to 
international military agencies such as the North Atlantic 
Treaty Organisation.

11.47 Capital grants to private sector. Compensation 
paid by the Ministry of Defence for losses and damage 
arising from traffic accidents, training, etc. Figures prior 
to 1957 include gratuities for service in Korea.

11.48 Net lending to overseas governments. Mainly 
central government loans (less repayments) for military 
purposes, to Ghana, India, Singapore and Turkey, in the 
years 1967 to 1974.

CIVIL DEFENCE

11.49 The central government component of this service 
comprises:

(a) The civil defence activities of the Home Office, the 
Scottish Home and Health Department, and the 
Northern Ireland Office, and civil defence expenditure 
incurred by the following departments, or their 
predecessors, in connection with the public services 
indicated:

Department of the Environment, Scottish 
Development Department, Welsh Office: buildings 
and equipment, water and sewerage, care of the 
homeless;
Department of Health and Social Security and other 
Health Departments: health services;
Department of Transport: railways, ports, etc.; 
Department of Energy: storage and distribution of 
petroleum; and
Ministry of Agriculture, Fisheries and Food: food 
distribution.

(b) Expenditure in connection with the procurement 
and maintenance of strategic reserves of food and raw 
materials; these costs are borne mostly on the votes of 
the Department of Industry and the Ministry of 
Agriculture, Fisheries and Food.

11.50 The local authority component of civil defence 
insists  of the service identified in Local Government 
Financial Statistics as civil defence. Most of the local

is current expenditure on goods and
services.

11.51 Current expenditure on goods and services.'

Central government. The cost of administration and 
training of staff, communications, rentals and other 
running costs and the cost of stores, associated with the

civil defence activities described in paragraph 11.49. The 
handling and storage costs of the strategic reserves are 
included.

Local authorities. The running costs of civil defence 
establishments equipment.

11.52 Gross domestic fixed capital formation:

Central government. Expenditure on buildings, vehicles, 
vessels and electronic equipment in connection with 
departments’ civil defence activities; reserve equipment, 
etc., for the water and sewerage services and ports; 
provision of emergency accommodation at hospitals; 
provision of petroleum storage and distribution 
installations; and provision of emergency food distribution 
facilities Capital expenditure at ports for civil defence 
purposes is included here but in the industry analysis of 
fixed capital formation it is included under the heading 
‘Harbours, docks and canals’ (see Chapter 12).

Local authorities. Expenditure on buildings, vehicles and 
electronic equipment for civil defence use, and capital 
expenditure on civil defence measures in connection with 
water and sewerage where these services are the 
responsibility of local authorities.

11.53 Increase in value o f  stocks. Central government 
purchases less sales of strategic reserves of food and raw 
materials by the central government.

EXTERNAL RELATIONS

11.54 All expenditure under this heading is borne by 
central government. The main element comprises the group 
of services, both at home and abroad, administered by the 
Foreign and Commonwealth Office and the Overseas 
Development Administration. Expenditure by these 
departments on military assistance to overseas countries, 
mainly training and the maintenance of internal security, 
is however, classified under ‘Military defence’ (see 
paragraph 11.39).

11.55 Current expenditure on goods and services. This 
comprises the expenditure of the departments mentioned 
above, and in addition, current expenditure ‘Other industry 
and trade’.

11.56 Gross domestic fixed  capital form ation. 
Expenditure on buildings and capital equipment by the 
organisations referred to above, including capital 
expenditure on British embassies abroad.

11.57 Current grants abroad. The principal components 
of this heading are:

(a) Multilateral economic aid through the agency of 
the United Nations and other international 
organisations.
(b) Grants and subscriptions to certain international 
organisations, including from 1973, net contributions 
to the European Community Budgets.
(c) Bilateral economic aid to the developing countries 
comprising cash grants and technical assistance in the 
form of goods and services, including education and 
training and the provision of facilities in Britain.
(d) Other cash grants to overseas countries. Military 
aid is not included under this heading but is shown 
under ‘Military defence’ (see paragraph 11.46).
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11.58 Capital transfers to public corporations. Central 
government grants to the BBC for capital expenditure in 
connection with external services.

11.59 Capital transfers abroad. This item is described 
as capital transfers to the overseas sector in the central 
government capital account. No payments are recorded in 
this category for the years from 1952, except in 1973 and 
1974 when the entries relate to amounts paid over in 
implementation of the guarantee clause of the Sterling 
Agreements. Entries before 1952 relate to payments to the 
United States under the European Recovery Programme 
and grants to European bodies. (See Chapter 9.)

11.60 Net lending to public corporations. Central 
government loans {less repayments) to the Commonwealth 
Development Corporation.

11.61 Net lending to overseas governments. This 
comprises the whole of the item of central government net 
lending to overseas governments shown in the financial 
transactions account of central government (see Chapter 
9) excluding in the years 1967 to 1974, the loans to Ghana, 
India, Singapore and Turkey which are recorded under 
‘Military defence’ (see paragraph 11.48).

11.62 Drawings from United Kingdom subscriptions to 
international lending bodies. This item relates to central 
government transactions with the Regional Development 
Bank, the European Investment Bank and the International 
Bank for Reconstruction and Development, the 
International Development Association, the International 
Finance Corporation and the Asian Development Bank.

11.63 Other net lending and investment abroad. Mainly 
payments to the International Bank of Reconstruction and 
Development in connection with loans to Rhodesia 
guaranteed by the United Kingdom government, and in 
1973, 1974 and 1975, capital contributions to the reserves 
of the European Coal and Steel Community. Also included 
in earlier years were loans less repayments by the former 
Commonwealth Relations Office to Bailey (Malta) Ltd, 
towards the capital cost of conversion of the naval 
dockyard to a commercial ship repairing yard, and the 
purchases less redemptions of United Nations bonds by 
the Foreign Office.

11.64 More detailed figures of expenditure on economic 
aid by the United Kingdom government are published in 
the Annual Abstract o f Statistics for financial years and 
in Financial Statistics for quarters.

ROADS AND PUBLIC LIGHTING

11.65 The central government component of this heading 
covers the administrative activities of the Department of 
Transport, the Scottish Development Department and the 
Welsh Office in connection with roads in general, and the 
direct responsibilities of the departments for the provision 
and maintenance of trunk roads and motorways. Local 
authorities act as agents of the departments in maintaining 
trunk roads and motorways, but the expenditure is included 
with that of the central government. The costs of driver 
and motor vehicle licensing and registration are not 
included; they are allocated to ‘Finance and tax collection’. 
The accounts of the Road Fund were consolidated within 
this heading prior to its abolition in April 1956.

11.66 The local authority element consists of the services 
identified in Local Government Financial Statistics as 
highways (or roads), parking of vehicles, road safety 
activities and public lighting. Expenditure on private street 
works, which is generally reimbursed by the private 
interests concerned, is included under ‘Miscellaneous local 
government services’.

11.67 Current expenditure on goods and services: 
Central government. Administrative expenditure of the 
departments mentioned above in connection with roads; 
the cost of surveys and the cost of the maintenance, minor 
improvement and lighting of trunk roads.

Local authorities. Administrative and other costs of 
maintenance of roads other than trunk roads and 
motorways, parking of vehicles, road safety activities and 
public lighting.

11.68 Gross domestic fixed capital formation:

Central government. Cost of construction and major 
improvement of trunk roads and motorways, including 
purchases of land.

Local authorities. Cost of construction and improvement 
of roads other than trunk roads and motorways, including 
purchases of land: capital expenditure on car parks and 
public lighting.

TRANSPORT AND COMMUNICATION

11.69 The central government component covers (a) the 
activities of the Department of Transport, other than its 
functions in relation to roads, driver and vehicle licencing 
and registration, and civil defence, but including the 
Transport and Road Research Laboratory; (b) the 
responsibilities of the Department of Trade in connection 
with coastguards and services to shipping; and (c) the 
activities of the Scottish Development Department 
principally in respect of support to shipping services and 
civil aerodromes in the Highlands and Islands area. Prior 
to 1 April 1972 this item also covered the activities of the 
Board of Trade in respect of civil aerodromes and air 
navigation services the responsibility for which was 
transferred to the Civil Aviation Authority on that date. 
Capital expenditure by the Post Office was also included 
in the central government component until April 1961 when 
the Post Office was reclassified as a public corporation. 
The local authority component covers trading undertakings 
operating road passenger transport, aerodromes, harbours 
and docks.

11.70 Current expenditure on goods and services. The 
administrative and other expenses of the Department of 
Transport, other than the part attributable to the 
Department’s responsibilities for roads, driver and vehicle 
licencing and civil defence: expenditure by the Department 
of Trade on services to transport and communication. 
Expenditure by the former Ministry of Aviation on air 
navigation services was included before 1 November 1964; 
from that date they were regarded as a trading activity and 
the expenditure was excluded. The current costs of local 
authority activities are treated as operating costs of trading 
undertakings, which are not included in this item.
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11.71 Gross domestic fixed capital formation:

Central government. Expenditure on capital equipment in 
connection with the provision of coastguard and shipping 
services. Also included are the costs associated with the 
provision of the London headquarters of the Inter
governmental Maritime Consultative Organisation. 
Expenditure on civil aerodromes, and air navigation 
services (up to April 1972), and the Post Office (up to 
March 1961), was also included in earlier years.

Local authorities. Land, buildings, works, vehicles and 
plant for inland passenger transport, and harbours, docks 
and aerodromes. Separate figures for these two groups are 
given in the capital account of local authorities.

11.72 Increase in value o f  stocks. The change in the value 
of the stocks of the Post Office prior to April 1961. This 
item does not appear in the 1983 Blue Book.
11.73 Subsidies:
Central government. These comprise the grants to the 
nationalised transport undertakings (including London 
Transport) which are described in detail in Chapter 8 and 
grants towards the costs of private transport services in 
the Highlands and Islands. Also included in earlier years 
was the Board of Trade deficit on the operation of civil 
aerodromes, including aerodrome navigation services, and 
from November 1964 on all air navigation services, being 
the excess of operating costs including interest and 
depreciation, over revenue from landing fees, rents 
receivable, etc.
Local authorities. Revenue grants to the Passenger 
Transport Executives, including London Transport, and 
to the National Bus Company, Scottish Transport Group 
and British Railways Board: subsidies paid by local 
authorities to their own transport undertakings.
11.74 Current grants abroad. Central government 
subscriptions to international transport and civil aviation 
organisations.
11.75 Capital grants to private sector. Central
government grants to industry to assist the provision of
facilities for freight haulage by rail and inland waterways;
new bus grants to private operators; and grants under the
Harbours Act 1964 in respect of expenditure on harbour 
works.
11.76 Capital transfers to public corporations:
Central government. New bus grants and other grants to 
the nationalised transport undertakings in respect of capital 
expenditure, described in detail in Chapter 8.
Local authorities. Grants to the British Railways Board,
London Transport Executive and the other Passenger
Transport Executives in connection with local transport 
facilities.
11.77 Net lending to the private sector. Central
government loans to private sector ports and harbour 
authorities.
11.78 Net lending to public corporations. Central
government loans to British Railways Board, British
Transport Docks Board, British Waterways Board, British
Airways Board, British Airports Authority, National
Freight Corporation, National Bus Company, Scottish
Transport Group, Civil Aviation Authority and the Post 
Uiiice,

^

EMPLOYMENT SERVICES

11.79 The central government component comprises the 
services administered by the Department of Employment, 
the Manpower Services Commission, the Health and Safety 
Commission, etc. Expenditure by local authorities consists 
of the costs of careers service administration, and sheltered 
employment services and workshops, for which figures are 
shown separately in Local Government Financial Statistics. 
Expenditure by the Ministry of Labour on the call-up of 
National Service men, which ceased after 1960/61, was 
included under ‘Military defence’, and subsidies to 
National Service hostels, which ceased after 1956/57, were 
included under ‘Housing*.

11.80 Current expenditure on goods and services:

Central government. The administrative and other expenses 
of the Manpower Services Commission, Health and Safety 
Commission, the Advisory Conciliation and Arbitration 
Service, Redundancy Fund and Maternity Pay Fund, 
employment services for disabled people and other labour 
market services of the Department of Employment. Grants 
towards the administrative costs of Industrial Training 
Boards are included. The costs of vocational training 
courses and industrial rehabilitation borne on the National 
Insurance Fund (and Industrial Injuries Fund) are 
excluded. They are recorded under ‘Social Security 
benefits’.

Local authorities. The running costs of careers services, 
and sheltered employment and workshops for handicapped 
persons.

11.81 Gross domestic fixed  capital form ation. 
Expenditure on buildings and equipment by central 
government and local authorities in connection with the 
employment and training services provided by the bodies 
listed above.

11.82 Subsidies. Payments by central government to 
employers in connection with special measures to combat 
unemployment, for example the Special Temporary 
Employment Programme, Temporary Short-time Working
Compensation Scheme and Small Firms Employment 
subsidy.

11.83 Current grants to personal sector. Central 
government grants in connection with measures to combat 
higher unemployment, for example the Youth 
Opportunities Programme and the Job Release Scheme; 
travelling and maintenance allowances to transferred 
workers, trainees and persons under rehabilitation; fees for 
training courses; grants to Remploy Ltd; and grants to 
voluntary bodies for the training of severely disabled 
persons. Figures from 1966 include rebates paid to 
employers from the Redundancy Fund. Unemployment 
benefit is included under ‘Social Security benefits’.

11.84 Current grants abroad. Subscriptions by the 
central government to the International Labour 
Organisation.

11.85 Capital grants to private sector. Central 
government grants to Industrial Training Boards for capital 
expenditure.

11.86 Net lending to private sector. Loans by central 
government to Industrial Training Boards.
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OTHER INDUSTRY AND TRADE

11.87 Broadly, the central government component 
comprises most of the services administered by the 
Department of Industry (other than research), the 
Department of Trade (other than services to coastguards 
and shipping), the Office of Fair Trading, the Export 
Credits Guarantee Department, the Registry of Friendly 
Societies; the services administered by the Department of 
Energy (other than research); and the similar services in 
Scotland administered by the Scottish Economic Planning 
Department. Expenditure relating to the United Kingdom 
Atomic Energy Authority other than on research and 
development is included. In earlier years expenditure on 
civil aircraft projects and assistance to the shipbuilding 
industry by the Ministry of Technology was also included. 
The procurement and maintenance of strategic reserves of 
materials by the Department of Industry is excluded. This 
expenditure is included under ‘Civil Defence’ (see 
paragraph 11.49). From 1967 the payments by the Ministry 
of Labour, later the Department of Employment, of 
selective employment premiums, including regional 
employment premiums, in excess of the original tax 
payments were included under this heading. These 
payments effectively ceased in 1976 and only residual 
payments appear for later years.

11.88 The trading activities of the Export Credits 
Guarantee Department are included under this heading. 
Trading activities also included in earlier years were:

(a) the provision by the Board of Trade of factories 
for lease, etc., in development areas, and the provision 
of factories by the Ministry of Commerce in Northern 
Ireland.
(b) trading in raw materials and other commodities 
by the Board of Trade.
(c) the State Management Districts. For the details of 
these trading bodies see Chapter 9, Annex 1.

11.89 The local authority component of ‘other industry 
and trade’ relates to the trading undertakings not included 
under other services. These undertakings appear in Local 
Government Financial Statistics under the descriptions: 
civic restaurants, markets, slaughterhouses, industrial 
estates and other trading services. Gas services in Northern 
Ireland are also included.

11.90 Current expenditure on goods and services. 
Central government current expenditure on the production 
of the Concorde and other transport aircraft and the RB2 
11 engine; administrative costs and other expenses in 
connnection with the central government services described 
above. Payments to certain grant-aided bodies regarded 
as serving industry, such as overseas trade councils and 
other bodies concerned with export promotion, are 
included (see Chapter 9, Annex 2). The current costs of 
local authority trading activities are treated as operating 
expenses and excluded from this item.
11.91 Gross domestic fixed capital formation:
Central government. Mainly the provision of land,
buildings and equipment for industry by the English 
Industrial Estates Corporation, and in earlier years by the 
Board of Trade and by the Ministry of Commerce in 
Northern Ireland. Also included is expenditure on 
computer and other capital equipment by the government 
organisations referred to in paragraphs 11.87 and 11.88.

Local authorities. Land, buildings and equipment for the 
local authority trading services referred to above.
11.92 Increase in value o f stocks. The change in the value 
of the stocks of raw materials held by the trading divisions 
of the Department of Industry.
11.93 Subsidies:
Central government. The principal components of this item 
in recent years, are grants under the selective assistance to 
industry schemes; assistance to the coal industry; grants to 
the shipbuilding industry; compensation to the electricity 
industry for accelerated capital expenditure, and to the 
North of Scotland Hydro-Electric Board for the 
Invergorden smelter deficit; and in the years 1972 to 1976, 
compensation for price restraint payable to the gas and 
electricity corporations. Other items included in earlier years 
were the deficit on the letting of factories by the Board of 
Trade, and the subsidy on fuel paid by the Ministry of 
Commerce to certain industrial undertakings in Northern 
Ireland.
Local authorities. Subsidies paid by local authorities to their 
own trading undertakings except those included under 
‘Transport and Communication’.
11.94 Current grants to personal sector. Central 
government grants mainly to redundant workers in the coal, 
steel and shipbuilding industries. The figure for 1975 
includes the grant of £100 million in respect of 
pneumoconiosis compensation to miners.
11.95 Capital grants to private sector. Central government
payments to companies and sole traders and partnerships, 
of investment grants from 1967, and from 1972, regional 
development grants, and other capital grants under the 
Industry Act 1972. Included in earlier years were grants by 
the Board of Trade to industrial and other undertakings 
under the Local Employment Acts, 1960 and 1963; grants 
and compensation under the Cotton Industry Act, 1959, 
paid mainly in 1960 and 1961; and grants towards the re
equipment of the cotton spinning and other industries.
11.96 Capital transfers to public corporations. Central 
government payments to nationalised undertakings of 
investment grants from 1967 and regional development 
grants from 1972; payments to the North of Scotland 
Hydro-Electric Board in connection with the capital costs 
of supplying electricity to the Invergordon smelter; grants 
for construction and other capital work carried out by the 
Scottish and Welsh Development Agencies and the 
Highlands and Islands Development Board; and from 1981, 
grants to the Urban Development Corporations.
11.97 Net lending to private sector. Central government 
loans less repayments under the Shipbuilding Credit Scheme 
and to the Shipbuilding Industry Board; net lending to Rolls 
Royce (1971) Ltd; the provision of finance to BL Ltd in 
1981/82; loans less repayments under the Local 
Employment Acts, and the Industry Acts for the assistance 
of industry; net lending to aluminium smelting companies 
from 1968, under the Industrial Expansion Act 1968; loans 
in 1968 and 1969 for the construction of RMS Queen 
Elizabeth II, net advances to the British Sugar Corporation 
Ltd until March 1957; and net advances to the Potato 
Marketing Board from April 1955 to March 1960, Sales of 
factories on mortgage terms, which are treated as being 
financed by loans to the private sector, are included here.
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11.98 Net lending to public corporations. This includes 
includes central government loans less repayments to public 
corporations. The item records net lending to the British 
National Oil Corporation, National Coal Board, the 
nationalised electricity undertakings, the British Gas 
Corporation, and from 1980, HM Stationery Office.

11.99 Net lending and investment abroad. This consists 
of central government transactions mainly in connection 
with refinanced export credits.

11.100 Public dividend capital includes net lending and 
issues of public dividend capital, etc to the British Steel 
Corporation, British Shipbuilders, British Aerospace (1977 
to 1980), National Enterprise Board, Scottish and Welsh 
Development Agencies, and the Royal Ordnance Factories 
and Royal Mint from the dates of their establishment as 
government trading funds.

11.101 Cash expenditure on company securities, etc. (net). 
This item represents all central government purchases less 
sales of shareholdings in private sector companies. The 
main entries record the net acquisition by central 
government of BP shares, the acquisition of shares of 
Rolls-Royce (1971) Ltd, and BL Ltd. Sales include the 
disposal of government shareholdings in British Aerospace 
Ltd, National Freight Company Ltd and Cable and 
Wireless Ltd. (See Chapter 9.

RESEARCH

11.102 This heading covers central government
expenditure on civil research and development by the
United Kingdom Atomic Energy Authority, the Research
Councils, and on certain elements of aerospace research,
industrial technology and national and international space
programmes. Other central government expenditure on
research and development relevant to specific functional
groups is included under the relevant headings (for example
‘Military defence’). Total expenditure on research and
development included under all functional headings is
shown in a footnote to Table 9.4 in the 1983 Blue Book.
A detailed description of Government expenditure on
research and development is given in Studies of Official
Statistics No 27, Research and Development Expenditure
and Employment (HMSO 1976), and updated in annual
articles in Economic Trends (for example the issue for 
August 1982).

11.103 Current expenditure on goods and services. This 
comprises the running costs of the Department of Industry, 
Department of Energy and the Department of Education 
and Science incurred in administering the central 
government establishments referred to above, together with 
expenditure by these departments on research and 
development carried out by industry, etc., on their behalf.

11.104 Gross domestic fixed capital formation. Land,
buildings, plant and equipment for the central government
establishments referred to above. The amount of fixed
capital formation by the United Kingdom Atomic Energy
Authority allocated to civil research is necessarily
somewhat arbitrary, since assets may not be specifically 
purchased for research.

11.105 Subsidies. Central government grants to the 
National Research Development Corporation in relief of 
interest liability. These ceased to be payable in 1972.

11.106 Current grants to personal sector. Grants to 
persons and institutions engaged in research paid by the 
Department of Industry, the research councils and the 
Department of Education and Science.

11.107 Current grants abroad. These comprise 
contributions towards international atomic energy projects 
by the United Kingdom Atomic Energy Authority and 
other central government subscriptions to international 
organisations concerned with nuclear and space research.

11.108 Capital grants to private sector. Grants towards 
capital expenditure by institutions engaged in research by 
the departments and research councils referred to above.

11.109 Net lending to public corporations. Central 
government loans less repayments, to the National 
Research Development Corporation.

AGRICULTURE, FORESTRY, FISHING AND FOOD

11.110 Most of the expenditure under this heading is 
accounted for by the central government, although there 
is some local authority expenditure on the provision of 
allotments and smallholdings, and on animal health and 
the control of pests. The central government element covers 
most of the services administered by the Ministry of 
Agriculture, Fisheries and Food, and the Forestry 
Commission, the Department of Agriculture and Fisheries 
for Scotland, the activities of the Welsh Office in 
connection with this service, and the Department of 
Agriculture, Northern Ireland. Included under this heading 
is expenditure by the Intervention Board for Agricultural 
Produce on carrying out the obligations of the United 
Kingdom under the Common Agricultural Policy of the 
European Community. Expenditure by the Sea Fish 
Industry Authority (formerly the White Fish Authority, 
and the Herring Industry Board) and the Development 
Fund is also included; these bodies are treated as part of 
central government. Expenditure by the agricultural 
departments on field drainage is included, but expenditure 
by them and by local authorities on land drainage, 
including arterial drainage, sea defences and the Thames 
tidal defence system is excluded and recorded under ‘Land 
drainage and coast protection’. The costs of procuring and 
maintaining a strategic reserve of foodstuffs and of 
providing emergency food distribution facilities are also 
excluded; they are included under ‘Civil defence’.

11.111 Trading services included under this heading are, 
currently the Forestry Commission and Northern Ireland 
government forestry operations; and in earlier years, 
agricultural trading services, including the farming and 
management of land, by the Ministry of Agriculture, 
Fisheries and Food and the Department of Agriculture and 
Fisheries for Scotland. Until 1955, trading in foods by the 
former Ministry of Food was also included.

11.112 Current expenditure on goods and services:

Central government. The administrative and other expense
of the non-trading activities of the departments and
authorities detailed above. The administrative costs of the
former Ministry of Food at headquarters and at regional
and local food offices, apart from the costs of
administering the welfare food schemes, were part of this 
item.
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Local authorities. Net current expenditure on allotments, 
smallholdings, animal health, control of pests, etc.

11.113 Gross domestic fixed capital formation:

Central government. Land, buildings, works and 
equipment for forestry and in earlier years for the trading 
activities of agricultural departments. Capital expenditure 
on experimental centres and the provision of fixed assets 
for agricultural colleges is included. The cost of planting 
and maintaining forests is included under the heading 
‘Increase in value of stocks’.

Local authorities. Land and buildings for allotments and 
smallholdings.

11.114 Increase in value o f stocks. This item relates to 
central government and comprises the stocks of the 
Forestry Commission; from 1974, the net cost purchases 
by the Intervention Board for Agricultural Produce, in 
consequence of intervention buying; and in earlier years 
changes in the trading stocks of the Ministry of Food, and 
of the agricultural trading bodies mentioned above.

11.115 Subsidies. Central government subsidies to the 
agriculture, forestry and fishing industries paid by the 
agricultural departments and the other authorities detailed 
above. The payments comprise:

(a) General intervention payments and specific 
subsidies under the Common Agricultural Policy of the 
European Community. Contributions towards these 
costs received from the European Agricultural Guidance 
and Guarantee Fund are recorded as negative entries 
under ‘Current grants paid abroad’.
(b) Agricultural price guarantees on products not 
supported by the Common Agricultural Policy.
(c) Production grants and subsidies including the 
fertilizer and lime subsidies.
(d) Compensation for the slaughter of diseased 
animals.
(e) Subsidies to the white fish industry and the herring 
industry.
(0  Grants by the Forestry Commission to owners of 
private woodlands.
(g) Deficits on the former trading activities of the 
agricultural departments.

Up to 31 March 1955 subsidies included the trading losses 
of the Ministry of Food as defined in their published 
trading accounts, which regarded interest on capital and 
depreciation as current costs less the part thereof 
attributable to the cost of the milk and welfare food 
schemes, which were thus treated as a current grant to 
persons and administrative expenses at headquarters and 
regional and local food offices, which were included in 
current expenditure on goods and services.

11.116 Current grants to personal sector. Central 
government grants to agricultural colleges and research 
institutions; agricultural scholarships and maintenance 
allowances; and grants from the Development Fund to 
promote the rural economy and to develop fisheries.

11.117 Current grants abroad. Subscriptions by the central 
government to the Food and Agriculture Organisation of 
the United Nations and other international agricultural 
organisations. Receipts from the European Agricultural 
Guidance and Guarantee Fund in connection with

n

agricultural support costs are recorded as negative entries 
under this heading.

11.118 Capital grants to private sector. Central 
government grants to farmers for field drainage, farm 
improvements, and the improvement of land; grants by 
the Sea Fish Industry Authority and its predecessors; grants 
to horticulture; and grants to crofters. From 1967, 
investment grants paid to farmers are included.

11.119 Net lending to private sector. Central government 
loans less repayments for farm improvements; net lending 
by the Sea Fish Industry Authority and its predecessors 
for the purchase of boats, engines, etc; net lending to the 
Agricultural Mortgage Corporation Ltd; and loans to 
smallholders.

HOUSING

11.120 This service relates to the provision of housing for 
the public by general government, including former 
temporary housing and emergency housing. It excludes 
houses provided by central government and local 
authorities for their employees, which are shown against 
the service concerned for example married quarters for the 
forces, included under ‘Military defence*, and houses for 
the police included under ‘Police’. The ownership by local 
authorities of housing intended for the general public is 
regarded as a trading activity, since the ownership of 
dwellings is included within the boundary of production.

11.121 Temporary housing consisted of prefabricated 
structures which were manufactured and erected at central 
government expense on sites provided by local authorities; 
the local authorities let the accommodation and made an 
annual payment to the central government as a form of 
rental. Emergency housing was accommodation provided 
in requisitioned premises and in ex-Service hutted camps, 
etc; the local authorities let the accommodation as the 
agents of the central government, and the government 
reimbursed to the local authorities the full net cost 
incurred. From 1955 responsibility for requisitioned 
premises, but not hutted camps, etc., was transferred to 
local authorities and from 1956 the central government 
reimbursed to the local authorities most, though not all, 
of the net cost of providing this accommodation.

11.122 Current expenditure on goods and services. This 
item refers to the expenses of the Department of the 
Environment, the Scottish Development Department, the 
Welsh Office and, until 1971, the Ministry of Development, 
Northern Ireland in the administration of their housing 
responsibilities. Except for certain grants to the private 
sector paid by the Department of the Environment for 
Northern Ireland, all housing functions in Northern Ireland 
since 1971, have been the responsibility of the Northern 
Ireland Housing Executive, classified as a public 
corporation. Local authorities’ administrative expenses in 
connection with the provision of housing are excluded; 
these are treated as operating costs in the housing operating 
acount, and hence enter into the balance of the account 
representing rent before providing for interest and 
depreciation.

11.123 Gross domestic fixed  capital formation. 
Expenditure under this heading relates to local authorities 
except for the cost of manufacture and erection of 
temporary houses, negligible after 1951, which was borne
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by central government. Expenditure by local authorities 
consists o f purchases of land for housing and existing 
dwellings, and the cost of the construction o f permanent 
dwellings, including site development. Sales o f land and 
houses are deducted, including the sales o f council houses 
to tenants which are reflected in the figures shown in the 
1983 Blue Book.

11.124 Subsidies. Central government and local authority 
subsidies included in the local authorities housing operating 
account, and central government subsidies to public 
corporations concerned with housing.

11.125 Current grants to personal sector. Grants by the 
central government under the Housing Subsidies Act 1967, 
to qualified lending agencies to meet the cost o f reducing 
interest rates on certain mortgages in lieu o f tax relief. 
From 1972, includes central government and local 
authority rent rebates and allowances granted to tenants 
under the Housing Finance Acts. Grants to the Voluntary 
Housing movement by the Department of the Environment 
for Northern Ireland, are included.

11.126 Capital grants to private sector. Central 
government grants to Housing Associations and local 
authority grants to private house owners for improvements 
and conversions and for home insulation.

11.127 Capital transfers to public corporations. Mainly 
capital grants by central government to the Northern 
Ireland Housing Executive and its precedessors, and the 
New Towns Development Corporations.

11.128 Net lending to private sector. Central government 
net lending to building societies and private housing 
associations under the Housing Acts, including short-term 
net lending to building societies in 1974, and local authority 
net lending for house purchase including loans to existing 
council tenants for the purchase of their houses, and for 
housing improvements.

11.129 Net lending to public corporations. Central 
government loans to the New Town Development 
Corporations, Scottish Special Housing Association, 
Northern Ireland Housing Executive (and its predecessors), 
Housing Corporation and the Development Board for 
Rural Wales.

WATER, SEWERAGE A N D  REFUSE DISPOSAL

11.130 The whole of the expenditure shown was incurred 
by local authorities until 1 April 1974 when the water 
supply and sewerage functions previously performed by 
local authorities in England and Wales were transferred 
to the Regional Water Authorities, classified to the public 
corporations sector. From that date the table shows the 
central government grants and loans to the Regional Water 
Authorities in connection with water supply and sewerage. 
In previous years such transactions were between central 
government and local authorities and disappeared on 
consolidating the figures for general government. The 
scope of local authority activities in Scotland remains 
unchanged throughout the period. Water supply services 
operated by local authorities are treated as trading 
activities. Expenditure on civil defence measures in 
connection with water and sewerage is excluded; it is 
included under ‘Civil defence’. Water supply and sewerage 
services in Northern Ireland are treated as non-trading

services o f central government, the costs being borne by 
the Department o f the Environment for Northern Ireland.

11.131 Current expenditure on goods and services. The 
current cost o f local authority sewerage and refuse disposal 
services, the relevant administrative costs o f the 
Department o f the Environment, and central government 
current expenditure on water supply and sewerage services 
in Northern Ireland.

11.132 Gross domestic fixed capital formation. Land, 
buildings, works, water mains, plant and vehicles for local 
authorities* water undertakings, and sewerage and refuse 
disposal services, and for water supply and sewerage 
services provided by central government in Northern 
Ireland.

11.133 Subsidies. Payments by local authorities to their 
own water undertakings.

11.134 Capital transfers to public corporations. Central 
government grants to the Regional Water Authorities in 
connection with capital expenditure on water supply and 
sewerage services.

11.135 Net lending to public corporations. Central 
government loans {less repayments) to the Regional Water 
Authorities in connection with water supply and sewerage 
services.

V .

PUBLIC H EALTH  SERVICES

11.136 This comprises expenditure by local authorities 
shown in Local Government Financial Statistics under the 
headings ‘Port health’, ‘Public conveniences’, ‘Prevention 
of air pollution’ and ‘Other environmental health*. It 
covers the salaries of environmental health officers and 
expenditure in connection with the inspection o f food and 
drugs and the notification of diseases. Associated medical 
officer services are recorded under ‘National Health 
Service’ from April 1974, when local authority health 
services were transferred to the Regional Health 
Authorities.

11.137 Current expenditure on goods and services. The 
current cost of the services described above.

11.138 Gross domestic fixed capital formation. Land, 
buildings, plant and vehicles for the services described 
above. In the industrial analysis o f gross domestic fixed 
capital formation in Table 10.8 o f the Blue Book this 
expenditure is included under the heading ‘Health 
Services*.

11.139 Capital grants to private sector. Grants by local 
authorities under the Clean Air Act 1956 and the Clean 
Air Act (Northern Ireland) 1964.

LA N D  D R A IN A G E A N D  COASTAL PROTECTION

11.140 Up to 1 April 1974 expenditure under this heading 
related to local authorities. There was no significant 
expenditure by the central government, except for grants 
and loans to local authorities (mainly river authorities) 
which did not appear in this table. From 1 April 1974, in 
England and Wales the land drainage and flood prevention 
activities, previously the responsibility of the river 
authorities, were transferred to the Regional Water 
Authorities, classified as public corporations, and central
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government expenditure in connection with these services 
appears from that date, as grants and loans to public 
corporations. Field drainage is excluded from this heading 
and included under ‘Agriculture, fisheries and food*.

11.141 Current expenditure on goods and services. The 
current cost o f maintaining arterial drainage systems, sea 
defences, etc. undertaken by local authorities, and the 
administrative costs of the agricultural departments in 
connection with these activities and land drainage and 
flood prevention.

11.142 Gross dom estic fixed  capital form ation. 
Expenditure by local authorities on land drainage schemes 
and sea defences including expenditure by the Greater 
London Council on the Thames Tidal barrier. 
Reconstruction work arising from the East coast floods 
of February 1953 was included, and was also reflected in 
the figure for current expenditure on goods and services. 
The distinction made by local authorities between current 
and capital expenditure on reconstruction work is probably 
somewhat arbitrary.

11.143 Capital transfers to public corporations. From 1 
April 1974 central government grants to the Regional 
Water Authorities in connection with capital work on land 
drainage and flood protection.

11.144 Net lending to public corporations. Loans less 
repayments by central government to the Regional Water 
Authorities in connection with land drainage and flood 
protection schemes.

P A R K S , P L E A S U R E  G R O U N D S , E T C

11.145 (This comprises central government expenditure on 
Royal parks and pleasure gardens, and the preservation 
of historic buildings and ancient monuments, together with 
local authority expenditure on parks, sports and recreation 
centres, playing fields, swimming baths and miscellaneous 
recreational facilities.

11.146 Current expenditure on goods and services:

Central government. Current expenditure by the 
Department of the Environment and the Scottish Office 
on salaries, maintenance and running expenses of Royal 
parks and pleasure gardens, and the cost of maintaining, 
repairing and excavating ancient monuments.

Local authorities. The current cost of the local authority 
services referred to above. Receipts from the public, for 
example admission charges at swimming baths, are 
deducted.

11.147 Gross domestic fixed  capital form ation. 
Expenditure by local authorities on land, buildings, etc., 
for the local authority service referred to above.

11.148 Current grants to personal sector. Central 
government grants to individuals and private organisations, 
for example, the National Trust, towards the operating 
costs, maintenance and repairs of historic buildings and 
ancient monuments, including compensation to owners. 
The grant to the National Heritage Memorial Fund is also 
included.

11.149 Capital grants to private sector. Central 
government grants to private bodies towards the provision 
of sports and recreational facilities.

M IS C E L L A N E O U S  L O C A L  G O V E R N M E N T  SE R V IC E S

11.150 The central government component of this item 
consists of the administrative costs of the Department of 
the Environment, Scottish Development Department, 
Welsh Office and the Department of the Environment for 
Northern Ireland, in connection with their local authority 
support functions, other than those costs which have been 
allocated to specific services, such as housing and roads, 
etc. The local authority element mainly comprises 
expenditure on the services shown in Local Government 
Financial Statistics under the heading ‘Cemeteries and 
crematoria’, ‘Town and country planning’, ‘Council 
elections’, ‘Other miscellaneous services’ and ‘General 
administration’. Net expenditure on private street works, 
etc., and expenditure on weights and measures inspection 
is also included.

11.151 Current expenditure on goods and services:

Central government. The administrative costs referred to 
in paragraph 11.149. The administrative costs of the 
Central Land Board were included up to 1958/59.

Local authorities. In addition to the current costs of the 
local authority services referred to above, the expenditure, 
other than transfers, of certain special funds is included; 
these are shown in Local Government Financial Statistics 
as ‘Other reserve funds’. ‘Insurance funds’, ‘Trust or 
charity funds’ and ‘Other special funds’. Only part of the 
expenditure of ‘Other special funds’ is included, however, 
since not all the transactions of these funds can be regarded 
as purchases of goods and services by the non-trading part 
of local authorities.

11.152 Gross domestic fixed capital formation. Local 
authority expenditure on land, buildings, etc., purchased 
in connection with the local authority services referred to 
above, including local government offices. Receipts from 
sales are deducted.

11.153 Net lending to private sector. Local authority 
advances to industrialists for development under sections 
3 and 4 of the Local Authority (Land) Act 1963.

L IB R A R IE S . M U S E U M S  A N D  A R T S

11.154 This heading covers expenditure on national 
libraries, museums and art galleries, expenditure by the 
Arts Council of Great Britain, other grants for the arts, 
and expenditure on local libraries, museums and galleries.

11.155 Current expenditure on goods and services:

Central government. The administrative and other costs 
of the Office of Arts and Libraries, and the costs associated 
with the services under this heading provided by the 
Scottish Education Department, the Welsh Office and the 
Department of Education for Northern Ireland. The 
expenditure relates, for example, to the cost of maintaining 
certain national libraries, museums and art galleries, the 
most important of which are the British Museum, Science 
Museum, Victoria and Albert Museum, National Gallery 
and Tate Gallery, and in Scotland, the National Galleries 
of Scotland. The administrative costs of the Arts Council, 
which is treated as part of the central government, are also 
included.
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Local authorities. The current costs of providing local 
libraries, museums and galleries; receipts from fees, fines, 
etc. are deducted.

11.156 Gross domestic fixed capital formation. The whole 
of this item relates to the local authorities services described 
above, central government expenditure being insignificant.

11.157 Current grants to personal sector. Central 
government grants to private bodies concerned with the 
arts, for example the British Film Institute and bodies 
associated with crafts; grants by the Arts Council in 
support of the arts, for instance to the Royal Opera House; 
and grants in connection with Public Lending Right.

11.158 Capital grants to private sector. Capital assistance 
by the Arts Council towards the cost o f theatres, concert 
halls, arts centres etc; central government capital assistance 
to the South Bank Theatre Board.

P O L IC E

11.159 Current expenditure on goods and services:

Central government. Cost o f central support services for 
the police, for example, training centres and scientific and 
technical support services, administered by the Home 
Office and the Scottish Home and Health Department: the 
cost of the Royal Ulster Constabulary is included and, 
from October 1973, the cost o f the Police Authority for 
Northern Ireland.

Local authorities. Cost of police forces in Great Britain, 
including the Metropolitan Police and, until October 1973, 
those in Northern Ireland. The cost of pensions paid to 
former members o f the police less em ployees’ 
superannuation contributions is included.

11.160 Gross domestic fixed capital formation:

Central government. Buildings, including houses, 
equipment and vehicles for Home Office establishments 
and the other services described above.

Local authorities. Buildings, including houses, equipment 
and vehicles for police forces in Great Britain, and until 
October 1973 those in Northern Ireland.

P R IS O N S

11.161 This is entirely central government expenditure on 
the current cost of prisons (current expenditure on goods 
and services) and on prison buildings and equipment (gross 
domestic fixed capital formation).

P A R L IA M E N T  A N D  L A W  C O U R T S

11.162 Expenditure under this heading relates to the costs 
of Parliament and the Privy Council, including 
parliamentary election expenses; the operation of the courts 
of law; crown prosecutions in criminal cases, legal aid and 
the Criminal Injuries Compensation Scheme; and the 
probation and after-care, etc. services.

11.163 Current expenditure on goods and services:

^n tral government. Administrative and other costs of the 
House of Lords, House of Commons, Privy Council Office 
and the courts of law, except magistrates courts and district 
courts m Scotland; costs of crown prosecutions and, from

1972, of legal aid services; administrative costs of the 
Criminal Injuries Compensation Scheme; and the general 
expenses of attendance centres and the provision of training 
in probation and after-care work.

Local authorities. Current expenditure shown under the 
heading ‘Administration o f justice’ in Local Government 
Financial Statistics, mainly the costs o f magistrates courts 
and district courts in Scotland, and the probation service. 
The costs o f legal aid services were included until 1972 
when responsibility for these services was transferred to 
central government.

11.164 Gross domestic fixed capital formation. Central 
government and local authorities expenditure on buildings 
and equipment in connection with the services discribed 
in paragraph 11.161.

11.165 Current grants to personal sector. Central 
government grants in connection with the Criminal Injuries 
Compensation Scheme, and to voluntary after-care 
organisations.

F IR E  S E R V IC E

11.166 Expenditure on this service is incurred mainly by 
local authorities. Expenditure by the central government 
relates to the costs o f providing central support services, 
for example central training establishments, and o f the Fire 
Authority for Northern Ireland from October 1973, when 
responsibility for this service was transferred to central 
government from local authorities.

11.167 Current expenditure on goods and services. The 
current cost to local authorities o f maintaining the fire 
service, including pensions paid to retired members of the 
fire service less employees’ superannuation contributions, 
current expenditure by the Home Office on training, etc., 
and from October 1973, on the Fire Authority for Northern 
Ireland.

11.168 Gross domestic fixed capital formation. Local 
authority expenditure on land, buildings, vehicles and 
equipment for the fire service: central government capital 
expenditure on central support facilities, and from October 
1973, the Fire Authority for Northern Ireland.

E D U C A T IO N

11.169 This service comprises general government 
expenditure on education in schools, technical institutions 
and universities. The school health service was included 
before 1 April 1974 when it was transferred to ‘National 
Health Service’. The current costs o f providing school 
meals and school milk, apart from central government 
administrative costs, are excluded and appear under a 
separate heading in this table; but the central government 
administrative costs o f providing school meals and school 
milk and the costs o f school canteens are included here.

11.170 Current expenditure on goods and services:

Central government. The main items are the administrative 
and other costs of the Department of Education and 
Science, the Scottish Education Department, Welsh Office 
activities in connection with education, and the Department 
of Education for Northern Ireland. The excess o f the 
repayment annuities, which until March 1962 were paid 
by the education departments to the Ministry of Works
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in respect of the construction costs of temporary school 
accommodation, over receipts from local authorities for 
the use of this accommodation was included. The net cost 
to the central government of teachers’ pensions, that is 
pensions paid to teachers less pension contributions 
received from teachers and their employers, is not included. 
It is regarded as the repayment of a liability and is included 
in the item ‘Transactions concerning certain public sector 
pensions schemes (net)’ in the central government financial 
transactions account.

Local authorities. The current cost of education, apart 
from the cost of scholarships and grants to universities and 
colleges, which are treated as current grants to the personal 
sector. The costs of school canteens are included, although 
until 1967 this expenditure was classified as gross domestic 
fixed capital formation. The costs of providing school 
meals and milk are shown separately (see paragraph 
11.174). Prior to April 1962 expenditure of the colleges of 
advanced technology was included here, but from that date 
they are treated as private non-profit-making bodies in the 
personal sector.

11.171 Gross domestic fixed capital formation. From 1950 
this item relates almost entirely to local authority 
expenditure on land, buildings and equipment for 
educational establishments. Central government direct 
expenditure has been insignificant.

11.172 Current grants to personal sector:

Central government. Scholarships and maintenance 
allowances; current grants to universities, colleges, 
technical institutions and schools other than those 
maintained by local education authorities, including grants 
to colleges of advanced technology from April 1962.

Local authorities. Scholarships paid to pupils and students 
in respect of fees and maintenance allowances, and grants 
to universities, colleges, etc.

11.173 Capital grants to private sector. Central 
government grants towards the cost of buildings and 
equipment in universities, and from April 1962, colleges 
of advanced technology; grants to voluntary schools and 
colleges of education in Great Britain, and voluntary 
schools in Northern Ireland.

11.174 Net lending to private sector. Central government 
loans less repayments to universities, colleges and schools 
in the private sector.

S C H O O L  M E A L S , M IL K  A N D  W E L F A R E  F O O D S

11.175 In the national income accounts the net cost to 
general government after deducting receipts from those 
receiving school meals, milk, etc. is treated as current 
expenditure on goods and services, and the cost to persons 
is included in consumers’ expenditure.

11.176 Current expenditure on goods and services:

Central government. The net cost of providing milk and 
welfare foods free or at reduced prices to young children 
and expectant mothers. Before 1 October 1954, the cost 
of milk in schools maintained by local education authorities 
was borne directly by the Ministry of Food.

Local authorities. The net cost of providing school meals 
and, from 1 October 1954, of providing school milk.

N A T IO N A L  H E A L T H  S E R V IC E

11.177 The expenditure under this heading relates to the 
national health service and has been borne entirely by 
central government since 1 April 1974, when the 
responsibility for local health sevices was transferred from 
local authorities to central government. National health 
service expenditure covers the hospital and community 
services, payments to general practitioners, and the net cost 
of the pharmaceutical, dental and ophthalmic services; the 
administrative and other expenses of the Department of 
Health and Social Security in connection with the provision 
of the National Health Service, and the corresponding 
expenses of the Scottish Home and Health Department, 
the Welsh Office and the Northern Ireland Department of 
Health and Social Services. The costs of the school health 
service are included from 1 April 1974, when school health 
was transferred from ‘Education’. Also included are the 
costs, borne by local authorities before 1 April 1974, 
relating to health centres, health visiting and home nursing, 
care of mothers and young children, ambulance services, 
vaccination and immunisation, etc. Health related 
expenditure on civil defence is excluded; it is included under 
‘Civil defence’. Local authority expenditure on port health 
and other public health services is included under 
‘Environmental health services’.

11.178 Current expenditure on goods and services. 
Current expenditure on the services listed above including 
those which were the responsibility of local authorities 
before 1 April 1974. The figures include the contributions 
paid by Regional Health Authorities, etc. towards staff 
superannuation, and not the net cost of health service 
pensions, that is the actual payments of pensions less the 
contributions received from employees. The cost of 
collection of national health contributions is also included.

11.179 Gross domestic fixed capital formation. Central 
government expenditure on land, buildings, plant and 
equipment for the services described above, including 
capital expenditure on health centres, ambulances, etc. 
which were the responsibility of local authorities until April 
1974.

11.180 Current grants to personal sector. Central 
government expenditure on patients’ allowances and 
pocket-money paid in hospitals, certain student grants, and 
allowances to disabled persons towards the costs of running 
motor invalid chairs and cars.

11.181 Current grants abroad. Includes subscriptions by 
the central government to the World Health Organisation.

11.182 Capital grants to private sector. Compensation 
formerly paid by the central governent to doctors for the 
loss of right to sell medical practices, paid mainly on 
retirement or death.

P E R S O N A L  S O C IA L  S E R V IC E S

11.183 This heading comprises the two former headings 
‘Local welfare services’ and ‘Child care’ together with 
certain services previously covered under ‘National Health 
Service’. Most of the expenditure is incurred by local 
authorities and shown under the heading ‘Personal social 
services’ in Local Government Financial Statistics. It covers 
the cost of providing residential, day and domiciliary care 
and support for the elderly, children in care or at risk, the
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mentally ill or handicaped, the physically handicapped, and 
other disadvantaged people. Central government 
expenditure is mainly on List D schools in Scotland, youth 
treatment centres in England, training in social work and 
certain grants to voluntary bodies.

11.184 Current expenditure on goods and services:

Central government. The administrative costs of providing 
the central government services referred to in the previous 
paragraph, including the expenses o f the Central Council 
for Education and Training in Social Work.

Local authorities. The current costs o f the local authority 
services referred to in the previous paragraph, after 
deducting receipts, such as charges to persons in residential 
accommodation.

11.185 Gross domestic fixed capital formation:

Central government. Mainly expenditure on the provision 
of youth treatment centres.

Local authorities. Expenditure on land, buildings and 
equipment for the provision of, for example, residential 
homes, day centres, etc.

11.186 Current grants to personal sector. Central 
government grants to voluntary bodies associated with List 
D schools in Scotland and other voluntary social work 
organisations.

11.187 Capital grants to private sector. Grants by central 
government in connection with fixed capital expenditure 
by voluntary social work organisations.

S O C IA L  S E C U R IT Y  B E N E F IT S

11.188 This is entirely central government expenditure 
comprising the services in connection with social security 
now administered by the Department of Health and Social 
Security, including the national insurance schemes.

11.189 Current expenditure on goods and services. The 
administrative costs of the Department o f Health and 
Social Security, associated with the social security schemes, 
and administrative and other expenditure charged to the 
National Insurance Fund. The running costs o f reception 
centres, re-establishment centres, etc. are included.

11.190 Current grants to personal sector. The composition
of these grants is shown under the heading ‘Social security
benefits’ in the current account o f the central government 
as follows:

(a) National insurance benefits. Retirement pensions 
and widows’ benefit and other national insurance 
benefits, for example unemployment, sickness, 
invalidity, maternity, disablement and injury benefits. 
Death grants are included. Lump sum payments of 
pensioners’ Christmas bonus are also included, in the 
years 1973, 1974 and from 1979. Other payments o f the 
lump sum, not made from the National Insurance Fund 
are shown separately in Table 7.2 o f the 1982 Blue 
Book. Benefits paid to non-residents are excluded; they 
are recorded under ‘Current grants abroad’. Payments 
of extended unemployment benefit, which ceased on 5 
July 1953, were included.
(b) War pensions and service grants. Payments of 
pensions, gratuities and allowances for disablement or 
death arising out of war, or out of service in HM Forces

after 2 September 1939. Pensions, etc. paid in respect 
of the mercantile marine and civilians are included. 
Payments to those no longer resident in the United 
Kingdom are excluded; they are included under ‘Current 
grants abroad’.
(c) Family allowances and child benefits. Child 
benefits have been payable since 1977/78 replacing the 
former family allowances, classified as social security 
benefits, and tax allowances for children.
(d) Supplementary benefits. Pensions and allowances 
supplementing the national insurance scheme. Up to 
November 1966, the series related to assistance grants 
paid by the National Assistance Board. From 1972 
supplementary benefits are recorded net o f recoveries 
of rent rebates and allowances from local authorities.
(e) Lump sum payments to pensioners. Payments of 
pensioners’ Christmas bonus other than amounts paid 
from the National Insurance Fund.
(0  Other non-contributory benefits. Comprises 
attendance and invalid care allowances, old persons’ 
retirement pensions, non-contributory invalidity 
pensions, mobility allowances and family income 
supplements.

11.191 Current grants abroad. Payments o f national 
insurance benefits and war pensions to recipients not 
resident in the United Kingdom.

F I N A N C E  A N D  T A X  C O L L E C T IO N

11.192 Current expenditure on goods and services:

Central government. Administrative and other expenses of 
the Treasury (excluding the costs o f  the central 
management o f the Civil Service which are included under 
‘Other Services’), the Board o f Inland Revenue, Customs 
and Excise, the Exchequer and Audit Department, the 
Department o f National Savings and the National 
Investment and Loans Office, covering the National Debt 
Office, Pensions Commutation Board and Public Works 
Loan Board; expenses incurred by the Department of 
Transport and the Department o f the Environment for 
Northern Ireland in connection with driver and motor 
vehicle licensing and registration, and expenditure by the 
Treasury in connection with the manufacture and 
distribution o f coinage for use in the United Kingdom. The 
expenses o f the Land Commission on collecting the 
betterment levy were included from 1967 until 1971, when 
the Commission was dissolved and its functions transferred
to the Department o f the Environment and the Scottish 
Office.

Local authorities. Cost o f rate collection and valuation 
expenses.

11.193 Gross domestic fixed capital formation. Central 
government expenditure on buildings and equipment in 
connection with the services described above.

11.194 Current grants to personal sector. Payments by 
central government of post-war credits, including interest, 
and from 1 April 1979, estimates of the benefit to non-tax 
payers from reduced payments of life assurance premiums 
following the change in the arrangements for lax relief on 
the premiums (see Chapter 9).

11.195 Capital grants to private sector. In earlier Blue 
Books capital grants to private sector from central
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government were shown under this heading. They related 
to post-war refunds of excess profits tax and cash payments 
to holders of government securities on conversion into 
other government securities.

R E C O R D S . R E G IS T R A T IO N S  A N D  S U R V E Y S
11.196 All expenditure under this heading consists only 
of current expenditure on goods and services as follows:
Central government. Current costs of the Office of 
Population Censuses and Surveys, the Ordnance Survey, 
Charity Commission, Land Registry and Public Record 
Office; Scottish Record Office, General Register Office 
Scotland and Department of the Registers of Scotland; and 
the activities of the Department of the Environment for 
Northern Ireland in connection with records, registration 
and ordnance survey.
Local authorities. Current expenditure on the registration 
of electors and registration of births, deaths and marriages 
included in Local Government Financial Statistics. The 
figures in the detail required for this table are obtained 
from departmental returns.

W A R  D A M A G E  A N D  T O W N  A N D  C O U N T R Y  P L A N N IN G
C O M P E N S A T IO N

11.197 This heading covered only central government 
capital grants to the private sector under the war damage 
and town and country planning compensation schemes. 
Payments under the two schemes ceased in 1970 and 1962 
respectively.

O T H E R  S E R V IC E S
11.198 This category includes all the errors and omissions 
in classifying the myriad o f general government 
transactions on to a functional basis. It is not possible to 
itemise all the residual items here. In particular included 
in this heading are the costs of the central management 
of the Civil Service including recruitment and training, and 
the Central Computer and Telecommunications Agency; 
the costs of other central services, for example the Cabinet 
Office, Office of the Parliamentary Commissioner, Royal 
Commissions, Government Actuary and Public Trustee; 
that part of the administrative costs of the Home Office 
and the Scottish Office not included elsewhere; and the 
Civil List, including annuities and pensions. The 
transactions of the Land Acquisition and Management 
Fund of the Land Commission, which was treated as a 
trading body, were also included under this heading from 
1967 until 1971 when the Commission was dissolved.
11.199 Current expenditure on goods and services. This 
item consists mainly of the current costs of the services and 
bodies referred to in the previous paragraph. Other items 
included are current costs of the Meteorological Office, 
and the pensions of the Royal Ulster Constabulary.
11.200 Gross domestic fixed capital formation. Capital 
expenditure by the Property Services Agency of the 
Department of the Environment on land, buildings, 
furniture and equipment for public buildings in the United 
Kingdom, other than for specific services such as defence.
11.201 Increase in the value o f stocks. Includes changes 
in the value of stocks held by the United Kingdom Atomic 
Energy Authority.

11.202 Current grants to personal sector. Includes 
compensation for damage caused by civil disturbance in 
Northern Ireland. This expenditure was borne by local 
authorities from 1969 to 1973 when responsibility for the 
payments was transferred to central government.
11.203 Capital grants to private sector. Includes 
supplementary compensation in respect of expropriated 
British property in Egypt.

11.204 Net lending to priva te sector. Includes 
miscellaneous loans less repayments to the private sector 
under the Land Settlement Acts and Trade Facilities Acts, 
Northern Ireland land purchase annuities, etc.

11.205 Other net lending and investment abroad. This 
item appeared in earlier Blue Books. It related to loans {less 
repayments) by the United Kingdom Atomic Energy 
Authority to certain uranium producers in South Africa 
and Australia which ceased in 1965.

4. THE RELATIONSHIP BETWEEN GENERAL
GOVERNMENT EXPENDITURE 
AND PUBLIC EXPENDITURE

11.206 Public expenditure as measured by the Treasury, 
reflects the definitions of general government expenditure 
in the national accounts but the coverage of the two 
aggregates differs in a number of respects. Public 
expenditure is the Treasury’s measure of the expenditure 
to be financed by taxation and borrowing which forms the 
basis of the Government’s system for planning and control. 
Since the definitions employed by the Treasury in 
measuring the public expenditure planning total are 
intended to reflect the role of public expenditure in the 
national economy, they are based on the concepts of the 
national accounts which are used to portray the economy 
as a whole, in particular, the concepts of general 
government expenditure.

11.207 However, the national accounting definitions, 
which are designed to facilitate economic analysis, do not 
always provide a suitable basis of expenditure for planning 
and control purposes. The definitions used for public 
expenditure therefore tend to be modified for practical 
reasons resulting in the difference in coverage from that 
of general government expenditure mentioned above.

11.208 For example, debt interest included in general 
government expenditure, is not susceptible to controls in 
the same way as other expenditure and is excluded from 
the public expenditure total. The imputed value of non
trading capital consumption is also excluded, since it is 
notional expenditure introduced in the national accounts 
in order to measure the full cost to the economy of 
providing general government services. Certain receipts 
resulting from government activities, treated as income in 
the national accounts, are off-set against expenditure in 
arriving at the total required for planning and control 
purposes. The public financing of public corporations is 
represented in public expenditure, as in general government 
expenditure, by government grants and loans to these 
bodies. For administrative reasons however the grants and 
loans to certain public corporations are excluded in the 
Treasury total and replaced by the corporations’ own 
capital expenditure.
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11.209 Other modifications to the national accounts 
definitions are introduced over time, depending upon 
current policy requirements, to reflect public expenditure 
as an active part o f government planning.

11.210 D ifferences between general governm ent 
expenditure and public expenditure are not entirely 
attributable to the differences in coverage described above. 
There are also differences in accounting conventions, 
classifications and sources. While public expenditure 
figures are on the same definitions and classifications for 
all years, namely those current when the latest estimates 
are being prepared, in the national accounts bodies are 
classified by sector according to their status in each period 
of time shown in the accounts.

11.211 The differences between general government 
expenditure and public expenditure as currently defined 
are described each year in the annual white paper on the 
government’s expenditure plans (for example, in Part 5 of 
The Government’s Expenditure Plans 1983-84 to 1985-86 
(Cmnd 8789). A table published in Financial Statistics each 
month provides a detailed reconciliation between general 
government expenditure and the current definition of 
public expenditure. The table gives a run of financial years, 
on the latest definitions of public expenditure, and 
estimates for the quarters of the most recent financial year 
based upon national accounts figures.

5. GENERAL GOVERNMENT CURRENT 
EXPENDITURE ON GOODS AND SERVICES AT

CONSTANT PRICES

11.212 For the estimation of gross domestic product at 
constant prices, the estimates of general government 
current expenditure on goods and services are revalued at 
constant prices.
11.213 The Blue Book table on general government 
expenditure at constant prices (Table 9.3 of the 1983 Blue

Book) shows estimates of current expenditure on goods and 
services, final consumption and capital formation for four 
separate functional categories, namely ‘Military defence’, 
‘National health service’, ‘Education’ and ‘Other’. 
Quarterly estimates o f general government current 
expenditure on goods and services revalued at constant 
prices are published only in total, and date from 1955. The 
estimates, unadjusted and seasonally adjusted, are 
published monthly in Economic Trends, and the seasonally 
adjusted series appears in the Monthly Digest o f  Statistics. 
The principles involved in revaluing general government 
expenditure on goods and services are discussed in Chapter 
3. In general, the methods o f revaluation assume that there 
is no increase in the productivity of those employed in 
public services. The methods of revaluation used to fall 
into two groups:

the deflation o f expenditure figures by indices o f pay
and prices;
the use o f volume indicators.

11.214 Over three-quarters of current expenditure is 
revalued by the first method, including about two-fifths 
of expenditure which is on wages and salaries deflated by 
an index of changes in rates o f pay. Both methods are used 
for quarterly and annual estimates but the annual 
calculations are carried out in greater detail. Table l lg  
shows the extent to which categories of general government 
current expenditure on goods and services are revalued 
separately for the annual estimates and the methods of 
revaluation adopted. It will be seen that for expenditure 
on goods, which is deflated by a price index, the index often 
relates to costs rather than to the price o f the product, 
because o f the variable nature o f the goods.

11.215 The reliability of the estimates for a year three or 
four years away from the base year can be regarded only 
as fair because o f the difficulty o f revaluing at constant 
prices the goods and services bought by the general 
g o v e r n m e n t .
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Methods used for revaluing at constant prices general government current expenditure on goods and services

Table 11 g

Method of revaluation

Central government
Military defence:

Forces’ pay including all employer’s 
contributions and pensions paid and the 
national insurance surcharge

Civilian wages and salaries including all 
employer’s contributions and pensions 
paid and the national insurance surchage

Procurement

National health service:
(Pay including all em ployers’ 
contributions and non-contributory 
pensions paid and the national insurance 
surcharge.

Professional fees

Procurement

Other:
(Pay including all em ployer’s 
contributions and pensions paid and the 
national insurance surcharge

Procurement

Local authorities
Education

Police pay

Other expenditure

Volume indicators: separate strengths for the army, navy and airforce, 
subdivided into male and female for officers and for other ranks

Volume indicator: civilian staff employed by the Ministry of Defence

The expenditure is deflated in 15 commodity groups plus administration 
expenses. Each commodity group is deflated by a specially constructed base- 
weighted price index derived mainly from producer price indices and 
adjusted for changes in the rale of VAT. Administration expenses are 
deflated by a specially constructed base-weighted price index for central 
government administrative costs.

Volume indicator: Numbers employed by Area Health Authorities for 
England and Wales.

Volume indicator: Number of medical practitioners

Health Service Procurement index: current weighted price index

Volume indicator: number of central government employees

(Especially constructed base-weighted price index for central government 
administration costs

Deflation by specially constructed current weighted price index numbers 
covering wage and salary rates and other costs.

(Volume indicator: index of strength of police forces in Great Britain

(Deflation by specially constructed current-weighted price index numbers 
for pay and other local authority costs.
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Annex

REVISED FUNCTIONAL CLASSIFICATION

11.216 The functional classification described in the body 
of Chapter 11 is that used in the 1984 Blue Book. In the 
1985 Blue book a new classification is to be introduced, 
based on the United Nations Classification o f Functions 
of Government (1) (COFOG). The change is being made 
so that the Central Statistical Office may produce its 
returns to international organisations more efficiently, and 
to improve the comparability of figures for United 
Kingdom with those of other countries.

When compiling returns for the international organisations 
other definitional adjustments are made, and readers 
wishing to make comparisons with government expenditure 
in other countries are advised to refer to the publications 
of the organisations. (2) There is a limit in any case to the 
accuracy with which any country can adapt its statistics 
to international definitions, so such comparisons should 
be made with caution.

COFOG analyses government expenditure into 14 major 
groups and these in turn into 61 groups. Not all of the 
groups are identifiable or appropriate to the United 
Kingdom. At the time of writing the precise lend of detail 
to be shown in the 1985 Blue Book has not been decided, 
but the following notes show in broad terms how the major 
groups relate to the previously categories. (1) Classification 
of the Functions of Government Statistical Papers Series 
M No 70, United Nations, New York, 1980.

01 General public services comprises expenditure on 
external relations (other than the contribution to the 
European Community Parliament (from parliament and 
law courts), finance and tax collection, external relations, 
other than the records registrations and surveys, together 
with parts of research, miscellaneous local government 
services and other services.

02 Defence comprises military defence and civil defence

03 Public order and safety comprises police, prisons, law 
courts (from parliament and law courts), and fire

04 Education comprises education and school meals and 
milk

05 Health comprises national health services and public 
health services

06 Social security and welfare comprises social security 
benefits, rent rebates and allowances (formerly part of 
housing), personal social services, and welfare foods

07 Housing and community amenities comprises housing 
(other than rent rebates and allowances, water, sewerage 
and refuse disposal, public lighting (from roads and public 
lighting), town and country planning (from miscellaneous 
local government services)

08 Recreational, cultural and religious services comprises 
parks, pleasure grounds, etc. and libraries, museums, arts 
and cemeteries and crematoria from miscellaneous local 
government services

09 Energy comprises parts of research and other industry 
and trade

10 Agriculture, forestry and fishing comprises 
agriculture, forestry, fishing and food, land drainage and 
coast protection

11 Mining, manufacturing and construction corresponds 
to parts o f research and other industry and trade

12 Transportation and communication comprises roads 
(from roads and public lighting) and transport and 
communication

13 Other economic affairs and services comprises 
employment and parts o f research and other industry and 
trade

14 Expenditure not classified by major group comprises 
part of other services, the net contribution to the European 
Community (from external relations), debt interest and 
capital consumption
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Chapter Twelve

Gross Domestic Fixed Capital Formation

1. CONCEPTS

12.1 Additions to the nation’s wealth are divided into 
three categories: the acquisition of fixed assets in the United 
Kingdom, the acquisition o f stocks and work in progress, 
and net investment abroad. The first two of these three 
forms of investment are in tangible assets and are described 
as capital formation. This chapter considers the acquisition 
of fixed assets. The acquisition of stocks and work in 
progress is described in Chapter 13 and net investment 
abroad, which represents the net acquisition of claims by 
the nation on the rest of the world, in Chapter 15. Domestic 
financial claims and liabilities do not enter into the nation’s 
wealth since they are offsetting within the nation.

12.2 Fixed assets are physical productive assets that 
yield a service continuing beyond the period of account 
in which they are purchased. Examples are land, buildings, 
civil engineering works, machinery, equipment and 
vehicles. Stocks are materials and fuel purchased but not 
yet used in production and finished products still to be sold. 
Work in progress is partly completed goods awaiting 
completion. Thus gross domestic fixed capital formation 
(which is the standard description of the acquisition of 
fixed assets) is that part of a country’s total final 
expenditure which is not consumed, exported or added to 
stocks during the accounting period, but represents an 
addition to the nation’s fixed tangible assets. Intangible 
assets such as patents, copyrights, or concession rights are 
not included.

12.3 Gross domestic fixed capital formation includes 
the purchase of new assets and second-hand assets. Sales 
of fixed assets, eg for scrap or export or to a consumer, 
are deducted. Transfers of existing assets, including 
transfers of land, between one domestic owner and another 
contribute to total gross domestic fixed capital formation 
only to the extent of any transport, legal or other costs of 
transfer. The word ‘gross’ in the term ‘gross domestic fixed 
capital formation’ denotes that nothing is deducted for 
wear and tear, obsolescence and accidental damage. Fixed 
capital formation is shown gross because of the difficulty 
of estimating capital consumption (ie depreciation) and 
also because the gross addition to assets is of importance 
in itself since replacement of assets can, to some extent, 
be postponed. Estimates of capital consumption are 
nevertheless made which enable national income (ie net 
national product) to be computed as gross national product 
less capital consumption.

12.4 This chapter concentrates on the description of 
the sources and methods used in the compilation of gross 
domestic fixed capital formation— the addition to the 
nation’s stock of fixed assets since this is the expenditure 
component relevant to the construction of estimates of 
gross domestic product, the most commonly used measure 
of the nation’s economic activity. However it also describes 
the estimation of the nation’s stock of fixed assets, the

capital consumption of these assets and the calculation of
net domestic fixed capital formation which is gross
domestic fixed capital formation less capital consumption.
The concepts and estimation of the stock of tangible assets
for use in national and sector balance sheets is also 
described.

Scope o f gross domestic fixed capital formation

12.5 Since gross domestic fixed capital formation 
relates to productive assets, its scope is restricted by the 
definition of the boundary of production discussed in 
Chapter 1. All expenditure on fixed assets by trading 
bodies, whether companies, public sector enterprises or 
unincorporated businesses, is included. Also included is 
expenditure on dwellings by persons, since the provision 
of housing is included within the boundary of production. 
Expenditure on other goods which yield a continuing 
service to consumers, such as household durable goods and 
cars, is not included. These goods are regarded, by 
convention, as being consumed when they are purchased 
and are included in consumers expenditure. The ownership 
of land and buildings by the non-trading branches of 
general government and by certain private non-profit- 
making bodies is included within the production boundary 
and expenditure on these assets and other fixed assets, such 
as office and research equipment, is part of gross domestic 
fixed capital formation.

12.6 The significance of the word ‘domestic’ is that the 
fixed assets concerned are confined to assets located in the 
United Kingdom and on its continental shelf (eg in the 
North Sea). Fixed assets held abroad are excluded since 
the concept of fixed capital formation is designed to 
measure changes in the physical capacity for production 
in the United Kingdom. Ships and aircraft are exceptions 
to the general rule of classification on the basis of physical 
location. Ships are included where they are owned by UK 
companies and registered as UK vessels on the Department 
of Transport’s General Register of Shipping and Seamen; 
and aircraft are included where they are owned by UK 
registered companies irrespective of location.

12.7 For the sake of brevity, throughout the remainder 
of this chapter the term fixed capital formation is used to 
refer to gross domestic fixed capital formation. In this 
context this term is preferred to ‘capital expenditure’ which 
may be taken to have a wider meaning: eg all expenditure 
by business chargeable to capital account including, for 
example, the acquisition of intangible assets, capital 
formation in stocks and works in progress and the 
acquisition of shares in another business.

12.8 Fixed capital formation is valued at the cost to 
the purchaser including the costs directly connected with 
acquisition and installation. In the case of new buildings 
it includes the cost of site clearance and the fees of 
architects, designers and engineers etc. In the case of plant
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and equipment any transportation costs are included. For 
all assets legal costs and taxes are included except that 
reclaimable VAT is excluded. Assets are included however 
they are financed. For example, expenditure on the 
replacement o f assets which, in lieu of depreciation, has 
been charged by a business to revenue account, is included.
12.9 Expenditure indirectly associated with the 
acquisition o f capital goods, such as the cost of arranging 
bank loans and servicing them, flotation costs in respect 
of security issues etc is excluded. Also excluded are assets 
acquired in taking over another enterprise as a going 
concern since this is treated as the purchase o f a financial 
asset. Similarly the privatisation of a state corporation (or 
the nationalisation o f a company) does not appear in 
capital formation.
12.10 Expenditure on improvements to existing fixed 
assets is included in fixed capital formation, whereas 
expenditure on maintenance and repairs to keep the assets 
in running order is excluded as it is an operating expense. 
The United Nations recom m endations are that 

Expenditure on current repairs and maintenance 
make good breakages in fixed assets and keep them 
in proper working order, while outlays on capital 
repair and alteration lengthen the productivity of 
those goods significantly. The capital outlays should 
consist of significant alterations and additions to, or 
replacements in, the parts o f fixed assets. In order 
to be classified as fixed capital formation, the newly 
incorporated parts should have an expected lifetime 
of use of one year or more and involve substantial 
outlays and should also lengthen the expected 
lifetime of the use of the fixed assets, or alter the 
character or volume of services which they yield*.

Nevertheless it is often difficult to distinguish between 
repairs and improvements and in practice the allocation 
of expenditure between capital and current account is 
determined by accounting practices. Day to day repairs and 
replacement o f parts would certainly be excluded but 
extensive repairs amounting to the reconstruction of assets 
may be included. Amongst local authorities there has been 
an increasing tendency to capitalise expenditure in recent 
years and it is believed that they now charge almost all 
major repair works to capital account.

12.11 There are certain problems in relation to the timing 
of the recording of fixed capital formation. Changes in the 
country’s productive capacity could be best measured if 
acquisitions of fixed assets were recorded at the time they 
became available for use. In practice the fixed capital 
formation estimates are believed, with certain exceptions 
recorded in the next paragraph, to reflect payments by 
businesses for capital goods. The recording of payments 
results in the fixed capital formation estimates not tracking 
changes in productive capacity in two respects. First, 
businesses make progress payments almost universally in 
the case of the construction of new buildings and works 
and frequently in the case of major plant and machinery 
built to order. These payments lead the entry of the capital 
investment into the nation’s productive capacity. They do, 
however, mean that fixed capital formation approximates 
more closely to the demands made on the economy by the 
production of fixed assets. Secondly, in relation to smaller

A System o f National Accounts, United Nations, New York, 1968.
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items o f plant and equipment, payments will often lag 
delivery o f goods as purchasers delay the settlement of 
accounts to maximise their working capital.

12.12 There are three exceptions to the general rule that 
the UK fixed capital formation statistics include progress 
payments in respect o f plant and equipment built to order. 
These relate to the extraction of mineral oil and natural 
gas, shipping and air transport industries. In these cases 
consistency is sought between the timing of the recording 
of the imported equipment, ships and aircraft in the fixed 
capital formation and balance o f payment statistics. In 
particular these items are included in the fixed capital 
formation statistics when they are delivered whereas 
acquisitions of oil platforms, ships or aircraft from 
domestic producers appear as progress payments are made.

12.13 In accordance with international conventions 
almost all expenditure on buildings and equipment for the 
Armed Forces is excluded from fixed cap iti formation and 
treated as central government current expenditure. 
Exceptions to this rule are made, however, in the case of 
expenditure on (a) land for the Forces, (b) married quarters 
for members o f the Forces, (c) buildings and plant for 
research and development establishments and (d) buildings 
and plant for naval dockyards. Categories (a) and (b) are 
treated as fixed assets on the grounds that they would be 
usable for other purposes if no longer required for military 
use. Category (c) assets are types which are purchased as 
fixed assets by private industry.

2. THE PUBLISHED TABLES

12.14 Fixed capital formation is analysed in three ways: 
by industry (agriculture, mineral oil processing, etc.), by 
type of asset (ships, buildings, etc.), and by institutional 
sector (industrial and commercial companies, local 
authorities, etc.).

A N N U A L  T A B L E S

Analysis by sector

12.15 The most detailed table (Table 10.3 o f the 1984 
Blue Book) shows fixed capital formation for the six main 
institutional sectors cross-classified by five types o f asset. 
Condensed versions of this table (Tables 10.1 and 10.2 of 
the 1984 Blue Book) in which the sectors are combined into 
three (private, public corporations, and general 
government) give estimates at current and constant prices.

12.16 In table 10.3 fixed capital formation of the central 
government and local authorities is subdivided between 
trading and non-trading activities. Provision o f housing, 
except in conjunction with a non-trading service such as 
police or prisons, is regarded as a trading service. A full 
list of central government trading bodies is given in Chapter
9.

12.17 The institutional sectors are the sectors used 
throughout the national accounts and the allocation of 
fixed capital formation to a particular sector is on the basis 
of ownership, which may differ from the sector o f use, 
for example, in the case o f leasing. In using the sector 
analyses it needs to be remembered that the series are 
affected by changes in the scope of the sectors (eg as a result
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of privatisation) as well as in the rate of capital formation. 
The sector figures, unlike those for industries (see 
paragraph 12.30 below), include purchases less sales of land 
and existing buildings. Separate figures for these 
transactions are given in the detailed sector table in the Blue 
Book.

12.18 Fixed capital formation by the personal sector 
comprises:

(a) fixed capital formation o f unincorporated 
businesses (professional persons, farmers and other sole 
traders and partnerships); it is this element which 
accounts for nearly all capital formation by the personal 
sector in vehicles, plant and machinery and most of that 
in buildings other than dwellings;
(b) fixed capital formation by persons in dwellings, 
land and existing buildings;
(c) fixed capital formation by certain private non- 
profit-making bodies serving persons, such as housing 
associations and universities.

Fixed capital formation by the life funds o f life assurance 
companies and by superannuation funds is not included 
even though their funds are regarded as the property of 
the personal sector; it is included with that of financial 
companies and institutions, a subdivision of the company 
sector (see Chapter 7).

12.19 Sectoral estimates of fixed capital formation are 
also given in other sections of the Blue Book. Figures of 
fixed capital formation for industrial and commercial 
companies and for financial companies and institutions are 
given in section 5; of public corporations, analysed by six 
industry groups, in section 6; and o f central government, 
local authorities and general government as a whole, 
analysed by service, in sections 7 to 9 of the Blue Book.

Analysis by type o f asset

12.20 The most detailed analysis of fixed capital 
formation by type of asset (Table 10.4 of the 1984 Blue 
Book) distinguishes five categories o f vehicle (which are 
shown as a single category in other tables), plant and 
machinery, dwellings, other new buildings and works, and 
transfer costs of land and buildings. These series are 
translated into constant prices in Table 10.5, amalgamating 
the figures for railway rolling stock, ships and aircraft. The 
different types of asset are defined below.

12.21 Vehicles, ships and aircraft comprise the 
following:

(a) Buses and coaches. Vehicles included in the fixed 
capital formation of bus and coach operators.
(b) Other road vehicles. All other vehicles intended 
mainly for use on public roads. This category includes 
various road vehicles with specialised uses, for example 
ambulances, street cleansing vehicles; but it excludes 
vehicles used in such places as warehouses or railway 
goods depots, mobile cranes with road licences, road
making vehicles and agricultural tractors, all of which 
are classified as plant and machinery. Cars purchased 
by businesses are included. Consumers’ car purchases 
are excluded: they are included in consumers’ 
expenditure as described in Chapter 6.
(c) Railway rolling stock. Locomotives, coaching 
vehicles, wagons and containers. Railway wagons for 
use on private sidings are included, but trucks and

wagons for use in mines, quarries, cement works, etc. 
are classified as plant and machinery.
(d) Ships. All vessels owned by UK companies and
registered as UK vessels on the Department of
Transport’s General Register of Shipping and Seamen
Hence UK owned ships transferred from overseas to
United Kingdom registration count as new capital
formation and conversely ships re-registered abroad are 
deducted.
(e) Aircraft. All civil aircraft owned by UK registered 
companies are included irrespective of their location. 
Expenditure borne by the government on the 
development of prototype civil aircraft is excluded 
together with all military aircraft.

12.22 Plant and machinery. The term ‘plant and 
machinery’ is an abbreviation of ‘plant, machinery and 
equipment’. The distinction between plant and machinery 
and vehicles or buildings is not always clear-cut. It is 
sometimes difficult to distinguish buildings from plant and 
machinery, for example in parts of the steel and chemical 
industries. Agricultural tractors, road-making vehicles, 
rolling stock used in mines and quarries, oilrigs, mobile 
cranes and vehicles used within warehouses, railway goods 
depots, etc. are classified as plant and machinery. 
Machinery and equipment forming an integral part of 
buildings and works, for example lifts, heating and 
ventilating plant, is in general included in buildings and 
works. Electricity and telephone lines and cables and ducts 
are classified as plant.

12.23 Dwellings. Houses, bungalows, flats and 
maisonettes. All expenditure on the construction of new 
houses and flats and improvements to existing ones is 
included. Architects and quantity surveyors fees are treated 
as part of capital formation. The figures include, as far 
as is possible, items of equipment which are an integral 
part of the completed house or flat, such as boilers and 
fitted kitchen equipment but moveable equipment installed 
by tenants and owner-occupiers is included in consumers* 
expenditure.

12.24 Other new buildings and works. Buildings other 
than dwellings, most civil engineering and construction 
work. Both new construction and extensions and 
improvements to existing buildings and works are included. 
Machinery and equipment forming an integral part of 
buildings and works, for example lifts, heating and 
ventilating plant, is in general included. The distinction 
between buildings and plant is sometimes difficult to draw 
(see above); in such cases the normal accounting practice 
for distinguishing buildings and plant is generally followed. 
Railway track and gas and water mains are included under 
this heading, but electricity and telephone lines and cables 
are classified as plant. Architects’ and surveyors’ fees are 
included, but not fees and costs incurred in transferring 
the ownership of land and buildings.

12.25 Purchases less sales o f land and existing buildings:
transfer costs o f land and buildings. Figures of purchases 
and sales, given for each sector, cover the capital cost of 
freeholds purchased, the capital cost of premiums payable 
for leaseholds acquired, associated professional fees and 
other transfer costs. Sales of council dwellings are included 
here. Over all sectors these transactions net out to equal 
transfer costs only. Transfer costs cover stamp duties, legal
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fees, dealers* margins, agents’ commissions and other costs 
incurred in connection with the transfer o f ownership of 
land and buildings, together with any non-deductible VAT 
which they attract.

Analysis by industry

12.26 The most detailed o f the Blue Book tables (Table 
10.8 of the 1984 Blue Book) gives an analysis o f fixed 
capital formation by industry and by type of asset, 
distinguishing forty-three industries cross-classified by 
three types o f asset. In an abridged version o f this table 
(Table 10.6 of the 1984 Blue Book) the figures for all fixed 
assets are condensed into eleven industry groups. Estimates 
for these eleven industry groups are also given at constant 
prices (Table 10.7 of the 1984 Blue Book).

12.27 The classification by industry follows the Standard 
Industrial Classification, Revised 1980. Detailed headings 
in Table 10.8 of the Blue Book generally relate to 
individual, or combinations of, industries identified at the 
two-digit Class level of SIC. The precise coverages of the 
individual series presented in this table are described in a 
later section of this chapter. The summary industrial 
headings in Tables 10.6 and 10.7 relate broadly to the ten 
Divisions of SIC. Overall estimates are given for 
‘Manufacturing’ (Divisions 2 to 4). Additionally Division 
1 is subdivided into ‘Extraction of mineral oil and natural 
gas‘ and ‘Other energy and water supply’ and Division 7 
into ‘Transport’ and ‘Communication’. Ownership of 
dwellings is treated as a separate industry, in line with other 
tables in the national accounts. All dwellings are grouped 
together under one heading, including any dwellings built 
by industries for their employees.

12.28 Classification of fixed capital formation to an 
industry is in general based on the principal activity o f the 
unit reporting the expenditure. For the production 
industries (SIC Divisions 1 to 5) the main source of annual 
information is the annual censuses of production. In these 
censuses the reporting unit is the smallest unit, often an 
individual factory, which can provide the full range of 
census information. Quarterly indicators of fixed 
investment for these industries, however, make use of 
returns at various organisational levels eg divisions of 
companies, companies or groups of companies. For the 
distributive and service industries (SIC Divisions 6 to 9 ) 
industrial classification is generally based upon legal units 
which are individual companies in the corporate sector, 
sole propietorships, partnerships etc. It should be noted 
that industrial analyses of fixed capital formation are not 
entirely comparable with analyses of income from 
employment, used in the calculation of gross domestic 
product by industry (see paragraphs 6.84 to 6.90 and Table 
2.1 of the 1984 Blue Book.)

12.29 A difficulty in the analysis by industry arises from 
the practice of financial leasing of fixed capital assets (eg 
road vehicles, industrial plant, computers or buildings) 
which has grown steadily in importance. A financial lease 
is a lease that transfers substantially all the risks and 
rewards of ownership of an asset to the lessee. It usually 
involves payment by the lessee to the lessor of a rental 
covering the full cost of the asset together with a return 
on the finance provided by the lessor. It is the current 
practice in the national accounts to analyse fixed capital 
formation by industry of ownership, so that expenditure

on assets for financial leasing is included within figures 
for the banking, finance and insurance industry. This 
reflects the fact that information on financial leasing has 
most efficiently been collected by inquiries to financial 
lessors rather than lessees. For economic analysis however, 
information about the use of assets on financial leases is 
useful and, in this connection, an approximate and 
summary analysis o f expenditure o f leased assets by 
industry o f use is provided in Section 16 of the Blue Book. 
This information can be used to adapt the industrial 
estimates given in Section 10 o f the Blue Book so that they 
better reflect total fixed assets in use in particular industry 
groups. Exceptionally, fixed capital formation in ships for 
financial leasing is included with the estimates o f direct 
expenditure by the sea transport industry (rather than 
under banking, insurance and finance) in all industrial 
analyses. At the time o f writing accounting practices in 
relation to leased assets are changing: Statement of 
Standard Accounting Practice 21 will require leased assets 
to be recorded as assets o f the lessee rather than the lessor. 
This may make it easier in the future to collect information 
on fixed capital formation in leased assets by ‘user’ 
industry.

12.30 Purchases less sales of land and existing buildings 
are not included in the industrial analyses. The net 
expenditure by all industries on land and existing buildings, 
that is transfer costs o f land and buildings, is shown as 
a separate item. It is intended, at the time o f writing to 
review the exclusion o f land and existing buildings from 
the industry tables.

QUARTERLY TABLES

12.31 In the quarterly tables published in the Monthly 
Digest o f  Statistics and in Economic Trends the eleven 
industry groups shown in the Blue Book are further 
condensed into nine groups; the analysis by type o f asset 
is in terms o f four categories with separate figures for 
private and public sector dwellings; and the analysis by 
sector distinguishes between the private sector, public 
corporations and general government. All these series are 
shown at current prices, at constant prices and at constant 
prices seasonally adjusted.

3. STATISTICAL SOURCES 

G ENERAL M ETHODS OF ESTIM ATION

12.32 There are two alternative methods for estimating 
fixed capital formation, the expenditure method and the 
commodity flow or supply (output plus imports less 
exports) method. The expenditure method uses the records 
which accountants keep of the purchases of capital goods. 
The commodity flow method uses statistics o f production 
and imports of commodities and distinguishes the flows 
into fixed capital formation from the flow into 
consumption, exports, stockbuilding and intermediate 
expenditure.

12.33 The alternative methods each have distinct 
advantages and disadvantages. Capital expenditure figures 
can be collected from business enterprises according to 
definitions which are consistent with figures o f operating 
costs taken into account in estimating their profits. To this 
extent they are consistent with estimates o f saving in a way 
that estimates of fixed capital formation based on output
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data are not. This consistency fits in with the requirements 
of the financial accounts which show, inter alia, how fixed 
capital formation is financed. Furthermore, expenditure 
statistics allow, as output statistics do not, analysis by 
purchasing industries and sectors. On the other hand, 
expenditure figures do not as a rule allow more than a 
summary split of fixed capital formation by type of asset 
buildings, plant, vehicles, etc. whereas estimates from the 
commodity flow method are naturally available in 
considerable commodity detail. The commodity flow 
method also has the advantage of allowing close adherence 
to the strictly logical definition of a capital good as a good 
which lasts for more than one acounting period. 
Accountants may treat as fixed assets only those items 
which last several years or more and are costly; they can 
charge to operating account such things as hand tools and 
jigs for use in a production run of a few years. Using the 
commodity flow method all office equipment, for example, 
can be treated as capital goods, whereas no one can tell 
how much office equipment is included in the aggregate 
of capital expenditure since sometimes it is charged to 
capital account and sometimes to operating account.

12.34 However, whilst the commodity flow method 
allows the consistent application of precise definitions, it 
requires detailed information about the use of commodities 
and however much detail is available some guesswork is 
unavoidable. Intermediate goods, that is goods charged to 
operating account, have to be distinguished from goods 
charged to capital account; intermediate goods include 
replacement parts as well as parts such as electric motors 
which may be bought by a producer for incorporation in 
his more elaborate product. Also, a distinction has to be 
drawn between goods which are part of fixed capital 
formation and goods which are part o f consumption; a 
single product may be used for a variety of purposes: a 
car would be consumers* expenditure if sold to an 
individual consumer but fixed capital formation if sold-to 
a business or a public authority. The more detailed the 
production or delivery figures which are available, the 
easier it is to distinguish fixed capital formation from other 
uses. The separate delivery figures for the three types of 
refrigerating machinery (domestic, industrial and 
commercial) make reasonably accurate distinction possible 
between fixed capital formation and consumers’ 
expenditure on this item. Industrial plant and steelwork 
are almost entirely capital goods and there is a wide range 
of general mechanical engineering products which are 
virtually all intermediate goods. But it is very difficult to 
assess the amount of scientific instruments, electrical 
machinery, insulated wire and cables, radio and electronic 
goods, etc. which are capital as opposed to consumer or 
intermediate goods. Offices are furnished with carpels as 
well as with commodities identifiable as exclusively office 
furniture; carpets are also bought by hotels but are mostly 
consumer goods. The commodity flow method also 
requires estimates of changes in dealers’ stocks, of 
transactions in used assets and of the costs incurred in the 
purchase of capital goods after they leave the producer— 
such things as transport costs, dealers’ margins, import and 
excise duties. For the most part these are difficult estimates 
to make. Changes in producers’ stocks also present a 
problem where the commodity flows are measured by 
production rather than by delivery figures.

12.35 The choice of methods depends upon the 
circumstances in which they are to be applied, and 
particularly on what data are available. In countries which 
import most of their machinery, trade statistics provide 
much of the information required and the commodity flow 
method is more suitable than in countries such as the 
United Kingdom which largely manufacture their own 
capital goods. Ideally, of course, both methods would be 
used. Most countries use some combination of the two 
In this country the expenditure method predominates but 
is supplemented by the commodity approach in two 
categories of fixed capital formation for which expenditure 
figures are non-existent or not comprehensive, namely 
private dwellings and agriculture.

M A JO R  S O U R C E S

Census and sample inquiries conducted by the Business 
Statistics Office

12.36 Estimates of fixed capital formation rest heavily 
upon statistics collected by the Business Statistics Office 
in the Annual Census of Production (covering most of 
Divisions 1 to 4 of the Standard Industrial Classification), 
the Annual Census of Construction (Division 5), and on 
other, mostly statutory, annual benchmark inquiries into 
the distributive and service industries. The coverage and 
frequency of inquiries into the distributive and service 
industries are shown in Table 12a.

Capital expenditure inquiries in the service industries

Table I2a

Industry SIC Frequency

Wholesale 
distribution, etc 

Retailing and repairing 
Hotels and catering 
Business services, etc 
Other inland transport and 

ancillary services 
Miscellaneous services

61-63 
64, 65, 67 
66
83-85 
most of 
72. 77
92. 94. 97-98

Annual
Annual
Annual
Biennial

Biennial
Biennial

The scope of the censuses and various benchmark inquiries 
has changed at various times in the past, but all are now 
conducted on a stratified sampling basis. They collect a 
variety of information besides that relating to fixed capital 
formation. Fuller details of their precise coverage and the 
range of their results are given in various published reports: 
Business Monitors PAlOOl describe the annual censuses 
of production and ‘British business’ articles (for example 
issues dated 15 July 1983, 20 July 1984 and 10 August 1984) 
describe the statutory inquiries into the distributive and 
service industries.

12.37 In the benchmark inquiries responding enterprises 
or establishments are allowed to make returns which relate 
to their own accounting year if it is not possible for them 
to supply information for a calendar year. Such reporting 
years cover periods of twelve months ending at some time 
between 6 April in the year to which the inquiry relates 
and 5 April in the following year, and resulting aggregates 
are therefore the sum of a variety of twelve month periods.
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Estimates o f fixed capital formation in manufacturing 
derived from the Annual Census o f Production are 
adjusted to a calendar year basis by the Business Statistics 
Office (using calendar year total fixed capital formation 
information collected on census returns made for business 
accounting years). This procedure cannot be followed for 
the results of other benchmark inquiries where it is 
generally assumed that the aggregates relating to the variety 
of financial years approximate, on average, fairly closely 
to calendar year aggregates because the relatively large 
concentration of accounting years ending in the short tail 
from I January to 5 April is roughly offset by the low 
concentration throughout the longer tail o f accounting 
years running from the preceding 6 April to 31 December.

12.38 Additionally voluntary inquiries conducted by the 
Business Statistics Office collect quarterly information 
about fixed capital formation from a panel of mainly large 
businesses in the manufacturing (Division 2 to 4 of the 
SIC), construction (Division 5), and distribution and 
selected service industries (Divisions 6 to 9). The businesses 
covered account for about one half o f total fixed capital 
formation by manufacturing industries, but only about one 
third of that by the construction, distributive and service 
trades. The results of these inquiries are published quarterly 
in ‘British business’, and also in the Monthly Digest o f  
Statistics. Quarterly results are used to extrapolate from 
the latest benchmark estimates of fixed capital formation. 
They are revised when results from the benchmark inquiry 
covering the period to which they relate subsequently 
become available (up to two years later).

12.39 The annual censuses and inquiries ask for separate 
details of capital formation on different types o f asset, 
together with figures of proceeds from the sale o f assets 
(other than normal trading sales). The quarterly inquiries 
ask for the same information.

Other inquiries to the private sector

12.40 Fixed capital formation by the ‘extraction of 
mineral oil and natural gas’ industry (SIC Class 13) is 
covered by a statutory quarterly inquiry to licensees and 
contractors in the North Sea. These inquiries provide the 
definitive estimates for the industry since there are no 
annual benchmark inquiries. Similarly there are no annual 
benchmark inquiries to most parts of SIC classes 81 
(Banking and finance) and 82 (Insurance). Quarterly 
inquiries into the fixed capital formation of monetary 
sector institutions (ie banks and discount houses), specialist 
finance lessors and finance houses outside the scope of the 
Banking Act 1979 are conducted by the Bank of England. 
The Department of Trade and Industry collect fixed capital 
formation estimates from insurance companies and 
superannuation funds. Estimates for the sea transport 
industry (SIC Class 74) are based on the Department of 
Trade and Industry’s inquiry into shipowners’ capital 
expenditure. Fixed capital formation by householders in 
the improvement of existing dwellings is estimated from
the Family Expenditure Survey which is described in 
Chapter 6-B.

Public sector returns

12.41 Most of the larger public corporations (including 
all the nationalised industries) make quarterly returns to

the Central Statistical Office relating to their sources and 
uses of funds including details o f their expenditure on UK 
fixed assets analysed by type of asset and including the 
proceeds of sales o f existing assets. The figures are 
reconciled once a year against the corporations’ published 
accounts though this reconciliation is often limited to total 
investment in fixed assets since the accounts do not always 
give a full asset breakdown.

12.42 Central government departments provide monthly 
information through the government accounting system to 
the Paymaster General’s Office who provide analyses in 
a form that can be used for the national accounts. The 
Northern Ireland Department and a few other units of 
government provide separate returns. These returns and 
the Paymasters General’s analysis give figures by type of 
asset and function. Figures are checked annually against 
the Appropriation Accounts presented to Parliament.

12.43 Local authorities, other than those in Northern 
Ireland, make quarterly returns o f their capital payments 
analysed by function and asset type to the Department of 
Environment, Scottish Office and Welsh Office. Following 
the end of each financial year the local authorities complete 
capital outturn forms on which they are required to give 
similar but more detailed expenditure figures consistent 
with their audited accounts. Local authorities in Northern 
Ireland make annual returns only. The figures from these 
annual returns often necessitate revisions to the quarterly 
series for fixed investment in the same way that the new 
benchmark information from the Business Statistics Office 
inquiries causes revisions to be made to series for fixed 
capital formation in mainly private sector industries.

Other sources

12.44 The annual statements o f accounts which 
companies are required to lodge with the Registrar of 
Companies might appear to be a potential source of 
information about capital formation but are not in fact 
used. The results would be defective from the point of view 
of the national accounts because o f the absence of 
distinctions between types of asset, variations in the 
definition of capital expenditure and insufficient distinction 
between domestic and overseas fixed assets. Moreover 
industrial analyses for manufacturing would be limited to 
enterprises instead o f establishments. Exceptionally 
company accounts data are used for estimates o f capital 
formation by private sector airline and telecommunication 
companies and, as discussed in paragraph 12.40, in the case 
of public corporations.

12.45 Quarterly estimates of building output in Great 
Britain are made by the Department of the Environment 
from returns from a sample of contractors. The value of 
work done is divided for both the public and private sectors 
between housing, other new work and repairs and 
maintenance. These output estimates are used in the 
calculation of the output measure o f gross domestic 
product and are not appropriate for use in the expenditure 
measure. Exceptionally however the estimates of building 
output for private sector dwellings are used as the starting 
point for both the quarterly and annual estimates o f fixed 
capital formation in dwellings by the private sector, since 
there is no better source for estimation of expenditure by 
private purchasers on new dwellings.
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E S T IM A T E S  F O R  IN D IV ID U A L  S E C T O R S

12.46 It has been explained that capital formation 
estimates are collected by sector, asset type and industry. 
To obtain sector estimates the figures of capital formation 
in new building and works, plant and machinery and 
vehicles are first aggregated within each industry and then 
across industries with, at the final stage, an estimate of 
each sectors transactions in land and existing buildings 
being added.

Private sector

12.47 The estimates for financial companies and 
institutions, which are companies and institutions whose 
activities are classified to Classes 81 and 82 o f the SIC, 
are derived from Bank of England inquiries as discussed 
in more detail in the section on industry estimates. Private 
sector fixed capital formation by other industries is divided 
between industrial and commercial companies and the 
personal sector. This division is fairly rough. In the case 
of new buildings and works, plant and machinery and 
vehicles it relies in the main on Inland Revenue analyses 
of capital allowances claimed by corporate and 
unincorporated businesses and supplemented, in the case 
of new buildings and works, by data from the last complete 
Census of Production in 1968. The Inland Revenue 
analyses are now discontinued but, for the future, it is 
intended that they should be replaced by analyses of the 
legal status of entities incurring capital expenditure as 
recorded in the annual censuses o f production and annual 
and biennial inquiries into the distribution and service 
industries.

12.48 Capital allowances data do not of course assist the 
sectorization of purchases less sales of land and existing 
buildings or new dwellings. Almost all capital formation 
in private sector dwellings is attributed to the personal 
sector with only a small and rough apportionment to 
industrial and commercial companies. In the case of land 
and existing buildings the Business Statistics Office make 
estimates of net purchases by industrial and commercial 
companies and property companies, based on data 
collected in their various enquiries into fixed capital 
formation. The estimates for the latest year are very 
approximate until benchmark inquiry information becomes 
available. The personal sector’s net purchases o f land and 
existing buildings are then derived as a residual: they are 
calculated as total transfer costs less net purchases of land 
and existing buildings by all other sectors, since transfers 
of land and existing buildings must net out to transfer costs 
for the country as a whole. This resulting estimate is subject 
to a large margin of error, particularly as the estimate of 
total transfer costs, which is described in paragraph 12.94 
below, is very rough. As with other sectors the net 
purchases may be negative. In recent years the figures are 
dominated by council tenants’ purchases of their homes.

Public sector

12.49 The estimates of fixed capital formation by public 
corporations, central government and local authorities are 
obtained from the returns and accounts described in 
paragraphs 12.41 to 12.43. These returns and accounts 
provide full information on transactions in land and 
existing buildings as well as on purchases and sales of other 
fixed assets.

E S T IM A T E S  F O R  IN D IV ID U A L  IN D U S T R IE S

12.50 In this section a more detailed description of the 
estimates for each industry is given. The industries are listed 
as far as possible in the order of the Standard Industrial 
Classification, 1980 (referred to hereafter as SIC) and with 
each industry’s SIC coding specified alongside its name. 
The descriptions cover the analysis by type of asset and 
by institutional sector for each industry.

Agriculture (Class 01}

12.51 The estimates for new buildings and works 
comprise farm and horticultural buildings, drainage, 
irrigation and other land operations and improvements, 
but exclude domestic premises. The estimates are based 
almost entirely upon data from various capital grant 
schemes available for these kinds of activity. Plant and 
machinery estimates, which include tractors, are calculated 
from sales data adjusted for imports and exports. The 
estimates for vehicles are based upon results from the 
annual Farm Management Survey which records the value 
of purchases and sales of cars, lorries and vans. The 
estimate for cars is reduced to take account of non-farm 
use, but all other vehicles are assumed to be used 
exclusively for farm purposes. In accordance with the 
convention that capital formation is analysed by industry 
of ownership, rather than industry of use, adjustments are 
made to exclude from this industry’s estimates capital 
formation in equipment leased by financial companies to 
farmers. In accordance with United Nations 
recommendations changes in the value of breeding 
livestock are included in fixed capital formation as plant 
and machinery. Fixed capital formation by the industry 
is attributed mainly to the personal sector, but with a small 
and increasing fraction to companies as indicated by Inland 
Revenue statistics of capital allowances claimed by 
companies and incorporated businesses.

Forestry (Class 02}

12.52 Annual estimates for central government are 
derived from the Forestry Commission’s annual reports. 
The main item of expenditure is the establishment of forests 
(which includes the cost of draining the ground, clearance, 
planting, care of young trees and associated administrative 
costs). These expenditures are classified to plant and 
machinery. There are also expenditures on buildings and 
works, mainly roads, and small amounts on vehicles and 
equipment. Quarterly estimates are made by interpolation. 
Estimates of private sector fixed capital formation in 
forestry use statistics of the area of private forests planted 
and assume expenditure per hectare is the same as for the 
Forestry Commission.

Fishing (Class 03}

12.53 Fixed capital formation in fishing vessels is 
estimated by the Department of Trade and Industry who 
monitor additions to and deletions from the Department 
of Transport’s General Register of Shipping and Seamen. 
This identifies fishing vessels separately. Very rough 
estimates are made for the small amount of fixed capital 
formation in new buildings and works and plant.
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Coal and coke (Classes 11 and 12)

12.54 The annual reports o f the National Coal Board 
supplemented by their quarterly sources and uses of funds 
statements are the sources of the coal mining estimates. 
Mine shafts are classified as new buildings and works. 
Fixed capital formation in coke ovens is derived from the 
Annual Census of Production for the private sector 
component and the NCB report for the public sector
component.

Extraction o f  mineral oil and natural gas (Class 13)

12.55 The estimates cover fixed capita! formation by 
exploration licensees, production licensees, operators 
appointed by production licencees and specialist 
contractors selling services to the industry. All licensees 
granted exploration or production rights on the UK 
continental shelf must by law be UK registered companies 
and their fixed capital formation appears in the UK 
national accounts. The fixed capital formation of specialist 
contractors who may operate in the North Sea or other 
oil fields is included only where the contractors are 
registered UK companies.

12.56 The industry’s fixed capital formation is mainly 
by operators. Operators are appointed by production 
licencees which are normally consortia who appoint one 
of their members as an operator. The costs and revenue 
of an operator are shared by its consortium in proportion 
to their shares. Operators are asked by the Department of 
Energy to record their capital expenditure against the 
following items; platform structures; platform modules, 
decks and equipment; production wells; appraisal wells; 
tanker offshore loading systems; pipelines; terminals; land 
and existing buildings. Platform modules etc. are classified 
as plant and machinery. All other categories (except land 
and existing buildings) are classified to new building and 
works.

12.57 Fixed capital formation is recorded by operators 
on an invoice basis including progress payments. However 
an adjustment is made for the fixed capital formation 
statistics for the national accounts to ensure consistency 
with the balance o f payments figures in relation to 
imported goods. This adjustment consists of increasing (or 
reducing) the operators’ capital expenditure figures by the 
amount of the reduction (or increase) in trade credit 
advanced to non-residents during the period.

12.58 Capital expenditure by exploration licencees, who 
are limited to carrying out seismic surveys of the sea bed, 
is mainly on ships, mobile drilling rigs and computers. 
Mobile drilling rigs are classified as plant and machinery.

Mineral oil processing (Class 14)

12.59 The estimates cover fixed capital formation 
relating to mineral oil refining (Activity Heading 1401 of 
the SIC) and other treatment o f petroleum products 
(Activity Heading 1402). Capital form ation of 
establishments engaged in the distribution of oil is, as far 
as possible, excluded. In particular, filling stations are 
covered under ‘retailing and repairing’. There are practical 
boundary problems in the measurement of capital 
formation in mineral oil processing, largely arising from 
the complexity of oil companies’ operations.

” 1 ^  t

Electricity supply etc (Class 15 and Group 161)

12.60 Annual estim ates are derived from  the 
consolidated accounts o f the Electricity Council, which 
includes the Central Electricity Generating Board’s activity, 
the South o f Scotland Electricity Board, the North of 
Scotland Hydro-Electric Board and the Northern Ireland 
Electricity Board. Expenditure on power stations is broken 
down into new building and works and plant and 
machinery. Transmission lines, whether overhead or 
underground, are classified to plant and machinery 
together with transfomers and switching equipment. Major 
plant spares for power stations and the initial expenditure 
on nuclear fuel elements for nuclear power stations are 
included and classified to plant and machinery. Quarterly 
estimates are compiled from sources and uses o f funds 
statements. Fixed capital formation by the nuclear fuel 
industry is included with the electricity industry in all 
tables.

Gas supply (Group 162)

12.61 Annual estimates are compiled from the British 
Gas Corporation’s annual accounts which give detailed 
analyses of the Corporation’s acquisition o f fixed assets. 
Gas mains and services are classified to new building and 
works. Plant and machinery includes gas holders and 
meters. The capital formation estimates used in the 
national accounts include expenditure on the replacement 
of fixed assets which it is the Corporation’s policy to charge 
to revenue account. The offshore expenditure o f BGC on 
extraction of oil and natural gas is not included and appears 
in the figures for Class 13. Quarterly estimates are obtained 
from a return on the sources and uses o f the Corporation’s 
funds.

Water supply (Class 17)

12.62 Since April 1974 ten water authorities have been 
responsible for water supply assisted in some areas by 
private water undertakings. Fixed capital formation o f the 
water authorities on water resources (eg reservoirs, water 
treatment etc) and water supply (eg mains) is monitored 
from their annual accounts. A rough apportionment of the 
expenditure is made between new buildings and works and 
plant and machinery. Annual estimates for the private 
sector come from the annual censuses o f production. 
Quarterly estimates of water authorities expenditure are 
derived from returns to H.M.Treasury of their borrowing 
and lending. These do not distinguish the authorities’ 
expenditure on water supply and sewerage (see sanitary 
services below) so a rough apportionment has to be made.

Manufacturing (Divisions 2 to 4)

12.63 The estimates cover direct capital formation by 
both public and private sector establishments. Investment 
in fixed assets leased to manufacturers from owners in the 
financial industries is not included here but with the figures 
for ‘Banking, Finance and Insurance*, in accordance with 
the principle of analysing fixed capital formation by the 
industry of ownership. Expenditure by central government, 
new town corporations and the Scottish and Welsh 
Development Agencies on factory buildings for leasing to
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private firms is also included under ‘banking, finance and 
insurance*.

12.64 The manufacturing series include some 
expenditure by public enterprises whose main activities lie 
outside manufacturing, for example capital formation in 
railway workshops. The Royal Mint, Royal Ordinance 
Factories and naval dockyards are also included.

12.65 The principal sources are annual censuses of 
production and voluntary quarterly inquiries conducted by 
the Business Statistics Office. The quarterly inquiries are 
addressed to a panel of mainly larger companies and cover 
about one half o f  fixed capital form ation in 
manufacturing. The quarterly returns are used to construct 
projections for the latest periods until annual census data 
become available. Unlike the annual inquiries the quarterly 
ones do not extend to the public sector which is covered 
by quarterly sources and uses of fund statements from the 
corporations concerned.

12.66 In Table 10.8 of the Blue Book, fixed capital 
formation in manufacturing is analysed by sixteen industry 
groups. The industrial analysis for the latest year, however, 
is less detailed as the estimates derived from the quarterly 
voluntary inquiries do not permit a reliable assessment of 
capital formation by the smaller industrial groups until 
supplemented by the results of the census of production. 
The statistics published quarterly in British business and 
in the Monthly Digest o f  Statistics include an analysis by 
type of asset for manufacturing as a whole and estimates 
of total fixed capital formation in manufacturing, 
including assets leased to manufacturers.

Construction (Division 5)

12.67 The estimates are based on the annual censuses of 
construction conducted by the Business Statistics Office 
except for the latest year for which projections are 
constructed from a voluntary quarterly inquiry into 
construction firms’ expenditure. Fixed capital formation 
by building and civil engineering departments of central 
government, local authorities and public utilities such as 
the electricity industry is excluded.

Wholesale distribution (Classes 61 to 63)

12.68 The figures include wholesale distribution of 
motor vehicles. The principal source of the estimates is 
sample annual statutory benchmark inquiries conducted 
by the Business Statistics Office from a register based on 
information derived from the administration of value 
added tax. The statistical unit in these and other statutory 
benchmark inquiries into distributive and service trades is 
the smallest autonomous legal unit (partnership, sole 
proprietorship, individual company). The benchmark 
inquiries are described in articles in British business, for 
example the issue dated 10 August 1984. For the latest year, 
estimates are derived from a voluntary quarterly inquiry.

Retailing and repairing (Classes 64/65 and 67)

12.69 The estimates cover retail distribution (Class 
64/65) and repair of consumer goods and vehicles (Class 
67). Fixed capital formation in TV hire is not included and 
appears under ‘Business Services*. The methods used to

construct capital formation estimates are the same as those 
for wholesaling described in the previous paragraph.

Hotels and catering (Class 66)

12.70 Estimates are based mainly on the statutory annual
sample benchmark inquiries conducted by the Business
Statistics Office, supplemented by data collected quarterly
from a voluntary panel. A particular difficulty in
measuring capital formation is this area is the relatively
large number of small units which make a significant
contribution to overall aggregates but may find it difficult
to provide the required information, particularly quarterly
Additionally, there may be wide variations in expenditure
between one unit and another or for the same unit over 
time.

Railways (Class 71)

12.71 This covers expenditure on fixed capital formation 
by British Rail. Capital formation on urban railway 
networks (eg. London Regional Transport) is included in 
‘Other Inland Transport*. Annual estimates are compiled 
from British Rail’s annual accounts and include certain 
renewals of works and structures which British Rail charge 
to current income account (eg on signalling and track 
modernisation). Quarterly estimates are obtained from 
sources and use of funds returns. The permanent way 
including overhead power lines and signalling equipment 
is classified to new buildings and works.

Other inland transport (Class 72)

12.72 The Business Statistics Office collect information 
on fixed capital formation by the road haulage industries 
and private passenger transport operators (eg taxi-cabs and 
private coach hire) through their biennial inquiry (annual 
before 1979) into the road transport and ancillary services 
and a quarterly panel. The capital formation of the 
following public corporations is included here: London 
Regional Transport (buses and trains), the passenger 
transport executives. National Bus Company, the Scottish 
Transport Group and the Northern Ireland Transport 
Holding Company. Expenditure estimates for these 
statutory corporations are obtained through quarterly 
sources and uses of funds returns and later their annual 
reports. Self-drive vehicle hire is covered under ‘Business 
Services’.

Sea transport (Class 74)

12.73 Fixed capital formation in ships is estimated by 
the Department of Trade and Industry. The figures include 
all ships which are registered as UK vessels on the 
Department of Transport’s General Register o f Shipping 
and Seamen and which are wholly or mainly owned by UK 
registered companies. Ships owned by UK companies but 
flying under non-UK flags (ie not on the register) are 
considered out of scope.

12.74 The estimates are constructed on a mixed deliveries 
and progress payments basis. In particular the capital 
formation figures for ships are computed as: (a) deliveries 
of new and second hand ships from abroad; minus (b) sales 
of second hand ships abroad; plus (c) progress payments 
on new ships being constructed in the UK less sales of ships
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to UK breakers: plus (d) additions, alterations to UK ships 
carried out in the UK or abroad. Deliveries of ships from 
abroad and sales abroad are identified by changes in the 
Shipping Register at Cardiff and valued at the cost shown 
for the vessel in the Quarterly Inquiry into Shipowners’ 
Capital Expenditure and International Trade Credit or, 
where this is not available, according to a standard set of 
valuation rules. Progress payments on ships being 
constructed domestically are also obtained from the 
Inquiry into Shipowners’ Capital Expenditure which gives 
ship by ship information about amounts charged to capital 
account. Complete coverage is ensured by also monitoring 
new orders received by British Shipbuilders. The same 
inquiry is also the source of information on additions and 
alterations to UK ships carried out in the UK or abroad.

12.75 The Inquiry into Shipowners’ Capital Expenditure 
also collects information on capital formation in new 
buildings and works and containers which are classified 
as plant and machinery.

Air transport (Class 75)

12.76 Fixed investment by British Airways PLC is 
estimated from their annual accounts and quarterly returns 
of sources and uses of funds. An adjustment is made to 
these figures which is designed to ensure that imported 
aircraft appear in the capital formation statistics at the 
same time as the balance of payments. This adjustment 
is the difference between the value of imported aircraft 
delivered during a quarter and the payments made abroad 
for aircraft and spares.

12.77 Estimates for the private sector airlines for 1979 
onwards are compiled from the annual accounts o f the 
major companies in the industry. The figure for 1982 
includes a rough adjustment for the Laker Airways 
collapse.

Other transport services (Classes 76 and 77)

12.78 This covers expenditure by various supporting 
services to the transport industry. Fixed investment 
expenditure by the British Airports Authority, Civil 
Aviation Authority, British Waterways Board, the trust 
ports and, until their privatisation, British Transport Docks 
Board and British Rail docks are included here. Also 
included are the fixed capital formation of central and local 
government in airports, harbours, docks and canals. 
Business Statistics Office’s inquiry in to road transport and 
ancillary services covers expenditure by private car park 
operators, travel agents, freight brokers, ships agents and 
other miscellaneous transport services. Fixed investment 
by private sector harbours, docks and canals is estimated 
by Department of Transport from annual accounts.

Communication (Class 79)

12.79 Fixed capital formation by the Post Office and 
British Telecom has been estimated from their annual 
accounts and quarterly sources and uses of funds 
statements. (However, following its privatisation in 
November 1984, the quarterly sources and uses of funds 
statements for British Telecom have now ceased and other 
arrangements have been made for monitoring the 
business’s quarterly expenditure.) Telephone cables and

ducts are included under plant and machinery. Rough 
estimates o f investment in fixed assets by private 
telecommunication companies other than British Telecom, 
based on annual reports, are also made.

Banking, finance and insurance (Classes 81 and 82)

12.80 Estimates o f capital formation in leased assets 
relate to finance leasing only. Expenditure on assets 
acquired for other forms of leasing, hiring or renting is 
covered under ‘Business Services’. Up to 1974 estimates 
of leasing expenditure were only rough adjustments, 
whereas from 1975 to 1980 they were derived from a 
quarterly inquiry by the Department of Trade and Industry 
into fixed capital formation by specialist finance lessors. 
Since 1981, estimates o f capital formation in finance 
leasing have been compiled by the Bank o f England.

12.81 Estimates of fixed capital formation in ‘other 
assets’ relate to the fixed capital formation of monetary 
sector institutions (ie banks and discount houses), insurance 
companies, superannuation funds, building societies and 
finance institutions outside the scope of the monetary 
sector. Also included is fixed capital formation by specialist 
finance lessors other than on assets for leasing out. Figures 
for monetary institutions are collected by the Bank of 
England within the framework o f these institutions’ 
statistical reporting to the Bank. The Bank of England also 
compile estimates of fixed capital formation by finance 
institutions outside the monetary sector and by specialist 
finance lessors on assets other than for leasing out. Fixed 
capital formation by the building societies is estimated by 
the Business Statistics Office from a quarterly inquiry to 
a panel of the major societies. The Business Statistics 
Office also conduct a quarterly inquiry into fixed capital 
formation o f a voluntary panel o f the larger insurance 
companies which is supplemented,in the case of new 
building work, by figures from the Department o f Trade 
and Industry’s quarterly inquiry into the financial 
transactions o f insurance companies. The Department of 
Trade and Industry’s quarterly inquiry into the financial 
transactions of superannuation funds is the source of fixed 
capital formation estimates for these bodies.

Business services (Classes 83 to 85)

12.82 The estimates cover fixed capital formation in 
legal, professional, computer and other business services, 
advertising, renting o f movables and owning and dealing 
in real estate. Annual statutory benchmark inquiries by the 
Business Statistics Office, where available, are the main 
source of information supplemented by voluntary quarterly 
inquiries. The benchmark inquiries and quarterly panels 
however do not extend to legal and professional services 
for which only very rough estimates of fixed capital 
formation are available. Fixed capital formation estimates 
relating to property unit trusts and collected by the Bank 
of England are also included here.

Public adminstration etc (Part o f  Class 91)

12.83 This includes all fixed capital formation by central 
and local government not elsewhere specified. Fixed capital 
formation by central government includes expenditure on 
the Crown Estates, the Houses o f Parliament, civil defence.
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employment services, social security offices and law courts. 
Also included here are the small defence expenditures 
allocable to fixed capital formation in the national accounts 
and domestic capital formation of the services administered 
by the Foreign and Commonwealth Office and the 
Overseas Development Administration. Fixed capital 
formation by government departments in administering 
these services is also classified here but not the fixed capital 
form ation by government departments in the 
administration of services classified elsewhere. Local 
government services classified here include the police and 
fire services, town and country planning together with 
other local authority capital formation not allocated 
elsewhere. A small amount of capital formation by new
town development corporations not allocated elsewhere is 
included too.

Roads (Part o f Class 91)

12.84 The estimates cover expenditure on road 
improvements, and, in the case of central government only, 
expenditure on structural repairs and maintenance from 
1982 onwards. Expenditure on street lighting and car parks 
is included. Purchases of road-making equipment by local 
authorities are included, but purchases by civil engineering 
contractors engaged in road works are included in the fixed 
capital formation of the construction industry. Local 
authority expenditure is estimated from their capital 
payment and capital outturn forms and central government 
expenditure, which covers trunk roads and motorways, 
from the government accounting system.

Sanitary services (Class 92)

12.85 The main item here is fixed capital formation by 
the water authorites in sewers and sewage disposal. Annual 
estimates are compiled from the their annual accounts and 
quarterly estimates are based on a rough apportionment 
of the authorities’ total fixed capital formation into 
expenditure on water supply and sewerage, as recorded in 
their returns of borrowing and lending to HM Treasury. 
Other items included here are fixed investment by water 
authorities in land drainage and flood prevention; by the 
new town corporations in sewerage; by local authorities 
in land drainage and refuse disposal; and by private sector 
cleaning services.

Education (Class 93)

12.86 Local authority expenditure is estimated from the
capital payment and capital outturn forms described at
paragraph 12.43. It includes technical colleges and adult
educational institutions as well as primary and secondary
schools. Central government expenditure covers approved
schools and remand homes for children. Private sector
expenditure on schools is estimated from the annual survey
of its membership by the Independent Schools Information
Service. Estimates of capital expenditure by universities,
which are classified to the persona! sector, though financed
mainly by central government grants, are based on returns
by the University Grants Committee of its grant aided 
expenditure.

Health services (Class 95)

12.87 Fixed capital formation in the National Health

Service is monitored through the central government
accounting system. Rough estimates are also made of
private sector expenditure mainly based on Department of
Environment’s statistics of contractors’ new orders for
hospitals and information on doctors and dentists claims 
for capital allowances.

Miscellaneous services (Classes 94 and 96 to 99)

12.88 These services include recreational and cultural 
services, laundries, hairdressers, professional and business 
associations, and trade unions. Fixed investment in these 
services is mainly in the private sector and is estimated from 
the Business Statistics Office inquiry into ‘Other Services’ 
The public sector component consists of fixed capital 
formation by the British Broadcasting Corporation and the 
Independent Broadcasting Authority; central government 
expenditure on research establishments in the civil and 
defence fields; and local authority expenditure on 
residential support for the elderly, children in care and the 
mentally and physically handicapped, municipal theatres,
concert halls, libraries, museums and art galleries, sports 
and leisure centres.

Dwellings

12.89 Private sector fixed capital formation consists of 
fixed investment in new dwellings and expenditures on 
improvements to existing dwellings. Fixed investment in 
new dwellings is derived from statistics of construction 
output and investment in existing dwellings mainly from 
expenditure figures collected through the Family 
Expenditure Survey. Production statistics are used as the 
starting point for estimates of fixed capital formation in 
new dwellings because it is difficult to determine how much 
of individuals expenditure on new dwellings relates to the 
dwellings themselves excluding land.

12.90 Department of Environment make quarterly 
estimates of construction output in Great Britain for five 
sectors and types o f works including public and private 
housing using returns from a sample of contractors. The 
estimates are published in Housing and Construction 
Statistics. The estimates for contractors’ output of private 
housing are adjusted in several ways to make them suitable 
for use as estimates of fixed investment in new dwellings 
in the national accounts. These adjustments are as follows:
(a) an estimate of the value of output in Northern Ireland;
(b) an estimate of the value of housing output for housing 
associations which are classified to the public sector in 
Department of Environment statistics and to the private 
sector in the national accounts; (c) an estimate of 
professional fees incurred in relation to private sector 
housebuilding work since these are not included in output 
statistics; (d) an estimate of the reduction (or increase, in 
which case this is a negative item) in work in progress by 
the construction industry on uncompleted dwellings for the 
private sector; and (e) an estimate of the reduction (or 
increase, in which case this is a negative item) in builders’ 
stocks of completed dwellings. The changes in stocks of 
completed and uncompleted dwellings are also reflected 
in the figures of stocks and works in progress for the 
construction industry so that changes in these slocks net 
out to zero in calculation of the gross domestic product.

12.91 Expenditure on improvements to existing dwellings 
by households is estimated from the Family Expenditure
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Survey which asks respondents to record their expenditure 
during a two week period. Expenditure on structural 
additions and enlargements and central heating is included. 
As the survey covers a two week period only and 
expenditures on improvements are infrequent though 
substantial events for individual households the estimates 
are very rough. Quarterly estimates are mainly by 
interpolation. Rough estimates are also included for 
landlords’ improvements to their dwellings and expenditure 
by local authority tenants on improvements to their 
dwellings. Housing associations’ expenditure on renovation 
of old properties is estimated from Housing Association
Grant payments.

12.92 Almost all private sector expenditure on dwellings 
is allocated to the personal sector with a small residual 
element attributed to companies.

12.93 Public sector fixed capital formation in dwellings 
is mainly by local authorities, both acting as housing 
authorities and in providing accommodation for certain 
staff such as police. Estimates are derived from local 
authorities’ capital payment and capital outturn returns. 
Expenditure on new dwellings and improvements to 
existing ones is included. It is thought that recently about 
one-third of the expenditure on improvements has been in 
capitalised repairs. Also included is fixed investment in 
dwellings by New Town Development Corporations and 
certain other public corporations and central government 
capital formation in new married quarters for the Forces 
and dwellings built for civilian employees such as prison 
staff.

Transfer costs o f land and buildings

12.94 This covers stamp duties, legal fees, dealers’ 
margins, agents’ commissions, etc incurred in connection 
with the transfer of ownership of land and buildings. 
Figures for stamp duties are published by Inland Revenue. 
The Land Registry provide figures of their income from 
charges. Estimates of solicitors and estate agents charges 
are made from Inland Revenue data of the numbers of 
particulars delivered and rough assumptions about the level 
of professionals’ charges per transaction. A small amount 
is also included to cover surveyors’ fees where incurred.

REVALUATION OF FIXED CAPITAL FORMATION
AT CONSTANT PRICES

12.95 It is not possible to do more than indicate general 
trends in fixed capital formation at constant prices because 
of the well known problems in measuring movements in 
the prices of capital goods. The main difficulties lie in the 
variable nature of capital goods since although some of 
them are of a fairly standard type, many more are unique. 
The limited extent to which fixed capital formation figures 
can be analysed by type of asset also restricts the accuracy 
of revaluations. On the one hand it is difficult to revalue 
particular categories of capital goods and on the other it 
is difficult to identify expenditure on the particular 
categories even in those cases where a consistent measure 
of price changes is available. The price indices available 
have to be adapted for use in connection with the asset 
analysis which can be made of expenditure.

12.96 For vehicles, ships and aircraft eight different 
indices, compiled by the Business Statistics Office from

components o f the producer prices index, are used. These 
relate to cars, three categories of goods vehicles, public 
service vehicles, railway rolling stock, ships, and aircraft.

12.97 Over thirty different indices are used to deflate 
expenditure on plant and machinery. Almost all of these 
indices are prepared by the Business Statistics Office by 
weighting indices for specific types of capital goods 
computed from returns of prices collected from producers. 
For manufacturing industries the weights are derived from 
input-output tables showing capital formation by industry 
group in 1979 against sales by commodity group. These 
input-output tables were based largely on the results of the 
annual census of production for 1979 and the associated 
purchases inquiry. The composite price indices cover both 
UK supplied and imported plant and machinery. For the 
distributive and service industries the weightings of the 
composite price indices are based on an inquiry to major 
businesses in these industries about the pattern of their 
purchases by commodity in 1980. For some industries no 
specific index is calculated and a general price index of 
plant and machinery is used.

12.98 Conceptual problems are particularly acute when 
attempting to revalue expenditure on building work at 
constant prices since the unique nature o f each building 
renders the measurement of price changes extremely 
difficult. A family o f five output price indices for new 
building work, prepared by the Department of the 
Environment, is used to deflate this expenditure from 
current to constant prices. These indices, which were 
described in Economic Trends, July 1978, are based on 
tender price movements suitably lagged to reflect the time 
taken between tender stage and the construction work and 
adjusted to take account o f the cost o f  variation o f price 
clauses which are a feature o f many major construction 
contracts. The tender price indices are calculated from 
samples of contracts which are repriced at the prices ruling 
in the base year of the index.

12.99 Only a very rough assessment can be made of price 
changes in transfer costs. This is true also o f land and 
existing buildings, which is a significant item in the sector 
estimates although it is not included in the industry 
estimates and does not affect fixed capital formation in 
total.

12.100 The producer price indices used to compile 
deflators for the capital formation statistics measure price 
changes for goods at delivery stage. Fixed investment in 
vehicles, plant and equipment is generally recorded when 
the goods are paid for: an example is the recording of 
progress payments discussed at paragraph 12.11. More 
generally however capital goods are paid for, and charged 
by businesses to their capital account, some time after 
delivery. Since it is understood the statistical returns of 
fixed capital formation by businesses relate to their 
payments which lag the delivery o f the goods (at which 
stage prices are measured) there is a potential mismatch 
between the deflators and capital formation statistics. This 
is resolved by lagging the Business Statistics Office’s price 
indices by one quarter and rescaling them so that the base 
year value still equals 100. The output price indices used 
for new buildings and works are similarly lagged one 
quarter reflecting that these indices measure the price of 
the output of construction firms and that payments lag the 
work done.
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4. RELIABILITY

12.101 An attempt to assess the reliability of the annual 
estimates of fixed capital formation for each industry is 
made in Table I2b. The gradings relate to the later years, 
except for the most recent. The estimates for the most 
recent year are less reliable than those for previous years 
because they are based on incomplete data.

12.102 The current price estimates for public corporations 
central government and local authorities, including those 
relating to purchases less sales of land and existing 
buildings, can each be regarded as within category A since 
they are based on direct returns and accounts with complete 
coverage. In total the private sector estimates are in 
category B, but the division between companies and 
persons is approximate and the resulting estimates must

Table 12b

Reliability of annual estimates of fixed capital formation at current prices'
A + less than 3 per cent 
B + 3  per cent to 10 per cent 
C + 10 to 20 per cent 
D + more than 20 per cent

Agriculture
Forestry
Fishing

Coal and coke
Extraction of mineral oil and natural gas
Mineral oil processing
Electricity, etc
Gas supply
Water supply

Manufacturing

Construction

Wholesale distribution, etc 
Retailing and repairing 
Hotels and catering

Railways
Other inland transport 
Sea transport 
Air transport 
Other transport 
Communications

Banking, finance and insurance 
Business services, etc

Public administration, etc 
Roads, etc 
Education 
Health services 
Sanitary services 
Miscellaneous services

Dwellings: Private
Public

Transfer costs of land and buildings

Total gross fixed capital formation

For the significance of the reliability gradings see Chapter III

Grading

B

B

Fixed capital formation at 
current prices, 1980 1 million

6  4 7 1

4 6 7

941  
I 6 1 9  

6 6 3

3 9 5 7  
1 7 9 6

5 9 0 0  
2  5 1 9

1 6 7 4

41 6 2 8
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therefore be regarded as in category C only. The estimates 
for transactions in land and existing buildings by 
companies, and especially persons, are particularly 
unreliable. For both the industry and sector estimates the 
quarterly estimates are less reliable than the annual ones.

12.103 The estimates at constant prices are much less 
reliable than those at current prices because of the 
difficulties of revaluation o f expenditure on fixed capital 
formation, discussed above. For a year three or four years 
away from the base the estimate of total fixed capital 
formation at constant prices must be regarded as within 
category C, which is one o f the reasons why the base year 
for the constant price estimates is updated every five years.

5. STOCK OF FIXED CAPITAL

12.104 Capital stock estimates were first made in order 
to measure the amount of capital being consumed each year 
so that this could be deducted from the gross domestic 
product to estimate net national income. Capital 
consumption estimates have been published annually since 
the 1956 Blue Book. Interest in estimates o f the stock of 
fixed assets itself developed later. Estimates of gross capital 
stock have appeared in Blue Book since 1964 and o f net 
capital stock since 1966. Capital stock estimates are useful 
to economists who wish to know how much capital there 
is when forecasting future capital formation. They are also 
an essential ingredient to assessments of the efficiency with 
which capital is used and are regularly used to derive 
estimates of the rate of return on investment in fixed 
capital.

Concepts

12,105 Capital consumption represents the capital 
resources ‘used up‘ during the process of production. It 
is the amount which needs to be set aside to maintain the 
existing capital intact. It cannot be measured directly and 
it is sufficient to say that there is no perfect solution to 
the question how best it should be measured: there can only 
be approximation and arbitrary conventions.

12.106 The solution adopted in the national accounts is 
to accept the fundamental convention employed by 
accountants for estimating depreciation: that is that the 
use of an asset may be recorded as being spread in some 
arbitrary way over a predetermined life. There are two 
common ways in which businesses depreciate assets: the 
‘straight line* method under which an asset is assumed to 
depreciate by a constant amount each year (one nth of its 
cost if the asset is assumed to last n years); and the 
‘reducing balance* method wherein the depreciation each 
year is a constant proportion of the written down value 
at the beginning of the year. Capital consumption in the 
national accounts is calculated using the ‘straight line’ 
method which is in accordance with international 
guidelines.

12.107 Although the basic commercial accountancy 
convention of depreciating assets over a predetermined life 
is accepted the depreciation charges in commercial accounts 
are often not suitable for national accounts, first, because 
they are often based on historic costs and take no account 
of changes in prices since the time of purchase and, 
secondly, because they are not on a consistent basis 
between one enterprise and another as regards the periods

over which similar assets are written off. For the national 
accounts depreciation needs to be expressed in the same 
prices as transactions generally. As regards asset lives it 
is believed that commercial accountants take a prudent 
approach in their assessments so that commercial accounts 
tend to understate the actual lives: the asset lives used in 
companies accounts average about one-half the lives 
assumed in the national accounts.

12.108 Capital stock appears in the Blue Book both before 
and after depreciation ie as gross capital stock and net 
capital stock. Both are aggregates of the assets in use. Gross 
capital stock values the assets in place at their full 
replacement cost ie. their cost to replace anew. Net capital 
stock is the gross capital stock less accrued capital 
consumption. Gross capital stock is the measure usually 
used to measure the productive potential o f the current 
stock o f fixed capital: it is assumed that the gross 
productive capacity of a machine is the same throughout 
its life. It may be argued that some decline in productive 
capacity may occur in later years but this is thought likely 
to be small in most cases. Changes in gross capital stock 
(ie. new capital formation less retirements) are most likely 
to reflect changes in gross productive potential.

12.109 Whereas gross capital stock is a one dimensional 
concept because it measures the quantity of assets in place, 
net capital stock is two dimensional because it takes 
account not only of changes in the quantity o f assets in 
place but also changes in their unexpired lives. Whereas 
for the gross capital stock the whole o f the original value 
of a fixed asset is deemed to remain in the stock until the 
year of its retirement, for net capital stock the original 
value of assets is deemed to decline gradually over their 
service lives. Net capital stock is a measure of the written 
down replacement cost of fixed assets. That value may be 
said to represent the wealth that remains tied up in fixed 
capital which has not been consumed ie the services still 
to be consumed. It is not a market valuation: there is no 
active market for second-hand plant and machinery since 
most plant and machinery goes into a factory and stays 
there until it is scrapped. In the case o f buildings, where 
there is an active market, the market does not differentiate 
between the structures and the land on which they are 
situated.

12.110 Net domestic fixed capital formation is defined as 
gross domestic fixed capital formation less capital 
consumption. It is estimated in the Blue Book at current 
prices and constant prices. At constant prices it is the same 
as the change in net capital stock between the beginning 
and end of the period over which it is being estimated. Thus 
net capital formation is not a measure o f the change in 
the nation’s productive capacity or the quantity o f assets 
in place because it takes account not only o f the changes 
in the ‘quantity’ of assets in place but also o f the change 
in their unexpired lives. Net domestic fixed capital 
formation may, for example, be negative whilst gross 
productive capacity is increasing if the average age o f the 
assets in place is rising.

Methods o f  calculation

12.111 The method used for estimating both capital 
consumption and the gross capital stock is mainly the 
perpetual inventory method which was first applied to
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United Kingdom data by Redfern^ and subsequently by 
Dean^ and Griffin**. The calculations are described in 
detail in the papers by these authors.

12.112 The perpetual inventory method of calculation is 
as follows. Estimates or assumptions are made about the 
average length of life of each class of asset separately 
distinguished. Fixed capital formation is then estimated for 
each class of asset for L years prior to Y, where L is the 
average life of the class of asset in question and Y is the 
year for which fixed stock and capital consumption 
estimates are to be made. Price indices are applied to the 
fixed capital formation estimates to convert them to 
constant prices. The estimates at constant prices are then 
aggregated for L years to obtain the estimate of the gross 
capital stock. Division of the gross capital stock by L gives 
the estimates of capital consumption at constant prices. 
The price indices are then used to convert to whatever price 
basis is required; for example current prices in year Y for 
capital consumption. The estimates of net capital stock 
(gross capital stock less accrued capital consumption) are 
also first calculated at constant prices and then converted 
to current prices.

The published tables

12.113 Capital consumption is analysed by broad industry 
group (roughly the Divisions of the Standard Industrial 
Classification) at both current and constant prices (Tables 
11.1 and 11.2 of the 1984 Blue Book), and by institutional 
sector at current prices (Table 11.5 of the 1984 Blue Book). 
The corresponding estimates of net fixed capital formation 
(gross fixed capital formation less capital consumption) are 
also shown (Tables 11.3, 11.4 and 11.6 of the 1984 Blue 
Book). Capital consumption is also deducted from gross 
national product (in Tables 1.2, 1.3 and 1.5) to arrive at 
an estimate of national income or net national product. 
It should be noted incidentally that income is imputed in 
the accounts in respect of the services of non-trading assets, 
owned and used by general government and by private non- 
profit-making bodies serving persons, to match the 
depreciation covered by the estimates of capital 
consumption.

12.114 Net capital stock at current replacement cost is 
analysed by sector and type of asset (Table 11.7 of the 1984 
Blue Book). The total gross capital stock at constant 
replacement cost is analysed by thirty-six industries (Table 
11.8) and by five types of asset (Table 11.9 of the 1984 
Blue Book). In addition, separate figures for vehicles, plant 
and machinery, and for buildings owned by sixteen 
industry groups within manufacturing (SIC Divisions 2 to 
4), together with estimates relating to assets used by 
manufacturing industries obtained on financial leases, are 
given in Table 11.10 of the 1984 Blue Book. The estimates 
of capital stock relate to the end of the year.

12.115 Where businesses are transferred from one sector 
to another, eg on nationalisation or privatisation, their 
stock of fixed assets and the associated capital consumption 
is moved across from the date of change of ownership. For

example, the assets vested in British Aerospace on 
nationalisation in April 1977 appear in the company sector 
estimates up to that time, in the estimates for public 
corporations between that date and the business’ 
privatisation in January 1981, and subsequently in the 
company sector estimates again. Similarly, special 
adjustments are made to reflect council house sales and 
the increased ownership of agricultural land by companies 
More generally, however, the estimates do not take account 
of purchases and sales of land and existing buildings

Statistical sources

12.116 From 1948 the estimates of fixed capital formation
used in the perpetual inventory are the latest estimates
made for the national accounts. The principal sources for
years before 1948 are (a) capital formation statistics for
local authorities and public utilities; (b) Feinstein’s
estimates of capital expenditure in manufacturing and
construction and distribution during 1920-1938 based on
samples of company accounts^ (c) Dean’s projections of
Feinstein s estimates back into the nineteenth century; (d)
Dean’s estimates of fixed capital formation in the second
world war; (e) statistics of the number of houses built for 
private owners.

12.117 The introduction of the 1980 Standard Industrial 
Classification necessitated adjustment to the various 
historic series of fixed capital formation used in the 
perpetual inventory to relate as closely as possible to the 
new industrial definitions. A precise reclassification of 
returns made by individual establishments or enterprises 
was possible for more recent years but much cruder 
methods had to be adopted for earlier estimates. At the 
same time, to enable more detailed industrial estimates of 
capital consumption and capital stock to be made using 
the perpetual inventory method than hitheno, several series 
covering fixed capital formation before 1948 in eight large 
aggregated groups of manufacturing industries, and that 
before 1959 in the distributive and service trades as a whole, 
were partitioned. This disaggregation, which made use of 
indirect evidence about the relative importance of different 
industries, was very rough, but it was adequate since only 
about one-tenth of the capital stock in these industries was 
sufficiently old by the early 1980s to require redistribution 
to the more detailed industrial level.

12.118 The price indices for the years from 1948 onwards 
are the producer price indices (formerly wholesale price 
indices) used to deflate fixed capital formation. For the 
years before 1948 they are as described in Redfern’s paper 
except for plant and machinery in manufacturing and 
construction, distribution and other services, for which an 
index from Feinstein’s monograph is used; this index was 
constructed by averaging engineering wage rates and the 
cost of materials.

Asset lives

12.119 The lack of knowledge about asset lives is one of 
the principal problems in the application of the perpetual

P Redfern. ‘Net investment in Fixed Assets in the United Kingdom. 1938-1953’. Journal o f  the Royal Statistical Society. Series A General Volume 118. Part

45 The Stock of Fixed Capital m the United Kingdom in 1961’, Journal o f  the Royal Statistical Society, Series A (General). Volume 127. Part 3. 1964. 
j ‘ estimates of the consumption and stock of fixed capital’, Economic Trends. October 1975.
C H Feinstein. Domestic Capital Formation in the United Kingdom 1920-1983. Cambridge University Press. 1965.

>• ,•

I

CO

CM

data long

averaef age
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inventory method. Few companies keep records which 
show the age at which assets are scrapped and even if such 
data were available this would not necessarily give the best 
guide to how long buildings or machines existing today will 
last. In theory the asset lives incorporated in the Perpetual 
Inventory Method should be the expected economic lives, 
that is the average age at which assets can be expected to 
be scrapped either because they are physically worn out 
or because they have become obsolescent due to technical 
progress or other economic factors. It is also intended that 
the average life should take into account accidental damage 
by fire or other causes.

12.120 The starting point for Dean’s estimates of average 
asset lives, which are still used for non-manufacturing 
industries, was estimated lives implied by Feinstein’s 
estimates of gross stock for 1938 taken in conjunction with 
Feinstein’s estimates of gross investment in 1920 to 1938 
and Dean’s own projection of these estimates back into 
the nineteenth century. However Feinstein’s gross stock 
estimates indicated implausibly long asset lives for 
industrial building and Dean assumed instead an average 
life of eighty years. He also adopted an 80 year average 
life for commercial buildings where Feinstein’s estimates 
implied lives were even longer than for industrial building. 
This life assumption is still used for commercial building 
but in the case of industrial buildings it has been assumed 
since the 1983 Blue Book that structures erected since 1890 
have progressively shorter expected useful lives: in 
particular reducing by four years for buildings erected in 
1890 and a further four years each decade until buildings 
erected in 1930 and thereafter have an average asset life 
of 60 years. This reduction in average asset lives followed 
discussions with certain larger undertakings in 
manufacturing industry about actual service lives.

12.121 For plant and machinery Dean used the lives 
implied by the Inland Revenue depreciation rates then in 
use but increased by one seventh, since Feinstein’s stock 
estimates for end 1938 suggested this increment to reflect 
actual service lives. The Inland Revenue depreciation rates 
varied according to type of plant and machinery and Dean 
used the commodity flow method to estimate the 
proportions of plant and machinery purchased by different 
industries which should be allocated to five different asset 
lives: 16, 19, 25, 34 and 50 years. In particular he allocated 
the output (plus imports less exports and intermediate 
products) of different types of plant and machinery to the 
purchasing industries using information from the 1958 
Census of Production. From the 1983 Blue Book, 
following discussions with manufacturers, the asset lives 
were reduced in the case of manufacturing industries by 
one quarter with the reduction being made in stages for 
plant and machinery purchased between 1950 and 1970. 
The asset lives for non-manufacturing industries have 
remained unchanged. The average asset lives now used in 
the Perpetual Inventory Method for plant and machinery 
installed by manufacturing industry since 1970 vary from 
21 years for the motor vehicle industry to just over 30 years 
for paper printing and publishing. For most industries the 
average is around 25 years. For the distribution, transport 
and communications, and banking finance insurance etc 
industries the average is 30 years, distributed as 6 per cent 
with a 16 year life, 54 per cent 25 years, 28 per cent 34 
years and 12 per cent 50 years.

12.122 Asset lives are most difficult to assess in the case 
of some classes of civil engineering works which, it can 
be argued, would last for ever if properly maintained eg. 
reservoirs, embankments, tunnels, canals, harbours, roads. 
Whilst these structures may not wear out if maintained a 
substantial proportion do obsolesce and there are 
numerous examples of abandoned canals, harbours or even 
aerodromes which no longer meet any economic need. It 
is therefore appropriate to make some assumptions about 
the useful lives of these assets and this is done with 
reference usually made in the case of nationalised industries 
to the lives adopted in their accounts. An exception to this 
general rule is roads which, in accordance with 
international guidelines, are not depreciated.

12.123 The Perpetual Inventory Method is not used to 
compute capital stock and capital consumption estimates 
for the forestry and sea transport industries. For forestry 
gross and net capital stock are calculated as the product 
of the area of forestry plantations and the cost of 
replacement per hectare. Gross and net capital stock are 
the same since a forest is not ‘consumed* until it is felled. 
Capital consumption is the plantations felled valued at their 
replacement cost per hectare. In the case of the sea 
transport industry, the gross stock of ships is estimated 
from the gross tonnage of the UK merchant fleet valued 
separately for passenger vessels, dry cargo vessels and 
tankers. Capital consumption is calculated assuming an 
average service life of 15 years.

Reliability

12.124 The capital consumption estimates may all be 
regarded as falling within category C of the gradings 
described in Chapter 3, that is as having a margin of error 
of more than 10 per cent. For the grading of the capital 
stock estimates it is useful to extend the three categories 
generally used for while most of the estimates may be 
classified to category C, some of them are much less 
reliable than others. A further limit at 20 per cent is 
therefore used; category C is limited to errors of up to 20 
per cent and a fourth category, D, is used for errors of 
more than 20 per cent. The assessments are shown in Table 
12c.

Fixed capital in national and sector balance sheets

12.125 A national balance sheet is a statement of the stock 
of tangible and financial assets of the nation and its 
financial liabilities, the net total being defined as national 
wealth. Sector balance sheets are a more detailed analysis 
of the national balance sheet in which the tangible assets 
are apportioned to each of the domestic sectors and each 
sector’s financial assets and liabilities are recorded. The 
net balance for the sector, calculated as the sum of its 
tangible and other assets less its financial liabilities can be 
described as the ‘net worth’ or ‘wealth’ of the sector; the 
sum of the net worths of the domestic sectors equals 
national wealth. The total of financial assets for all of the 
domestic sectors and the overseas sector equals the total 
of financial liabilities for those sectors. Consequently, 
national wealth can be computed more directly as the total 
of tangible assets in the United Kingdom plus net claims 
on overseas residents. Changes in the wealth of individual 
sectors reflect the net saving of the sector (income less 
current expenditure), capital transfers, changes in values
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202 Gross domestic fixed capital formation

Table I2c

Reliability of annual estimates of gross capital slock at constant replacement costs*
A 4- less than 3 per cent 
B + 3 per cent to 10 per cent 
C + 10 to 20 per cent 
I) + more than 20 per cent

Grading Gross trading stock at 1980 
replacement cost at end 1980, 
£ thousand million

Agriculture, forestry and fishing C 24.4
Extraction of mineral oil and natural gas C 19 8
Other energy and water supply D 100.2

Manufacturing B 193.5

Construction C 12.3

Distribution, hotels and catering; repairs D 60.3

Transport D 67 5
Communications

%

C
\ J  f  4  w /

26.3

Banking, finance, insurance, business services and leasing C 68.5

Other services D 164.3

Dwellings D 337.3

Grand total C I 074.4

‘For the significance of the reliability gradings see Chapter III

of assets and liabilities and any re-classifications of 
economic units from one sector to another eg as a result 
of privatisation.
12.126 Wealth is thought to play an important role in 
macroeconomic behaviour and wealth data for individual 
sectors are therefore useful for macroeconomic analysis 
and forecasting. The development of a complete and 
consistent system of sector balance sheets should assist 
research into sectoral behaviour and economic forecasting. 
A crucial area where research indicates a particularly 
important role for wealth is personal consumption 
behaviour. The production of balance sheets and associated 
reconciliation accounts should also help to improve the 
quality of the flow accounts.

12.127 The first comprehensive balance sheet estimates for 
the UK economy were produced by Revell  ̂ at the

Department of Applied Economics, Cambridge, in the 
1960s. His work was later extended to produce annual 
estimates for the period 1957 to 1966. More recently a set 
of balance sheets for the main sectors of the UK economy 
for 1966 to 1975 was published in Economic Trends 
November 1978. The valuation of assets and liabilities in 
these balance sheets in general followed the conventions 
recommended in United Nations guidelines. In principle 
all marketable financial assets and land and buildings were 
included at market value. Other assets which were not 
marketable or for w’hich no recognised market existed were 
included at the most useful valuation which in the case of 
vehicles, plant and machinery was their replacement cost 
net of depreciation. In recent years only financial balance 
sheets (ie excluding physical assets) have been published 
for all sectors: in the case of physical assets limited 
resources have been concentrated on improvement of the

J Revell, ‘The Wcalih of the Nation’, Cambridge University Press, 1967.
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Gross domestic fixed capital formation

flow accounts. Exceptionally however in view of the 
importance of all forms of wealth in determining 
consumers’ behaviour the personal sector balance sheet has 
been calculated annually and is published each year in the 
February issue o{ Financial Statistics. Sources and methods 
used in estimating sectoral holdings of financial assets and 
liabilities are described in the Financial Statistics 
Explanatory Handbook.

12.128 The physical assets valued in the personal sector 
balance sheet are dwellings, other developed land and 
buildings, agricultural land and dwellings, consumer 
durables, vehicles plant and machinery and stocks and 
work in progress. The basis of their valuations are 
discussed below.

12.129 As at the end of 1983, dwellings accounted for 
more than two-thirds of the value of the personal sector’s 
ownership of physical assets. Dwellings are valued at 
market prices including the underlying land. The starting 
point of these valuations is a valuation of the nation’s total 
dwelling stock. For the end 1975 and end 1983 estimates 
this valuation was undertaken using estimates of the ratio 
of capital values to rateable values (capitalisation ratios) 
and Inland Revenue statistics of the total rateable values 
of domestic hereditaments. Capitalisation ratios at end 
1975 were estimated by Inland Revenue whereas the ratios 
at end 1983 were derived from analyses of the Department 
of Environment’s 5 per cent sample survey of building 
society mortgages. The personal sector shares in each year 
were computed using Department of Environment statistics 
of tenure shares. Valuation of the personal sector’s 
ownership of dwellings in intervening years are based on 
(a) movements in the Department of Environment’s Price 
index of dwellings published in Housing and Construction 
Statistics; (b) changes in the dwelling stock as measured 
by the rateable value statistics; and (c) tenure changes 
including the acquisition of former council dwellings by 
persons.

12.130 Other developed land and buildings were also 
valued as at December 1975 using rateable value statistics 
and capitalisation factors estimated by Inland Revenue.

Valuations are updated annually in line with changes in 
the stock of such buildings as indicated by the rateable 
value statistics and indices of industrial and commercial 
rents which are taken as a proxy for changes in capital 
values. The calculations are carried out separately for the 
industrial, commercial and service industries. Only a small 
proportion of the total value of such buildings is attributed 
to the personal sector: this proportion is the same as for 
new capital formation in the corresponding industries. The 
same principles are followed for the valuation of 
agricultural dwellings except that values are updated 
annually according to movements in average dwelling 
prices. Agricultural land is valued at the average price per 
hectare of transactions reported to the Inland Revenue.

12.131 Consumer durables, which includes vehicles 
purchased by households, are valued at current 
replacement cost less depreciation since second hand 
market values are generally very low and not representative 
of the useful value of appliances to the households who 
own them. Depreciation is calculated using the ‘reducing 
balance’ method as the resulting valuations are thought 
best to represent the economic values of the unexpired lives 
of the durables in existence at any point in time.

12.132 As with consumer durables it is not practical to 
estimate the market value of the plant and machinery 
owned by unincorporated businesses because no 
identifiable market in second hand machinery exists and 
where such sales do take place they are often forced by 
receivership or bankruptcy \vith the result that the sale 
prices realised may not be representative. Vehicles, plant 
and machinery are therefore valued at current replacement 
costs less depreciation using the Perpetual Inventory 
Method.

12.133 The figures of stocks and work in progess which 
appear in the personal sector balance sheet in respect of 
unincorporated businesses are based on a rough 
apportionment of the value of stocks and work in progress 
for the economy as a whole (described in Chapter 13) 
between incorporated and unincorporated businesses.
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Chapter Thirteen

Stocks and W ork in Progress

1. CONCEPTS

13.1 Stocks and work in progress (known as stocks for 
short) are taken into account when measuring economic 
activity. They are made up of those goods that are held 
by trading enterprises at any given moment, which are 
entered as assets in their balance sheets, and which are 
destined either to be used in the productive process or to 
be sold. They include:

(a) Stocks of materials and fuels that are awaiting 
input into the productive process either as consumable 
stores or for incorporation into products for sale.
(b) Stocks of work in progress, that is partly finished 
goods that are in the middle of the productive process 
and that await completion.
(c) Stocks of finished goods, that is goods that await 
sale and which are held by manufacturers, wholesalers 
or retailers. They are either the finished goods held at 
the end of the process of production, or goods that have 
been purchased for resale.

Book values

13.2 According to the standards set by the accounting 
profession* stocks, other than long term work in progress, 
are valued by trading enterprises, for the purposes of 
presentation in their commercial accounts, at the lower of 
cost and net realisable value. Long term work in progress 
is to be valued at cost plus any attributable profit less any 
foreseeable losses.(Progress payments may also be 
deducted but for national accounts purposes they are not.) 
This is referred to as the measurement of stocks at historic 
cost and forms the basis of the calculation of historic cost 
profits (see below) shown in the enterprises’ accounts and 
in the statistics of company profits collected by Inland 
Revenue which are used as a component in the income 
measure of gross domestic product. Stocks valued in this 
way are known in the national accounts as the book value 
level o f stocks. The change between the book value level 
of stocks at two points in time is called the book value 
change in stocks. There are several different ways of 
calculating the historic cost of any stocks on hand at the 
end of an accounting period. These include:

(a) Unit cost. A company may know the exact cost 
of acquiring its stocks by recording the date and price 
at which each item was bought. Most companies do not 
keep records as detailed as this and must use one of the 
other conventions.
(b) First in first out (FIFO). This system assumes that 
materials acquired at the earliest date are first drawn 
from store so that stocks vill consist of the most recently 
acquired items.
(c) Last in first out (LIFO). This convention uses the 
opposite assumption to FIFO. It assumes that materials 
drawn from store will consist of the most recently

acquired items so that stocks will consist of the items 
first purchased.
(d) A verage cost. Running figures are held of the value 
and volume of stocks. The average price of goods held 
in stock is recalculated periodically eg when new goods 
are received. Any subsequent issue is then made at that 
price until the average is recalculated.
(e) Standard cost. Under a standard cost system every 
element entering into production is given a unit value. 
This value may be based on recent costs, current costs 
or expected future costs, depending on the individual 
company’s policy. Once this standard has been set, the 
value of a company’s stocks can be determined by 
multiplying the quantity of each commodity in stock 
by its standard cost. This standard is usually maintained 
for a year; the most common date for revaluation is the 
end of the company’s financial year. However, the 
standard cost system is not used in preparing 
commercial accounts. It is used in management 
accounting systems to control the running of an 
enterprise.
(0 Base stock. This method assigns a fixed unit value 
to each item in stock up to a certain number of units 
and any excess over this number is valued by some other 
method.

13.3 Changes in the book value of stocks measure both 
the value of the physical increase or decrease in stocks and 
the effect of changing prices on the total value of stocks 
measured at historic costs. Changing prices affect the book 
value of the stocks when stocks which have been used or 
sold are replaced by new stocks that are valued in the same 
way but at different prices. For national accounts purposes 
it is necessary to separate these two effects. The way that 
this is done is described in Section 2 of this chapter.

Stockbuilding

13.4 The value of the physical increase or decrease in 
stocks, or stockbuilding, is part of final expenditure in the 
national accounts. It forms part of capital formation and 
adds to the nation’s stock of wealth. The appropriate 
valuation of the physical changes in stocks gives rise to 
conceptual and practical problems. Unlike other types of 
final expenditure on goods, which can be valued at market 
prices, a change in the physical quantity of stocks is not 
an economic transaction between economic agents, even 
though the items in stocks may have been bought through 
the market. In order to maintain consistency with the 
valuation of other components, the value o f the physical 
increase in stocks at current prices, or stockbuilding at 
current prices, is defined as the value at current replacement 
cost. Stockbuilding at current prices cannot be measured 
directly but is calculated quarterly and valued at the

Siaiemems of Standard Accounting Practice No. 9—Slocks and work in progress (Issued May 1975).
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average prices of each quarter. The annual figure for 
stockbuilding at current prices is the sum of the four 
quarterly figures. In common with other forms of 
expenditure the value o f the physical increase in stocks at 
constant prices, or stockbuilding at constant prices, is 
defined as the change in the volume of stocks valued at 
average base year prices, which in this case are the average 
base year replacement costs. The value of these series will 
be positive when the level of the stocks rises and negative
when it falls.

Stock appreciation and the relationship between stocks and 
profits
13.5 The effect of changing prices on the book value 
of stocks is measured by the difference between the change 
in stocks measured at current replacement cost and the 
change measured at historic cost. This difference is called 
stock appreciation. Stock appreciation is included within 
the income measure of gross domestic product as an offset 
against the historic cost profits derived from data collected 
by the Inland Revenue. This offset is made in order to put 
these profits onto a current cost basis.

13.6 Trading enterprises measure profit as the total 
revenue earned during a period less all the costs involved 
in making the items that produced that revenue. This 
measure is not the same as the total revenue earned less 
total costs incurred during a period. Some items sold during 
a period incorporate costs incurred in earlier periods. 
Similarly some costs incurred during this period will only 
be reimbursed by revenue earned in later periods. On the 
face of it to calculate profits measured by the first 
definition above would seem to involve keeping track of 
all the costs incurred in producing each item that is sold. 
However there is a simpler way of calculating profits that 
uses the book value level of stocks. The enterprise can 
calculate its profits during a period as:

less

the revenue earned from sales during a 
period
the costs associated with those sales,

where the cost of sales equals:

plus
less

the opening value of stocks
the costs incurred during the period
the closing value of stocks.

Trading profits may be calculated in this way because the 
costs incurred during the period together with the opening 
book value of stocks measure all the costs that could have 
possibly been involved in making the items that generated 
the revenue earned in that period. However some of these 
costs will eventually be reimbursed by revenue earned in 
later periods and these costs are measured by the closing 
level of stocks. These costs are deducted from the cost of 
sales, in effect cancelling the part of costs that are relevant 
to future periods. This leaves the costs that are directly 
associated with the revenue earned during the period.

13.7 The paragraph above defined profit as the 
difference between the revenue from selling an item and 
the cost of making it. The cost involves purchasing inputs 
to the productive process, for example buying raw 
materials or paying labour for work done. These costs are 
incurred before the revenue from the sale, and at a time 
of general inflation the price of these inputs will change

between the time when they are bought and the time the 
item is finally sold. Measured in this way, and for a given 
selling price, the profit will depend on the change in the 
prices of these inputs in the period between the final sale 
and the time the associated costs were incurred. In the 
national accounts, profits are measured by valuing the cost 
of sales as if these costs were incurred in the current period. 
The difference between the two approaches is stock 
appreciation and this is deducted from profits as 
conventionally measured in calculating the income measure 
of gross domestic product. The procedure described above 
is often referred to as a way of calculating a value for 
profits that maintains the physical quantity of stocks. It 
confines profit to the factor incomes derived from 
productive activity and removes any element of capital 
gain. It is useful to note that stock appreciation is 
conceptually identical to the ‘cost of sales adjustment’, 
which is one of the adjustments that are used in current 
cost accounting in order to transform the historic cost 
profits to current cost profits in commercial accounts.

13.8 It is convenient at this point to mention the effect 
if the net replacement cost of stocks is lower than their 
historic cost. This occurs when the market prices of items 
in stock fall below their historic cost or when the book 
value of stocks is written down, for instance because of 
slow-moving, obsolete or deteriorating goods. In 
commercial accounting the effect in both cases is to reduce 
trading profits in the current period, that is any write-down 
is treated as a trading loss. However in the national 
accounts stockbuilding should not be affected by any write
down. Therefore this depreciation of stock should be 
treated as negative stock appreciation thereby reducing this 
offset against historic cost profits.

THE BOUNDARIES OF STOCK BUILDING AND STOCK
APPRECIATION

13.9 Paragraph 13.1 defined the sort of stocks that 
form the basis of the national accounts stockbuilding and 
stock appreciation series. At this stage it is important to 
see what types of ‘stocks’ do not contribute to 
stockbuilding or stock appreciation. The first type that are 
not included are ‘stocks’ that are due to natural processes 
rather than economic activity. Examples of this type of 
stock are growing forests, standing crops and discovered 
but unexploited reserves of minerals. (However stocks of 
cut timber, harvested crops and minerals that have been 
extracted from the soil would be in national accounts 
stockbuilding as they are the result of economic activity.) 
A second type of ‘stocks’ that are not included are 
intangible assets, such as the stock of ‘goodwill’ for a 
business. Thirdly stocks held by final consumers for future 
consumption are excluded because the economic activity 
involved in producing these goods has already been 
measured by other parts of final expenditure, such as 
consumers’ expenditure. Examples of these stocks would 
be the stocks of food or of consumer durables owned by 
consumers in the personal sector; stocks of road mending 
material held by local authorities; stocks of medicine in 
hospitals, or the stocks of ammunition and weapons for 
the armed forces held by central government. The 
following paragraphs describe the relationships between 
stockbuilding and various other components and concepts 
in the national accounts.
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Stocks and Work in Progress

Consumers * expenditure

13.10 Estimates of consumers’ expenditure are 
sometimes derived from information about supplies of 
goods shown in production and import data, rather than 
information about retail purchases (see paragraphs 6.527, 
6.540 and 6.541). Where consumers’ expenditure is 
measured in this way some account is generally taken of 
changes in stocks in the chain of distribution of goods (see 
paragraph 6.565 following). However if these adjustments 
do not take full account of these changes there will be 
short-term double counting of some of the increase or 
decrease of stocks in the distribution chain.

Strategic stocks

13.11 Stockbuilding includes the expenditure by central 
government on stocks and raw materials held for strategic 
purposes even though this is not part of the activity of a 
trading enterprise. The reason for this is that these items 
are often eventually resold and are not consumed in the 
course of the activities of central government.

Progress payments for equipment goods

13.12 Many goods take a long time to manufacture. In 
this case the future purchaser of these goods often makes 
progress payments to the manufacturer in the course of 
production, rather than paying for the item in full on 
delivery. When this occurs part of the stocks of work in 
progress are paid for, or financed, prior to the final 
delivery. These payments take place in industries like 
aerospace, shipbuilding or heavy engineering. Fixed capital 
formation includes progress payments that have been made 
as part of the capital expenditure by the purchasing 
industry; in the same way general government final 
consumption includes progress payments on items such as 
military equipment. This is done because it is the only 
practical way that these data can be collected. The stocks 
data include all work in progress, regardless whether part 
of it has been financed by progress payments. Therefore 
work in progress financed by progress payments is counted 
both in stockbuilding and in fixed capital formation in the 
short term. For the aerospace and shipbuilding industries, 
however, this double counting is eliminated; details may 
be found in paragraph 13.47.

Stocks held abroad

13.13 In the quarterly and annual statistical inquiries, 
stocks held abroad by UK based companies are included, 
but assets owned by subsidiaries operating mainly overseas 
are excluded. This is consistent with the definition of 
company profits but not with the treatment of imports and 
exports. The inclusion of stocks held abroad in 
stockbuilding leads to short-term discrepancies within the 
accounts. For example, a UK tobacco firm may purchase 
tobacco leaf at harvest time and store it abroad; in practice 
this transaction is measured in stockbuilding and increases 
the expenditure measure of gross domestic product 
although in principle it should instead be regarded as part 
of net investment abroad. The offset to this transaction 
takes place only when the tobacco is imported, which may 
not occur immediately, but through the year as it is 
required. If such stocks are permanently held abroad this 
causes a long-term discrepancy in the accounts. However

this is not thought to be important as one would not expect 
UK based companies to engage in substantial stockbuilding 
overseas. Stocks held in the UK by non-residents present 
a similar problem in reverse.

2. METHODS OF CALCULATION
13.14 This section describes how the national accounting 
concepts of stockbuilding and stock appreciation are 
derived from the data collected from companies and other 
trading enterprises. This description is based on the 
methods used for manufacturing industries stocks. The 
methods used for other industries are similar.
13.15 The assumption is made that all stocks are valued 
by either the standard cost system or the FIFO system 
(described in paragraph 13.2 above). The division of stocks 
between these systems is determined by asking the 
respondents to the manufacturing stocks inquiry to split 
their stocks between those valued by the standard cost 
system and those valued by other methods—the latter are 
assumed to be valued by the FIFO system. Industries 
outside manufacturing are generally assumed to value their 
stocks by the FIFO system. This assumption may introduce 
discrepancies for trading enterprises which use other 
methods in completing the statistical returns. Some 
methods, such as average cost, would make little 
difference. Others, such as LIFO or base stock could have 
a larger effect. They are, however, not permitted for tax 
purposes nor do they conform to standard accounting 
practice.They may however be used by some companies, 
particulary subsidiaries of foreign companies, for 
management accounting purposes.

13.16 Apart from long-term work in progress, stocks are 
valued at the lower of cost and net realisable value in all 
the methods described above. Usually the costs of acquiring 
stocks will be lower than their net realisable value. The 
principal situations when this does not occur are where 
there is a fall in selling price or stocks are subject to physical 
deterioration or become obsolete (eg due to a change in 
fashion). The risk of these occurrences is greater the longer 
a company tends to hold items of stock. Another situation 
would be if there had been a decision to manufacture and 
sell certain products at a loss as part of the company’s 
marketing strategy.

Stocks calculated by the FIFO convention
13.17 The following paragraphs describe how stocks 
calculated by the FIFO convention are revalued to give 
stockbuilding and stock appreciation. The FIFO 
convention assumes that stocks are made up from the items 
that have been most recently bought or produced. (For 
convenience the discussion below will refer to all stocks 
as having been ‘bought’ rather than ‘bought or produced’). 
Therefore the items in slock are taken to have been bought 
over the most recent period. The length of this period is 
the time over which the aggregate value of purchases is 
equal to the value of stock. Under the FIFO convention 
each item in slock is valued at its purchase price and the 
stocks will have been bought at the range of prices that 
prevailed over this period. This convention gives a book 
value level of stocks. This level is then reduced to constant, 
base year prices; that is each item in stock is valued at its 
average price during the base year. This revaluation is made 
by the book value stocks price index that measures changes
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in the historic cost of stocks; it is described in more detail 
below. The difference between constant price levels at two 
moments gives stockbuilding at constant prices over the 
intervening period. Stockbuilding at constant prices is 
revalued to give stockbuilding at current prices. This 
revaluation is by the current price stocks price index that 
measures changes in the current replacement cost of stocks. 
Finally stockbuilding at current prices is subtracted from the 
book value change over the same period to give stock 
appreciation.

to current prices by the current price stock index only has 
to take account of (a) above, that is the different types of 
commodity in stock.

13.18 The revaluation of book value stocks of an industry 
to constant prices by the book value stocks index has to take 
account of the following factors:

(a) The different types of commodities in stock, their 
relative importance, and the different relative prices for 
each commodity.
(b) The different times at which each type of 
commodity in stock was bought, and hence the range of 
prices at which it was bought.

13.19 The procedure described above is shown in Table 13a 
example. The same method is used for stocks of materials 
and fuels, work in progress, and finished goods. The current 
price index measures changes in the current market price 
of stocks, that is their net realisable value. The historic cost 
index is the same index suitably lagged. So an index of the 
lower of these indices is appropriate for deflating the book 
value level of stocks. This is the book value price index.

However, the revaluation of stockbuilding at constant prices

13.20 In some industries outside manufacturing 
only current price stocks indices are calculated either because 
the information to calculate book value indices is not 
available, or because it is judged that the quality of the 
basic data does not justify extra elaboration of the methods 
used to calculate stockbuilding and stock appreciation. In 
the absence of a book value stocks price index, the current 
price index is used in its place for the calculation shown 
above. In this case stock appreciation represents the

Calculation of stockbuilding estimates

Table 13a

Data used for the calculation:

end-September end-December

Book value level of stocks 52 000 53 000 : change = 1000

Current price price index
Historic cost (FIFO) price index
Book value price index
(ie. the lower of cost or net replacement
value)

: average = 133

Revaluation to constant prices:

Constant price level = book value level X base year price 
index

-i- book value price 
indices

End-September constant price level 
of stocks

= 52 OOOx 100- 130 = 40 000 i .

End-December constant price level 
of stocks

= 53 OOOx 100- 134 = 39 552

Stockbuilding at constant prices in 
the fourth quarter = 39 552-40 000 -  448

Revaluation to current prices

Stockbuilding at current prices stockbuilding at constant 
prices

average current 
price index for 
quarter

-  base year price 
index

Stockbuilding at current prices in 
the fourth quarter = -  448 X 133- 100 -  596

Stock appreciation = book value change stockbuilding at 
current prices

Stock appreciation in the fourth 
quarter = 1 000 -  ( -  596) 1596
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difference between the end- and beginning-quarter stock 
levels, valued at end- and beginning-quarter current prices, 
and the stockbuilding valued at the average current prices 
of that quarter.

Stocks calculated by the standard cost convention

13.21 Under the standard cost system stocks are valued 
by some fixed value per unit of stock. This unit value may 
be based on recent costs, current costs, or expected future 
costs. Companies are asked to give the value of their stocks 
at the beginning and end of each quarter at the same 
standard cost. (When the standard is changed the statistical 
return asks for the opening stock at both the old and new 
standard.) The change in the value of stocks, when 
measured at the same standard, represents a purely physical 
change in stocks at that standard cost. This can be revalued 
to give stockbuilding at current or constant prices. The 
standard costs represent the costs at a particular moment 
and are measured by the current price stocks index at that 
moment. Therefore stocks valued at standard cost can be 
revalued by the current price stocks price index, though 
this has to be lagged or led to make it refer to the same 
moment as the standard cost. On average, and across all 
manufacturing industry, studies have shown that standard 
costs at any moment refer to the costs prevailing about two 
and a half months before that time. Therefore the 
assumption is made that the current price stocks index for 
the last month of any quarter measures the standard costs 
used for completing the statistical return about stocks for 
the next quarter.

13.22 The standard cost stock levels are deflated to 
constant prices using this lagged current price stocks 
deflator. The method used is similar to those used for FIFO 
stocks shown by the example in Table 13a. The difference 
between these constant price stock levels is stockbuilding 
at constant prices. This is revalued to give stockbuilding 
at current prices. The constant price levels are also revalued 
to give notional book value levels and changes consistent 
with a FIFO valuation of stocks. This is done to allow stock 
appreciation to be calculated. The reason for this is that 
the information about profits prepared by the same 
companies is assumed to include the profits (or loss) due 
to the revaluation of their stocks as described in paragraphs 
13.6 and 13.7.

THE STOCKS PRICE INDICES

13.23 The stocks price indices discussed above are 
ultimately based on information about the price changes 
of individual commodities. These price changes are 
measured by the producer price indices calculated by the 
Business Statistics Office. These index numbers are based 
on the price movements of about 10,000 products which 
are typical of the goods purchased and manufactured by 
UK production industries. They are compiled from price 
quotations for each type of good at the time it is ordered.
13.24 The information about the prices of individual 
commodities has to be weighted together to give the 
aggregate price index for the stocks of any particular 
industry. These are base weighted, or Laspeyres, price 
indices. The weights are given by the commodity 
composition of stocks, that is the value of each type of 
commodity in relation to the value of the total stock. There 
is no information collected about the composition of

stocks. Therefore this composition has to be estimated for 
each type of stock (ie for materials and fuels, work in 
progress and finished goods) using indirect methods of 
estimation in the way descriljed below.

Prices o f materials and fuel stocks

■ 13.25 The Business Statistics Office conducts an inquiry 
about the products that are purchased by each production 
industry'during a year. This inquiry which takes place every 
5 years, most recently for the year 1979, is used to estimate 
the commodity composition of slocks of materials and 
fuels. To do this it is assumed that the commodity 
breakdown of the stocks held by any industry is the same 
as the purchases by that industry (this is only strictly true 
if all purchases are held in stock for the same time). In 
addition it is assumed that some types of purchases are not 
stocked, for example electricity and gas. The commodity 
composition of an industry’s stocks is calculated using 
these assumptons. This calculation is made at the ‘activity’ 
industry level, that is about 220 industries at the 4 digit 
level within the 1980 Standard Industrial Classification of 
manufacturing industry. A price index can be calculated 
for each activity level industry using this commodity 
composition to weight the producer price indices together. 
However the stocks information is only compiled for 32 
industry groups in manufacturing which broadly represent 
the SIC classes.Therefore the 220 indices for each activity 
level industry have to be aggregated to match the 32 group- 
level industries. The activity level price indices are weighted 
together by the volume of stock held by each activity level 
industry at the end of 1979. This cannot be measured 
directly because the book value level of stocks relates to 
items bought at different times and prices. The volume of 
stock is estimated by multiplying the average monthly 
volume of purchases during 1979 by the average 
stockholding period for each activity level industry (see the 
paragraphs below for a definition of these terms). The 
resulting aggregate stocks price indices are the current price 
stocks price indices referred to above. They resemble any 
other aggregate producer price index; they measure the 
changes in the current prices of the goods that comprise 
an industry’s stock.

13.26 The book value price indices that are used to 
revalue the book value stocks of materials and fuels to 
constant prices are the lower of the current price indices, 
described above, and the corresponding historic cost stocks 
price indices which are the current price indices lagged by 
a range of periods in order to match the times when the 
items in stock are bought. The first stage in estimating the 
pattern of lags is to find the average stockholding period 
for each activity level industry, that is the average total 
length of time an item will remain in stock. To do this it 
is assumed that all commodities are held in stock for the 
same length of time; it is also assumed that purchases take 
place evenly throughout the year. Under the FIFO 
convention the length of the stockholding period is the time 
over which the value of purchases equals the book value 
of stock. Information from the purchases inquiry can 
therefore be used to estimate this period. The purchases 
inquiry gives the value of all purchases over a year. After 
the non-stockable items have been excluded, dividing this 
total by twelve gives the average monthly purchases 
measured at the average prices prevailing during 1979. The 
current price index is used to revalue these average
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purchases to current prices. Therefore the stockbuilding 
period is estimated by calculating how many months 
purchases at current prices (working backwards from 
December) it takes to equal the value of stocks at the end
of 1979.

13.27 The stockbuilding periods for each activity level 
industry are weighted together to give a pattern of lags for 
the aggregate current price indices calculated for the 32 
industry groups. In practice it has been found best to 
weight these activity level industries together by purchases, 
(rather than the volume of stocks used for the current price 
indices). The volume of purchases is simply the average 
monthly purchases during 1979 (at 1979 prices) as shown 
by the purchases inquiry. The precise way these lags are 
calculated is shown in Table 13b. These lags are applied 
to the current price index for a group level industry to give 
the corresponding historic cost price index.

Prices o f work in progress

13.29 Therefore the price index to deflate work in 
progress is a combination of materials and fuels stocks 
deflators and finished goods stocks deflators. These 
deflators are lagged and led. The size of these lags and leads 
is determined by two parameters. The first parameter is 
the average period materials and fuel stocks are held before 
they are used; the second is the build-up period for stocks 
of work in progress, that is the average time an item is part 
of work in progress. The formulae for the current price 
and book value indices are derived in too complicated a 
way to be described here. In summary, at industry activity 
level both the current price and book value indices are 
composed of:

(a) the monthly current price materials and fuels 
stocks indices with lags for periods of up to 10 months 
and with weights (both positive and negative) applied 
to the value of the index for each month that add to 
zero; and
(b) the monthly current price finished goods stocks 
indices, with leads for periods up to 3 months ahead 
and with weights that add to one.

13.28 Stocks of work in progress are not traded and not 
priced. Therefore it is not possible to use the direct 
approach described above for stocks of materials and fuels. 
Instead, the price index to deflate work in progress is 
calculated indirectly using the existing current price indices 
for materials and fuel stocks and for finished goods stocks 
(described in the next section). The cost of work in progress 
can be divided between the contribution of materials costs 
and of labour and overhead costs. It is assumed that each 
of these types of costs make an equal contribution to 
changes in the overall costs of work in progress. The 
justification for this assumption comes from the Annual 
Census of Production which shows that materials costs 
amount to about a half of gross output for manufacturing 
industry as a whole. The price indices for material and fuel 
stocks are used to deflate the materials costs portion. There 
is no direct measure of the element of labour and overheads 
costs. However the assumption is made that the materials 
costs and labour and overheads costs also each make an 
equal contribution to changes in the price index used to 
deflate finished goods stocks. Therefore labour and 
overheads costs are measured by the residual when the 
effect of materials costs (measured by the price index for 
material and fuel stocks) are removed from the price index 
for finished goods stocks.

A full description of the derivation of these deflators may 
be found in the paper ‘Methods of Deflating 
Manufacturing Industries’ Stocks’ which is obtainable 
from the Business Statistics Office.

13.30 The current price and book value indices at activity 
level are weighted together to give indices for the 32 
industry groups This is done by collecting industries 
according to the values of the parameters described above, 
and then weighting them together to group level according 
to the value of the work in progress. There is one final point 
about these deflators. Stocks of work in progress may 
include items that were not part of materials and fuel stocks 
(eg electricity) or not covered by the labour and overhead 
components of finished goods stocks price indices. 
Therefore special indices are estimated to include these non- 
stockable items where they contribute significantly to the 
cost of the work in progress.

Prices o f  stocks o f  finished goods

13.31 The methods used to construct the price indicies 
for finished goods stock are similar to those used for stocks 
of materials and fuel. The producer price indices are the 
basis of the deflators. However they are weighted together

Calculation of book value stocks price index lags

Table 13b

Purchases Stockbuilding 
(Ave monthly) Period n

Months 
n - 1 n - 2 n - 3

Industry 1 50 2 25 25
Industry 2 75 3.75 20 20 20 15
Industry 3 48 2.67 18 18 12
Industry 4 50 0.9 50
Industry 5 72 2.4 30 30 12

Total 295 143 93 44 15

Percentages 48.5 31.5 14.9 5.1
Used as lagging pattern for the current price index 0.5 0.3 0.15 0.05
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by a pattern of stocks estimated from the results of the 
quarterly sales inquiry (QSI), rather than the purchases 
inquiry used for materials and fuels. The Business Statistics 
Office conducts the QSI into the sales of about 4000 
products sold by UK production industries. The 
assumptions described in the section on materials and fuels 
are also used for finished goods. Therefore a current price 
index for each of the 32 industry groups is calculated in 
exactly the same way as already described for material and 
fuel stocks. This index is similar to other aggregate 
producer price indices and is used to revalue stockbuilding 
at constant prices to current prices.

13.32 The book value index is derived from the current 
price index and the historic cost index in the way described 
above. The latter is derived from the current price index 
adjusted by a pattern of lags derived from the stockholding 
periods for the stocks held by the 220 activity level 
industries. This pattern is estimated for a single year, 1979, 
and the results are assumed to hold for other years. These 
periods are derived in the same way as materials and fuels; 
but using sales from the QSI rather than purchases. These 
sales are given by:

less
less

plus
less

Total value of sales and work done during 1979 
as shown in the QSI 
merchanted goods
profits and the expenses of post-production 
activities (eg advertising) 
closing finished goods stocks at mid-year prices 
opening stocks at mid-year prices

The average stockholding period for finished goods was 
generally less than a month; rather less than for materials 
and fuels. These lags are applied to the current price index 
to give the book value index of finished goods stocks for 
the 32 industry groups.

3. THE PUBLISHED TABLES

13.33 Tables 12.1 to 12.4 of the Blue Book contain 
annual data about stocks. The first three tables contain 
information about different industries. They show the 
book value change of stocks and stockbuilding at current 
and constant prices together with the book value and 
constant price level of stocks at the end of the latest year. 
The component industries shown are: agriculture and 
forestry, energy and water supply (with extraction of oil 
and gas shown separately), manufacturing, construction, 
wholesaling, retailing, other industries and government 
stocks. The last table. Table 12.4, contains information 
about sectors; it shows the book value change, stock 
appreciation and stockbuilding at current prices.

13.34 Quarterly information about stocks is shown in 
a variety of publications. They contain information about 
a fewer number of industries than is shown in the Blue 
Book. They are: energy and water supply, manufacturing, 
wholesaling, retailing and other industries. The wholesale 
and retail industries do not include their component motor 
trading activities (unlike the annual Blue Book data) which 
are included elsewhere in ‘other industries’. This is because 
only annual information is collected about these activities. 
A press notice is published by the Business Statistics Office 
around six weeks after the end of the quarter to show the 
value of physical change in stocks at constant prices, 
seasonally adjusted, for the manufacturing, wholesaling

and retailing industries. A British business article gives 
information on book value changes and on the ratios of 
the level of stock to volume of production for each 
manufacturing asset. A revised press notice, issued four 
weeks later also provides figures for the energy sector. A 
British business article at the same time gives more 
industrial detail for manufacturing industry. Other sources 
include the Monthly Digest of Statistics and Economic 
Trends which appear around sixteen weeks after the end 
of the quarter. The Monthly Digest of Statistics shows 
industrial detail for the value of physical change in stocks 
at current and constant prices. Economic Trends shows 
detail at constant prices together with the ratios of stocks 
to various flow aggregates.

4. STATISTICAL SOURCES

Agriculture and forestry

13.35 The Ministry of Agriculture calculate the income 
and expenditure of the farming industry for each calendar 
year. They estimate the level of stocks held on farms at 
the end of each year as part of this calculation; this 
information is used to provide stockbuilding and stock 
appreciation for the national accounts. These stocks are 
measured in physical quantities:

(a) Quantities of input stocks of fertilizers and 
foodstuffs are estimated on the basis of usage and 
purchases data.
(b) Quantities of work in progress, that is non- 
breeding livestock, (changes in breeding livestock are 
included in fixed capital formation) are measured from 
the December ten per cent sample ‘census’ of the 
agricultural industry.
(c) Finally, output stocks of wheat, barley and oats 
are measured directly; estimates of the stocks of 
potatoes, apples and pears are based on production and 
usage data.

The value of all these types of stocks are estimated by 
calculating the cost of production for each commodity in 
stock. Each commodity is considered to have been 
produced by a fixed bundle of inputs (eg labour, fuel etc) 
over time. The value of the stock is then the sum of the 
value of the inputs, where each input is valued according 
to the price at the time it was used. This calculation is 
modified by an efficiency factor which measures the way 
changes in the weather etc alter the relation between inputs 
and outputs. These data are annual. The quarterly data 
are interpolated. They are allocated between the personal 
and company sectors. The ratio of farming company 
income to total farming income (both from Inland 
Revenue) determines the split between these sectors.

13.36 There are no estimates for the slocks held by the 
forestry industry because these stocks are very small. Up 
to the 1983 Blue Book this series included a measure of 
the ‘stock’ of growing timber. This treatment was changed 
for the 1984 Blue Book; the expenditure in establishing and 
maintaining forests is now included in fixed capital 
formation and this expenditure and the associated level of 
slocks is excluded from stockbuilding. (See paragraph 
13.9).
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Energy and water supply industries

13.37 The energy and water supply industries cover 
Division 1 of the 1980 Standard Industrial Classification. 
A variety of sources provide information about the stocks 
held by these industries.
13.38 Coal mining (class 11 of the SIC). The National 
Coal Board provides quarterly data about the value of its 
holdings of fuel and non-fuel stocks; these two components 
are deflated separately. The fuel stocks are valued at the 
selling prices less provisions for the degradation of stock 
and other expenses. These stocks are allocated to the public
corporation sector.

13.39 Coke ovens, mineral oil refining and nuclear fuel 
(classes 12, 14 and 15). The voluntary quarterly statistical 
inquiries and Annual Census of Production benchmark to 
manufacturing industries also cover these industries and 
so provide information about their stocks. Those inquiries 
are described in the section about manufacturing industry. 
These stocks are allocated to the company sector, apart 
from the stocks held for the coke ovens industry owned 
by the National Coal Board.

13.40 Extraction of oil and gas (class 13). The 
Department of Energy collects information about the 
physical quantities of oil and gas stocks held by this 
industry. The value of these stocks is calculated by 
multiplying these quantities by the current market price 
of each type of oil. These quarterly data have a 
comprehensive coverage of the industry so there is no 
annual benchmark inquiry. These stocks are allocated to 
the company sector.

13.41 Electricity (class 161). The nationalised electricity 
corporations provide quarterly information about their 
stocks. They provide information about the value and 
volume of coal stocks and oil stocks, and the value of 
nuclear fuel stocks and non-fuel stocks; each of these 
components is deflated separately. Non-fuel stocks do not 
include domestic appliances in electricity showrooms 
because these are measured as part of retail stocks. They 
do not include major plant spares as expenditure on these 
items is now included in fixed capital formation. These 
stocks are included in the public corporations sector.

13.42 Gas (class 162). The British Gas Corporation 
provides quarterly information about the value of its stocks 
of natural gas, of other fuel and of non-fuel stocks together 
with a deflator for natural gas stocks. Again, non-fuel 
stocks do not include appliances held in retail showrooms. 
These stocks are included in the public corporations sector.

13.43 Water (class 17). The annual accounts of the 
various water authorities are used to estimate the annual 
value of their stocks. These stocks are small; they do not 
include water and they are allocated to the public 
corporations sector.

Manufacturing industry

13.44 The Business Statistics Office conduct a number 
of statistical inquiries which provide information about 
manufacturers’ stocks. The Quarterly Inquiry into 
Manufacturers’ Stocks provides the initial estimate of 
changes in stock levels. It is a voluntary inquiry to a panel 
of about 1,500 companies which hold around two thirds

of total manufacturing stocks. The manufacturing sector 
(Divisions 2 to 4 of the 1980 Standard Industrial 
Classification) is divided into thirty two industry groups 
for the purposes of the collection of data and the processing 
of the results. Companies are assigned to one of these 
groups on the basis of their main areas of production. As 
the inquiry is broadly carried out on a company reporting 
basis returns can cover a number of establishments, which 
may straddle several different industrial groupings. The 
sample of businesses is not random and does not rotate; 
it is fixed and made up of the largest stockholders which 
are willing to contribute. Companies are asked to provide 
their level of stocks at both the beginning and end of the 
quarter and to apportion these holdings between materials 
and fuel, work in progress and finished goods. These 
assets, which represent the three stages of production, are 
deflated separately when calculating changes in the volume 
of stocks.

13.45 The Annual Census of Production is used to 
benchmark the information collected by the Quarterly 
Inquiry. The census covers around ninety per cent of 
manufacturers’ stocks, and is more precise in industrial 
detail as it is addressed to establishments (the smallest units 
which can provide the information normally required for 
an economic census). It allows companies to report for a 
twelve month period covering their financial year, so it is 
necessary to adjust this information to a calendar year basis 
before comparing it with the corresponding figures in the 
Quarterly Inquiry. Once the level of stocks at the beginning 
and end of the calendar year has been estimated, the 
Quarterly Inquiry results are used to derive a quarterly path 
over the year.

13.46 There are special problems for some industries 
within manufacturing. The first area of difficulty concerns 
the calculation of work in progress in the distilling industry. 
It is dominated by whisky stocks which are left for several 
years to mature. Consultation with the industry suggested 
an average build-up period of five years. The current price 
work in progress cost index was calculated by weighting 
together materials and labour costs deflators in the 
proportions seven to three, which represents the split 
between these items as recorded in the Annual Census of 
Production for 1979. The book value index was evaluated 
by lagging the current price index over a five year period.

13.47 The second area of difficulties concerns the 
shipbuilding and aerospace industries. Paragraph 13.12 
describes the double counting in final expenditure resulting 
from the overlap of the boundaries of fixed capital 
formation and stocks of work in progress. Progress 
payments are large for these two industries. To eliminate 
this discrepancy in shipbuilding it is assumed that payments 
for work on new vessels are made as soon as the work is 
done. In consequence, stocks of work in progress on new 
vessels are excluded from the data used to estimate 
stockbuilding because the change in such work in progress 
is assumed to be charged to customer’s capital account and 
included in the estimates of fixed capital formation by the 
shipping industry. Overseas customers are treated in this 
way although progress payments on their work are not 
included in the estimates of exports. In the same way an 
adjustment is made to remove some of the major elements 
of domestic progress payments for the aerospace industry. 
Another problem is that no deflators of finished goods
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prices are available for the aerospace and shipbuilding 
industries. This makes it necessary to construct price indices 
for both work in progress and finished goods by weighting 
equally together estimates of the materials and the labour 
costs components, and estimating price indices for labour 
costs directly rather than indirectly (as described in 
paragraph 13.28). They are estimated directly from 
information provided by the Department of Employment 
which is published in the Department of Employment 
Gazette. This method could not be applied to other areas 
since the basic data used in the labour costs calculation 
is at a very high level of aggregation and some components 
are not available quickly enough. Apart from this the work 
in progress deflators for the aerospace industry are 
estimated directly using the ‘combined costs’ indices 
published separately by the Business Statistics Office.

Construction

13.48 The estimate of the value of construction stocks 
is made up from several component series. The first 
component series covers stocks generated by all 
construction activity other than on dwellings, and other 
than by direct labour organisations. It is a measure of the 
value of work in progress that has not been paid for. This 
is not measured directly; it is estimated using the 
construction output statistics. The assumption is made that 
output precedes payment by six weeks for new work and 
by four weeks for repair and maintainance. These lags are 
applied to the output series at current prices to give end- 
quarter book value levels. They are applied to the constant 
price series to give end-quarter constant price levels. These 
levels are used to generate the usual estimates of 
stockbuilding and stock appreciation.

13.49 The second component series covers stocks of 
uncompleted dwellings and of unsold completed dwellings. 
The first step in calculating this series is to estimate the 
number of new houses sold from data about the number 
of mortgages advanced on new dwellings. This physical 
change is valued by multiplying the number of houses sold 
by the average price of a house in 1980 and an adjustment 
factor for changes in the quality of houses to give the value 
of these changes at constant prices, and finally a house 
price index to give them at current prices. The resulting 
value of houses sold at either current or constant prices 
is subtracted from the corresponding housing output series 
to give a direct estimate of stockbuilding at current and 
constant prices. Stock appreciation is not calculated. It 
should be noted that the dwellings component of fixed 
capital formation is essentially data about the output of 
dwellings minus these stockbuilding series. Therefore fixed 
capital formation measures the value of houses sold. The 
sum of fixed capital formation and stockbuilding series 
equals the output of dwellings.

13.50 It should also be noted that construction stocks 
do not include any information about builders’ stocks of 
materials and fuel. Construction stocks are allocated 
between the personal and company sectors. The basis of 
the split is an estimate of the output of the self employed 
compared with that of contractors; in turn this is based 
on Department of Employment’s estimates of the numbers 
of the self-employed.
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Distributive trades

13.51 Wholesalers (classes 61 to 63 of the SIC, except 
wholesale motor traders, activity 6148). The Business 
Statistics Office conducts a voluntary inquiry about stocks 
held by all other wholesalers which gives the total value 
of their stocks at the end of each quarter, excluding VAT. 
The annual inquiry into wholesaling and dealing is one of 
the Business Statistics Office’s inquiries into the distributive 
and service trades. It provides a benchmark for the 
quarterly inquiry. The annual inquiry goes to 8,000 
companies which represent some 56 per cent of wholesalers’ 
stocks. The register of business that are liable to pay Value 
Added Tax contains information about the nature of the 
business concerned; that is whether it is an incorporated 
business (and thus in part of the company sector) or is an 
unincorporated business, partnership or sole trader (part 
of the personal sector). This information on the VAT 
register for wholesalers, together with the associated 
information about turnover, is used to split these stocks 
between the company and personal sectors.

13.52 Retailers and repairers (classes 64, 65 and 67 except 
for groups 651, 652 and 671). Every three months the 
monthly retail sales inquiry includes a question about the 
level of stocks. It is sent to the largest retailers and is the 
basis of the quarterly data. The annual inquiry into 
retailing is used as a benchmark for the quarterly data. This 
annual inquiry is one of the Business Statistics Office’s 
inquiries into the distributive and service trades. It covers 
about 60 per cent of total retailers’ stocks. This benchmark 
inquiry and the smaller quarterly inquiry only cover 
retailing, that is class 64 and 65. Repairing is not covered 
apart from motor repairers which are described below. 
These stocks are split between the company and personal 
sectors in the way described for wholesalers stocks. 
Information about the slocks allocated to the public 
corporations sector is obtained from the corporations 
concerned.

13.53 Motor traders (activity 6148 and groups 651, 652 
and 671). The annual inquiry into the motor trades 
provides the only information that is collected about these 
stocks. This is again one of the inquiries by the Business 
Statistics Office into the distributive and service trades. It 
obtains separate information about wholesale and retail 
motor traders. A quarterly series is interpolated and 
extrapolated from these annual data. These stocks are split 
between the personal and company sectors in the way 
described for wholesalers’ stocks.

Other industries

13.54 Hotel and catering trades. The annual inquiry into 
the hotel and catering trades gives information about this 
industry’s stocks. This inquiry is conducted by the Business 
Statistics Office as part of the inquiries into the distributive 
and service trades. There is no quarterly data, a quarterly 
series is interpolated from the annual data. These stocks 
are allocated between the personal and company sectors 
in the way described for wholesalers’ stocks.
13.55 Transport and communication. Quarterly 
estimates are provided by the Post Office, British Telecom 
and British Rail. The stocks held by British Rail engineering 
workshops are included in manufacturing stocks rather 
than in these transport stocks. Published figures are taken
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from the annual accounts of other public corporations 
involved in the transport industry. Their stocks are 
comparatively small. These stocks are all allocated between 
the company and public corporations sector according to 
the sector of the enterprise providing the data. It is obvious 
that these series do not cover all the stocks held within the 
company sector for these industries.
13.56 Silver bullion. This quarterly series contains 
information about silver stocks physically held within the 
UK as part of the silver markets. This is regardless of the 
actual ownership of the silver, which is not known. The 
series is included as a counterpart to the physical imports 
and exports of silver recorded in the balance of payments. 
Stock appreciation is not calculated and this is because the 
ownership of the silver is unknown. These stocks are 
allocated to the company sector. There is no information 
about gold stocks because there is a special treatment of 
gold transactions in the national accounts (see paragraph 
15.57(g)).

Central government
13.57 Central government trading bodies. Central 
government trading bodies compile information about their 
stocks as part of the system for the control of public 
expenditure. This information is used to estimate 
stockbuilding. Stock appreciation is not calculated because 
they do not calculate their trading surplus in such a way 
as to make stock appreciation a suitable offset. These 
stocks do not include those of central government bodies 
engaged in manufacturing activities as these are covered 
by the manufacturing inquiries.
13.58 Strategic stocks. Information about strategic 
stocks is compiled as part of the system for the control 
of public expenditure. Stock appreciation is not calculated.
13.59 The Intervention Board for Agricultural Produce. 
This Board administers the EEC agricultural policy within 
the UK and is responsible for the intervention stocks 
accumulated as part of this policy. Information about the 
level of, and expenditure on, these stocks is compiled as 
part of the system of control of public expenditure. This 
information is used to estimate stockbuilding; stock 
appreciation is not calculated.

5. RELIABILITY
Stockbuilding and stock appreciation
13.60 Paragraphs 13.14 to 13.22 above describe how 
stockbuilding and stock appreciation are derived from data 
about the book value of stocks. This estimate of the 
division of any book value change in stocks should be 
regarded as subject to a wide margin of error. The reason 
for this judgement is the large number of assumptions that 
have to be made to perform these calculations. The 
following summarise the assumptions contained in the 
paragraphs above:

(a) The first assumption made for this calculation 
concerns the actual nature of the accounting 
conventions used by companies to value stocks 
described in paragraphs 13.2 and 13.15.
(b) The commodity composition of stocks is estimated 
rather than measured directly.
(c) The lags used for the book value indices are based 
on an estimate of the number of months purchases or 
production in stock. This estimate is based on the

assumption that all stocks are held for the same length of 
time.

(d) The standard cost indices are calculated using 
assumptions about the relationship between standard 
costs and current costs. These assumptions are that this 
relationship is stable, and that the relationship valid for 
manufacturing as a whole also applies to its component 
industries.
(e) These assumptions are used to produce base- 
weighted price indices; the use of these indices causes 
all the usual ‘index number’ problems even in estimating 
stockbuilding at current prices.
(f) The use of price indices based on quotations at the 
time goods are ordered involves the assumption that 
they actually represent the average price of stocks 
transactions. In addition it is often difficult to obtain 
appropriate price indices for some stocks.
(g) Finally, the evaluation of stockbuilding at the 
average prices during a quarter (see paragraph 13.4) 
does not give the same result as would a complete 
revaluation at replacement prices of materials added to, 
or withdrawn from, stock. It would give a close 
approximation if the quantity of stocks rose or fell at 
a uniform rate throughout the period. The difference 
arises from the fact that the simple average of prices 
during a period is unlikely to be the same as the average 
of, say daily prices weighted by the increases or 
decreases in stocks each day.

Book value level o f  stocks
13.61 An assessment of the reliability of the figures for 
the book value of stocks for each industry is given in Table 
13c. Agriculture is classified as grade B because the series 
does not cover all stocks held by the industry and because 
many of the components are estimated from other data 
rather than a direct measurement of stocks. The stocks of 
the energy and water supply industries are measured 
directly from a small number of enterprises and generally 
represent accounting information; that is why they are 
given a grade A. The stocks of manufacturing industry are 
derived from the census of production and are accounting 
information. However a certain amount of estimation is 
necessary to cover small establishments and to transform 
this information to a calendar year basis. This is why they 
are graded B. The reliability of the construction industry’s 
stocks is graded C because they are estimated rather than 
measured directly. The distributive trades’ stocks are 
measured directly in a way that resembles that for 
manufacturing so they are also graded B. There is a large 
margin of uncertainty about the stocks of other industries 
because of the incomplete coverage of the information. 
Central government stocks represent direct accounting 
information and so are reliable.

Reliability of annual estimates of book value level of stocks
A + o r -  less than 3 per cent 
B - f o r -  3 per cent to 10 per cent 
C + o r -  10 per cent or more

Table 13c

Agriculture and forestry 
Energy and water supply 
Manufacturing 
Construction 
Distribution 
Other industries 
Central government 
Total stocks
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13.62 The reliability of the sector information is as 
follows: central government and public corporations are 
graded A, the company and personal sectors are graded 
C. No information is collected about local authority stocks.

In all cases the estimates for the latest year are less reliable 
than those for earlier years. The quarterly estimates are 
less reliable than the annual ones, mainly because of the 
lower coverage of the quarterly inquiries.
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Chapter Fourteen

F in an cia l A cco u n ts

1. GENERAL DESCRIPTION

14.1 The financial accounts are a framework within 
which the financial transactions of each sector can be 
related to the financial transactions of other sectors. They 
provide a basis for examining and forecasting the workings 
of the financial system and for relating aggregate flows 
such as the public sector borrowing requirement and 
change in the money supply to the rest of the system. 
Following on from the current and capital accounts, they 
complete the flow accounts.
14.2 Financial transactions are transactions between 
economic units in financial assets and liabilities, a financial 
asset of one unit in every case being balanced by a liability 
of another unit. Examples are Treasury bills (assets of the 
holders and a liability of central government), bank 
deposits (assets of the depositors and liabilities of the 
banks) and unit trusts units (assets of the holders and 
liabilities of unit trusts). In general, financial assets are 
forms of lending and the corresponding liabilities are the 
related borrowing, though the necessity for repayment may 
be formal rather than actual. Currency, for example, is 
regarded as a liability of central goverment and a share 
is regarded as a liability of the company issuing it, though 
in these cases there is no necessity for repayment in the 
ordinary sense of the word. The financial accounts aim to 
show net transactions between sectors, consolidating out 
transactions between economic units within sector.

14.3 In principle, when the current, capital and 
financial accounts of a sector are taken together, they 
comprise a single balanced account in which the flows into 
and out of the sector sum to zero. In practice, since the 
statistical sources are imperfect, a residual, balancing item 
has to be inserted to complete the account. The balancing 
item represents the net effect of errors and omissions 
throughout the current, capital and financial accounts. Its 
size and variation over time are one indication of the 
reliability of the estimates for the sector.

14.4 When the country is considered as a whole, 
financial transactions between residents cancel out and only 
transactions between residents and non-residents remain. 
The sum of these transactions is the country’s net 
acquisition of financial claims on the rest of the world. 
For convenience, physical assets held abroad are included 
with financial assets and the sum of the financial 
transactions for the country as a whole is equal to its net 
investment abroad.

CLASSIFICATION OF SECTORS

14.5 The classification of sectors in the financial 
accounts is more detailed than in the rest of the national 
accounts in order to show separately the transactions of 
the main groups of financial intermediaries i.e. those 
bodies whose primary activity is to obtain and redistribute 
funds. The financial companies and institutions sector is

subdivided into the monetary sector and other financial 
institutions, and the latter are further subdivided in some 
tables into life assurance and pension funds and other non
monetary financial institutions.

Monetary sector

14.6 The monetary sector is shown separately because 
of its size, its key role in government financing, the 
flexibility of its lending operations, and the fact that its 
deposit liabilities form the major part of the money supply. 
From the beginning of 1982 the monetary sector has 
comprised the United Kingdom offices of institutions either 
recognised as banks or licensed to take deposits under the 
Banking Act 1979, together with the National Girobank, 
the Trustee Savings Banks, the Banking Department of the 
Bank of England, and institutions in the Channel Islands 
and Isle of Man which opted to adhere to the monetary 
control arrangements introduced in August 1981. A full 
list of the institutions in the sector is available from the 
Information Division of the Bank of England and is 
published from time to time in the Bank o f  England 
Quarterly Bulletin. Amendments are published in the 
London Gazette and intervening issues of the Bank o f  
England Quarterly Bulletin.

14.7 To the end of 1981, when it was called the banking 
sector, the sector comprised the United Kingdom offices 
of all banks that agreed to observe a common reserve ratio 
and other credit control arrangements, together with the 
discount market institutions, the National Girobank and 
the Banking Department of the Bank of England.

14.8 Although in the financial accounts the Banking 
Department is included in the monetary sector and the Issue 
Department, the other operational arm of the Bank of 
England, is included in the central government sector, in 
the current and capital accounts the whole of the Bank of 
England is included in the public corporations sector. There 
is therefore a small inconsistency in the accounts.

Life assurance and pension funds

14.9 Life assurance and pension funds are regarded as 
the collective property of the policy holders and scheme 
members. (The term pension fund  replaces superannuation 
fund, which was used in the 1984 and earlier Blue Books). 
The current income and expenditure of the funds (see Table 
4.5 in the 1984 Blue Book) is therefore included in the 
current account of the personal sector and the funds’ 
current surplus forms part of personal sector saving. 
Because of their importance as financial intermediaries and 
so that their financial activity can be seen, the funds are 
treated in the capital and financial accounts as a separate 
sector. The accounting framework ris maintained by 
including an entry in the financial accounts which shows 
the current surplus as being invested by the personal sector 
in the funds’ sector. Friendly societies, which have a similar
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216 Financial accounts

function, are treated in the same way, though in practice 
less data are available for them.

14.10 The pension funds cover schemes for employees 
in both the public and private sectors. For the notionally 
funded public sector schemes, the surplus of contributions 
from employers and employees over the pensions actually 
paid to retired employees is treated as if it is were a loan 
from the personal sector to central government.

Other non-monetary financial institutions

14.11 The other non-monetary financial institutions 
sector comprises all the remaining financial institutions 
apart from some which are allocated to other sectors for 
special reasons. The non-monetary financial institutions 
sector includes:

Banking institutions in the Channel Islands and the 
Isle of Man which are not in the monetary sector 
Bank holding companies 
Building societies 
Credit unions
Development and venture capital companies 
Factoring companies
Finance houses and other credit granting companies
which are not in the monetary sector
Finance leasing companies
Financial holding companies
Financial trusts
Gold dealers which are not in the monetary sector 
Institutions not in the monetary sector whose main 
activity is to extend credit abroad 
Insurance companies (other than life assurance 
funds)
Insurance holding companies 
Investment trusts 
Property unit trusts 
Special finance agencies 
Unit trusts 

—authorised
—unauthorised (including Channel Island unit 
trusts and other open ended funds).

14.12 The financial institutions and funds which are 
classified to other sectors include:

(a) Central government sector 
Exchange Equalisation Account 
Export Credits Guarantee Department 
National Insurance Fund 
National Land Fund 
National Savings Bank 
Redundancy Fund

(b) Public corporations sector 
Housing Corporation 
National Film Finance Corporation 
General Practice Finance Corporation

(c) Personal sector 
Lloyds Underwriters 
Stockbrokers and jobbers

14.13 The institutions in the central government sector 
are so classified beause their operations are closely 
integrated with those of central government. The 
institutions in the public corporations sector are so 
classified because for most purposes their characteristics

f̂ . u.

as public sector bodies are more conspicuous than their 
financial characteristics. Lloyds underwriters are classified 
to the personal sector because many of them are 
unincorporated businesses and there has been no prospect 
of collecting sufficient data to distinguish them from the 
rest of the personal sector. Stockbrokers and jobbers are 
classified to the personal sector because most of these firms 
are unincorporated businesses and because their dealings 
on own account are relatively small.

14.14 The non-monetary financial institutions sector 
used to be confined to the main groups of institutions 
which made direct returns of their financial activities. From 
the beginning of 1982, when new definitions were 
introduced for use by monetary institutions in their 
counterpart analyses of borrowing and lending, the sector 
was in principle expanded to include all non-monetary 
financial institutions. It is hoped to extend direct reporting 
to the significant groups which do not yet provide returns. 
Some temporary inconsistency is accepted in the 
meanwhile, because frequent changes to the definitions for 
monetary sector reporting are not practicable.

14.15 The most important historical changes in the non
monetary financial institutions sector have been:

(a) five major finance houses were moved from 
the non-monetary financial institutions sector into 
the monetary sector when they were granted the 
status of banks in January 1972. A sixth major 
finance house was similarly moved into the 
monetary sector in March 1973;

(b) in November 1979 the Trustee Savings Banks 
Ordinary Departments were moved from the central 
government sector and amalgamated with the New 
Departments in the non-monetary financial 
institutions sector. (For statistical purposes this 
change is regarded as having taken place at the end 
of the third quarter 1979);

(c) at the end of 1979 the National Savings Bank 
Investment Account was moved from the non
monetary financial institutions sector into the 
central government sector;

(d) at the end of 1979 the Crown Agents were 
moved from the non-monetary financial institutions 
sector into the public corporations sector;

(e) at the beginning of 1982, following the 
provisions of the Banking Act 1979, many 
institutions moved into the monetary sector as 
licensed deposit takers and some institutions left the 
monetary sector. At the same time the Trustee 
Savings Banks as a whole were moved from the 
non-monetary financial institutions sector into the 
monetary sector.

CLASSIFICATION OF FINANCIAL INSTRUMENTS

14.16 The classification of financial instruments is a 
broad compromise based mainly on classification by 
issuing sector (ie sector for which the instrument is a means 
of borrowing) combined with, as convenient, classification 
by type of instrument, liquidity and whether denominated 
in sterling or foreign currency. Part of the classification 
is according to holding sector (ie sector for which the
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Financial accounts 217

instrument is a means of lending) and in one case, loans 
for house purchase, it is according to purpose. The liquidity 
criterion is not uniform, but is loosely according to 
marketability, initial term or individual instrument (the 
most liquid being notes and coin). It is not always easy 
to decide relative liquidity. An instrument may have a long 
initial term, but be nearing maturity, or it may be readily 
marketable, though perhaps at some risk of capital loss.

14.17 Other criteria which could be used to classify 
financial instruments include capital certainty, terms of 
repayment (eg instalment or lump sum), terms of interest 
payment (eg fixed or variable), and whether registered or 
unregistered. A complete classification would be 
cumbersome even if all the information could be collected. 
The classification in the financial accounts distinguishes 
some forty instruments or groups of instruments. It 
comprises: various forms of central government, local 
authority and public corporation debt; various forms of 
deposit, including bank deposits; short-term lending, 
including bank lending other than to the public sector; and 
broad groupings of longer-term debt, including various 
forms of security. In general, as much detail is included 
as is practicable to allow different groupings of instruments 
to be constructed. More detailed classifications for parts 
of the accounts are shown in some sections of the Blue 
Book and, particularly for transactions by financial 
institutions, in Financial Statistics.

14.18 The present asset classification has been in use 
since 1981. It replaced a broadly similar classification 
which had been employed with very few changes since the 
financial accounts were first published in 1963. The new 
classification makes it easier to pick out components of 
the public sector borrowing requirement and money 
supply, and it provides more information on transactions 
in overseas securities and other transactions denominated 
in foreign currency. The change is described in an article 
in Statistical Nem .

VALUATION AND TIMING OF TRANSACTIONS

14.19 In the financial accounts, the object is to record 
each transaction at the price at which the asset is 
exchanged. This means that where an asset is sold, the value 
recorded is the amount received from the sale, and where 
an asset is acquired, the value is the amount paid by the 
purchaser. These recorded transactions are then consistent 
with, for instance, any corresponding changes in bank 
balances.

14.20 As each sale is matched by a purchase (including 
the sales and purchases by dealers and by non-residents) 
the total value of sales of a particular type of asset less 
the total value of purchases should be nil. For transactions 
in securities there is a difference between the amount 
reported as paid by purchasers and the amount reported 
as received by sellers, which represents the costs (stamp 
duty and commission) of making the transaction. An 
adjustment is made when compiling some of the figures 
to remove this difference from the financial accounts and 
to include costs in the current accounts. (The ‘jobbers’ 
turn’, ie the difference between purchases and sales by 
jobbers, is treated as a capital gain).

14.21 Capital gains and losses are in principle not 
recorded in the financial accounts. For example, a person 
may sell a block of shares for £1,000 having paid, say £900 
for them earlier, so making a capital gain of £100. The 
financial accounts will record only the cash transactions. 
Taking this transaction in isolation, they will record for 
the personal sector purchase of shares for £900 matched 
by a fall in, say, bank deposits, followed by sale of shares 
for £1,000 matched by a rise in bank deposits. The capital 
gain of £ 100 is not identified (though it would be recorded 
in sector balance sheets and reconciliation accounts). Some 
capital gains and losses are included unavoidably because 
in a few cases it is not possible to obtain figures for 
transactions directly and estimates are based on changes 
in the value of holdings. For short-term sterling assets there 
is no serious problem because their value does not change, 
or moves only within narrow limits, so that information 
on cash transactions can be derived satisfactorily from 
reported holdings. For securities and foreign currency 
items, changes in holdings will not necessarily be equal to 
the cash transactions. In practice, most of the figures for 
securities represent reported transactions and adjustments 
are made to remove valuation changes from most foreign 
currency items.

14.22 The financial accounts aim to record payments at 
the time they are made, that is to say payments that are 
actually made not merely due to be made, and debts as 
they are incurred. The figures for transactions in notes and 
coin are very approximate, but in principle they record the 
net amounts that change hands between sectors. The great 
bulk of payments, by value, are made by transferring bank 
deposits. They are recorded at the time they enter the 
banking system (ie when cheques are banked, standing 
orders implemented, etc), an adjustment being made to 
allow for items in transit at the end of the account period 
(ie in the banking system but not yet cleared) to put all 
bank accounts on a common basis. Other transactions, as 
far as possible, are recorded on a compatible basis. 
Transactions in securities dealt with on the Stock Exchange 
are recorded as at the contract date. Settlement day is 
usually later. Broadly consistent timing is maintained by 
including entries for changes in amounts outstanding 
between financial institutions and stockbrokers.

14.23 The current and capital accounts aim to record the 
transactions that have accrued, is to say at the time that 
they become payable and receivable whether or not 
payment has actually been made. The financial accounts 
are made consistent with this by including timing 
adjustments to account for amounts which are payable but 
not yet paid and, to a lesser extent, payments which are 
early. These take two forms. Unpaid bills and early 
payments in the course of trade in goods and services are 
accounted for by entries, at present somewhat under- 
recorded, in trade credit. Other late and early payments, 
of tax, interest, rent, etc, are accounted for by entries in 
accruals adjustment.

2. THE PUBLISHED TABLES

14.24 Financial accounts were first presented as an 
integral part of the United Kingdom system of national 
accounts in the 1964 Blue Book. Financial accounts for

‘ A G Tansicy, ‘New financial transactions accounts’. Statistical News 53, May 1981.
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the public sector had been included in earlier Blue Books, 
and some details of the financial transactions of the 
personal sector had been included in its capital account 
table since the 1955 Blue Book. Wherever possible, the 1964 
Blue Book gave figures for the full eleven years of that 
Blue Book but the accounts are comprehensive only from 
1963, when direct returns were first available from all the 
major financial institutions. Quarterly financial accounts 
are published in Financial Statistics. They first appeared 
in the December 1964 issue and are available from the first 
quarter of 1963. Other tables in Financial Statistics give 
partial information on financial transactions in more 
detail, particularly for the monetary sector and the main 
groups of other financial institutions.

balance is termed the financial surplus or deficit. In 
principle, it is the net amount the sector lends to other 
sectors or, if negative, the net amount the sector borrows 
from other sectors. Because each item of income in the 
current and capital accounts is also an item of expenditure, 
these balances should sum across all sectors to zero. In 
practice, because there is a discrepancy between the 
estimates of income and expenditure they sum to the 
residual error (see Chapter 3). The financial accounts set 
out the financial transactions of the various sectors which 
balance each sector’s///loncw/ surplus or deficit.

Financial transactions: analysis by sector and financial 
instrument

14.25 Development of the financial accounts followed 
acceptance of recommendations in the Radcliffe Report^ 
that the range of financial statistics should be greatly 
extended. Subsequent developments were described in 
articles in the September 1962 and February 1964 issues 
of Economic Trends.

Financial surplus or deficit

14.26 The financial accounts are linked to the rest of the 
national accounts in the table on the financial surplus or 
deficit analysed by sector (Table 13.1 in the 1984 Blue 
Book). This table provides a summary of the capital 
accounts of each sector. Figures for 1983 are summarised 
in Table 14a.

14.28 The financial accounts for the latest year for all 
sectors are brought together and summarised in the Blue 
Book by a table in the form of a matrix which analyses 
financial transactions by sector and financial instrument 
(Table 13.2 in the 1984 Blue Book). This is reproduced in 
Table 14b. The table includes summary capital accounts 
which show the derivation of each seaor’s financial surplus 
or deficit at the start of its financial account. A similar 
table for the latest quarter is published regularly in 
Financial Statistics. This presentation relates a sector’s 
transactions in each instrument to transactions by other 
sectors. At the same time it relates a sector’s transactions 
in each instrument to its transactions in other instruments.

14.27 The table shows each sector’s saving, its net 
receipts of capital transfers and the extent to which these 
cover or more than cover its expenditure on fixed assets 
and the increase in the book value of its stocks. This

14.29 Within each financial instrument, the transactions 
across all sectors sum to zero. This is because when one 
sector lends another sector correspondingly borrows, and 
when one sector buys a financial asset another sector has 
to sell it, and because the matrix incorporates these 
relationships as a constraint. The sum of each sector’s

Table 14a
Financial surplus or deficit, 1983

£ million

Private sector

Personal
sector

Industrial
and

commercial
companies

Financial
companies

and
institutions

Public
sector'

Overseas Residual 
sector error

Saving^
Capital transfers (net 

receipts
less Gross domestic fixed 

capital formation 
less Increase in value of 

stocks and work in 
progress

22 257 
1 137

-  14 977

-446

26 651 
475

-15  919

- 3  335

5 689 
-182

- 5  215

-38

4 813 
- I  430

-13  448

-774

Financial surplus or deficit 7 971 7 872 254 -  10 839 - 2  916 - 2  342

Source: 1984 Blue Book, Table 13.1.
Public corporations, central government and local authorities are shown separately in 
Before providing for depreciation, stock appreciation and additions to tax reserves.

the Blue Book.

Report o f  the Committee on the Working o f  the Monetary System, Cmnd 827, August 1959.
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Analysis by sector and type of asset, 1983*

Table 14b £ million

Private sector (Public sector

Financial institutions

Personal
sector

Industrial
and

commercial
companies

Monetary Life
assurance 
and super
annuation 

funds

Other Public Central
corporations government

Local
authorities

C A P lT /f ACCOUNT 
Saving

Capital transfers (net receipts) 
less Cross domestic Fixed capital 

formation
less Increase in value of stocks and work 

in progress
Financial surplus or deficit

22 257 
I 137

26 651 
475

2 571 
-169

7 297 
667

5 073 
1 514

14 977 15 919 673 1 333 3 209 8 017 2 484

3 335 
7 872 - 1  333 -807

322 
9 393

FINANCIAL TRANSACTIONS 
ACCOUNT 
Notes and coins 
Market treasury bills

548
27 122 -  154

British government securities 
National savings 
Tax instruments
Net government indebtedness to Banking 

Department
Northern Ireland central government debt 
Government liabilities under exchange 

cover scheme
Other public sector financing: 

Non-marketable debt 
Short-term assets

Issue Department's transactions in 
commercial bills

Government foreign currency debt 
Other government overseas financing 
Official reserves 
Local authority debt:

Temporary 
Foreign currency 
Sterling securities 
Other sterling debt 

PubUc corporations debt;
Foreign currency 
Sterling

Deposits with monetary seaor:

9 490 
3 001 

101

20 - 7

-85 88

-107 -215
-12

175 -2 7 83 143 -  176 -4

-449 -3 7
-254 

- 1  748 - 8
116 

3 681

15
115

-227 - 4
-  101 
1 332 1 646

Ai^uisition of ass«s or resuclion in liabilities is shown positive; sale of assets or increase in liabilities negative 
Before providing for depreoation. stock appreciation and additions to tax reserves.

2 589 
-583

2 947

-941

- 3

17

-4 6

Overseas
sector

- 2  916

- 2  916

28

903

-10

Sterling sight 2 138 1 396 - 4  369 44 11 36 420
Sterling time 931 2 086 - 8  590 1 060 1 694 13 3 3 626
Foreign currency -167 1 834 -  22 020 -1 0 - 4 10 19 858

Deposits with building societies 10 505 603 694 185 -  II 992 5
Deposits with other financial institutions
Bank lending (excluding public sector):

Foreign currency 73 -615 20 392 -1 9 059
Sterling - 4  992 - 2  086 10 829 123 - 2  165 - 2 253

Credit extended by retailers -121 100 21
Identified trade credit:

Domestic -  188 735 -2 0 -522 - 5
Impon and export 59 -3 8 -236 215

Loans for house purchase:
Building societies -11 017 -2 4 11 041
Other - 3  554 3 597 141 12 105 4 -305Other public sector lending 32 -  110 27 247 5 201Other lending by financial institutions -634 -448 170 912

Unit trust units 608 704 -  1 312
United Kingdom company securities - 2  437 -  1 137 60 2 552 -  189 47 -505 1 609Overseas securities 326 484 2 773 2 388 964 - 6 955Life assurance and superannuation funds 15 171 14 468 -703Miscellaneous domestic instruments 123 -45 86 -  164
Direct and other investment abroad 3 765 -282 72 51 _ i 606Overseas direct and other investment in

the United Kingdom - 2  789 -209 ~ 143 141Miscellaneous instruments 
Accruals adjustment - 3

1 676 
- 1  228 6

-4 0
267

-  1 173 
-  19

39
183

547
797

-  1 049 
- 3

Total financial transactions 11 288 5 317 941 - 2 114 -769 - 2  248 - 9  021 -1  562 - 2 832
BALANCING ITEM - 3  317 2 555 1 453 781 -3 8 743 -372 621 -84

• ̂
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financial transactions should equal its financial surplus or 
deficit, but there is no constraint on this axis and, because 
the sources are imperfect, there is a discrepancy, termed 
the balancing item.
14.30 For each sector, the financial surplus or deficit is 
equal to the sum of total financial transactions and the 
balancing item. Across all sectors, the financial surpluses 
or deficits sum to the residual error (paragraph 14.27, 
14.28). Across all sectors, transactions in each financial 
instrument sum to zero (paragraph 14.29). It follows that, 
across all sectors, the balancing items also sum to the 
residual error.
14.31 The financial surplus or deficit of the overseas 
sector equals the balance of payments surplus on current 
account (with reversed sign) plus any net capital transfers 
to overseas. Since 1962 such capital transfers have occured 
only in 1973 and 1974. Total financial transactions of the 
overseas sector equal total ‘capital’ account transactions 
in the balance of payments omitting any net capital 
transfers to overseas, and the overseas sector balancing 
item equals the balancing item in the balance of payments.
Financial transactions: analysis by sector
14.32 The Blue Book also includes tables which set out 
the financial transactions of individual sectors over the 
eleven years of the Blue Book. (Tables 13.3 to 13.13 in the 
1984 Blue Book). Similar tables on a quarterly basis are 
published in Financial Statistics. Because of the importance 
for government policy of the financial activity of the public 
sector as a whole, the Blue Book includes two tables of 
its financial transactions (Tables 13.11 and 13.13), as well 
as separate tables for central government, local authorities 
and public corporations. The first public sector table shows 
its financial transactions in the same format as the tables 
for other sectors. The second separates transactions in 
public sector assets from transactions in public sector 
liabilities and, within the latter, includes entries for the 
public sector borrowing requirement and its central 
government, local authorities and public corporations 
components. The other entries in this table constitute a 
summary of the financial activities, such as lending and 
investment, which are closely linked to the public sector’s 
operational activities. After taking these into account, the 
public sector borrowing requirement constitutes the 
underlying call on other sectors for finance. A further table 
(Table 13.14) analyses the public sector borrowing 
requirement by financial instrument within, broadly, each 
sector providing the finance.
Sector balance sheets
14.33 Tables in the Blue Book show oniy transactions 
in financial assets, not holdings at end of year. Such 
balance sheet statistics were pioneered by Department of 
Applied Economics, Cambridge University, who published 
annual estimates for 1957 to 1966̂ . The annual balance 
sheet of the personal sector was brought up to 1976 by 
official estimates in the January 1978 issue of Economic 
Trends and has been updated regularly as a supplementary 
table in Financial Statistics since the issue for February 
1980. Annual balance sheets for all sectors were brought

up to 1975, and to 1978 for most financial items, by official 
estimates in the November 1980 issue oi Economic Trends. 
Annual estimates of the financial items were brought up 
to 1982 in the June 1984 issue of Financial Statistics. It 
is hoped to keep these estimates up to date and to publish 
them regularly as supplementary tables in Financial 
Statistics. Quarterly estimates, in less detail, for the 
financial items in the balance sheets of the non-bank 
private sector and its component sectors are available from 
the end of 1966 and have been published regularly as 
supplementary tables in Financial Statistics since the 
August 1981 issue. From the January 1985 issue they are 
in the main body of Financial Statistics. Other tables in 
the main body of Financial Statistics show partial 
information for holdings in considerably more detail, 
particularly for holdings by the main groups of financial 
institutions.

3. STATISTICAL SOURCES
SECTORS

Personal sector
14.34 No direct returns are received from the personal 
sector and estimates of its financial transactions are largely 
based on information provided by other sectors. Figures 
for personal sector bank deposits, for example, are 
obtained from returns made by monetary institutions and 
figures for personal sector lending to local authorities are 
obtained from returns made by local authorities. Such 
counterpart information is generally not available for 
transactions in marketable and negotiable instruments. 
Estimates for some of these are based on assumptions 
about the sectoral distribution of the instruments; others 
are made by allocating residual transactions in particular 
instruments to the personal sector, after transactions by 
other sectors have been estimated, so that transactions over 
all sectors sum to zero. Estimates for notes and coin, for 
example, are based on assumptions about their sectoral 
distribution and estimates for company securities are made 
by residual.
14.35 There seems to be no prospect of introducing 
direct sources of information on financial transactions by 
the personal sector. Sample surveys of households asking 
about their financial transactions are costly and not 
reliable. One difficulty is the need to obtain information 
from a relatively large number of households in the higher 
income groups, where response to this sort of survey is 
usually very low. Surveys would also need to cover 
unincorporated businesses, private non-profit-making 
bodies and private trusts. Some information is obtainable 
from the analysis of the wealth of individuals made by the 
Inland Revenue in the course of administering capital 
transfer tax and capital gains tax. But these estimates are 
subject to large errors, especially on year to year changes, 
and do not cover private non-profit-making bodies and 
private trusts.

Industrial and commercial companies
14.36 Very little direct information is available for

In the balance of payments accounts, the ‘capital’ account celates to financial transactions, not to capital formation, etc as in the domestic sector capital 
accounts.
Jack Revell, assisted by Graham Hockley and John Moyle, The Wealth o f  the Nation, Cambridge University Press, 1967; Alan R Roe. The Financial 

Interdependence o f  the Economy. Chapman and Hall, 1971
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Financial accounts

financial transactions of industrial and commercial 
companies and estimation methods are similar to those for 
the personal sector. Direct returns on some overseas 
financial transactions which are used in the balance of 
payments accounts are also used in the financial accounts. 
Retailers provide direct returns of the sales on credit terms 
which they finance themselves. The Department of Trade 
and Industry conducts a survey of company liquidity. It 
covers only a selection of large companies but the results 
are used for the financial accounts where no other 
information is available. Published company accounts are 
another direct source. They are analysed and aggregated 
by the Department of Trade and Industry and the results 
are published in Business Monitor MA3. They have 
shortcomings as a source for the financial accounts in that 
they are based on a mixture of accounting years, they 
include activity of overseas subsidiaries and branches, they 
lack detail on transactions in financial instruments and they 
are late, but they provide estimates for some transactions 
in securities and, potentially, for trade credit, for which 
there is no other sourced

are published in Financial Statistics, including an industrial 
analysis of bank advances and acceptances.

Life assurance and pension funds

Monetary sector

14.37 Figures for the financial transactions of the 
monetary sector are compiled by the Bank of England from 
a system of returns made by the monetary sector 
institutions. The returns include sector analyses of deposits 
and of advances and loans which are used as the source 
of figures for all sectors, not just the monetary sector. 
Some of the returns relate to banking months (which end 
on the institutions’ mid-month make-up day) and are used, 
for example, for monitoring changes in the money supply. 
The institutions also provide returns relating to calendar 
quarters which are used to compile the figures for the 
financial accounts. Most of the figures are reported in 
terms of amounts outstanding. The main return is a 
detailed balance sheet. Ancillary returns provide further 
information on the sector breakdown of assets and 
liabilities and on transactions in some items. Adjustments 
are made to exclude the effect of movements in exchange 
rates when calculating transactions from amounts 
outstanding for foreign currency items. For investments 
and other items whose amounts outstanding are affected 
by changes in market price, transaction figures are obtained 
from the ancillary returns of transactions.

14.41 Figures for financial transactions by life assurance 
and pension funds are based on information collected by 
the Department of Trade and Industry. The British 
Insurance Association provides aggregate figures for its 
members operating in the United Kingdom, which include 
the main collecting friendly societies; for larger companies 
these are obtained quarterly, for smaller companies 
annually. They show transactions by long-term funds 
separately from transactions by general funds. The long
term funds are regarded in the financial accounts as 
synonymous with life assurance funds; the types of long
term insurance which are not life, mainly permanent health 
and capital redemption, are a very small proportion of total 
long-term business. The figures are obtained by the 
Association from returns made by its members. The figures 
for long-term funds cover pension schemes which the 
insurance companies operate on behalf of other companies. 
Since 1974 the Department of Trade and Industry has 
collected similar returns from a sample of insurance 
companies which are not members of the British Insurance 
Association and uses the combined data to produce 
estimates for all authorised long-term insurers operating 
in the United Kingdom.

14.38 Monetary sector institutions have made 
comprehensive returns from the second quarter of 1963. 
The amount of estimation for 1963 as a whole is negligible. 
For earlier years the published figures are partly estimated 
and do not cover a number of important banks, in 
particular the United Kingdom offices of some overseas 
banks.

14.42 Since 1974 these estimates have covered United 
Kingdom subsidiaries and branches of overseas companies. 
From 1967 to 1973 the only subsidiaries and branches of 
overseas companies which were covered were those of 
Commonwealth life companies which were members of the 
British Insurance Association. Before 1967 no such 
subsidiaries and branches were covered. The estimates 
cover transactions in respect of money remitted by overseas 
subsidiaries and branches, but they exclude transactions 
on behalf of overseas subsidiaries and branches, which are 
part of overseas portfolio investment in the United 
Kingdom, information for which is collected separately. 
Before 1985 these estimates also exclude direct investment 
in overseas subsidiaries and branches and inward direct 
investment by overseas parent companies, information for 
which was collected by separate inquiries into direct 
investment. From 1985 questions on direct investment in 
subsidiaries, including overseas subsidiaries, have been 
added to the inquiry; the separate inquiry into inward direct 
investment remains.

14.39 There have been several important breaks in series. 
Several large institutions joined the sector in 1972 and 1973. 
After a review of the reporting system, improved returns 
were introduced in 1975. Following the Banking Act 1979,
a large number of institutions joined the sector, and some 
left it, at the end of 1981.

14.43 Up to 1978, the information from insurance 
companies related only to transactions in financial assets. 
From 1979, the companies also provided information 
about their borrowing, other than capital issues 
(information for which is obtained from Stock Exchange 
data) and inward direct investment by overseas parent 
companies.

14.40 Figures for calander quarters and banking months

14.44 The Department of Trade and Industry obtains 
similar information from quarterly returns by local 
authority and other public sector pension funds and from 
a sample of private sector self-administered pension funds. 
Estimates are made for any public sector funds which 
occasionally fail to respond and the figures from the sample

of r  ^  Companies* in Statistical News 37, May 1977 and two articles on the analysisoi puDhsned accounts in Statistical News 44, February 1979. ^
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of private sector funds are grossed up on the basis of 
information about the population of private sector funds 
at the end of 1978 to give estimates for all private sector 
funds.

14.45 The returns from pension funds have been 
collected since 1963. They have always included details of 
short-term borrowing. Details of longer-term borrowing 
have been included from 1976.

14.46 As for other sectors, figures for bank deposits and 
bank lending of life assurance and pension funds are 
obtained from monetary sector statistics in order to achieve 
consistency between sectors. Monetary sector statistics 
provide counterpart figures for bank deposits and bank 
lending of non-monetary financial institutions but not for 
life assurance and pension funds separately. These are 
estimated by dividing the figures for non-monetary 
financial institutions in proportion to the figures obtained 
from the direct returns made by life assurance and pension 
funds and by the other non-monetary financial institutions.
14.47 Changes in the liability of life assurance and 
pension funds to the policy holders and scheme members 
(ie the net surplus of the funds’ current income over current 
expenditure, see paragraph 14.9) are estimated from a 
variety of sources including information published by the 
Life Offices’ Association, annual figures collected by the 
Department of the Environment for local authority pension 
funds, annual returns to the Department of Trade and 
Industry by other public sector and private sector pension 
funds, and the Government Actuary’s Department four- 
yearly survey of occupational pension schemes. The 
difference between the estimated change in liability based 
on these sources and the net increase in the funds physical 
and financial assets appears as the sector’s balancing item. 
From 1984 fully articulated reporting of income, 
expenditure and financial transactions for insurance funds 
is being introduced.

14.48 Net payments by the personal sector towards 
public sector pension schemes for which no separate fund 
is kept are treated as lending by the personal sector to 
central government (see paragraph 14.10). The figures are 
obtained from government sources.

Other non-monetary financial institutions

14.49 Figures for financial transactions by other non
monetary financial institutions are compiled largely from 
quarterly returns made by the institutions. Building 
societies send quarterly returns to the Bank of England 
(before 1983, to the Central Statistical Office), which are 
used in conjunction with monthly returns sent to the 
Building Societies Association. Non-monetary sector 
consumer credit companies send returns to the Department 
of Trade and Industry, which also compiles figures for 
general insurance funds in the same way as for long-term 
insurance funds (see paragraphs 14.41 to 14.43). 
Investment trusts, unit trusts, property unit trusts and 
special finance agencies send returns to the Bank of 
England.

14.50 As for life assurance and pension funds (see 
paragraph 14.46), in order to achieve consistency across 
sectors, bank deposits and bank lending of other non
monetary financial institutions are derived from the 
counterpart figures reported by monetary institutions for

all non-monetary financial institutions. These figures are 
divided in proportion to the figures obtained from the 
direct returns made by life assurance and pension funds 
and by other non-monetary financial institutions.

14.51 Recently the Bank of England has started to 
receive returns from banking institutions in the Channel 
Islands and Isle of Man which are not in the monetary 
sector, gold dealers not in the monetary sector, institutions 
not in the monetary sector whose main activity is to extend 
credit abroad, unit trusts in the Channel Islands and Isle 
of Man and other specialised financial institutions, but the 
figures are not yet used in the financial accounts. It is 
hoped to bring them into the accounts and to extend the 
system of returns to the remaining significant groups of 
institutions.

14.52 Financial transactions by finance leasing 
companies are, in the meantime, estimated from a variety 
of sources including figures provided by the Equipment 
Leasing Association, the companies annual accounts and 
information about their expenditure on fixed assets
obtained from the quarterly inquiry into capital 
expenditure.

14.53 Other sources of data for non-monetary financial 
institutions include figures for sales of unit trust units 
published by the Association of Unit Trust Managers and 
figures for capital issues compiled by the Bank of England 
from the financial press and Stock Exchange data.

Public corporations

14.54 Figures for financial transactions by public 
corporations are obtained from quarterly returns by the 
larger corporations supplemented by the corporations’ 
published accounts and other sources. These include 
information from government sources about borrowing 
from central government, counterpart information about 
bank deposits and bank lending provided by monetary 
sector statistics and figures for borrowing under the 
exchange cover scheme, which are obtained from the 
Treasury and the Bank of England.

Central government

14.55 Figures for financial transactions by central 
government are obtained from detailed information 
provided by the Treasury, other government departments 
and the Bank of England. The Treasury provides 
information about lending to the private sector and 
overseas, transactions in company securities (including 
sales of shares in the course of privatisations), transactions 
in Northern Ireland government debt, transaction by the 
National Insurance Fund, the National Savings Bank 
Investment Fund and the Fund for the Banks for Saving, 
lending to local authorities, and many other smaller 
transactions. The Inland Revenue provides figures for 
issues and surrenders of tax instruments. The Department 
for National Savings provides figures for receipts of 
national savings from members of the public. Other 
government departments provide information about 
government lending to public corporations.

14.56 Information obtained from the Bank of England 
includes figures for issues of notes and coin, sales of 
government debt, other government borrowing including
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receipts of national savings by the National Loans Fund, 
transactions by the Exchange Equalisation Account 
including changes in the official reserves, Bank of England 
Issue Department transactions in commercial bills, and 
changes in net indebtedness to the Bank of England 
Banking Department. Figures for central government bank 
deposits are provided by the Bank of England from 
monetary sector statistics.

Local authorities

14.57 Figures for financial transactions by local 
authorities are obtained mainly from quarterly returns to 
the Department of the Environment from all local 
authorities. These returns give details of temporary and 
longer-term borrowing, each sub-divided between 
marketable and non-marketable debt. Within the non- 
marketable debt, the returns give details of the lending 
sector. Figures for borrowing from central government 
obtained from government sources, and figures for bank 
deposits and bank lending obtained from monetary sector 
statistics, are used in preference to figures given by the 
returns. Differences on the borrowing side are offset in 
borrowing from the personal sector, so that total 
borrowing given by the returns is not changed.

Overseas

14.58 Items appearing in the financial account of the 
overseas sector are mainly taken from the balance of 
payments ‘capital’ account, which is set out in detail in 
the annual ‘Pink Book’— United Kingdom Balance o f  
Payments. The sources are described in Chapter 15. Much 
of this account is compiled from sources which are used 
for other sectors’ financial accounts, namely monetary 
sector statistics, inquiries to financial institutions and 
central government records, together with information 
available within the Bank of England on various official 
transactions. Other statistics for balance of payments 
purposes are derived from inquiries into overseas direct 
investment of companies (with separate inquiries to oil 
companies), inquiries into overseas portfolio investment 
by dealers in securities, various sources of international 
trade credit information (including the Export Credits 
Guarantee Department and public corporations), data on 
United Kingdom non-monetary sector transactions with 
banks overseas from the Bank for International 
Settlements, and various sources for minor transactions. 
A reconciliation between the financial accounts and the 
balance of payments accounts is published in Financial 
Statistics annually as a supplementary table.

FINANCIAL INSTRUMENTS

14.59 This section describes the sources for the analysis 
of financial transactions by sector and financial instrument 
as in Table 14b. Figures for most overseas sector 
transactions are obtained from balance of payments 
sources. More details of them are given in Chapter 15 (see 
paragraphs 15.75 to 15.92.

Notes and coin

14.60 The figures cover notes issued by the Bank of 
England and the Scottish and Northern Ireland banks and 
coin issued by the Treasury. Bank of England notes are

issued by the Issue Department of the Bank of England 
which is classified as part of central government. Bank of 
England notes as well as coin are therefore a source of 
government finance.

14.61 Figures for central government are provided by 
the Bank of England and relate to net issues of notes and 
coin less changes in the amounts held by the Bank of 
England Banking Department, which are included in net 
government indebtedness to Banking Department.

14.62 Figures for the monetary sector are obtained from 
monetary sector returns. They exclude changes in holdings 
by the Banking Department as far as Bank of England 
notes are concerned since these are included in net 
government indebtedness to Banking Department. The 
figures otherwise relate to changes in monetary sector 
holdings less net issues by Scottish and Northern Ireland 
banks.

14.63 Figures for the overseas sector are estimates made 
for balance of payments purposes (see Chapter 15). Subject 
to two adjustments, the residual flow is attributed in the 
ratio one to five between industrial and commercial 
companies and persons. One adjustment allows for the fact 
that companies’ holdings are high on Thursdays and 
persons’ holdings are high on Fridays. The second 
adjustment allows for the build-up of persons’ holdings 
at Easter.

14.64 There are as yet no figures for public corporations, 
local authorities or other financial institutions.

Market Treasury bills

14.65 These are Treasury bills other than official 
holdings (ie holdings by the National Debt Commissioners, 
the Exchange Equalisation Account, government 
departments and the Issue Department of the Bank of 
England). Also excluded are:

(a) holdings by the Banking Department of the Bank 
of England, which are included in net government 
indebtedness to Banking Department',

(b) treasury bills issued to overseas central banks as 
the counterpart to swaps against sterling in support of 
the reserves. These are included in other government 
overseas financing'.

(c) treasury bills held by the Bank of England as the 
sterling counterpart of central bank assistance in the 
form of foreign currency deposits. These are included 
in government foreign currency debt.

14.66 Figures for central government are provided by 
the Bank of England. Figures for local authorities, public 
corporations, the monetary sector and non-monetary 
financial institutions are obtained from returns. Figures 
for the overseas sector come from balance of payments 
sources. (Up to 1962 the overseas figures relate only to 
overseas monetary authorities.) Transactions by the 
personal sector are known to be relatively small and are 
ignored. The residual flow is attributed to industrial and 
commercial companies.

British government securities

14.67 As well as British government securities, this item
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includes sterling government guaranteed marketable 
securities o f nationalised industries.

14.68 Figures for central government are provided by 
the Bank o f England and are made up o f total net issues 
less net purchases by official holders (the National Debt 
Commissioners, the Exchange Equalisation Account, the 
Issue Department of the Bank of England, and government 
sinking funds) and less net purchases by the Banking 
Department o f the Bank o f England (which are included 
in net government indebtedness to Banking Department). 
Figures for local authorities, public corporations, the 
monetary sector and non-monetary financial institutions 
are obtained from returns. (Those for local authorities and 
the monetary sector are at book value: those for public 
corporations relate to the larger corporations, but probably 
cover virtually all public corporations’ transactions.) 
Figures for industrial and commercial companies are 
grossed up estimates based on changes in holdings (at book 
value) reported by the large companies in the Department 
o f Trade and Industry’s survey o f company liquidity. 
Figures for the overseas sector come from balance of 
payments sources and comprise transactions by non
government overseas residents as obtained from monetary 
sector statistics and other Bank o f England sources. The 
residual flow is attributed to the personal sector.

National savings

14.69 These comprise deposits with the National Savings 
Bank Ordinary Account and the National Savings Bank 
Investment Account, national savings certificates, and the 
various bonds and other instruments, including save as you 
earn contracts, marketed by the Department for National 
Savings. It excludes British government securities on the 
nation savings stock register, which are included in British 
government securities. Before 1981 it excludes deposits with 
the National Savings Bank Investment Account, which 
until then was classified as a non-monetary financial 
institution. Up to the third quarter o f  1979 it includes 
deposits with the Trustee Savings Banks Ordinary 
Departments, which at the end o f the third quarter 1979 
were amalgamated with the Trustee Savings Banks New 
Departments, at that time in the non-monetary financial 
institutions sector.

14.70 Interest (including index linked increments and 
bonuses) on national savings instruments is recorded in the 
current account when it becomes due, that is when the 
government could be called upon to pay it. For several of 
the instruments it is subject to step changes reflecting the 
terms of the instruments. Index linking on save as you earn 
contracts, for example, is not payable until they have been 
held for five years; it then amounts to an immediate 
increment representing five years’ growth. Interest on 
national savings is therefore rather less close to being 
recorded as a smooth accrual than interest on most other 
financial instruments, bank deposits for example, on which 
interest mostly falls due at an even rate.

14.71 For British saving bonds, income bonds and 
premium bonds (for which prizes are treated as interest), 
interest falls due and is paid out at the same lime and none 
of it is credited to investors’ accounts. It is therefore 
recorded only in the current account.

14.72 For the remaining national savings instruments.

JL

certificates, save as you earn contracts, the yearly plan, 
deposits with the ordinary and investment accounts, and 
income bonds, interest is paid out or credited to accounts 
generally after, sometimes long after, it falls due. For 
certificates, for example, this is because interest can be 
obtained only by cashing the instrument. For all these 
instruments, interest is recorded in the current and financial 
accounts at the same time as if it is paid out when it 
becomes due and immediately reinvested. Payments of 
interest are then treated as withdrawals in the financial 
accounts. This gives a better representation of the 
investment activity than recording only amounts formally 
credited to accounts and actual cash movements, but it 
differs from the treatment o f other financial instruments 
such as bank and building society deposits. For these 
instruments, interest is recorded as reinvested only when 
it is credited to investors’ accounts, the short lag from when 
it is recorded in the current account being reflected by a 
timing adjustment in the accruals adjustment item.

14.73 National savings, which are a claim on central 
government, are mostly held by the personal sector, but 
deposits with the investment account, income bonds and 
deposit bonds are taken up by other sectors, in particular 
by non-monetary financial institutions and industrial and 
commercial companies. The analysis by sector is provided 
by the Department for National Savings.

14.74 Some national savings transactions are made 
directly with the Department for National Savings, but 
some are made through banks and most are made through 
the Post Office. The transactions through banks are 
virtually all settled with central government within the 
account period to which they relate. Settlement with the 
Post Office lags by a week or more, which can have a 
substantial effect on cash movements, especially when 
changes in the terms o f national savings instruments are 
announced towards the end o f an account period. 
Transactions through the Post Office are recorded in the 
period in which they occur. The difference between their 
total for the period and the amount reaching central 
government in the period is treated as change in the 
working balance held by the Post Office on account of its 
national savings business. This working balance is strictly 
a separate financial instrument, but for simplicity changes 
in it are included with national savings as transactions by 
public corporations.

14.75 Detailed figures for transactions in the various 
national savings instruments and for changes in the Post 
Office working balance are given in Financial Statistics 
(Tables 3.9 and 3.10 in the January 1985 issue).

Tax instruments

14.76 These are certificates of tax deposits and, in earlier 
periods, tax reserve certificates and tax deposit accounts. 
They are a form o f government borrowing and may be 
surrended for cash or in payment o f tax, when they earn 
a higher rate o f interest. The Inland Revenue provide 
figures for issues and surrenders analysed between 
companies and the personal sector. Transactions by local 
authorities are known to be unimportant. Transactions by 
public corporations are known fairly accurately from 
returns by the larger corporations. Transactions by the 
monetary sector and non-monetary financial institutions, 
mainly building societies, are also obtained from returns.
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The residual amount o f  
certificates is attributed to 
companies.

transactions in company 
industrial and commercial

Net government indebtedness to Banking Department

14.77 All transactions between the central government 
and the Bank o f England Banking Department, which is 
included in the monetary sector, are recorded under this 
heading. The central government debt held by the Banking 
Department includes ways and means advances, Bank o f  
England notes, tax instruments, British government and 
government-guaranteed securities, Treasury bills and 
Treasury interest-free notes. Netted o ff against these 
instruments are changes in Paymaster General and 
National Loans Fund deposits with the department, 
including money market balances held by the National 
Loans Fund under Section 12 o f  the National Loans Act.

Northern Ireland central government debt

14.78 This item comprises borrowing by the Northern 
Ireland central government departments by way o f  
Northern Ireland government securities, Northern Ireland 
Treasury bills, Ulster savings certificates, Ulster 
development bonds, bank advances and advances from 
non-monetary financial institutions (at present mainly 
building societies). The Northern Ireland Department o f  
Finance provides an analysis by instrument. Transactions 
are attributed to non-monetary financial institutions where 
identified. Monetary sector transactions are obtained from 
monetary sector returns to the Bank o f England. The 
residual borrowing through Treasury bills (none are in issue 
at present) is attributed to industrial and commercial 
companies. Residual borrowing through the other 
instruments is attributeo to the personal sector.

14.79 Northern Ireland central government departments 
are part of the central government sector. Their borrowing 
from the National Loans Fund or from votes is intra-sector 
and does not appear in the accounts. Their borrowing from 
the European Investment Bank is included in government 
foreign currency debt.

Government liabilities under exchange cover scheme

14.80 This item is the central government’s capital gain 
or loss on foreign currency borrowing under the exchange 
cover scheme as passed back to the original borrower when 
the borrowing is repaid. The scheme is available to local 
authorities and public corporations and to some private 
sector companies such as recently privatised corporations 
while this borrowing under the scheme is running off. 
Foreign currency borrowed under the scheme, which may 
be from the monetary sector or direct from the overseas 
sector, is exchanged for sterling with the government and 
the government carries any change in the sterling cost of 
repayment (and interest payments). The scheme was 
introduced to provide assistance to the official reserves. 
The figures are provided by the Bank o f England.

14.81 As an example, suppose a local authority borrows 
£1 million in foreign currency under the scheme, which it 
immediately sells to central government for £1 million, and

that the exchange rate has halved when the time comes for 
repayment. The repayment is entered in the local 
authorities sector and monetary or overseas seaor accounts 
at the current exchange rate, i.e. as £2 million. At the same 
time the local authority buys the foreign currency from  
central government at the original exchange rate and the 
accounts record that local authorities bank deposits fall 
by £1 million, central government bank deposits rise by 
£1 million, and the official reserves, in the central 
government and overseas entry sector accounts, fall by £2 
million. An accompanying entry o f  £1 million paid by 
central government to local authorities in government 
liabilities under exchange cover scheme balances the central 
government and local authorities sector accounts. If 
sterling has appreciated, the balancing entry would have 
been a payment from local authorities to central 
government. The effect o f  the scheme is that o f  a back- 
to-back loan in which the local authority, or other 
borrower, places the foreign currency on deposit with 
central government and borrows back from central 
government the same amount in sterling at the original 
exchange rate.

Other public sector financing: non-marketable debt

14.82 This item comprises ways and means advances by 
the National Coal Board and (until the end o f 1980) the 
National Savings Investment Account, repayments by the 
Fund for the Banks for Savings to the Trustee Savings 
Banks, and deposits by public corporations with the 
National Loans Fund and the Paymaster General. The 
figures are obtained from central government accounts.

Other public sector financing: short-term assets

14.83 This item comprises short-term lending by local 
authorities and public corporations to the private sector 
and overseas, other than bank deposits, which are shown 
separately. There is no central government component. 
Central government short-term assets other than bank 
deposits comprise Issue Department transactions in 
commercial bills and official reserves.

14.84 From 1979 the figures for local authorities are 
obtained from returns by local authorities. Before 1979 
only local authorities short-term lending to some non
monetary financial institutions is included, as obtained 
from returns by these institutions. For public corporations 
the figures comprise transactions in commercial bills and 
short-term lending to overseas as obtained from returns 
by the larger public corporations.

Issue department transactions in commercial bills

14.85 Transactions in commercial bills by the Issue 
Department o f  the Bank o f England are assumed to be in 
bills issued by industrial and commercial companies and 
are treated as transactions with industrial and commercial 
companies. The transactions are in fact largely with banks, 
whose dealings in commercial bills are included in bank 
lending. The Issue Department transactions are therefore 
accompanied by broadly equivalent, opposite transactions 
between the monetary sector and industrial and commercial
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companies within bank lending. The figures are provided 
by the Bank o f England.

Government foreign currency debt

14.86 This item comprises foreign currency borrowing 
by central government under bank euro-dollar facilities and 
from governments and central monetary authorities abroad 
(including foreign currency deposits), issues and 
redemptions o f British government foreign currency bonds, 
drawings from the IMF, and borrowing by Northern 
Ireland central government departments from the 
European Investment Bank. Transactions are between 
central government and the monetary sector or the overseas 
sector. The figures are provided by the Bank o f England 
and, for the Northern Ireland borrowing, by the Northern 
Ireland Department o f Finance.

Other government overseas financing

14.87 This item comprises all central government 
transactions with overseas which finance the central 
government borrowing requirement and which are not 
included elsewhere. It includes sterling borrowing from 
governments and central monetary authorities in the form 
of assistance with a sterling counterpart invested in 
Treasury bills (aid bills), amounts swapped forward against 
sterling with overseas monetary authorities in 1971 and 
1972, transfers from the government's dolllar portfolio into 
the reserves, gold subscriptions to the IMF, changes in IMF 
holdings o f non-interest bearing notes other than those 
arising from drawings or subscriptions, allocation of 
special drawing rights, the Exchange Equalisation 
Account’s loss on forward commitments entered into 
before devaluation in 1967 and part o f ‘official short-term 
transactions (n .e.i.)’ in the balance o f payments. The 
figures are obtained from balance of payments sources and 
are largely provided by the Bank o f England.

Official reserves

14.88 This item comprises the transactions by the 
Exchange Equalisation Account (a central government 
account) in gold, convertible currencies and IMF special 
drawing rights, together with, from July 1972, changes in 
the United Kingdom’s reserve position with the IMF and, 
from July 1979, European currency units acquired from 
swaps with the European Monetary Co-operation Fund. 
The figures are provided by the Bank of England.

14.89 As for most foreign currency items in the financial 
accounts, the figures relate to the sterling value of 
transactions and exclude changes on revaluation. They 
exclude, in particular, the revaluation on devaluation of 
sterling in 1967. Up to 20 August 1971 the transactions 
were converted to sterling at the parity rate o f exchange 
and were equal to the difference between opening and 
closing levels. Market rates of exchange were within 1 per 
cent of parity and the small difference from the sterling 
value at which transactions occured was negligible. From 
23 August 1971 exchange rates have fluctuated more 
widely, transactions have been valued at market rates of 
exchange, and they no longer equal the difference between 
opening and closing levels. Quarterly figures showing the 
composition o f the reserves and the relationship between 
transactions and levels are published in Financial Statistics.

Local authority debt

14.90 The figures relate to all borrowing by local 
authorities including borrowing from banks and from the 
authorities’ own pension funds. Since 1961 they have been 
based on quarterly returns made by all local authorities 
supplemented by information from returns by other sectors 
nnd from official records to assist allocation to counterpart 
sectors, particularly as regards marketable debt.

14.91 Local authority debt is divided into temporary, 
foreign currency (which includes borrowing under the 
exchange cover scheme), sterling securities and other 
sterling debt. The temporary debt is borrowing with an 
initial maturity o f less than one year; it includes bank 
advances and borrowing through revenue bills. The sterling 
securities comprise listed securities together with listed and 
unlisted negotiable bonds.

14.92 Figures for the authorities temporary borrowing 
are obtained from their returns. Figures for iheu foreign 
currency borrowing are taken as the counterpart of 
transactions by the monetary sector and the overseas 
sector. These counterpart figures are provided by the Bank 
of England from monetary sector returns and official 
records. Figures for the authorities’ borrowing through 
sterling securities are obtained from their returns. Figures 
for their other sterling debt are the residual within the total 
borrowing given in their returns.

14.93 Figures for counterpart sectors are obtained as 
follows. Central government figures are obtained from 
official records. Public corporation figures are taken panly 
from the local authorities’ returns and partly from returns 
from the larger public corporations, with some information 
from the Bank of England on borrowing arranged through 
National Girobank for repayments to new town 
corporations. Monetary sector figures are provided by the 
Bank o f England from monetary sector returns. Figures 
for life assurance and pension funds and for other non
monetary financial institutions are obtained from returns 
from these institutions. Figures for the authorities’ 
borrowing from their own pension funds are given in these 
returns and are included in the figures for other sterling 
debt. Figures for industrial and commercial companies are 
taken from the local authorities’ returns, and therefore 
omit any transactions in marketable debt. Figures for the 
overseas sector are provided by the Bank of England. They 
are taken partly from the authorities’ returns and partly 
from balance o f payments sources. These do not separate 
sterling securities from other sterling debt, so the residual 
transactions, which are ascribed to the personal sector, 
cannot be allocated between these groups o f instruments 
either. Residual transactions in temporary debt are also 
ascribed to the personal sector.

Public corporations debt

14.94 Public corporations debt is divided into foreign 
currency and sterling. The foreign currency debt comprises 
borrowing (including borrowing under the exchange cover 
scheme) from the monetary sector and from overseas, 
including borrowing through bonds and bills. The figures 
are largely built up from counterpart sources. Figures for 
the monetary sector are provided by the Bank of England 
from monetary sector returns. Figures for the overseas
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records.

14.95 The sterling debt comprises issues o f public 
dividend capital and other borrowing from central 
government, redemptions o f government guaranteed stock, 
issues less redemptions o f other sterling stock, and all other 
forms o f sterling borrowing. The figures are built up from 
counterpart sources supplemented by information from  
returns by the larger public corporations. Central 
government figures come from official records. Local 
authority figures come partly from public corporation 
returns and partly from local authority returns. Monetary 
sector figures are provided by the Bank o f England from 
monetary sector returns. Figures for life assurance and 
pension funds and other non-m onetary financial 
institutions are obtained largely from returns from these 
institutions. Figures for industrial and commercial 
companies are obtained from the public corporations 
returns. Figures for the personal sector are largely the 
residual o f other sectors’ transactions in public corporation 
securities. Figures for the overseas sector are obtained from 
balance o f payments sources.

Deposits with monetary sector

14.96 These comprise all forms o f deposit held with the 
monetary sector (briefly referred to as ‘banks’, but from 
1982 including recognised banks, licensed deposit takers 
and certain other institutions). The figures include:

(a) deposits with the Bank o f England Banking 
Department, other than from the monetary sector 
(intra-sector deposits) and the National Loans Fund and 
Paymaster General (included in net government 
indebtedness to the Banking Department);

(b) deposits from overseas offices o f  monetary sector 
institutions;

(c) certificates o f deposit, promissory notes, bills and 
other negotiable paper issued by monetary institutions.

14.97 The figures exclude the institutions’ share capital, 
internal funds and all transactions between the monetary 
sector institutions.

14.98 The figures are divided between sterling sight, 
sterling time and foreign currency. The sterling sight 
deposits are sterling deposits which can be transferred or 
withdrawn on demand without interest penalty. The 
sterling time deposits are all other sterling deposits. 
Separate sight and time figures have been available since 
mid-1975.

14.99 The figures are compiled by the Bank o f England 
from returns provided by the institutions. The increase in 
the monetary sector’s liability to other sectors is measured 
as the increase in other sectors’ deposits as reported in the 
returns less 60% of the increase in debit items net o f credit 
iterns in course o f clearance. This adjustment is assigned 
to industrial and commercial companies sterling sight 
deposits as it is believed that most o f the relevant 
transactions are between these companies (see paragraph
14.106). V 5 F

14. Figures for counterpart sectors are almost entirely 
obtained from the analysis provided in the monetary sector 
returns. The certificates o f deposit component is estimated

as follows. Net issues o f  sterling certificates are obtained 
from the monetary sector returns. Transactions by local 
authorities, public corporations and non-monetary 
financial institutions are reported in returns from these 
sectors. Transactions by the overseas sector are obtained 
from balance o f  payments sources. The residual is allocated 
to industrial and commercial companies. Net issues o f  
foreign currency certificates are also obtained from the 
m onetary sector returns. Transactions by public 
corporations, non-monetary financial institutions and 
industrial and commercial companies are reported in 
returns from some members o f  these sectors. The residual 
is allocated to the overseas sector.

Deposits with building societies

14.101 The figures comprise shares, deposits and (from  
1969) receipts under SAVE contracts on which building 
societies pay interest net o f  tax (i.e ‘retail’ deposits) plus 
(from 1983) certificates o f  deposit and time deposits on 
which the societies pay interest gross o f  tax (i.e ‘wholesale’ 
deposits), less public sector transactions which are removed 
from this line and assumed to be included in the figures 
from public sector sources in other public sector financing: 
short term assets. The retail deposits include interest 
credited to depositor’s accounts.

14.102 The figures do not include building society 
negotiable bonds. These are assumed to be entirely taken 
up by the monetary sector and included in bank lending: 
sterling.

14.103 The figures are based on a system o f returns from 
the societies, which are operated jointly by the Building 
Societies Association and the Bank o f England, and annual 
statutory returns to the Registrar o f Friendly Societies. 
Sector transactions in retail deposits are obtained from the 
societies’ returns. For transactions in wholesale deposits 
monetary sector transactions are obtained from monetary 
sector returns and the residual is ascribed to the industrial 
and commercial companies sector because the available 
information suggests that transactions by other sectors in 
these instruments are negligible.

Deposits with other financial institutions

14.104 These transactions ceased at the end o f 1981 when, 
under the terms o f the Banking Act 1979, institutions not 
in the monetary sector were no longer permitted to accept 
deposits. Up to 1981 the figures comprise:

(a) Deposits with finance houses and other consumer 
credit companies obtained from returns to the 
Department o f  Trade and Industry from the larger 
finance houses and a selection o f smaller ones. These 
accounted for about nine-tenths o f  the business o f  all 
hire purchase finance companies and the figures were 
grossed up to allow for companies not making returns. 
Deposits from banks and bills discounted with banks 
were excluded from this item and included in bank 
lending. Other finance house borrowing is included in 
miscellaneous domestic instruments.

(b) Deposits with savings banks, which includes 
deposits and accrued interest with the National Savings 
Bank Investment Account (until the end o f 1980, when 
it was reclassified to the central government sector), the
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Trustee Savings Banks New Departments and (from 
1979) Trustee Savings Banks Ordinary Departments. 
The figures were obtained from returns from the 
Department for National Savings and the Trustee 
Savings Banks.

(c) Deposits with certain other institutions including 
the Crown Agents (until the end o f 1979 when it became 
a public corporation) and the Central Trustee Savings 
Bank. The figures were obtained from returns provided 
by these institutions.

Bank lending

14.105 The figures comprise lending by monetary sector 
institutions through advances, loans, commercial bills, and 
some other bills. All transactions between monetary sector 
institutions are excluded, as is lending to central 
government by the Banking Department o f  the Bank of 
England (which is included in net government indebtness 
to Banking Department)^ any other lending to central 
government such as to Northern Ireland government 
departments, lending for house purchase (which is shown 
separately), lending to local authorities (which is included 
in local authority debt), and lending to public corporations 
(which is included in public corporations debt).

14.106 The figures are compiled by the Bank o f England 
from returns provided by monetary sector institutions. The 
counterpart sector analysis o f loans and advances is 
obtained from the returns, subject to adjustment to allow 
for items in course o f  clearance. These are allowed for by 
adding 40 per cent o f  the increase in debit items net of 
credit items to the figure for the monetary sector and 
ascribing the counterpart to industrial and commercial 
companies (see paragraph 14.99).

14.107 The figures for bills relate to commercial bills and 
Treasury bills o f Commonwealth and foreign governments 
which have been discounted by monetary sector 
institutions. The counterpart sector analysis is according 
to the party that has asked for the acceptance credit facility 
to be opened or that will ultimately provide the funds to 
repurchase the bill.

Credit extended by retailers

14.108 The figures are confined to the self-financed credit 
business o f household goods retailers (including gas and 
electricity showrooms), mixed retail businesses (other than 
co-operative societies), general mail-order houses and 
clothing retailers. (Prior to 1976 credit granted by retailers 
which was not financed by them was included, as was credit 
granted by co-operative societies; clothing retailers’ credit, 
however, was excluded). The figures relate to hire purchase 
agreements and other forms o f credit including sales on 
budget and other running accounts. Credit advanced by 
retailers in the form o f trading checks exchangeable only 
in their own shops is included, but credit advanced by check 
traders as such is excluded. Sales on monthly and similar 
accounts which must normally be settled in full at the end 
of the period are excluded. The figures also exclude sales 
on bank credit cards such as Access and Visa (included in 
bank lending) and on credit financed by finance houses 
(included in bank lending if the lender is a monetary sector 
institution, in other lending by financial institutions if not), 
as well as unpaid bills (included in trade credit, in so far

as they are identified) and credit extended by other types 
of retailer. (Figures from the 1976 Retailing Inquiry 
indicated that the kinds o f business excluded accounted for 
7 per cent o f total retailers’ credit).

14.109 The figures are derived from the amounts 
outstanding given in monthly returns to the Department 
of Trade and Industry made by retailers in the kinds of 
business listed above. These are supplemented by 
additional questions on credit asked periodically in the 
Annual Retailing Inquiries, such as those for 1976 and 
1979. Adjustments are made to exclude charges for credit.

14.110 Most o f the retailers are in the industrial and 
commercial companies sector, but gas and electricity 
showrooms are in the public corporations sector.

Identified trade credit

14.111 Domestic comprises credit extended by central 
government trading bodies and public corporations. The 
central government figures are obtained from the annual 
accounts o f the trading bodies. Their counterpart figures 
are ascribed to industrial and commercial companies. The 
public corporation figures are also derived from their 
annual accounts. A proportion o f the counterpart figures 
for gas and electricity boards and British Telecom is 
ascribed to the personal sector (as unpaid gas, electricity 
and telephone bills) and the remainder to industrial and 
commercial companies. The figures also include advance 
payments for oil by the overseas sector to the British 
National Oil Corporation between 1980 and 1985.

14.112 Import and export comprises suppliers’ trade credit 
and associated advance and progress payments on imports 
and exports identified since 1963 in the balance of 
payments accounts. The figures include export credit 
refinanced by central government and, between 1979 and 
1981, by the Trustee Savings Banks. From 1983 
transactions between non-monetary private sector 
companies and unrelated firms overseas are excluded, 
because the Department o f  Trade and Industry’s inquiry 
into these transactions was discontiued at the end o f 1982. 
From 1983 the item is confined to import credit on ships, 
commercial aircraft and North Sea installations (figures 
for which are provided by the Department o f Trade and 
Industry from the capital expenditure inquiry and the 
Department o f Energy from inquiries to UK continental 
self operators), together with the associated advance and 
progress payments and export credit refinanced by central 
government (which is currently being run off). The figures 
exclude oil companies’ trade credit transactions and trade 
credit transactions between related firms. These are 
included in direct and other investment abroad and direct 
and other investment in the United Kingdom.

14.113 The import and export transactions are all with the 
overseas sector, with counterparts in other sectors recorded 
according to the various data sources.

14.114 No figures are included for other forms o f trade 
credit, in particular for credit extended by industrial and 
commercial companies to the personal sector, transactions 
in which are probably sizeable.

Loans for house purchase

14.115 Building Societies comprises mortgage advances
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made by the societies for house purchase and home 
improvement together with the smaller amounts which the 
societies advance for purchase o f  property other than 
dwellings. The figures are obtained from returns made by 
a sample o f the societies to the Building Societies 
Association and the Bank o f England which are reconciled 
with the societies’ accounting year reports to the Registrar 
of Friendly Societies.
14.116 Other loans for house purchase also include loans 
for home improvement and are obtained, by sector, as 
follows:

(a) Monetary Sector, The figures are compiled by the 
Bank o f England from monetary sector returns.

(b) Life assurance and pension funds. The figures are 
compiled by the Department o f  Trade and Industry 
from returns by the institutions. Strictly, the figures 
relate to long-term insurance funds rather than the 
slightly narrower definition o f  life assurance funds (see 
paragraph 14.41).
(c) Other non-monetary financial institutions. The 
figures relate to loans by general insurance funds and, 
until 1981, the Trustee Savings Banks.
(d) Public corporations. The figures comprise loans 
by the Housing Corporation to housing associations and 
loans by new town corporations. They are obtained 
from the annual reports o f  the corporations.
(e) Central government. The figures comprise loans 
under the Housing Act 1961 and the Housing (Scotland) 
Act 1962 to housing associations. They are obtained 
from official records.
(f) Local authorities. The figures comprise mortgage 
advances, including loans for the purchase o f  council 
houses by tenants, and loans to housing associations. 
They are compiled by the Department o f  the 
Environment from returns provided by local authorities.

14.117 It is assumed that all loans for house purchase are 
to the personal sector except for small amounts which, 
according to their returns, are lent by building societies to 
industrial and commercial companies.

Other public sector lending
14.118 The component for the public corporations sector 
relates to lending to the private sector other than for house 
purchase, which is allocated to industrial and commercial 
companies. The central government figures relate to 
lending to building societies under the House Purchase and 
Housing Act 1959 (allocated to other financial institutions) 
and lending to industry and trade including, from 1972, 
shipbuilding credits refinanced from voted funds (allocated 
to industrial and commercial companies), loans to overseas 
governments and international lending bodies (allocated 
to the overseas sector), and miscellaneous loans for 
education and other services (allocated to the personal 
sector). The component for local authorities relates to loans 
to local enterprise schemes and similar ventures. The public 
corporation figures are obtained from corporations’ annual 
reports and returns made by the larger corporations. The 
centra! government figures are obtained from official 
records. The local authority figures are provided by the
Department o f the Environment from local authorities 
returns.

Other lending by financial institutions

14.119 The figures comprise loans and advances made by 
non-monetary sector consumer credit companies net o f  
repayments and adjusted to exclude charges, loans to their 
parent organisations by private sector pension funds and 
loans by insurance companies and special finance agencies. 
They are obtained from returns to the Department o f  Trade 
and Industry and the Bank o f England provided by the 
institutions. Counterpart figures are allocated to the 
personal sector or industrial and commercial companies 
on the basis o f  what is known about the type o f  loan.

14.120 Loans by public corporation pension funds to their 
parent organisation are included in public corporations 
debt: other. Loans by local authority pension funds to their 
parent authorities are included in local authority debt: 
other sterling debt.

ige

Unit Trust units

14.121 The figures comprise sales less repurchases o f unit 
trust units as provided by the Association o f Unit Trust 
Managers. Unitisations o f investment trusts are excluded. 
All transactions other than those by other financial 
institutions as identified in their returns are assumed to be 
with the personal sector.

United Kingdom company securities

14.122 The figures are compiled by the Bank o f England 
and are built up from capital issues in the United Kingdom, 
foreign currency issues by United Kingdom companies and 
other transactions in these securities.

14.123 Capital issues in the United Kingdom comprise 
issues by United Kingdom companies listed on the Stock 
Exchange, issues on the Stock Exchange’s unlisted 
securities market (from 1980), some figures for issues 
outside the Stock Exchange, and special issues taken up 
by central government and the National Enterprise Board. 
Issues by listed United Kingdom companies relate to new 
money raised through ordinary shares, preference shares 
and loan capital (public issues, offers for sale, issues by 
tender, placings, and issues to shareholders and 
employees). The basic information is provided by the Stock 
Exchange. Issues to shareholders are included only if  the 
sole or principal share register is maintained in the United 
Kingdom. Estimates o f issues are based on the prices at 
which securities are offered on the market. Subscriptions 
are included in the periods in which they are due to be paid. 
The figures for issues outside the Stock Exchange are partly 
from returns by financial institutions and partly rough 
estimates derived from published accounts o f  industrial and 
commercial companies. The special issues taken up by 
central government and the National Enterprise Board 
include issues by British Leyland in 1980 which were taken 
up by the National Enterprise Board and issues by British 
Leyland and Rolls Royce from 1981 which were taken up 
by central government.

14.124 It is not possible to obtain a separate analysis o f  
new issues and their take-up. Although the issuing sectors 
are known, information about acquiring sectors is merged 
with the information on secondary market transactions. 
The capital issue figures are therefore included in the single 
item for both these types o f  transaction.
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14.125 Foreign currency issues by United Kingdom 
companies are taken from institutional returns and balance 
of payments sources.

14.126 Other transactions in United Kingdom company 
securities comprise all other transactions in listed and 
unlisted securities which can be identified. They include 
the take-up o f new issues. Figures for the public sector are 
taken from central government records, the annual reports 
o f public corporations and returns from the larger 
corporations. The central government figures include 
special asset sales where these take the form o f company 
securities. They also include purchases from the National 
Enterprise Board o f shares in Rolls Royce (£234 million 
in 1980) and British Leyland (£1,228 million in 1981), when 
the board repaid the same amounts o f public dividend 
capital. The latter transactions are included in public 
corporations: sterling debt. The acquisition o f steel 
securities in exchange for government stock on re- 
nationalisation o f the steel industry is excluded. Figures 
for the monetary sector, life assurance and pension funds, 
and other non-monetary financial institutions are obtained 
from returns to the Bank o f England and the Department 
of Trade and Industry. Figures for the overseas sector are 
taken from balance o f payments sources. From 1968 the 
figures for non-monetary financial institutions are adjusted 
to exclude costs o f making the transactions.

14.127 Figures for other transactions by industrial and 
commercial companies relate to their net cash expenditure 
on acquiring subsidiaries (estimated by the Department of 
Trade and Industry from figures given in press reports), 
trade investments (estimated from companies’ annual 
accounts) and overseas direct investment in United 
Kingdom companies where in the form o f take up securities 
(from the Department o f  Trade and Industry’s overseas 
transactions inquiry).

14.128 Figures for the personal sector are obtained as the 
residual o f all transactions by other sectors, ie as the 
difference between capital issues and all other identified 
transactions. They are therefore subject to wide margin 
of error. In particular, any errors in the estimates of 
acquisitions o f securities by industrial and commercial 
companies will be reflected in the figures for the personal 
sector and in the balancing items o f both these sectors.

Overseas securities

14.129 The figures are compiled by the Bank o f England. 
They include direct investment overseas in the form of 
share and loan capital. The central government figures 
comprise the sale o f Suez Canal shares in 1976 and 1979 
as obtained from official records. Figures for the monetary 
sector from 1963 to 1978 are obtained from monetary 
sector returns, but from 1979 are obtained from balance 
of payments sources. Figures for life assurance and pension 
funds and other financial institutions are obtained from 
their returns to the Department o f Trade and Industry and 
the Bank o f England. From 1968 the figures for non
monetary financial institutions are adjusted to exclude costs 
of making the transactions. Figures for industrial and 
commercial companies are for direct investment overseas 
in the form o f share and loan capital as obtained from the 
Department of Trade and Industry’s overseas transactions 
inquiry. The overseas sector figures comprise total United 
Kingdom direct investment overseas in share and loan
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capital plus portfolio investment in overseas securities. The 
figures for the personal sector are obtained as the residual 
of all transactions by other sectors. They are therefore 
subject to wide margin o f error.

Life assurance and pension funds

14.130 The figures comprise the surplus of current income 
over expenditure o f life assurance and pension funds (the 
funded schemes) and the surplus o f contributions over 
benefits paid o f notionally funded public sector pension 
schemes. Both surpluses belong to the personal sector and 
the current transactions leading to these surpluses are 
included in the current account o f the personal sector. In 
the financial accounts the funded schemes’ surplus is 
treated as lent by the personal sector to the life assurance 
and pension funds sector (which is separated from the 
personal seaor in the financial accounts) and the notionally 
funded schemes’ surplus is treated as lent by the personal 
sector to central government. Subsequent investment of 
the funded schemes’ surplus, including investment in 
property, is shown as investment by the life assurance and 
pension funds sector (though, strictly, the insurance figures 
relate to long-term funds rather than the slightly narrower 
definition o f life assurance funds, see paragraph 14.41). 
Figures for the funded schemes’ surplus are derived from 
estimates o f the funds’ current income and expenditure. 
Figures for the notionally funded schemes’ surplus are 
obtained from central government records.

Miscellaneous domestic instruments

14.131 The figures include the following transactions:

(a) retail co-operative societies (treated as part o f the 
industrial and commercial companies sector) net sales 
of shares to the personal sector;

(b) changes in amounts due between non-monetary 
financial institutions and stockbrokers (personal sector);

(c) borrowing by non-monetary sector finance houses 
other than by means of deposits (recorded as borrowing 
from industrial and commercial companies);

(d) from 1972 to 1980, finance houses’ special deposits 
with the Banking Department o f the Bank o f England;

(e) repayment by British Steel (public corporations) 
to industrial and commercial companies o f a loan made 
before nationalisation;

(0  from 1968 to 1971, import deposits by various 
sectors with central government;

(g) British National Oil Corporation advances to 
central government following advance payments for oil 
by the overseas sector (the advance payments are 
included in trade credit: import and export;

(h) other miscellaneous financial transactions in the 
United Kingdom reported by non-monetary financial 
institutions.

Direct and other investment abroad

14.132 The figures cover direct and similar investment 
overseas and comprise the balance o f payments figures for 
private direct investment, oil investment and miscellaneous
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investment other than investment in the form o f securities, 
which is included in overseas securities. They are provided 
by the Department o f  Trade and Industry and Bank o f  
England through balance o f  payments channels from their 
inquiries into direct investment and investment by oil 
companies. The component for miscellaneous investment 
relates mainly to investment in overseas property, which 
is treated as a financial transaction.

Overseas direct and other investment in the United 
Kingdom

14.133 The figures for the overseas sector comprise 
overseas investment in the United Kingdom private sector 
other than investment in securities, which is included in 
United Kingdom company securities. They are provided 
mainly by the Department o f  Trade and Industry and the 
Bank o f England through balance o f  payments channels 
from their inquiries into direct investment and investment 
by oil companies. Also included are figures for overseas 
investment in United Kingdom real estate, which are 
estimated by the Inland Revenue from stamp duty 
information. This is believed to be mainly purchases o f  
residential property by individuals. It is treated as financial 
investment by the overseas sector in the personal sector. 
The accompanying transactions in property are included 
indistinguishably in the personal sector capital account.

14.134 The figures for financial institutions are provided 
by the Department o f  Trade and Industry and the Bank 
o f England from the institutions’ returns. The figures for 
industrial and commercial companies are obtained as the 
residual o f  the transactions by other sectors.

Miscellaneous overseas instruments

14.135 For financial institutions, the figures comprise net 
short-term overseas assets and are provided by the 
Department o f Trade and Industry and the Bank of 
England from the institutions’ returns. For public 
corporations, the figures comprise long-term net lending 
and investment overseas, obtained from returns provided 
by the larger corporations. Their short-term lending 
overseas is included in other public sector financing: short
term assets. For central government, the figures comprise 
‘other official long-term capital (net)’ and ‘other official 
short-term transactions’ in the balance o f  payments 
accounts other than components included in government 
foreign currency debt, other government overseas financing 
and other public sector lending. The figures include 
contributions to the European Coal and Steel Community 
reserves from 1973 to 1975 and loans to the overseas sector 
by the Commonwealth Development Corporation.

14.136 The overseas sector figures also include the 
adjustment to allow for discrepancies anywhere in the 
financial accounts between figures obtained from balance 
of payments sources and figures from other sources. The 
counterpart to this adjustment is allocated to industrial and 
commercial companies.

Accruals adjustment

14,137 This adjustment, which is similar (in principle) to 
the trade credit entries allows for the timing difference 
between transactions entered on an accruals basis, ie when 
the amounts become due, in the current and capital

accounts, and the payments entered in the financial 
accounts when they actually occur. The trade credit entries 
(in principle) account for these differences where they relate 
to operating account transactions. The accruals adjustment 
entries account for these differences where they relate to 
various current and capital account transactions such as 
payments o f  income tax, value added tax, purchase tax, 
selective employment tax, national insurance contributions, 
central government current expenditure on goods and 
services, North Sea oil royalties, local authority rates, and 
interest. Typically, late payment o f  these items amounts 
to a source o f  finance for the payer. The allocation to 
paying and receiving sectors is estimated component by 
component.

Balancing item

14.138 These figures are the difference, sector by sector, 
between total identified financial transactions and the 
financial surplus or deficit. Some financial transactions are 
known to be poorly covered, notable trade credit and 
transactions not covered by the system o f returns. The 
balancing item accounts for these and any other errors and 
om issions, whether in the estim ates o f  financial 
transactions or the estimates in the current and capital 
accounts reflected in the financial surplus or deficit.

4. RELIABILITY

14.139 The figures for the financial surplus or deficit are 
derived as the balance o f  the sector current and capital 
accounts. Many o f  the components are very reliable, 
particularly for the central government and to a lesser 
extent the rest o f  the public sector, but the balance reflects 
errors in a larger number o f weaker items as well as any 
omissions. The figures for the private sector and overseas 
are less reliable than those for the public sector, and figures 
for the latest year or two are less reliable than figures for 
earlier years.

14.140 Reliability o f  the figures for financial transactions 
varies widely from some items which are based on account 
book sources, through items based on statistical returns 
o f varying quality and coverage, to items based on 
considerable estimation or where the coverage is known 
to be incomplete. For most financial instruments, the 
figures for one o f  the sectors are calculated as the residual 
of transactions by the other sectors. These estimates, which 
occur mostly in the industrial and commercial companies 
sector and the personal sector, where better sources are 
sparse, are subject to errors and omissions in the estimates 
for all the other sectors. For total financial transactions, 
the most reliable figures are those for the monetary sector, 
which are based on the comprehensive system o f returns 
o f near census quality operated by the Bank o f England. 
The figures for central government, based largely on 
government accounts, and for local authorities, public 
corporations and non-monetary financial institutions, 
based largely on direct returns, are fairly reliable. The 
figures for the personal sector, industrial and commercial 
companies and the overseas sector, are the weakest figures 
and are much less reliable. An item byitem  assessment o f  
the reliability o f each entry in the financial accounts is 
published annually in a table in the Financial Statistics 
Explanatory Handbook (page 17 in the 1985 edition).
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Chapter Fifteen

International Transactions

1. GENERAL DESCRIPTION
15.1 International transactions—that is transactions 
between residents and non-residents—form an integral part 
of the national accounts. They affect the definitions of 
domestic product, national income and disposable income 
(see Chapter 1). Imports and exports feature in the 
expenditure measure o f gross domestic product. Net 
investment abroad is a third element in the additions to 
the nation’s wealth.
15.2 Estimates o f  all international transactions are 
brought together in the balance o f payments accounts, in 
which they are classified into three main groups:

(a) Current account, which covers imports and exports 
of goods and services, investment income and most 
transfers;
(b) Investment and other capital transactions, which 
covers inward and outward investment transactions and 
certain other capital transactions mainly by banks in 
the United Kingdom and abroad;
(c) Official financing, which covers changes in the 
official reserves and also net foreign currency borrowing 
with the object o f  directly reconstituting or supporting 
the reserves.

These transactions are re-arranged for the purpose of the 
national accounts in order to bring out the main identity

net exports (exports less imports) 
plus net property income from abroad
less net transfers abroad
equals net investment abroad
and also to show how net investment abroad is accounted 
for in terms o f the financial instruments identified in the 
domestic sectors. Net investment abroad is equal, apart 
from certain special capital transfers, to the current balance 
in the balance of payments accounts.

Principles o f  the balance o f payments accounts
15.3 In principle, transactions are recorded in the 
balance o f  payments accounts when the ownership of 
goods or assets changes and when services are rendered. 
This conforms with the payable-receivable or accruals basis 
generally used in the national accounts. But in practice it 
is not always possible to keep precisely to this principle; 
the main departure from it is in the recording o f imports 
and exports o f goods.
15.4 It should be noted that the balance of payments 
current account combines transactions which may be 
included in a production account, an income and 
expenditure account or a capital account within the 
national income accounts (see Chapter 2). Thus, goods 
imported by United Kingdom residents, which are included 
in the current account o f the balance of payments, may 
be intermediate goods, goods for current consumption or 
fixed capital assets. Also, except in the case o f certain

special transactions (see paragraphs 15.46 and 15.47), no 
distinction is made in the balance o f payments accounts 
between current and capital transfers, which are both 
included in the current account. In the balance of payments 
accounts the term ‘capital’ is used to describe transactions 
in overseas assets and liabilities, including physical assets 
held abroad; in the national income accounts such physical 
assets held abroad are for convenience included with 
financial assets in the financial accounts. Thus the ‘capital’ 
transactions o f the balance o f payments accounts 
correspond to ‘financial’ transactions of the overseas seaor 
within the national income accounts (see paragraph 15.49).
15.5 The balance o f payments accounts include all 
transactions between residents and non-residents. Every 
transaction in principle involves both a credit and a debit 
and so should be entered twice—with the accounts 
balancing exactly. Thus when a United Kingdom firm 
exports goods the value o f the goods is shown as a credit 
under visible trade in the current account. But this sale will 
be accompanied by another entry normally under capital 
transactions representing the payment for the exports; this 
could result in either an increase in United Kingdom claims 
on overseas residents or in a decrease in United Kingdom 
liabilities to overseas residents. The second entry can 
alternatively appear under other headings. For example, 
if no payment is to be received for goods, as for gift parcels 
or for exports financed by official grants, the matching 
debit entry will appear as a transfer payment, private or 
official, in the current account. If trade credit for the 
exported goods is provided from the United Kingdom, the 
matching debit entry reflecting the lending will appear 
under this heading within the capital transactions. The later 
repayment o f  such trade credit provides an example o f a 
double entry for which both items are within capital 
transactions, one representing the reduction in lending and 
the other representing the payment received.
15.6 In the balance o f payments accounts the two 
entries which arise in respect o f each transaction are derived 
from separate sources in almost every case. The methods 
of estimation are not completely accurate, some items are 
missing, and the two entries may fall in different time 
periods. Hence the accounts do not balance exactly and 
in order to bring them into balance an additional entry, 
the balancing item, is required to offset the sum of all the 
errors and ommissions in the other items o f the accounts.

2. THE PUBLISHED TABLES
15.7 There are two tables in the Blue Book devoted 
entirely to international transactions, the summary table 
on international transactions (Table 1.10 o f the 1984 Blue 
Book) and the table on financial accounts o f the overseas 
sector (Table 13.12 o f the 1984 Blue Book). Both tables 
are consistent with the annual Pink Book, United Kingdom 
Balance o f  Payments, published at about the same lime.

» !▼4  '  ^

CO

CMi

r

r

*>• “

resill®**’ *“  X

Jo***transact*®'unite*' K J  ransacti®'
we"'' „ account, inc®**
produetto® X for ovi

’l l  in sumtnatysuin®^

ofpay*®®‘̂ '^ysesthe 

asset* “  . jiie ,n

in t e r n a t io n .

15 9 Transactions are
separate three categoric 
throughout the nanonal a 
and services, propert)' i 
pasmenis. The Blue Book i

Uterasdo

UNITED KINGDOM CREDIT 
Exports of goods 
Exports of senices 
Property iDcoiiK from abroad 

fo ra p  taxes

Exports and property incoiDC
abroad

Current transfers:
To persooal sector
To centra] govenunaii

Total

loports of goods 
topons of sen ias

hJipons and ■
abr̂  fflcoQjc j

Fm sector

ks,®^anci

transfi®̂Paid

ai

to the
®i

‘CUB



••r

include all 
Jnts. Every 
ind a debit 
J accounts 
?dom firm 
as a credit 

bis sale ̂ îll 
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International transactions

in which full details o f  the balance o f  payments accounts 
are given.

15.8 To close the system o f sector accounts, non
residents, in respect o f  their transactions with the United 
Kingdom, may be regarded formally as a sector o f  the 
United Kingdom economy. The summary table on 
international transactions combines elements o f  a 
production account, income and expenditure account and 
capital account for the overseas sector. The table is a re
arrangement in summary form, o f  the current account o f  
the balance o f payments as shown in the published balance 
of payments accounts. The financial accounts table for the 
overseas sector analyses the changes in the United Kingdom 
assets and liabilities o f the overseas sector and is a re
arrangement o f  the investment and other capital 
transactions and official financing sections o f  the balance 
of payments accounts.

INTERNATIONAL TRANSACTIONS

15.9 Transactions are grouped in this table so as to 
separate three categories o f  transactions distinguished 
throughout the national accounts: transactions in goods 
and services, property income earnings and transfer 
payments. The Blue Book table is reproduced in Table 15a.

International transactions
Table 15a £ million

1980

UNITED KINGDOM CREDITS 
Exports of goods 
Exports of services 
Property income from abroad net of 

foreign taxes

Exports and property income from 
abroad

Current transfers:
To personal sector 
To central government

Total

47 422 
15 876

8 280

71 578

820
958

73 356

UNITED KINGDOM DEBITS 
Imports of goods 
Imports of services 
Property income paid abroad 
less UK taxes
Property income paid abroad net of UK 

taxes

Imports and property income paid 
abroad

Current transfers:
From personal sector 
From central government

Total debits

Investment and financing:
Net investment abroad 
Capital transfers paid abroad

45 909 
11 520 
9 822 

-1 381

8 441

65 870

1 076
2 781

69 727

3 629

Total 1
3 629

T o ta l 73 356

Equal to the current balance in the balance of payments accounts.

Exports and imports o f  goods

15.10 These items are identical with exports and imports 
o f goods in the balance o f  payments accounts. The figures 
broadly cover goods crossing the United Kingdom  
boundary and changing from local to foreign ownership, 
or from foreign to local ownership. Ships changing 
ownership while overseas are also included, together with 
the value o f  alterations to foreign ships in British yards, 
and to British ships in foreign yards. On the other hand, 
bunkers and stores taken on board by British ships and 
aircraft while overseas, and by foreign ships and aircraft 
while in the United Kingdom, are excluded (see paragraph 
15.13). Gold is recorded only when it moves into or out 
o f industrial use (see paragraph 15.57(g)).

15.11 Both exports and imports are valued f .o .b .— free 
on board—that is, excluding the value o f  all freight and 
insurance services for carriage outside the exporting 
country.

15.12 For consistency with the basis for estimating other 
transactions in the national accounts, exports and imports 
o f goods should be recorded at the time when the 
ownership o f  the goods changes. A reasonable assumption 
is that, on average, ownership changes at some time 
between the departure o f the goods from the exporting 
country and their arrival in the importing country. In 
practice, the compilation o f the balance o f  payments 
figures is geared to the timing o f  the declarations made 
by exporters and importers to the statistical office o f  
H.M .Customs and Excise. (For more details, see the 
‘Visible Trade’ section o f the Pink Book). United Kingdom 
exports are recorded at various times around the time o f  
change o f  ownership, whilst imports tend to be recorded 
in arrears o f  change o f  ownership. In general, no 
adjustments are made to the figures on this account. 
Differences in timing between the recording o f visible trade 
and the recording o f payment (or the granting o f  trade 
credit) will be reflected in the balancing item.

Exports and imports o f  services

15.13 These items are identical with exports and imports 
of services in the balance o f payments accounts. They 
mainly comprise transactions in services between United 
Kingdom and overseas residents. It is, however, convenient 
also to include here certain transactions in goods which 
are not in the visible trade statistics (e.g. goods not crossing 
the United Kingdom boundary, such as those supplied to 
Forces and embassy staff overseas for local use, and to 
tourists; and bunkers and stores for ships and aircraft). 
Goods are valued at their purchase price. Services are 
normally valued at the cost to the recipient (the price, fare, 
commission, due, charge etc. as appropriate). The balance 
o f payments items included are government services, sea 
transport, civil aviation, travel, financial services and other 
services. In line with international recommendations' the 
system o f classification in the balance o f payments 
accounts is a functional one. This criterion is given 
precedence where possible over a classification by economic 
sector.

15.14 Government services. This covers both military 
and non-military items. Exports include all services

Balance of Payments Manual, Fourth Edition. International Monetary Fund, Washington, D.C., 1977
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provided by the United Kingdom government, and its 
employees stationed abroad, to overseas residents. Imports 
include services provided by overseas residents to the 
United Kingdom government and its employees. Also 
included are certain transactions in goods (see previous 
paragraph) which are not covered in the visible trade 
statistics. Transactions between United Kingdom private 
residents and overseas governments are not included in this 
item, but under ‘Other services’.

15.15 Exports of government services include the United 
Kingdom government’s activities as an agent for collecting 
contributions to the European Community budget; services 
provided at the site o f the Joint European Torus project 
in Oxfordshire: goods and services provided by the United 
Kingdom government to United States Forces stationed in 
the United Kingdom, to the United States government 
(offshore sales), and to common defence projects; and 
various other miscellaneous services provided to overseas 
countries. Goods held abroad and transferred to overseas 
countries by the United Kingdom Forces as part o f military 
aid are also included, together with services provided under 
military training schemes and under the programme of 
economic aid to overseas countries. But where the transfer 
of buildings and other fixed assets to overseas governments 
does not form part o f economic or military aid nothing 
is included in this item.

15.16 Imports of government services include the services 
of locally engaged staff o f  United Kingdom government 
offices and military bases abroad; goods and services 
supplied by overseas residents to United Kingdom overseas 
military bases, embassies, high commission offices and 
consulates; the personal purchases from overseas residents 
of goods and services by H.M.Forces, diplomatic staff and 
other staff engaged from the United Kingdom; and the 
United Kingdom’s use o f services provided under common 
defence projects. Expenditure overseas is recorded partly 
on a net basis, that is, after deducting receipts arising 
locally.

15.17 In the central government current account (Table 
7.2 o f the 1984 Blue Book) government exports o f services 
are a deduction in arriving at final consumption. They are 
thus excluded from total domestic expenditure in Table 1.2. 
Imports o f government services, apart from personal 
purchases by H.M.Forces etc., form part o f final 
consumption in the central government current account; 
personal purchases are included in consumers’ expenditure 
as part o f  ‘Household expenditure abroad’. All these 
imports o f services are thus included in total domestic 
expenditure.

15.18 Sea transport and civil aviation. Exports o f United 
Kingdom operators include freight services on exports of 
goods, but not on imports. (Freight costs are excluded from 
the total cost c f  goods to the importer in the valuation of 
visible trade—paragraph 15.11. Freight services are thus 
deemed to be supplied to the importer). They also include 
UK operators’ freight services on third-country trade; their 
chartering o f ships and aircraft to overseas residents; their 
carriage o f mail on behalf o f overseas postal authorities 
and their carriage of, and provision o f goods and other 
services to, overseas passengers. Exports also include goods 
and services provided for foreign ships and aircraft, and 
their crews, while in the United Kingdom. Similarly imports 
of services comprise freight services provided by overseas

operators on imports (but not exports); their chartering 
of ships and aircraft to United Kingdom operators; their 
carriage etc. of United Kingdom passengers; and the goods 
and services provided for United Kingdom ships and 
aircraft, and by their crews, while abroad.

15.19 Travel. Exports comprise goods and services 
supplied in the United Kingdom to overseas visitors; 
imports comprise goods and services supplied to United 
Kingdom residents on visits to overseas countries. Purchase 
by diplomatic staff and members o f armed forces are 
excluded. The supply of sea or air transport from and to 
the United Kingdom is not part o f  this item; such of those 
services as affect the balance o f payments are included in 
Sea transport or ‘Civil aviation’. But other transport 

services used by overseas visitors within the United 
Kingdom, and by United Kingdom residents travelling 
within or between overseas countries, are included in this
Item.

15.20 Personal expenditure overseas by United Kingdom 
residents, other than expenditure by Forces etc. and 
expenditure on business account, is included in consumers’ 
expenditure as part o f the item ‘Household expenditure 
abroad’, this expenditure is thus in total final expenditure. 
An adjustment to consumers’ expenditure is also made to 
include purchases by overseas visitors on both personal and 
business accounts, purchases by the Forces and other 
employees o f overseas governments, and purchases by 
other non-residents. Such exports o f  services are thus 
excluded from total domestic expenditure.

15.21 Financial and allied services. These cover 
brokerage, merchanting, arbitrage, banking services, 
underwriting and other insurance services and legal 
services; (the values o f these services do not include interest 
payments or receipts, or the profits of the overseas 
branches, subsidiaries and associates of banks and other 
financial institutions; in line with the treatment of 
dividends and interest in the national accounts, these 
payments and receipts are included in property income 
received from or paid abroad).

15.22 Other services. This item includes all transactions 
in goods and services between United Kingdom private 
residents and overseas residents (both government and 
private) which are not appropriate to other items in the 
account, or which cannot be allocated to these items for 
statistical reasons. They include agents’ and after-sales 
services on imports and exports, telecommunications and 
postal services, services connected with films and television, 
services paid for via royalties (including licences and 
technical ‘know-how’), services rendered between related 
companies (including management and head office 
expenses), advertising, research and other commercial 
services between non-related companies, and services 
connected with the exploration for, and production of, oil 
and natural gas.

15.23 Exports o f other services also include work done 
by architects and consulting and process engineers; and 
goods and services provided by United Kingdom private 
residents to overseas government agencies, foreign military 
establishments and international organisations located in 
the United Kingdom. The personal purchases of their 
employees recruited overseas are also included. Personal 
purchases by ‘resident’ students and journalists (i.e. those
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from overseas but who are resident in the United Kingdom 
for a year or more) are also included here, and not under 
‘Travel’. For temporary work overseas, only remitted 
earnings are taken into account.

15.24 More detailed definitions o f  the components of 
services— particularly ‘Other services’—are given in the 
Pink Book, United Kingdom Balance o f  Payments.

Property income
15.25 Property income consists o f the income entitled 
‘Interest, profits and dividends’ in the balance o f  payments 
accounts. In those accounts interest, profits and dividends 
are recorded after deduction o f all taxes payable to the 
country from which the income is derived. In the national 
accounts an estimate o f United Kingdom taxes paid on 
income due abroad is also identified. United Kingdom taxes 
paid by non-residents on portfolio income relate to income 
tax paid on receipts o f  dividends and interest from 
portfolio investment in United Kingdom securities. United 
Kingdom taxes paid on company profits due abroad relate 
to corporation lax, petroleum revenue tax, and 
supplementary petroleum duty paid out o f earnings in the 
United Kingdom by overseas-owned branches, subsidiaries 
and associates. Refunds under double taxation agreements 
are added back to income in the period in which they are 
received by the investor.

15.26 In the national income accounts, property income 
received from and paid abroad is included in the accounts 
o f the appropriate domestic sector. The only components 
separately identified, however, are the income from abroad 
o f companies and public corporations and the part o f  
income paid abroad represented by company profits. In 
the balance o f payments accounts the components o f  
interest, profits and dividends are grouped into direct, 
portfolio and other investment income.

15.27 Direct investment income. In the balance o f  
payments the term ‘direct investment’ defines a group of 
transactions between enterprises, usually companies, that 
are financially and organisationally related and are situated 
in different countries. Such related enterprises, ‘affiliates’, 
comprise subsidiaries (as defined by the Companies Act 
1948), associates (incorporated companies which are not 
subsidiaries but in which the investing company 
participates in the management without having a 
controlling  interest) and branches (perm anent 
establishments as defined for UK income tax and double 
taxation relief purposes, owned by the investing company).

15.28 Direct investment refers to investment that is made 
to add to, to deduct from, or to acquire, a lasting interest 
in an enterprise operating in an economy other than that 
of the investor, the investor’s purpose being to have an 
effective voice in the management o f the enterprise. Other 
investments in which the investor does not have an effective 
voice in the management o f the enterprise are mainly 
portfolio investments.

15.29 Direct investment income includes interest on 
inter-company debt, profits from branches or other 
unincorporated enterprises overseas and the direct 
investor’s share o f the profits o f subsidiary and associate 
companies. It includes the direct investor’s portion of 
reinvested earnings (which is also treated as an investment 
flow out o f the parent’s country into the affiliate’s and

appears in the capital account as an offsetting entry to 
earnings).

15.30 Profits due abroad are estimated before providing 
for stock appreciation but after deduction o f depreciation 
allowances, as in the balance o f  payments accounts, and 
in the latter respect are inconsistent with the treatment o f  
domestic profits. The discrepancy arises on both the gross 
flow and the net flow, but in so far as the depreciation 
allowances are an appropriate measure o f  capital 
consumption the estimates o f national income, as opposed 
to gross national product, are not affected.

15.31 The direct investment figures exclude the earnings 
o f oil companies which are included in ‘other credits’ or, 
in the case o f  debits, shown separately.

15.32 In the national income accounts, direct investment 
income from abroad is included in ‘Income from abroad’ 
in the appropriation accounts of industrial and commercial 
companies, financial institutions and public corporations; 
nearly all o f this income is received by companies (including 
financial companies). The whole o f  direct investment 
income paid abroad is included in the item ‘Profits due 
abroad’ in the appropriation accounts o f  industrial and 
commercial companies and financial institutions.

15.33 Portfolio investment income. This covers the 
earnings o f  interest and dividends on portfolio investment 
in overseas government, municipal and company securities, 
both in and by the United Kingdom, net o f  taxes payable 
in the country from which earnings are derived.

15.34 Portfolio investment income accruing to the 
United Kingdom is the receipts o f dividends and interest 
by residents on their holdings o f overseas government and 
municipal loan stock, and stocks and shares o f overseas- 
registered companies. The published estimates include the 
income earned on residents’ holdings o f  sterling loan stock 
of overseas companies and overseas public authorities 
issued on the London market. A large part o f  portfolio 
income is received by financial companies, accruing to 
them on their investments that are not considered to have 
been undertaken for trading purposes or have not led to 
United Kingdom control o f the overseas company. In these 
cases, they are treated as portfolio rather than as direct 
investments.

15.35 Portfolio debits include interest on holdings of 
British government stocks by non-residents other than 
central m onetary in stitu tion s and in ternational 
organisations. (Interest paid on these stocks to central 
monetary institutions and international organisations is 
included within ‘Interest paid on sterling liabilities’.) They 
also include interest and dividends paid on foreign currency 
issues by UK residents. All such issues by local authorities 
are included together with those by public corporations 
both under the exchange cover scheme and outside it,
H.M .Government’s __350 million New York bond issue
and issues by the private sector. Interest on British 
government foreign currency bonds issued to overseas 
official holders o f sterling in April 1977 is excluded from  
this item and included in ‘Other debits’.

15.36 The appropriation account o f financial companies 
and institutions includes information on portfolio earnings 
of banks and other financial institutions derived from 
balance o f payments’ sources. Industrial and commercial
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236 International transactions

companies’ portfolio earnings are assumed to represent 
about three-quarters o f the rest o f the total excluding 
earnings by Lloyd’s. The resulting estimate is included in 
the appropriation accounts for United Kingdom industrial 
and commercial companies. Personal sector portfolio 
earnings are not identified separately in the national 
accounts.

15.37 Portfolio income paid abroad is included in the 
figures of total dividends and interest paid by the domestic 
sectors and payments abroad by each sector are not 
separately identified.

15.38 Other investment income. Included under this 
heading are the earnings o f oil companies which are 
measured, as far as possible, on the same basis as other 
companies’ direct investment earnings. Further details are 
given in the annual pink book publication. Oil credits and 
debits are earned and paid entirely by companies.

15.39 Other items under this heading include interest 
receipts and payments on inter-government loans and 
official financing, including interest received on the 
reserves; charges on drawings from the International 
Monetary Fund; interest on external banking liabilities and 
claims in sterling and foreign currencies, including interest 
on British government securities held by overseas central 
monetary authorities and international organisations (see 
note on ‘Portfolio investment income’ above); any other 
interest charged to overseas importers on trade credit 
extended by United Kingdom residents; income from real 
estate owned abroad, other than through the overseas 
subsidiaries o f industrial and commercial companies; 
income from trust funds invested abroad to the benefit of 
United Kingdom resident individuals or institutions; and 
net interest receivable or payable by United Kingdom 
residents other than banks on deposits with or borrowing 
from banks overseas.

15.40 In the national income accounts, investment 
income from abroad in the form o f interest on United 
Kingdom banks’ foreign currency borrowing or lending 
abroad (net), sterling claims, discount on bills, other 
interest received on trade credit, interest received by 
specialist leasing companies and net interest received by 
non-bank financial companies from banks abroad is 
included, net o f any taxes paid abroad, in the estimate of 
Income from abroad’ in the financial companies’ 

appropriation account. The appropriation account for 
industrial and commercial companies includes earnings 
from export credit and net interest on borrowing from and 
lending to banks overseas and certain other unrelated 
overseas companies and institutions. Some income on 
overseas investments is received by public corporations and 
included in the estimate o f their ‘Income from abroad’. 
Interest received on trusts and annuities is included 
indistinguishably in the rent, dividends and net interest 
received by the personal sector, whilst the remainder of 
overseas earnings (interest on inter-government loans, the 
reserves, etc.) forms part o f the total interest received by 
the central government. ‘Other investment income’ paid 
abroad is included indistinguishably in the figures o f total 
dividends and interest paid by the domestic sectors and 
payments abroad by each sector are not separately 
identified. Interest payments to overseas residents on 
official financing liabilities are allocated to the domestic 
sector which actually incurred the external liability; they

are not regarded as all being made by central government.

Current transfers

15.41 Current transfers shown in the national income
accounts are the same as credits and debits of transfers in
the balance of payments accounts. They comprise cash gifts
and the value o f goods transferred and services rendered
between United Kingdom residents and overseas residents
without a quid pro quo. In the case of goods transferred
and services rendered without charge, the entries under
transfers will offset entries recorded under ‘visible trade’ 
or ‘services’.

15.42 Personal sector. Examples of the types of 
transaction giving rise to entries under this heading are gifts 
of goods sent by parcel post, payments by United Kingdom 
residents to their dependants overseas and other cash gifts, 
transfers o f  funds by missionary societies, relief 
organisations and charitable institutions, legacies and 
transfers of assets by migrants (other than their personal 
and household belongings which are transferred to or from 
the United Kingdom at the time o f migration). The credits 
series includes receipts of pensions and other benefits from 
overseas governments and other non-residents.

15.43 Some o f these private transfers may be received 
or made by companies but, in the absence o f any detailed 
information, they are attributed entirely to the personal 
sector. The error involved through this mis-classification 
is not likely to be large. Mis-classification also arises in 
the national accounts because transfers of assets by 
migrants, and also any legacies included, should properly 
be treated as capital and not current transfers; but the
available data do not permit a satisfactory separation to 
be made.

15.44 Central government. These comprise grants to 
overseas countries, subscriptions and contributions to 
international organisations, other transfer payments by 
central government to overseas residents, and similar 
receipts from overseas by government.

15.45 Credits comprise payments from the European 
Community budget’s Agricultural Guidance and 
Guarantee, Social, and Regional Development Funds, 
budget refunds and transfers from the European Coal and 
Steel Community. Debits include payments to the 
European Community’s budget—including sugar and 
agricultural levies, customs protective duties and VAT 
‘own resources’ payments. Also included are other 
subscriptions and contributions to international 
organisations, bilateral aid, military grants and pensions 
and other benefits. Subscriptions and contributions include 
United Kingdom subscriptions to the United Nations and 
other international bodies to meet the administrative 
expenses o f these organisations, similar payments to 
international military agencies and United Kingdom 
contributions to international organisations for multilateral 
economic assistance to developing countries and other 
international projects. Subscriptions to the International 
Development Association, and gold subscriptions to the 
International Monetary Fund are not included under this 
heading since they are regarded as creating a financial asset. 
Bilateral aid comprises cash grants made to developing 
countries to assist in their economic development and the 
value o f goods and services provided to these countries
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without charge by the United Kingdom government. 
Military grants consist o f cash grants for military purposes 
and goods and services provided to overseas countries 
without charge by the United Kingdom government. Where 
economic or military aid is not involved no entry is made, 
either under transfers or under government receipts, in 
respect o f fixed assets transferred without charge to 
overseas countries.

Capital transfers

15.46 Capital receipts arose from government operations 
abroad, in the early post-war years. The main constitutents 
were sales o f surplus war stores held abroad and the 
settlement o f debts and claims arising out o f  the war. The 
item comprises items (b) and (c) in paragraph 9.104 where 
further details are given.

15.47 Capital payments were made in 1973 and 1974 in 
respect o f the Sterling Agreements o f 1968, renewed in 
1971, under which the government guaranteed certain 
sterling holdings o f other countries against exchange rate 
losses. The Agreements expired in December 1974.

Investment and financing

15.48 Net investment abroad. This is equal to the current 
balance in the balance of payments accounts less the capital 
transfers, described above, which are recorded in the next 
line o f the table. In balance o f payment terms it is also 
equal, with change o f  sign, to investment and other capital 
transactions plus official and special financing transactions 
plus the balancing item. It is one o f the additions to 
national wealth shown in the summary capital account for 
the United Kingdom (Table 1.11 in the 1984 Blue Book).

15.49 In national accounts terms net investment abroad 
equals, with change o f sign, the financial surplus or deficit 
of the overseas sector and, in turn, its net financial 
transactions plus the balancing item. These are analysed 
separately, in Table 13.12 o f  the 1984 Blue Book, which 
is described below.

15.50 In the national accounts and the balance of 
payments accounts investment by United Kingdom 
residents in physical assets overseas is classed as a financial 
(direct) investment, as is investment by overseas residents 
in physical assets in the United Kingdom. There is therefore 
no capital account, as the term is used in the national 
accounts, for the overseas sector. The treatment 
presupposes that a loan is made to a body o f some kind 
across the national boundary, which subsequently invests 
in the physical assets on its own behalf.

FINANCIAL TRANSACTIONS: OVERSEAS SECTOR

15.51 The financial transactions o f the overseas sector, 
that is its net financial transactions with United Kingdom 
residents, are set out in Table 13.12 o f the 1984 Blue Book. 
This table starts from the financial surplus or deficit of 
the overseas sector and shows how this is accounted for 
by transactions in financial instruments together with the 
balancing item.

15.52 The categories o f instrument shown in the table 
are those employed in the sector financial accounts within 
the national accounts, not the categories employed in the 
balance of payments accounts. Most o f the figures in the

table are nevertheless taken from the balance o f payments 
accounts or from sources in common with them. These 
figures are therefore rearrangements o f items in the balance 
o f payments account o f capital transactions and official 
financing, as shown in the Pink Book. The remaining 
figures, for which the sector account and balance o f  
payment sources differ, are taken from the sector account 
sources so as to be consistent with figures in counterpart 
sectors. This is done for deposits with the monetary sector, 
bank lending, identified trade credit and other public sector 
lending. A reconciliation between the sector account 
analysis o f overseas financial transactions and the balance 
o f payments analysis is published annually as a 
supplementary table in Financial Statistics.

15.53 An adjustm ent is included in the item  
‘miscellaneous overseas instruments’ to account for 
differences between balance o f payments figures and the 
replacement sector account figures so that the balancing 
item remains the same as in the balance o f payments 
accounts. This adjustment is, in effect, a second residual 
in the account which represents rounding, timing and 
coverage differences between the two systems o f statistics. 
Its counterpart is recorded in the industrial and commercial 
companies sector since, as far as coverage differences are 
concerned, the transactors involved are thought likely to 
be classified as industrial and commercial companies in the 
sector accounts.

3. STATISTICAL SOURCES

15.54 This section describes the statistical sources and 
methods used in compiling the items in the national 
accounts table on international transactions and also those 
items in the financial accounts which are taken directly 
from the balance o f payments accounts. A general 
description o f the statistical sources for the financial 
accounts is given in Chapter 14, Sections 3 and 4.

INTERNATIONAL TRANSACTIONS 

Exports and imports o f  goods

15.55 The Overseas Trade Statistics o f  the United 
Kingdom (‘Trade Statistics’), forms the starting point for 
calculating the balance of payments figures o f exports and 
imports o f  goods. A number o f adjustments are made in 
respect o f valuation and coverage to convert the Trade 
Statistics to a balance o f payments basis. The follo\^'ng 
are the more important o f  these adjustments.

15.56 Valuation adjustments.

(a) Freight and insurance on UK imports. Imports in 
the Trade Statistics are valued c .i.f ., that is inclusive 
of insurance premiums and freight services from the 
country o f consignment and this needs to be deducted 
to arrive at the f.o .b . value. The sea freight element of 
the c .i.f. value o f dry cargo imports is estimated from 
the actual freight rates applicable to a large sample o f  
individual commodities imported from various sources. 
Freight on imports o f oil is estimated from an enquiry 
conducted by the Bank o f England. Estimates o f  
payments for air freight and for insurance premiums 
are based on a sample examination o f customs entry 
forms and supporting invoices augmented, in the case 
of insurance, by data supplied by the insurance
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companies. An adjustment is also made for a small 
amount o f land freight.

(b) Valuation fo r  duty. The value o f imports subject 
to ad valorem duties recorded in the Trade Statistics is 
based on the price they vi ôuld fetch on sale in the open 
market. In certain cases where the transaction is not an 
open market one, for example some transactions 
between related companies, the Trade Statistics value 
has in some past years exceeded that paid or payable 
to the supplier abroad. As it is the latter value which 
is appropriate to the balance o f payments accounts, an 
adjustment is made to the Trade Statistics figures. 
Estimates o f the amounts to be deducted were derived 
from a sample examination o f customs entry forms.

15.57 Coverage adjustments.

(a) Under-recording o f exports. Some exporters and 
agents fail to submit documents. Adjustments for this 
are based on a sample check o f customs documents 
against pre-shipment documents and a sample check of 
values recorded against invoice values.

(b) Second-hand ships sold and purchased while 
abroad. These are excluded from the Trade Statistics 
but need to be included in the balance o f payments 
figures. Details about both purchases and sales of 
second-hand ships while abroad are derived from a 
number o f sources, including information provided by 
the General Register and Record Office o f shipping and 
Seamen, government departments and various trade 
publications.

(c) New ships and drilling rigs delivered abroad. 
Certain ships and drilling rigs built abroad for United 
Kingdom owners are delivered in the first place to 
overseas locations. These purchases are not always 
recorded in the Trade Statistics but they are appropriate 
to balance o f  payments figures o f imports. The details 
are obtained from the same sources as for second-hand 
ships.

(d) Exports by letter post. The Trade Statistics do not 
include exports from the United Kingdom by letter post. 
Information about the most important element o f this 
trade, the export of books, is obtained from publishers 
and booksellers. Other details are derived from a sample 
inquiry made by the Post Office.

(e) NAAFI. Goods exported by the Navy, Army and 
Air Force Institute for the use of United Kingdom 
Forces abroad are included in the Trade Statistics. Since 
they are for sale to United Kingdom residents, they are 
deducted for balance of payments purposes. The figures 
are obtained through returns received from the Institute.

(f) Returned goods and goods fo r  processing and 
repair. The Trade Statistics include certain goods which 
are imported and exported without change of 
ownership. These are of two types, returned goods and 
goods for processing and repair. Returned goods 
include, for example, items such as contractors’ plant 
temporarily leaving the country without changing 
ownership. The value o f these goods can be estimated 
by HM Customs and Excise since duty is not normally 
payable and exemption from this duty can be claimed. 
The same value is deducted from both imports and 
exports in the balance o f payments accounts at the time

of import. This probably results in some error in liming 
of exports, however, and in this event the error would 
be reflected in the balancing item. In the case o f goods 
imported for processing and repair, this treatment 
means that the value added as a result o f the processing 
or repair remains in the export figures. Theoretically, 
these processing fees more appropriately belong to 
exports of services (invisibles) but, as their precise value 
is not known, this transfer is not made; the estimates 
of the gross domestic product and of the current balance 
in the balance o f payments accounts are not affected.

(g) Gold. Gold is both a physical commodity and a 
financial asset. In the balance of payments accounts an 
attempt is made to identify separately trading in gold 
as a commodity, and to include only this in visible trade. 
Visible trade in gold is taken to cover the physical 
movement into or out o f the country of all finished 
manufactured gold items apart from bullion coins; plus 
all gold moving into or out o f finished manufactured 
form within the country. Other transactions in gold, i.e. 
in bullion coin and all raw or semi-manufactured gold, 
are deemed to involve financial assets and are included 
under capital transactions. Such gold is in effect treated 
as if it were a foreign currency. One source of 
information on gold movements is the Trade Statistics, 
however, these include all physical movements into or 
out o f the country o f gold coins, manufactured and 
semi-manufactured gold items together with bullion 
movements. (Refined bullion moving to or from the
monetary sector and the rest o f the London Gold%

Market is excluded.) For years from 1980, adjustments 
have been made to imports in the Trade Statistics to 
arrive at the appropriate coverage for balance of 
payments purposes. For previous years, exchange 
control restrictions meant that, in effect, only 
‘authorised dealers’ (mainly the banking sector and 
London Gold Market) held gold as a financial asset; 
the visible trade figures excluded their overseas trade 
and included all trade in gold between other UK 
residents and the rest o f the world or with authorised 
dealers.

Export and imports o f services

15.58 The value o f services exported and imported are 
taken to be equal to the cost to the recipient. The following 
explains how statistics on these costs are obtained or 
estimated.

15.59 Government services. The figures for government 
receipts and expenditure and, where appropriate, the value 
of goods and services provided and received without 
charge, are derived from returns provided by the relevant 
government departments.

15.60 Sea transport.

(a) United Kingdom operators. Statistics relating to 
the United Kingdom shipping industry are provided by 
the General Council of British Shipping which conducts 
a full inquiry generally every four years, and large-scale 
sample inquiries in the intervening years, into the 
participation of United Kingdom shipping in overseas 
trade.

(b) Overseas operators. Estimates of freight on UK 
imports, other than oil, paid to overseas residents are
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obtained by taking the estimates o f total freight on 
imports by sea (used in assessing the f.o .b . value of 
imports) and deducting the General Council o f  British 
Shipping’s estimates o f the amount o f this earned by 
United Kingdom operators. Estimates o f freight on oil 
imports paid to overseas operators are based on 
information made available to the Bank o f England by 
the oil companies. An estimate o f  United Kingdom 
passenger fares paid to overseas shipping companies is 
derived from the International Passenger Survey.

15.61 Estimates o f United Kingdom port charges, 
towage costs handling charges, agency fees, and crews’ 
expenditure are based on the results o f sample inquiries 
made periodically. Pilotage costs, light dues, expenditure 
on repairs and the purchases o f  ships’ stores are assessed 
from regular returns made to the Department o f  Trade and 
Industry. The value o f  oil bunkers lifted in the United 
Kingdom by foreign flag vessels is estimated from figures 
o f the quantity o f  oil fuel taken on board.

15.62 Civil aviation.

(a) United Kingdom airlines. Estimates are derived 
from returns supplied by the various airlines.

(b) Overseas airlines. Estimates o f United Kingdom 
passenger revenue are derived from the International 
Passenger Survey. Estimates o f  freight on imports by 
air by foreign airlines are made by multiplying the total 
weight o f imports carried by these airlines by an 
appropriate freight/w eight ratio. Estim ates o f  
disbursements in the United Kingdom o f overseas 
airlines are derived from returns made by the British 
Airports Authority and municipal airports on the 
expenditure of overseas airlines at United Kingdom 
airports for landing fees, use o f airport buildings and 
other airport services. Estimates o f  oil bunkers lifted, 
and information on other expenditure, is provided by 
the majority o f overseas airlines operating into the 
United Kingdom.

15.63 Travel. The travel estimates are based primarily 
on the International Passenger Survey o f  air and sea 
passengers, which provides information on the number and 
expenditure o f overseas visitors to the United Kingdom and 
of United Kingdom residents travelling abroad. The survey 
does not cover travel between the United Kingdom and the 
Irish Republic, for which estimates are derived from 
statistics published by the Irish Central Statistics Office.

15.64 Financial and other services. The estimates for 
some o f the components o f this item are obtained from 
direct inquiries; for other components a variety o f sources 
is used. In some cases accurate estimates can be made, but 
for miscellaneous transactions and certain other 
components which present particularly difficult problems 
of measurement, the estimates are approximate and may 
be revised as new sources o f information become available. 
The sources currently used for the annual estimates for the 
largest items are described briefly below. Further details 
are given in the annual Pink Book,

(a) Financial and allied services. The estimates of 
exports of services cover the earnings o f British 
insurance companies, Lloyd’s underwriters, insurance 
brokers, the Stock Exchange, the Baltic Exchange, 
United Kingdom banks, organised commodity markets,

other merchanting, and similar smaller items. The 
estimates are based on returns by the insurance industry 
to the Department o f Trade and Industry and 
information from other institutions made available to 
the Bank o f England.

(b) Commissions, etc. on imports and exports. 
Commissions on exports were obtained from Exchange 
Control records up to 1979. Notional estimates have 
been included for later years. The estimates o f  
commissions on imports are made by applying 
appropriate percentages to the c .i.f. values o f  imports 
in the various commodity classes; these percentages are 
based on sample surveys conducted by Customs and 
Excise.

(c) Telecommunications and postal services. Figures 
are based on returns by the Post Office and British 
Telecom.

(d) Films and television. Figures are derived from the 
Department o f  Trade and Industry’s annual inquiries 
into overseas transactions in respect o f production costs, 
royalties, rentals and purchases o f  cinematograph films 
and television material. A deduction is made to 
eliminate the overlap between this inquiry and the 
purchases and sales o f  exposed cinematograph films 
recorded in the Trade Statistics and included in imports 
and exports o f  goods.

(e) Royalties, etc. (other than film royalties). Figures 
are taken from the Department o f Trade and Industry’s 
annual inquiry into royalty payments, etc.

(f) Services rendered between United Kingdom  
enterprises and related enterprises overseas. The 
estimates are obtained from returns collected annually 
by the Department o f Trade and Industry in connection 
with the direct investment inquiry, which record the net 
amount debited or credited between parent companies 
and individual branches, subsidiaries and associates.

(g) Construction work overseas. The income o f  
architects, surveyors, consulting engineers and process 
engineers are estimated from returns provided to 
professional associations by the firms concerned.

(h) Expenditure by overseas students and journalists. 
The figures are obtained by applying estimates of 
average expenditure to the numbers o f  overseas students 
and journalists who are in the United Kingdom for 
twelve months or more. The figures include also receipts 
from United Kingdom nationals permanently overseas 
whose children are being maintained and educated in 
the United Kingdom.
(i) Overseas governm ents’ and non-territorial 
organisations’ expenditure. The estimates are based on 
the known number o f diplomats stationed in the United 
Kingdom in conjunction with an average expenditure 
estimated from data supplied by certain other countries.

(j) Non-governmental receipts from  US military 
forces. The figures are derived from information 
provided by the United States military authorities.

(k) Services associated with exploration fo r  and 
production o f  oil and natural gas. Estimates are based 
on information supplied by the companies concerned.
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Property income

15.65 Direct investment income. Information on the 
direct investment earnings of locally-registered banks etc. 
from their overseas branches, subsidiaries and associates 
and o f overseas-registered companies from their United 
Kingdom banking affiliates is collected in an annual inquiry 
carried out by the Bank o f England. The inquiry covered 
all listed banks up to the end o f 1981 and covers the 
monetary sector from 1982 onwards. An annual inquiry 
by the British Insurance Association (BIA) forms the basis 
for estimates o f direct investment earnings by insurance 
companies. The inquiry only covers members o f the BIA. 
Estimates are made for non-members’ debit earnings but 
not for credit earnings which are thought to be negligible. 
All other earnings, both credits and debits, are estimated 
from the results of the Department of Trade and Industry’s 
direct investment inquiry. In principle, this inquiry covers 
all UK non-oil companies (including public corporations 
other than the Commonwealth Development Corporation) 
that either have overseas affiliates o f are affiliated to an 
overseas parent. The direct investment inquiry is voluntary 
and response is never complete. The published statistics 
include estimates for non-response, which are based on all 
available information. Results of the annual inquiry are 
available about fifteen months after the end o f the year. 
However, each quarter a sample o f companies submits 
returns which become available about two months after 
the end o f the quarter.

15.66 Estimates o f  earnings are obtained net of 
companies’ own estimates o f depreciation. (Different 
treatments of depreciation simply result in different entries 
in the current and capital accounts, but the sum of the two 
entries will always be the same.) Earnings are measured 
after provision for local taxes. Refunds o f tax made 
retrospectively under double-taxation agreements are 
included in the period when they were made rather than 
the earlier periods in which they could be deemed to have 
accrued. Information on payments made to overseas direct 
investors by the Inland Revenue is obtained from the 
Inland Revenue and the amounts are added to other direct 
investment dividends.

15.67 Portfolio investment income. Estimates o f  
portfolio investment credits are derived from statistical 
enquiries to financial institutions, supplemented by 
information from Inland Revenue records,asset levels and 
rates o f  return.

15.68 Interest payable to private overseas residents on 
their holdings o f British government stocks is estimated 
by the Bank o f England from information on the levels 
outstanding and appropriate rates o f  interest.

15.69 Estimates of interest on foreign currency issues by 
the private sector and public corporations (those not made 
under the exchange cover scheme) are derived from Bank 
of England records. Estimates of interest on other company 
securities are derived from Stock Exchange data on 
dividend payments, information given to the Department 
of Industry on overseas ownership of shares at end-1975, 
and details o f certain transactions in securities recorded 
by the Bank o f England more recently. Estimates of 
appropriate tax relief refunded under double-taxation 
agreements are also included.

15.70 Other investment income. Estimates of oil credits

* *1 b A

and debits are based on returns made by the oil industry. 
Further details are given in the notes to section 5, Interest 
Profits and Dividends, in the Pink Book. Estimates for 
other items are based on returns of earnings by banks etc. 
to the Bank o f England; official records; and information 
on outstanding assets with and liabilities to, for example, 
banks abroad, together with appropriate interest rates.

15.71 The estimates of United Kingdom taxes on
property income paid abroad are based on Inland Revenue 
data.

Current transfers

15.72 Personal sector. Estimates o f debits are based on 
Exchange Control records up to 1979, figures for later 
years being based on official surveys. Estimates of credits 
are based on information made available by the statistical 
offices o f selected countries.

15.73 Central government. Figures are compiled from 
returns made by government departments.

Capital transfers

15.74 The figures for capital transfers are compiled from 
government records.

FINANCIAL TRANSACTIONS

15.75 Notes and coin. The figures are confined to 
estimates o f overseas non-bank residents’ transactions in 
United Kingdom notes and coin, which are obtained from 
information on overseas travel expenditure in the United 
Kingdom and United Kingdom residents’ travel 
expenditure abroad.

15.76 Market and treasury bills. The figures comprise 
the Treasury bill components of balance of payment figures 
for exchange reserves in sterling: banking and money 
market liabilities and for other external banking and money 
market liabilities in sterling. These are compiled from Bank 
of England records and returns made by banks and other 
financial institutions to the Bank of England.

15.77 British government securities. The figures 
comprise transactions in government and government 
guaranteed securities and are obtained from banking 
statistics and other Bank of England sources. In the balance 
of payments accounts transactions by central monetary 
authorities and international organisations abroad are 
shown in exchange reserves in sterling and those by other 
overseas residents are shown in portfolio investment. They 
are estimated from liability levels, with an adjustment to 
allow for changes in market price.

15.78 Other public sector financing: short-term assets.
This comprises public corporations’ short-term assets 
abroad as reported in returns by the larger public 
corporations to the Central Statistical Office.

15.79 Government foreign currency debt. This item 
includes central government borrowing in foreign currency 
from banks under euro-dollar facilities and from overseas 
governments and central monetary authorities. It also 
includes issues and redemptions of British government 
foreign currency bonds, transactions with the IMF other 
than those which affect the reserve position of the United 
Kingdom in the Fund, and borrowing by the Northern
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Ireland central government from the European Investment 
Bank under the exchange cover scheme. The figures are 
provided by the Treasury and the Bank o f England.

15.80 Other government overseas financing. This item 
covers all central government transactions with the overseas 
sector which finance the central government borrowing 
requirement and which are not included elsewhere in the 
table. It comprises sterling borrowing from governments 
and central monetary authorities, amounts swapped 
forward against sterling with monetary authorities in 1971 
and 1972, transfers from the government’s dollar portfolio 
into the reserves, gold subscriptions to the IMF, changes 
in IMF holdings o f  non-interest bearing notes other than 
those arising from drawings or subscriptions, allocations 
o f special drawing rights, the Exchange Equalisation 
Account’s loss on forward commitments undertaken 
before devaluation in 1967, and part o f official short-term 
transactions in the balance o f payments accounts. The 
figures are provided by the Treasury and the Bank o f  
England.

15.81 Official reserves. This comprises transactions in 
gold, convertible currencies and special drawing rights by 
the Exchange Equalisation Account and, from July 1972, 
changes in the United Kingdom’s reserve position in the 
IMF. From July 1979 the convertible currencies include 
European currency units acquired through swaps with the 
European Monetary Cooperation Fund. The figures are 
provided by the Bank o f England.

15.82 Local authorities' debt. The temporary debt is 
identified in the balance o f  payments accounts under 
exchange reserves in sterling: banking and money market 
liabilities, for overseas official holders, and under other 
banking and money market liabilities in sterling, for non
official holders. The longer term local authority debt is 
identified in the balance o f payments accounts under 
overseas investment in UK: portfolio, other external 
borrowing or lending, and borrowing by public bodies 
under the exchange cover scheme. The figures are provided 
by the Bank o f England.

15.83 Public corporations' debt. The components of this 
item are included in the balance o f payments accounts in 
overseas investment in the UK: portfolio, other external 
borrowing or lending and borrowing by public bodies 
under the exchange cover scheme. The figures are provided 
by the Bank o f England, directly by the corporations.

15.84 Deposits with the monetary sector. The figures are 
obtained from sector account sources rather than from the 
balance of payments accounts. They are obtained from 
banking statistics compiled by the Bank o f England. 
Differences in coverage and timing are reflected in the 
adjustment which is included in miscellaneous overseas 
instruments.

15.85 Deposits with building societies. The figures are 
obtained from returns by building societies.

15.86 Deposits with other financial institutions. The 
figures comprise overseas residents’ deposits with United 
Kingdom financial institutions other than banks and 
building societies as reported in the institutions’ returns. 
The figures for recent years are zero because from 1982 
these institutions have not been permitted to take deposits 
under the terms of the Banking Act 1979.

15.87 Bank lending. The figures relate to United 
Kingdom bank lending to overseas residents’ and are 
obtained from sector account sources rather than from the 
balance o f  payments accounts. They are obtained from 
banking statistics compiled by the Bank o f England. 
Differences in coverage and timing are reflected in the 
adjustment item which is included in miscellaneous 
overseas instruments.

15.88 Identified trade credit. The figures are obtained 
from a mixture o f  sector account and balance o f  payment 
sources, but they omit assets taken over by the Export 
Credits Guarantee Department from exporters as a result 
o f insurance claims, which are included in the balance of 
payments accounts. Differences are included in the 
adjustment item which is included in miscellaneous 
overseas instruments. Data for trade credit transactions 
with unrelated concerns overseas were collected by the 
Department o f  Trade and Industry. This collection ceased 
at the end o f 1982. Since then, the figures are confined to 
identified import credit-net o f  associated progress 
payments-on ships, aircraft and North Sea installations; 
progress payments by public corporations; and, up to the 
end o f 1981, export credit refinanced by the Trustee 
Savings Banks and the Central Trustee Savings Bank. 
(From 1982 these institutions have been part o f the 
monetary sector and this credit has been included in bank 
lending.)

15.89 Other public sector lending. The figures comprise 
long-term loans to overseas governments and subscriptions 
(in the form o f loans) to international lending bodies. They 
are obtained partly from sector account sources and partly 
from balance o f  payment sources. The difference from 
complete balance o f payments data is reflected in the 
adjustment which is included in miscellaneous overseas 
instruments.

15.90 United Kingdom company securities and overseas 
securities. These items are compiled from balance o f  
payment sources. Each comprises two parts as follows:

(a) figures for direct investment in securities in and 
by industrial and commercial companies other than oil 
companies, obtained from the Department o f Trade and 
Industry inquiry into overseas direct investment. The 
inquiry distinguishes between net acquisition o f  share 
and loan capital, unremitted profits o f  subsidiaries, 
changes in branch indebtedness, and transactions on 
inter-company account. Net acquisition o f share and 
loan capital is included under UK company securities 
or overseas securities as appropriate. The other 
components o f direct investment are included in 
overseas direct and other investment in the United 
Kingdom and direct and other investment abroad. 
Similar information for insurance companies is obtained 
from an ancillary inquiry to insurance companies 
through the British Insurance Association. Information 
for monetary sector institutions is provided by the Bank 
o f England from banking statistics;

(b) figures for portfolio investment in securities, based 
on various inquiries by the Bank o f England. Figures 
for investment by the United Kingdom overseas are 
obtained from inquiries to banks, other financial 
institutions, and Lloyd’s and from an inquiry into 
overseas investment which covers dealing in overseas
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securities by or for other United Kingdom residents. 
Figures for investment in the United Kingdom by 
overseas residents are obtained from a similar inquiry 
to United Kingdom dealers supplem ented by 
information on security issues by United Kingdom 
companies in international markets.

15.91 Direct and other investment abroad and overseas 
direct and other investment in the United Kingdom. Figures 
for direct investment in and by industrial and commercial 
companies other than in securities and other than in and 
by oil companies are obtained from the Department of 
Trade and Industry inquiry mentioned in 15.90(a) above. 
Figures for United Kingdom oil companies’ investment 
overseas and overseas oil companies’ investment in the 
United Kingdom are provided by oil companies through 
the Bank o f England. They include transactions in 
securities. The other components mainly relate to 
transactions in property. Figures for transactions by other 
financial institutions in overseas property are obtained 
from their returns to the Bank o f England and Department 
of Trade and Industry. Figures for transactions by overseas 
residents in properly in the United Kingdom are provided 
by the Inland Revenue. Those by overseas residents in 
property in the United Kingdom are mostly in residential 
property; they are treated as overseas lending to the 
personal sector accompanied by investment by the personal 
sector in physical assets.

15.92 Miscellaneous overseas instruments. These figures 
comprise a variety o f  components including: long-term 
loans by the Commonwealth Development Corporation 
ascertained from official records; transactions between the 
non-bank private sector and banks overseas derived from 
data provided by the Bank for International Settlements; 
official short-term transactions ascertained from official 
records; and non-bank private sector transactions in 
foreign notes and coin, estimated from data on travel 
expenditure by United Kingdom residents overseas and 
overseas residents in the United Kingdom. The figures also 
include the adjustment which accounts for differences 
between other items and the equivalent balance of 
payments figures where the entries are obtained from sector 
account sources which disagree with the equivalent balance 
of payment sources.

INTERNATIONAL TRANSACTIONS IN GOODS AND
SERVICES AT CONSTANT PRICES

15.93 Estimates are made o f the value o f exports and 
imports of goods and services at constant prices for the 
expenditure estimates o f the gross domestic product at 
constant prices. Net property income is also revalued in 
order to provide an estimate o f gross national product at 
constant prices. The estimates are given in Table 1.5 of 
the 1984 Blue Book. Net transfers abroad are revalued in 
a similar way as part o f the calculation of real national 
disposable income (see Chapters 1 and 4).

Exports and imports o f goods

15.94 Estimates o f exports and imports of goods at 
constant prices are obtained, for each o f 900 commodity 
groups, by dividing the current value recorded in the Trade 
Statistics by an appropriate average value index. (The index 
is the ratio o f the current value to the value at base year 
prices of exports or imports of these items within the group

for which a reliable estimate can be made). The figures for 
the various commodity groups are then added together and 
adjusted for valuation and coverage to a balance of 
payments basis.

15.95 The values of the various adjustments (which are 
described above) are first brought to a constant price basis 
by the use o f appropriate deflators.

Exports and imports o f services

15.96 Exports and imports o f  services cannot for the 
most part be accurately estimated at constant prices. In 
some areas figures for volumes exist alongside those for 
values. It is more usual, however, for only values to be 
known—in these cases the values have to be divided by an 
appropriate price index. Each individual series is converted 
to a constant price basis separately. For sea transport, for 
example, this involves the use of freight rates, tonnage data 
and price indices o f various sorts. For civil aviation, 
passenger mileage data and various price indices are used! 
For T ravel’, ‘Financial services’ and ‘Other services’, 
extensive use is made o f appropriate components o f the 
United Kingdom retail price index and price indices of
various countries abroad, together with foreign exchange 
rates.

Net property income from abroad

15.97 It is impossible to make direct estimates of income 
from abroad at constant prices consistent with other items 
of national expenditure, without knowing how that income 
was spent. Property income from abroad may be used to 
build up financial assets and not spent on goods and 
services. However, in order to arrive at an estimate of 
national as opposed to domestic product at constant prices, 
the United Kingdom accounts adopt the convention of 
revaluing net property income from abroad by dividing it 
by the price index implied by the estimates o f imports of 
goods and services at current and constant prices. This 
procedure gives a measure o f the worth o f the net income 
flow for purchasing imported goods and services. In the 
United Kingdom accounts no attempt is made to revalue 
separately the gross flows of property income from abroad 
and properly income paid abroad.

4. RELIABILITY

15.98 The balance o f payments estimates are compiled 
from a large number of different sources and the degree 
of accuracy attained varies considerably between items. 
Some o f the errors and omissions may be persistent and 
lend to be in the same direction in all years. For this reason, 
the absolute error in the change from year to year is likely 
to be less than the error in any particular year. In any 
particular year errors in the various items are likely, to 
some extent, to offset each other and the proportionate 
error in major aggregates is likely to be less than the 
weighted average o f the proportionate errors in the 
components. However, where a balance is drawn between 
two aggregates and it is small in relation to the aggregates, 
such as the current account balance, the proportionate 
error attached to the balance is liable to be very substantial. 
The following notes assess the quality o f the individual 
components o f the annual estimates for the later years and 
the main points at which errors and omissions may arise.
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Exports and imports o f  goods

15.99 Customs regulations lay down a formula for the 
valuing o f  export and import merchandise on the customs 
entry forms from which the Trade Statistics are compiled. 
A number o f adjustments are made, as described in Section 
3 above, for both valuation and coverage to bring the 
Trade Statistics figures on to a balance o f  payments basis. 
Some o f these adjustments are based on comprehensive 
returns and others on the results o f sample inquiries; any 
errors in them are thought to be comparatively small. For 
the most important—freight on dry cargo goods imported 
by sea— any error will affect the estimated values o f  
imported goods and imported services by an equal and 
opposite amount. It is possible, however, that there is some 
inconsistency between the value o f  commissions assumed 
to be included in figures o f  exports and imports o f goods 
and the estimates for debits and credits on commissions 
included with ‘Other services’. In relation to the large gross 
value involved the margin o f error in the estimates for 
exports and imports o f goods is probably very small, 
although it is still o f significance in relation to the 
difference between the two estimates.

r

Exports and imports o f  services

15.100 Figures o f government transactions are based on 
records o f government departments and can be considered 
good; any errors are generally limited to minor timing 
discrepancies.

15.101 The figures relating to United Kingdom shipping 
operators are based on the inquiries carried out by the 
General Council o f British Shipping and the margin of 
error is unlikely to be large. There may, however, be 
appreciable errors in the preliminary annual estimates 
produced before the full results o f these inquiries become 
available. As mentioned under ‘Exports and imports o f  
goods’ above, errors in the estimates o f  freight payments 
for overseas shipping on imports are offset by errors in 
the estimates of the f.o.b. values o f imports. The estimates 
in the civil aviation account are based on regular returns 
from the airlines and airport authorities and on the 
International Passenger Survey, and are considered to be 
reliable.

15.102 Estimates o f  travel expenditure are based largely 
on the International Passenger Survey. Though subject to 
some sampling error and to deficiencies in reporting, the 
estimates are reasonably satisfactory.

15.103 Estimates for the numerous and heterogenous 
types of transaction which fall into ‘Financial services’ and 
‘Other services’ are o f varying quality. The range of 
estimates which are based on direct inquiries to industry 
and commerce covers about three quarters o f the estimated 
total value of exports and imports in this category. The 
estimates for some items are derived from various related 
indicators and are inevitably no more than rough. Thus 
the totals for both exports and imports under this heading 
must be regarded as poor. In particular, errors are likely 
to arise here in distinguishing transactions between 
residents and non-residents and the estimates may not be 
entirely consistent with the estimates o f  domestic income.

Property income

15.104 The interest, profits and dividends, after deduction 
of local taxes, arising from direct investment are thought 
to be satisfactorily measured on both the income and 
expenditure sides. Estimates o f interest and dividends on 
portfolio investment are somewhat less reliable. The 
estimates for certain other elements o f  investment income 
are not measured directly and may be subject to error, 
particularly where no precise information is available on 
the type o f  liabilities and assets involved.

Transfers

15.105 Figures o f  government transfer receipts and 
payments are derived from official records and are 
generally subject to only minor errors.

15.106 Estimates o f  private transfer debits are based 
mainly on Exchange Control data until the third quarter 
o f  1979, and since then on information from official 
surveys. Credits are based on information supplied by the 
statistical offices o f  selected countries. The estimates o f  
private transfers are therefore only approximate.

Net acquisition o f  financial assets

15.107 The estimate o f  the current balance in the balance 
o f payments accounts is the net result o f the large 
aggregates o f  the transactions described above. Thus the 
estimation o f the net acquisition o f  financial assets by the 
overseas sector (which is equal, apart from the change in 
sign, to the current balance plus any other capital transfers) 
is poor.

Financial transactions

15.108 The reliability o f  the estimates o f  financial 
transactions varies considerably between the different 
assets and liabilities. Complete records o f inter-government 
loans and other official capital transactions are available 
and the estimates are good. The flows o f  private direct 
investment are also thought to be adequately measured. 
The estimates o f inward and outward portfolio investment 
are derived from a variety o f sources, mainly statistical 
inquiries. The results are thought to be reasonably reliable 
though the design o f some inquiries is being modified 
slightly and inquiries need frequent review as new financial 
markets and instruments are developed. Transactions by 
the monetary sector should be monitored fully through the 
system o f banking statistics. Transactions by other UK 
residents with banks abroad are derived from data from 
the Bank for International Settlements. While these should 
be broadly satisfactory the precise coverage is not known. 
Trade credit transactions have been monitored in part only 
since the ending o f the Department o f Trade and Industry’s 
inquiry to companies at the end o f 1982.

15.109 Some other gaps almost certainly remain, however, 
especially since the abolition o f exchange controls and the 
associated monitoring system in 1979, and a variety o f  
errors may also arise through failure to recognise non
resident status, especially where nominee accounts are 
employed.
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Balancing item

15.110 The balancing item represents the net total of 
errors and omissions arising throughout the balance of 
payments accounts. It will include persistent elements, 
where certain types o f transactions are not adequately 
covered in the accounts, and erratic fluctuations which are 
likely to be, in part, timing errors in the recording of 
transactions and the corresponding payments.

15.111 The persistent elements in the balancing item will 
be affected by changes in coverage o f certain series e.g. 
deposits with banks overseas have been identified only 
from end-1975 and, prior to that time, would remain in 
the balancing item. From the end o f 1982, a substantial 
part o f trade credit between unrelated companies is no 
longer identified in the accounts and consequently becomes 
part o f the balancing item.

15.112 As well as trade credit, there will be short-term 
‘leads and lags’ in the timing o f payments which, like 
identified flows o f short-term funds, are probably 
influenced by the level o f interest rates in the United

{
y/i

Kingdom relative to those abroad, the relative degree of 
credit stringency and by speculation about exchange rates. 
With the very large sums involved in the gross balance of 
payments transactions, ‘leads and lags’ in the timing of 
payments and small changes to the terms o f settlement 
could have a large effect on the balancing item.

15.113 It is also possible that amounts in foreign exchange 
are converted to sterling at rates of exchange which differ 
for the transaction and the corresponding payment. This 
discrepancy may be further affected where the transactor 
makes use o f the forward exchange market.

15.114 Insofar as the balancing item is due to the 
recording o f exports and imports o f goods and services 
there is an effect on the gross domestic product measured 
as a sum of expenditure and which, in turn, accounts for 
an element in the residual error in the national income 
accounts (with a sign reversal). Insofar as the balancing 
item arises solely on financial transactions there is no effect 
on the estimates o f the gross domestic product or on the 
residual error.
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Annex

DEFINITION OF RESIDENCE

15.115 In the balance o f payments accounts the United 
Kingdom is taken to include the Channel Islands and the 
Isle of Man as well as Great Britain and Northern Ireland. 
The inclusion o f the Channel Islands and the Isle o f Man 
gives rise to a minor inconsistency since income and 
expenditure in the Channel Islands and the Isle o f  Man 
are not included in the domestic accounts; there is thus a 
small and fairly regular discrepancy between the two sets 
of figures for which no adjustment is made.

15.116 Residents o f the United Kingdom comprise private 
individuals living permanently in the United Kingdom; the 
United Kingdom central government and local authorities; 
and all business enterprises and non-profit-making 
organisations located in the United Kingdom, including 
branches and subsidiaries o f overseas companies but 
excluding overseas branches and subsidiaries o f United 
Kingdom companies. Agencies o f  the United Kingdom 
government operating abroad, such as embassies or 
military units, are regarded as residents o f  the United 
Kingdom and, conversely, the agencies o f  foreign 
governments and international organisations in the United 
Kingdom are regarded as overseas residents.

15.120 The definition o f  residence for a business is more 
complicated. For tax purposes a company, wherever 
registered, is treated as resident in the United Kingdom if 
the central management and control o f the business is 
exercised in the United Kingdom; its profits, wherever 
originating, are then liable to United Kingdom tax. Thus 
some companies are subject to tax as United Kingdom 
residents although most o f  their assets are abroad: for 
instance many mining companies and plantations. 
‘Resident’ for Inland Revenue purposes also includes 
branches and subsidiaries o f overseas companies operating 
in the United Kingdom and in this respect is practically 
identical with the concept required for national income and 
balance o f  payments purposes.

15.117 The definition o f residence for an individual is 
relatively straightforward, although discrepancies may arise 
in the estimates because o f inconsistencies in the treatment 
of those who live in the United Kingdom for relatively short 
periods. United Kingdom government officials and forces 
stationed abroad are regarded as United Kingdom 
residents; while officials and forces o f other governments 
stationed in the United Kingdom are regarded as non
residents.

15.121 For the national income accounts, an enterprise 
which is a United Kingdom resident but whose trading 
operations take place wholly or partly abroad is in principal 
divided into two parts: (i) overseas branched or subsidiaries 
earning trading profits on overseas operations; and (ii) a 
head office and branches earning trading profits on 
operations in the United Kingdom, if  any. Branches are 
treated as residents o f the country in which they are located 
and subsidiaries where they are registered. The profits o f  
overseas branches and subsidiaries contribute to national 
income not as part o f  domestic income but as property 
income from abroad. Correspondingly, the United 
Kingdom branches and subsidiaries o f overseas companies 
contribute to domestic income but not to national income, 
their profits being part o f  property income paid abroad.

15.118 Apart from government officials and forces there 
is a distinction for individuals in the balance o f payments 
accounts between migrants, who change residence, and 
visitors, who do not. It is based on the intention to stay 
abroad for one year or more. A person leaving the United 
Kingdom for one year or more is regarded as an emigrant 
and thus an overseas resident. Similarly, a person arriving 
in the United Kingdom with the intention o f staying here 
for one year or more is regarded as an immigrant and thus 
a United Kingdom resident.

15.119 Neither the definition used in determining the 
residence o f individuals nor the definition adopted in the 
context of migration necessarily corresponds exactly to the 
definition in the international recommendations for 
balance of payments statistics, where ‘centre o f interest’ 
is given as the determining factor in marginal cases^ It 
should be noted that in a few cases an individual may 
satisfy the criteria for residence in more than one country, 
and in practice an individual may be regarded as a resident 
only insofar as his income and expenditure arise in the 
country.

15.122 For estimates o f  the gross trading profits o f  
companies operating in the United Kingdom, which form 
part of total domestic income, the Inland Revenue provides 
figures o f  the total profits o f  resident companies whose 
operations are mainly in the United Kingdom, including 
resident branches and subsidiaries o f overseas companies. 
These figures exclude all o f the profits o f  companies with 
operations mainly abroad, and dividends received from 
overseas subsidiaries which are taken into account in the 
overall assessment to tax o f a resident parent company. 
An approximate adjustment is made to exclude any trading 
profits earned abroad by companies operating mainly in 
the United Kingdom and include any profits earned in the 
United Kingdom by companies operating mainly abroad, 
but the overall difference from the required concept is 
thought to be small. It should be noted that enterprises 
engaged in operating ships and aircraft registered in the 
United Kingdom are treated as operating in the United 
Kingdom irrespective o f where the ships or aircraft are 
located; the incomes earned by their crews and the gross 
trading profits o f the companies are regarded as part o f  
domestic product. Similarly, the operations o f companies 
on the United Kingdom part o f the North Sea Continental

Balance of Payments Manual, Fourth Edition, International Monetary Fund. Washington, D.C., 1977

\ \

/

%

L f

I f
■

1 -  '

\



'b ^ s

f

v?.t:
- .'K • *

% -ysT ■' •* f- -\.

i !
>1

:l
i I

- f

. I •

;. I

1̂' 

•r?s

, ^

246 International transactions

Shelf are regarded as operations within the United 
Kingdom.

15.123 To estimate the national income, the profits of 
overseas branches and subsidiaries o f United Kingdom 
companies have to be included and the profits of United 
Kingdom branches and subsidiaries of non-resident 
companies excluded. These form part o f net property 
income from abroad. As far as possible, the balance of

payments and national income accounts employ the same 
definition o f residence for companies although there may 
be some inconsistencies in the treatment of profits earned 
from operations abroad which form a minor part of the 
total operations of the company. Discrepancies may also 
arise from differences in the assessments o f profits by the 
Inland Revenue and the amounts of profits reported for 
balance o f payments purposes.
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Appendix

Rent

General description
1. Some description has been given o f the treatment of 
rent, considered both as income derived from the 
ownership o f land and buildings and as expenditure by the 
occupier, in the chapters dealing with the several sectors 
of the economy. This appendix summarises the treatment 
of rent income and brings together the various estimates.

2. Rent is a category o f factor income with a special and 
rather arbitrary definition. It denotes the income derived 
from the ownership o f  land and buildings, reckoned after 
deduction o f actual expenditure by the owners on current 
repairs, maintenance and insurance. In the case o f  
dwellings, where the owner is also the occupier, an income 
is imputed to him which in principle is designed to represent 
the amount he would receive if he let the accommodation 
unfurnished under an agreement whereby the tenant 
undertook the responsibility for rates, all repairs and 
insurance. For other buildings which are owner-occupied 
rent is implicitly included within profits, or in the case of 
those not used for trading purposes (eg state schools, 
National Health Service hospitals, homes run by charities) 
within the item imputed charge fo r  consumption o f  non
trading capital.

3. In what follows, rent income means the net rent in 
the sense o f expenditure on rent by the occupier, including 
ground rents in the case o f  leasehold property, less the 
landlord’s expenditure on repairs, etc. The justification for 
specifying income from rent separately is practical rather 
than theoretical, although there is a good deal o f tradition 
behind it. The figures given, which relate principally to 
buildings, certainly do not measure the earnings o f the 
factor o f  production land as conceived in classical 
economic theory. Rent is better regarded as a form of 
trading profits—the surplus on operating account derived 
from the business o f letting real estate—than as the 
earnings o f a specific and distinguishable factor of 
production. But both the concept o f rent income and the 
available statistics have special features which make it 
convenient to give separate treatment to rent income. 
Firstly, a large and increasing proportion o f land and 
buildings is owned by their occupiers; hence a 
correspondingly large proportion o f income from rent can 
be measured only by imputation, being estimated by 
reference to the market rents actually received for similar 
property. Prior to 1964 this imputed income was o f course 
regarded as real enough to suffer income tax under 
Schedule A. Secondly, much o f the statistical material for 
estimating both actual and imputed rent income is 
unsatisfactory; for example the distinction between rent 
income and trading income from the provision of 
accom m odation  is not alw ays clear-cut when 
accommodation is rented furnished or for short periods.

4. Some general features o f the definition o f the estimate 
o f rent income should be noted:

(a) As mentioned above, one important form o f rent 
income is included in trading profits and excluded from 
the estimates o f rent. This is the income o f all trading 
concerns (companies, unincorporated businesses, public 
corporations and trading branches o f  central 
government and local authorities) owning the land and 
buildings which they occupy. The reason for this is that 
there is no satisfactory basis for estimating the rent 
income. The total trading profits o f  a concern may 
reasonably be regarded as including the profits derived 
from the ownership o f its land and business premises 
and total profits form the basis for the tax assessment. 
Any attempt to determine how much o f the profits is 
derived from the property, as distinct from the profits 
earned by the other factors o f production employed, 
would be unrealistic and would not, o f course, affect 
the contribution o f the concern to total domestic 
product.
(b) The incomes o f  concerns owning and letting 
property as a business, that is the ‘real estate’ industry, 
are included in rent income.
(c) Central government and local authorities’ income 
from rent is estimated as if an economic rent was being 
paid by the tenants. Where payments by tenants do not 
cover costs, their payments are regarded as being 
supplemented by a subsidy, which contributes to the rent 
income derived from the property.
(d) Rent income includes indistinguishably any income 
arising from the provision o f furniture when property 
is let furnished, and some income from the provision 
o f other ancillary services, such as cleaning, may also 
be included.
(e) Rent income, like trading income, is obtained after 
allowing for the estimated expenditure incurred on 
repairs and maintenance, etc. o f  the property.
(f) Rent income, like trading income, is estimated 
before providing for depreciation. Estimates o f capital 
consumption are made for dwellings and for other 
buildings and works (Table 11.5 o f the 1984 Blue Book) 
but the latter are not comparable with the estimates of 
rent because they include owner-occupied trading 
property.

Estimation o f  rent

5. The estimate o f total income from rent has been built 
up by combining the estimated rent income for seven 
groups o f property, as described below. The quarterly 
estimates o f  rent are built up by interpolation and 
projection o f the annual figures for these separate groups 
of property:

(a) Owner-occupied dwellings. The imputed rent o f  
owner-occupied dwellings corresponds to the estimate 
for this item included in consumers’ expenditure on rent 
(see paragraph 6.591).
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(b) Other privately-owned dwellings. This group 
covers houses and other buildings (excluding owner- 
occupied dwellings) owned by companies and persons 
and used by households and individuals, as consumers. 
The estimate of rent income for this group starts from 
the consumers’ expenditure estimates of rent paid to 
private landlords and the imputed value of rent-free 
accommodation. The sources of these estimates are 
described in paragraphs 6.589 to 6.592. From this total 
an estimate of expenditure by landlords on repairs, 
maintenance and insurance is deducted. The later 
estimate is very rough and assumes that these expenses 
account for 30 per cent of the gross rents paid to 
landlords. This proportion is broadly in line with the 
amounts spent by local authorities on council houses, 
details of which are given in the local authority housing 
operating account (Table 8.5 of the 1984 Blue Book).
(c) Public corporations property. This group covers 
dwellings and other property owned and let by public 
corporations. The figures are derived from information 
provided or published by the corporations (see 
paragraphs 8.77 to 8.81).
(d) Central government property. This group covers 
property owned and let and it is assumed that none of 
the income arises from dwellings. More details are given 
in paragraph 9.75.
(e) Local authority property. This group relates 
mainly to local authority dwellings, but also includes 
income from buildings associated with houses (eg 
private garages) and from the provision of amenities 
such as central heating, hot water and laundries. The 
estimates are described in paragraphs 10.53 to 10.56. 
The housing operating account, which shows the gross 
flows of income and expenditure which produce the net 
rent, appears as Table 8.5 in the 1984 Blue Book.
(f) Farm land and buildings privately owned. This 
group covers only rented land and buildings and is 
estimated from the sources used for calculating farm 
incomes generally (see Chapter 6-A).
(g) Other privately-owned property rented to trading 
concerns or general government. This item comprises 
property, other than farms, owned by persons and 
companies and rented for use by both private and public 
trading enterprises. Owner-occupied properties are 
excluded. No direct information is available for this 
group of property and the estimates are poor. They are 
based on rateable values for commercial property, 
(shops and offices excluding shops with private living 
accommodation) published by Inland Revenue each year 
in ‘Inland Revenue Statistics’. As the rateable values 
relate to 1 April each year and are in terms of April 1973 
prices, the estimates have to be adjusted to a calendar 
year average, by interpolation, and converted to current 
price levels. Price indices of office rents, compiled by 
the Department of the Environment, are used for this 
latter purpose. It is assumed that half the properties are 
owner-occupied and half rented. The latter portion is 
taken as the measure of rental income from letting this 
type of property.

Inland Revenue tax records and from their Survey of 
Personal Incomes relating to income assessed for tax under 
Schedule A. These assessments provide separate figures of 
income from rent received by individuals and by 
companies. They do not include income received by 
pension funds from letting property since such income is 
not subject to tax, but in the national accounts this income 
is treated as part of the income of the personal sector. 
Taking this element into account produces a total for the 
private sector which is reasonably consistent with the total 
of the estimates for items (b), (0  and (g) above'.

The composition o f  rent income in 1980

7. Table al shows how the estimate of total rent income 
was divided in 1980 between the different groups of 
property separately discussed above.

Composition of rent income, 1980
Table al £ million

Owner-occupied dwellings 7 827
Other privately-owned dwellings 1 036
Public corporations’ property 392
Central government property 64
Local authority property 3 031
Farm land and buildings, privately owned 
Other privately owned property rented to

122

trading concerns or general government 1 021

Total 13 493

Sector analysis o f  rent income

8. The division of rent income by sector is given in the 
analysis of the gross domestic product by sector and type 
of income in Table 1.14 of the 1984 Blue Book. The 
estimates for the company sector are obtained by assuming 
that 80 per cent of income from group (g) and 20 per cent 
of group (b) goes to companies. The balance of these two 
groups plus group (f) is allocated to persons. The Inland 
Revenue Schedule A information, referred to above, 
provides a check on these estimates but it does not become 
available until 3 to 4 years after the period to which it 
relates. The figures for central government, local 
authorities and public corporations are obtained directly 
from the sector accounts.

Industrial analysis o f  rent income

9 Rent income is analysed also by industry. In the 
analysis of the gross domestic product by industry (Table 
2,1 of the 1984 Blue Book) rent appears as the income of 
two industries only:

Banking, finance, insurance, business services and 
leasing; and
Ownership of dwellings.

6. As a rough check on total rental income of the private 
sector from letting property, estimates are available from

10. The first category includes all income from rent of 
land and buildings other than dwellings. It will be 
remembered that income derived from owner-occupied 
trading property is not separately identified; such income

A new annual inquiry covering the income and expenditure of insurance companies will provide separate estimates of rental income received by those
orgariisations. When this information becomes avaliable later this year the opportunity will be taken to review the methods used at present to estimate the 
rental income of the private sector.
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Rent

is included in the gross trading income of the 
industries concerned. A detailed analysis of rent 
income in 1980 showing the distribution of the seven groups

across sectors is given in Table a2. The allocation between 
the two industry groups is shown in the second part 
of Table a2.

Analysis of rent income by group of property and sector, 1980
Table a2

Sector of ownership

Group of property Personal Compan- Public 
sector ies corpora

tions

Central Local 
govern- authorit- 

ment

Total

les

Owner-occupied dwellings
Other privately-owned dwellings
Public corporations’ property
Central government property
Local authority property
Farm land and buildings privately owned
Other privately-owned property
rented to trading concerns or
government

7 827 
829

$

y

207
392

64
3 031

817

Total 8 982 1 024 392 64 3 031 13 493

Rent income by industry of ownership 1980

Group of property Banking, finance, 
insurance, etc

Ownership of 
dwellings

Owner-occupied dwellings
Other privately-occupied dwellings
Public corporations’ property
Central government property
Local authority property
Farm land and buildings, privately owned
Other privately-owned property
rented to trading concerns or government

7 827 
1 036 

333

3 031

Total 1 266 12 227
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Accelerated cap ital expenditure: 
costs 8.30

Account, types of 2.5, 2.25-52 
Accounting principles - cash or accruals 3.22-29 
Accruals accounting: 3.23-24 , 9.16 
A ccruals ad justm ent 14.137 

as a  tim ing ad justm ent 14.23 
Accruals adjustm ents: 9.115

central governm ent asse ts  9.150 
central governm ent liabilities 9.118 
local au thorities 10.47, 10.50 
public corporations 8.62, 8.71 

Acquisition of cap ital of certain  undertakings 9.164 
A djustm ent for financial services 5.23, 5.32, 5.45 
A djustm ents for public corporations expenditure 

charged to capital and operating accounts 8.32 
A dm inistrative costs of governm ent departm ents 

11.33
Advance oil sales 9.121, 9.126 
Advance paym ents for future work; 

received by public corporations 8.70
Advance paym ents on im ports by public corporations 

8.75
Advance sales of oil by B ritish N ational Oil 

Corporation 8.70, 8.75
Advances under Iron and Steel Act 1975 8.65 
Advisory Conciliation and A rbitration  Service 11.80 
Advisory services to industry  9.34 
Aerodromes; 9.138, 9.193, 11.69 

Board of T rade Deficit 11.73 
H ighland and Islands 11.69 
local au thorities 11.69
transferred  to Civil Aviation A uthority 11.69 

Aerospace industry  work in progress 13.47 
A fter-care services 11.162

gran ts to voluntary organisations 11.163 
A gricultural M ortgage Corporation Ltd 11.119 
A gricultural Research Council: 11.32 

accounts 9.201 
sector classification 9.200 

A gricultural colleges 11.116 
research institu tions 11.116 
scholarships 11.116 

A gricultural levies 9.159 
A gricultural price guaran tees 11.115 
A gricultural support grants: 

capital g ran ts 9.109 
subsidies 9.88

A gricultural trad ing  services 9.199 
Agriculture; 12.14 

companies 7.62
fixed cap ita l formation 12.35, 12.51 
output a t  constan t prices 5.4, 5.36 

A griculture and forestry stocks 13.35-36 
A griculture, forestry, fishing and food 11.110 

definition 11.32
A griculture, forestry and fishing:

output a t  constan t prices 5.26, 5.36, 5.57 
A ir force m aintenance units 9.23 
A ir navigation services: 9.193, 9.198, 11.69-70 

Board of T rade deficit 11.74 
A ir pollution g ran ts  10.44 
A ir pollution prevention 11.136 
A ir transpo rt 12.12, 12.76

Air travel Reserve Fund Agency;
sector classification 9.200 

Air travel, consum ers' expenditure 6.612-614 
A ircraft 12.6, 12.21, 12.44, 12.96 
A irports see Aerodromes 
Alcoholic drink:

consum ers’ expenditure 6.565-573 
duties 9.56

Allocation of taxes and subsidies 11.22 
A llotm ents and sm allholdings 11.110 
Alum inium  producers: 

loans 9.160
Aluminium sm elting companies: loans to 11.97
Am bulance services 11.177
A m ersham  In ternational 9.198
A ncient m onum ents 11.145
Ancillary output 5.33
Animal health  11.110
A nnual census of production - see Census of 

production
A ppropriation Accounts: 2.30

as source of cen tral government d a ta  9.2 9 170
9.176, 9.179, 9.199

com panies and financial institu tions 7 13-45
7.52-66, 7.68-89, 7.93-102 

description 9.200
financial companies and institutions 7.13, 7.50-52 

7.70, 7.90-92, 7.102 
general governm ent d a ta  11.33 
industrial and commercial companies 7.13 

7.50-52, 7.70, 7.90-92, 7.102 
public corporations 8.35 

A ppropriations in aid 9.168 
Armed Forces, see Forces 
Army D epartm ent: paym ents for purchases of 

equipm ent 11.39 
A rt galleries 11.154 
A rticulation of accounts 2.51-53 
A rts Council of G reat Britain: 11.154 

11.157 11.158 
accounts 9.201 
expenditure 9.81 
sector classification 9.200 

Arts: general government expenditure 11.154 
Asian Development Bank 11.62 
Assets:

financial 1.13 
intangible 1.14 
physical 1.14

A ssistance to industry by public corporations 8.12, 
8.22, 8.59, 8.72, 8.74 

Associated British Ports 8.15 
A ttendance allowances 11.190 
A ttendance centres 11.163 
Audit Commission C hapter 8, Annex 1 
A ustralia:

loans from cen tral government 9.160 
B.L. Ltd; 8.65, 8.74

central government shareholding 11.101 
government shareholding 9.163 
loans to 11.97 
sector classification 9.37 

Bad debts 7.62
Bailey (M alta) Ltd central government loans 11.63

I

•-5 5 5 : ’.;

interest receipts f 
local authontj de 
refinanced export 
refinanced ship bi 

Banking deposits: 
special tax on 11. 

Baniiiig' finance ani 
fixed capital fonn 

12.81, 12.120 
Ranking. intematioE 

interest on borrow 
lending 15.87 
liabilities in sterli 
services 15.21 

Banking, finance, im 
leasing

output a t consian
5.58

Banks: see Monetarj' 
Base year - see reba< 
Base years 3.48, 3.51 
^ a g le  Aircraft L td : 
Beer, consumers’ exi 

defence aid 1
^nchm arkingofout
^ tte rm en t levy n  g

classification 9.29 
collection costs 11

Boot

C r r !
aero(iroc 

01
factories
pants

^ .
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Balance of payments 1.16, 2.24, Chapter 15 
Balance sheets 2.43-46 
Balancing item: 14.30, 14.138 

local authorities 10.52 
overseas sector 14.31, 15.6, 15.110-114 
public corporations 8.76 

Bank deposits:
of local authorities 10.48 
of public corporations 8.68 

Bank lending 14.105-107
to life assurance and pension funds 14.50 

Bank of England:
central government accounts vidth 9.168 
payments to central government 9.77 
transfer of stock to Treasury 9.149, 9.164 sector 

classification 14.6, 14.7, 14.8 
Bank of England Banking Department: 7.7, 8.6 8.60 

central government net indebtness 9.123 
Bank of England Issue Department 9.5 

commercial bills 9.136
interest receipts from central government 9.97 
local authority debt 9.136 
refinanced export credits 9.158 
refinanced ship building credits scheme 9.151 

Banking deposits: 
special tax on 11.30 

Banking, finance and insurance:
fixed capital formation 12.29, 12.40, 12.63, 12.80, 

12.81, 12.120-121
Banking, international transactions:

interest on borrowing and lending 15.21, 15.40
lending 15.87
liabilities in sterling 15.76
services 15.21

Banking, finance, insurance, business services and 
leasing;

output a t constant prices 5.9, 5.22, 5.32, 5.45-50, 
5.58

Banks: see Monetary sector
Base year - see rebasing
Base years 3.48, 3.58-61
Beagle Aircraft Ltd 11.93
Beer, consumers’ expenditure 6.566-567
Belize: defence aid 11.39
Benchmarking of output dates 5.34, 5.38, 5.41, 5.61 
Betterment levy 11.30 

classification 9.29 
collection costs 11.192 
receipts by central government 9.103 

Betting and gaming:
consumers’ expenditure 6.505, 6.626-629 
taxes 9.56

Births: registration of 11.196 
Black economy - see evasion 
Blue Book:

system of accounts 2.40-42 
Board of Trade:

aerodromes and air services 9.193, 9.198
deficit on trading operations 11.73 11.93
factories 9.75, 9.151, 9.189
grants under Local Employment Acts 11.95
leasing of factories 11.88
trading accounts 9.193, 9.199
trading in commodities 11.88
transfer of functions to Civil Aviation Authority 

11.69
Boards of Governors of Teaching Hospitals: 

sector classification 9.200
Book value of stocks see under stocks and work in 

progress

Borrowing requirement:
central government 9.114, 9.122 
local authorities 10.48, 10.49 
public corporations 8.63 
quarterly data 9.186, 10.71 
quarterly estimates 8.77 
returns of borrowing 8.80 

Bridges: financing of 9.153 
British Academy:

sector classification 9.200 
British Aerospace Ltd: 8.7, 8.14, 8.70 

central government loans 11.100 
disposal of government shareholding 11.101 
fixed capital formation 12.115 
government shareholding 9.163 
sector classification 9.37 

British Airports Authority 8.9 
British Airways Board 8.68 
British Airways:

fixed capital formation 12.76 
British Aluminium Company: 

capital contributions 8.56 
British Broadcasting Corporation:

capital grants from central government 8.54 
expenditure on fixed assets abroad 8.73 
external services 11.55 11.58 
income 8.28 

British Council: 11.55 
accounts 9.201 
sector classification 9.200 

British Embassies abroad: 
capital expenditure 9.106

British Embassies abroad: capital expenditure 11.56 
British European Airways:

transfer of stock to Treasury 9.149, 9.156 
British European Airways: Chapter 8, Annex 1 
British Film Institute: 11.156 

sector classification 9.200 
British Gas Corporation:

consumer contributions 8.56
deposits with National Loans Fund 8.69, 9.130
gas levy contributions 8.34
interest receipts 9.99
interest received from National Loans Fund 8.39 
loans from central government 9.154 
net advances from central government 11.98 
price restraint compensation 8.30 
subsidies 11.93 

British Gas Stock 8 66 
British Iron and Steel Stock 8.7 
British Library:

receipts of rent 9.75 
British Museum 11.155 
British National Oil Corporation: 8.7 

advance sales of oil 8.70, 8.75, 9.121 
Britoil 8.14, 8.17 
central government loans 11.98 
National Oil Account transactions 8.65, 9.162 

British Nuclear Fuels Ltd 9.198 
British Overseas Airways Corporation: Chapter 8, 

Annex 1
transfer of stock to Treasury 9.149, 9.156 

British Petroleum shares central government 
transactions 11.101 

British Petroleum:
government shareholding 9.163 

British Rail Hotels 8.17, 8.74 
British Rail Hovercraft Ltd 8.15

I : 
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British Railways Board: 
capital grants:
from central government 8.54 
from local authorities 8.56 
leasing of assets 8.19 
subsidies:
from central government 8.30 
from local authorities 8.31 
grants from local authorities 10.32, 10.45 

British Savings Bonds: 
sales 9.125

British Shipbuilders:8.7 
advances reviewed 8.70 
central government advances 11.98 
Intervention Fund assistance 8.30 
subsidies 11,93 

British Standards Institution: 
sector classification 9.200 

British Steel (International) 8.40
European Coal and Steel Community levies 8.34 

British Steel Corporation:
advances from central government 9.161 
advances under Iron and Steel Act 1975 8.65 
central government finance 11.98 
stock issues 9.149, 9.164 

British Sugar Corporation Ltd.- 
central government loans 11.97 

British Technology Group 8.74 
British Telecom: (Chapter 8, Annex 1 

fixed capital formation 12.79 
British Transport Commission: 

disposal of assets 8.7 
reserves 8.44 
revenue deficit grant 8.30 
transport levy 8.54 

British Transport Commission:
loans from central government 9.154 

British Transport Docks Board: Chapter 8, Annex 1 
fixed capital formation 12.78 

British Transport stock 9.149, 9.156 
British Waterways Board: 

fixed capital formation 12.78 
grants from central government 8.30, 8.54 

British government securities 14.67, 14.68 
Britoil 8,14

government shareholding 9.163 
sector classification 9.37 
transfer of shares to central government 8.17 

Broadcast licence revenue retained by Exchequer
9.28, 9.67

Building and works:
fixed capital formation 12.11, 12.20, 12.22, 12.24,

12.33, 12.46, 12.47
Building Societies: 7.1, 7.7, 7.27. 7.29, 7.41, 7.65, 

7.71, 7.72, 7.76, 7.88, 7.41 7.100 
central government loans 9.151, 11.128 
international transactions 15.85 
negotiable bonds 14.102 
output at constant prices 5.9, 5.45, 5.49 
retail and wholesale deposits 14.101 
treatment of interest 5.32, 5.45 

Burial boards 10.1 
Bus fuel rebates : 9.59

to public corporations 8.34 
Buses and coaches:

consumers’ expenditure 6.610-611 
fixed capital formation 12.21 

Business accounting: 
historic cost profits 13.6 
stocks and work in progress 13.2, 13.8, 13.13

Business enterprises operating abroad 13.13 
Business expenses excluded from consumers’ 

expenditure 6.502 
Business services:

fixed capital formation 12.36, 12.69, 12 72 12 80 
12.82, 12.120

output at constant prices 5.13, 5.47, 5.49 
GIF (cost, insurance, freight), 15.56 
Cabinet Office: costs 11.198 
Cable and Wireless Ltd: 8.15 

government shareholding 9.163 
investment overseas 8.73 
profit income 8.40 
transfer to Treasury 9.149, 9.164 

Canada:
defence aid 9.79
loans to UK government 9.139
repayment of loans to aluminium producers 9.160 

Capital account: 2.33-36, 4.23-28 
central government 9.101
companies and financial institutions 7.13, 7.46-49 
financial companies and institutions 7.13, 7.50-52 
industrial and commercial companies 7.13 

7.50-52
local authorities 10.37 
personal sector 6.39-40 
public corporations 8.50

Capital consumption: 1.19, 1.62-67, 12.104, 12.110 
asset lives 12.119-123 
general concepts 12.105-110 
imputed charge for 1.31, 1.39, 6.22 
method of calculation 12.4. 12.111-112 
published tables 12.113 
reliability of estimates 12.3, 12.124 
statistical sources 12.116-118 
use as proxy for net output 5.11-12, 5.52, 5.54-55 

Capital expenditure on goods and services: general 
government: 11.10 

Capital formation 1.13, 1.45-46
see also fixed capital formation and stocks and 

work-in-progress 
Capital gains tax: 11.30 

classification 9.29
receipts by central government 9.103 

Capital grants by local authorities: 
to personal sector 10.44 
to public corporations 10.45 

Capital grants: 
definition 9.32

Capital payments returns 10.71 
Capital stock 12.104

asset lives 12.107, 12.119-123 
general concepts 12.105-110 
method of calculation 12.111, 12.112 
published tables 12.114 
reliability of estimates 12.124 
statistical sources 12.116-118 
use as proxy for net output 5.48 

Capital transfer tax:11.30 
definition 9.29
receipts by central government 9.103 

Capital transfers: 2.34, 4.24, 7.47 
by central government 9.108 
by public corporations 8.59 

Capital transfers from abroad 9.104 
Capital transfers to public corporations from: 

central government 8.54 
local authorities 8.55 
private sector 8.56

r
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public con»|̂
Cast expsu**^ 

central gov 
central gov 
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see also H
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Capital write-offs: 9.35 
public corporations 8.18 

Capitalised Interest 8.29, 8.57 
Car parks 11.66 
Car tax 9.56, 9.27

accurals ac^justment 9.150 
basis of recording 9.16 

Care for the elderly 11.183 
Careers service administration 11.79 
Cars, motorcycles and other vehicles: 

consumers' expenditure 6.545-553 
Cash accounting:3.23-3.24,9.16 
Cash expenditure on company securities (net): 

public corporations 8.74 
Cash expenditure on company securities: 

central government 9.163 
central government transactions 11.101 

Catering:
consumers* expenditure 6.635 
see also Hotels and catering 

Cemeteries 11.150 
Census of construction:

as source for fixed capital formation 12,36, 12.67 
Census of production 12.97, 13.45

as source for fixed capital formation 12.2, 12.8,
12.36. 12.37, 12.47, 12.54, 12.62, 12.65,
12 . 66 , 12.121

Central Computer and Telecommunications Agency: 
costs 11.198

Central Council for Education and Training in Social 
Work: general government expenditure 11.184 

Central Land board 11.151 
Central Scotland Water Development Board 10.1 
Central bank assistance 9.144 
O ntral government: 13.11, 13.57-59, 13.61 

consolidation of accounts 9.9 
definition 2.21-2.22 
definition of sector 9.1
economic classification of transactions 9.12, 9.14 
financial transactions 14,55, 14.56 
fixed capital formation 12.13, 12.16, 12.19, 12.42, 

12.49, 12.52, 12.63, 12.67, 12.83, 12.84,
12.102

functional classification 9.15 
internal transactions 9.181, 9.18 
local authorities payments and receipts 11.4, 11,8 
non-trading receipts 9.14 
services to industry 9.34 

Central heating:
provision by local authorities 10.58 

Centre for Environmental Studies: 
sector classification 9.200 

Certificates of tax deposits 9.129 
held by Bank of England 9.123 

Changes in cash balances held by central government 
9.121

Channel Islands 15.115 
Charities:7.31, 7.93, 7.100

transfers from companies 6.19 
see also non-profit-making bodies 

Charity Commission 11,196 
Child benefits 11.190 
Childcare services 11.183 
Children in care 11.183 
Civil Aviation Authority: 8.9, 11.69

grants from central government 8.30, 8.54 
pension schemes 9.119
transfer of functions from central government 

9.193, 9.198
Civil Engineering Works 12.2

Civil List: costs 11.198 
Civil Service:

central management costs 11,198 
see also Public administration 

Civil Service industrial dispute:
effects on central government data 9.188 

Civil Service pensions 9.81 
Civil defence works by public corporations: 

grants 8.54 
Civil defence: 11.49

fixed capital formation 12.83 
Clean Air Acts: grants under 11.139 
Clothing, consumers' expenditure 6.554-559 
Co-operative societies 7.1, 7.27, 7.87, 7.91, 7.100 
Coal and coke:

consumers' expenditure 6.580 
fixed capital formation 12.54 

Coal and steel industries:
levies to European Coal and Steel Community 

9.66, 9.94
Coal compensation 9.164 
Coal industry:

assistance to redundant workers 11.93, 11.94 
central government payments to redundant 

mineworkers 9.90 
subsidies 9.88 

Coastal protection 11.140 
Coastguard services 11.69 
Coin; purchases by central government 9.73 
Coinage: costs to Treasury 11.192 
College of Aeronautics: 

sector classification 9.200 
Colleges of advanced technology: 10.5

general government expenditure 11.170, 11.172, 
11.173, 11.174

Colleges: central government grants 9,90, 9.109 
Colonial Development and Welfare Acts: 

advances under 9.157
Commercial bills:7.27, 7.62, 7.73, 7.75, 7.89, 7.92 

central government transactions 9.136 
Commission for Racial Equality: 

sector classification 9.200 
Commodity flow accounts 2.49-2.50 
Commodity flow method 12.34 

in fixed capital formation 12.32 
Commodity trading divisions: 

accounts 9.199
Common Agricultural Policy 9.88, 11.110, 11.115, 

11.117
Intervention Board for Agricultural Produce 9.107 

Common Services expenditure 11.16, 11.34 
Commonwealth Development Corportation: 8.24, 8.40

, 15.92
loans to 9.160
central government loans 11.60 

Commonwealth Institute: 
sector classification 9.200 

Commonwealth War Graves Commission: 11.55 
accounts 9.201 
sector classification 9.200 

Communication 12.27, 12.120, 12.121 
fixed capital formation 12.44, 12.79

Communication industry: output a t constant prices
5.44

Communications 11.69 
Community health services 11.177 
Community Health and Family Practioner Service: 

accounts 9.201
Community Land Act accounts 9.201
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Companies and financial institutions:
assistance by public corporations 8.12, 8.22, 8.72, 

8.74
definition 2.15-18
fixed capital formation 12.5, 12.18-19, 12.44 
investment abroad 15.90-91 
property income 15.27-32. 15.34, 15.3b, 16.38, 

15.40
Companies and financial institutions A: Chapter 7 

agriculture companies 7.62 
appropriation accounts: see appropriation 

accounts bad debts 7.62 
branches, subsidaries and associates 7.17 
capital accounts: see capital accounts definition of 

sector 7.1-6
charities, transfers to 7.31, 7.93, 7.100 
financial charges 7.62
income from abroad 7.23-26, 7.62, 7.80, 7.101 
insurance claims 7.62 
licence fees: see royalties and licence fees 

Companies and financial institutions B:
non-trading income: see non- trading income of 

companies and financial institutions profits: 
see profits profits due abroad 7.26, 7.27 7.32 
7.84, 7.94, 7.95

reliability of estimates 7.99-102 
royalties: see royalties and licence fees 

subsidiaries 7.17 
tax evasion 7.62
taxes: see taxes, companies undistributed income

7.45, 7.47, 7.48
Companies: publicly owned 8.3 
Company cars, consumers’ expenditure 6.607 
Company sector - see Companies and financial 

institutions 
Company securities:

holdings by central government 9.163
Compensation payments in Northern Ireland: 10 33 

11.202
Concorde 11.90 
Conservators of commons 10.1 
Consideration of accounts: general government 11.4 
Consistency of the estimates 3.2, 3.30-31, 3.82-87 
Consolidated Fund Extra Receipts 9.179, 9.180 

quarterly data 9.185 
Consolidated Fund: 9.6, 9.201

as source of national accounts data 9.168 
expenditure 9.171 
revenue 9.170, 9.180 
standing services 9.171 
summary 9.169

Consolidation of central government accounts 9.9 
Constant prices: general government expenditure on 

goods and services 11.10 
Construction industry:

fixed capital formation 12.23. 12.38, 12.67, 12.84, 
12.90, 12.120

output at constant prices 5.25, 5.40 
stocks 13.48-13.50

Consumer contributions to capital expenditure 8.56 
Consumer credit companies 7.7 
Consumer durables: 1.35,6.510 
Consumers' expenditure abroad 6.652-655 
Consumers’ expenditure; 1.42-43, Chapter 6 part B 

at constant prices 6.542-543 
classification 6.517-525 
definition 6.501-513 
estimates 3.13-15

main sources 6.526-541 
published tables 6.514-516 
use as proxy for net output 5.55 

Consumption: - see final consumption 
Consumption of fixed capital - see capital 

consumption 
Contingencies Fund 9.4 

accounts 9.201
Conversion and improvement grants:

local authority loan changes 10.15, 10.44 
Conversion costs: national gas 8.32 
Conversion grants 11.126 
Convertible currency resen es 9.148 
Copper purchases:

advance payments 9.157 
Corporate sector 4.21
Corporation tax: allocation by section 11.29 
Costs, index numbers of 4.42-4.45
Cotton Industry’ Act 1959: grants under 11.95 
Cotton industries 11.96 
Council elections' costs 11.150
Council house sales:10.43, 12.25, 12.48 12 115 

12.129
loans for purchases 10.51 

Council houses: loans for purchase 11.128 
Council of Industrial Design: 

sector classification 9.200 
Countryside Commission 9.2 
County court fees 9.81 
Courts of law: operation costs 11.162 
Crafts: grants from central government 11.157 
Credit extended by retailers 14.108, 14.109 
Creditors:

changes in central government 9.121 
Crematoria 11.150
Criminal Injuries Compensation Scheme 11.162 
Criminal Injuries Compensation Board: 

accounts 9.201 
sector classification 9.200 

Crofters; grants to 11.118
Crown Agents Holding and Realisation Board:8.40 

8.73,9.103 
Crown Agents; , 8.40 

capital p an ts  to , 9.10 
prefunding , 8.69

Crown Suppliers: Chapter 8, Annex 1 
Crown estates 9.189

Crown Estate Office, accounts 9.199 
Crown prosecutions: costs of 11.162 
Currency deposits by overseas monetary authorities 

9.146
Current accounts:

balance of payments 15.3, 15.4, 15.48 
central government 9.44 
local authorities 10.10 
see also income and expenditure accounts 

Current cost accounting: 
depreciation 1.64 
stock appreciation 1.70 

Current expenditure on goods and services:
analysis by service and economic category 10.30
central government: basis of recording 9.17
contributions to European Community 9.94
definition 9.81
functional analysis 9.83
general government 11.10
local authorities 10.26
quarterly estimates 9.86
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receipt from sales 9.28 
reliability of estimates 9.188 
timing of payments 9.84 

Current grants: 
abroad 9.93 
capital write-ofTs 9.35 
definition 9.31
from central government to local authorities 10.12 
from central government to personal sector 6.20 
from companies to charities 6.19 
in Local Government 
non-specific 10.13
specific 10.14 Financial Statistics 10.16

Current surplus:
central government 9.100, 9.102 
local authorities 10.10, 10.38 

Customs (protective) duties 9.56 
Customs and Excise:

administrative and other expenditure 11.192 
duties 9.56
duties, allocation by type of expenditure 11.13 
HM Customs and Excise reports 9.201 

Data sources 11.33
Day centres: general government expenditure 11.183 
Death duties 11.30 
Deaths: registration of 11.196 
Debt charges: treatment in Local Government 

Financial Statistics 10.10 
Debt interest:

central government 9.97
local authorities to central government 11.4, 11.8 
paid by local authorities 10.35 
paid to government funds 9.10 
treatment in functional analysis 11.11, 11.32 

Debt write-offs: public corporations 8.18 Chapter 8, 
Annex 2

Debtors: changes in central government 9.121 
Defence Budget 11.39 
Defence aid:

from overseas governments 9.79 
from the United States 11.39 

Defence bonds: sales 9.125
Defence contracts: capital assistance schemes 11.42 
Defence expenditure: 1.48

basis of recording 9.85, 9.118 
Defence procurement services 11.39 
Deficit payments by central government: 

to national industries 9.88 
to own trading bodies 9.193 

Deflation 3.57 
Deflators: see price indices 
Denationalisation 8.7, 8.14, 8.15, 8.17 
Dental Estimates Board: 

accounts 9.201 
Dental services 11.177 
Dentists: remuneration 11.13, 11.177 
Department of Agriculture and Fisheries for 

Scotland: 11.110
land drainage and flood prevention trading 

activities 11.141, 11.111, 11.115 
trading activities 9.199

Department of Agriculture for Northern Ireland 
11.110

land drainage and flood prevention 11.141 
Department of Education and Science education 

expenditure 11.170 
research expenditure 11.103 

Department of Education for Northern Ireland: 
education expenditure 11.170 

libraries, museums and arts expenditure 11.155

Department of Employment 11.80 
Department of Energy: civil defence activities 11.49 

research expenditure 11.103 
services to industry 11.87 

Department of Health and Social Security: 
civil defence activities 11.49 
expenditure 11.189
national health service expenditure 11.177 
national insurance schemes: 
social security schemes:

Department of Health and Social Services, Northern 
Ireland:

national health service expenditure 11.177 
Department of Health for Scotland: 

trading activities 9.199 
Department of Industry;

civil defence activities 11.49
leasing of fixed assets 9.199
receipts of rent 9.75
refinanced export credits 9.158
refinanced shipbuilding credit scheme 9.151
research expenditure 11.103
services to industry 11.87
strategic reserves 11.49
trading stocks 11.92

Department of National Savings:8.9 , 9.116 
accounts 9.201

Department of National Savings: 
administrative expenditure 11.192 

Department of Trade:
coastguard services 11.69 
export promotion 11.87 
services to trade 11.87 
shipping services 11.69 

Department of Transport: 
receipts of rent 9.75 

Department of the Environment:
ancient monuments expenditure 11.146 
betterment levy, collection costs 11.192 
civil defence activities 11.49 
housing services 11.122 
overseas expenditure 11.55 
royal parks expenditure 11.146 
water supply and sewerage services 11.131 

Department of the Environment; Northern Ireland: 
driver licensing 11.192 
housing services 11.122, 11.125 
motor vehicle licensing and registration 11.192 
records, registration, etc 11.196 
water supply and sewerage services 11.130 

Department of the General Registers of Scotland 
11.196

Department of transport:
Civil defence activities 11.49 
driver and motorcycle licensing and registration 

11.192
Road expenditure 11.65
Transport other than roads expenditure 11.69 

Departmental balances 9.9, 9.186 
Departmental expenditure: 

classification 11.32, 11.33 
Departmental returns 9.167, 9.178, 9.185 
Deposits with building societies 14.101-103 

public sector deposits 14.101 
Deposits with monetary sector 14.96

life assurance and pension schemes 14.46 
Deposits with other financial institutions 14.104 
Depreciation:5.1, 5.3, 7.20, 12.3, 12.106 

see also capital consumption 
Devaluation of sterling 9.113
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Development Board for Rural Wales: 8.12, 11.124, 
11.129

grants from central government 8.30, 8.54 
Development Fund: 11.116 

accounts 9.201 
Development land tax: 11.30 

classification 9.29 
public corporations 8.54 
receipts by central government 9.103 

Direct and other investment abroad 14.132 
Direct investment in the United Kingdom 14.133 
Direct investment income: see income from abroad 
Direct investment overseas 14.132 
Direct-grant schools:

sector classification 9.200 
Disabled people: employment services grants 11.80, 

11.83, 11.180
Discrepancies of timing 3.22-29 
Diseased animals: slaughter compensation 11.115 
Disposable income: 

national 1.16 
personal 1.17 
real 1.25-27

Disposals to private sector 8.7, 8.14, 8.15, 8.17
Distilling industry 13.46
Distribution, hotels and catering, repairs:

output at constant prices 5.9, 5.17, 5.31, 5.41, 
5.58

Distribution, retail 12.36
fixed capital formation 12.69 

Distribution, wholesale 12.36 
fixed capital formation 12.68 

Distributive and service industries 12.28, 12.36.
12.38, 12.47, 12.68, 12.117, 12.120-121 

Distributive and service trades inquiries 13.51-54. 
13.60

Distributive trades stocks 13.51-53 
District courts in Scotland: 

costs of 11.163
Dividends 7.16, 7.27-30, 7.71-73, 7.79, 7.81-85, 7.91, 

7.98, 7.100
Dividends and interest: tax on 11.28 
Dividends received by central government 9.77 
Docks: local authority 11.69 
Dockyard services 11.39 
Doctors' compensation grants 11.182 

remuneration 11.16, 11.177 
Dog and Gun Licenses 9.66, 9.92, 10.13 
Domestic expenditure 1.9, 1.15, 1.60 
Domestic income - see gross domestic product 
Domestic product - see gross domestic product 
Domestic services: 

of housewives 1.28 
Double deflation 5.4, 5.36 
Double taxation agreements 15.25 
Drawings from U.K. subscriptions to international 

bodies 11.62
Drawings from United Kingdom sub- scriptions to 

international lending bodies 9.159 
Driver and Vehicle Licencing Directorate 9.57 
Driver and motor vehicle licencing 11.192 
Driving licence fees 9.57 
Driving test fees 9.81
Durable goods, consumers' expenditure 6.510 
Dwellings 12.5, 12.27, 12.47, 12.128, 12.129, 12.131 

fixed capital formation 12.18, 12.20, 12.23, 12.31, 
12.35, 12.45, 12.89

*  V

Dwellings:6.509, 13.49
output at constant prices 5.51 
ownership of 5.22, 5.51 
see also owner-occupied dwellings 

Earnings - related contributions to national 
insurance scheme 9.68 

East coast floods: reconstruction work 11.142 
Economic aid in kind 9.81
Economic and Social Research Council Account 9.201 

Sector Classification 9.200 
Economic categories of central government 

transactions 9.12, 9.14, 9.178, 9.181, 9.184 
Education:

consumers’ expenditure 6.631 
fixed capital formation 12.86

Education and Libraries Order 1972, Northern 
Ireland 10.3

Education and health services:
output at constant prices 5.10-12, 5.53-54, 5.58 

Education services 11.169 
Egypt, British property in 11.203 
Elections: registration of 11.196 
Electricity: 13.41

consumers' expenditure 6.577-578 
fixed capital formation 12.60, 12.67 

Electricity undertakings:
accelerated capital expenditure costs 8.30 
central government loans 11.98 
consumer contributions 8.56 
price restraint subsidies 8.30 
subsidies 11.93 

Emergency housing 11.121 
Emergency stocks 9.107
Employers Statutory Sick Payments 9.30, 9.68 
Employers' contributions: 1.37 , 2.13 

national insurance 6.78-79 
other 6.80-83 

Employment Acts: 
loans under 9.151

Employment income - see also wages, salaries, etc 
Employment income: 1 .37 ,3 .6 ,6 .13 , 6.53-83 

by industry 6.84-90 
Employment premiums: 9.88 

to public corporations 8.30 
Employment services 11.79 
Employment subsidies 9.88 
Employment:

numbers in 4.47-50
use as proxy for net output 5.8. 5.11-13, 5.49,

5.52, 5.54-55
Energy and water supply industries: stocks 13.37-43 
Energ>’ and water supply:

output at constant prices 5.25, 5.57 
Energy supplies, consumers' expenditure 6.577-582 
English Industrial Estates Corporation: 11.91 

receipts of rent 9.75 
Enterprise Oil Ltd 8.15 
Entertainments tax 9.56 
Environmental health 11.136 
Equalisation grants to local authorities 9.92 
Estate duty:

classification 9.29
receipts by central government 9.103 

Euro-dollar facilities 9.147
European Agricultural Guidance and Guarantee 

Fund 11.115, 11.117 
European Coal and Steel Community: 

capital contributions 9.160, 11.63 
levies 8.34, 9.66, 9.94
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Emo[*^  tooverj' European Ee«^^
orants

I)
European CO

p a re n ts  by cent
immunit 

government servii 
'ovemment tr^

EvLion 3.12,3-32-3 
Excess profits le '7
Excess profits

refunds 9.110,11-19 
Exchange E qualisation

cost o f Exchange covi
forward comnutniant 
holdings of Special D 
sector classification! 

Exchange cover scheme 
borrowing 15.82*83 
cost to central goven 
interest payments 15 
local authorities 10.2 
premiums receivable 
public corporations 8 

Exchequer accounts 9.6 
Exchequer and Audit I> 

administration and o 
Expenditure at constan' 

index numbers 4.20 
Expenditure:

domestic 1 .9 ,1.15
“  1-2.1.8-9,1,41.
uttermediate 1.8 14 
national 1.10-15 

E *^ r t  Credits Gnarant 
accounts 9.201, 9.191

.  ^<i'’ances unde 
Promob
rebates 9

•motion

cre8

. 1



•r
1

M

"»imt 9,201

It

' 54. 5.58

aries. etc 
3̂ 3

3 , 5.49,

ks 13. 37*43

lari

fO

Index

European Community budgets United Kingdom 
contributions 11.57 

European Community; 
agricultural levies 9.56
central government receipts from, 9.14, 9.79, 9.81 
Common Agricultural Policy 9.88 
contributions (net) by central government 9.94 
railway costs 8.30 

European Currency Units 9.148 
European Fund:

capital subscriptions to 9.141 
European Investment Bank 9.147, 9.159, 11.62 
European Monetary Agreement 9.141 
European Monetary Co-operation Fund 9.148 
European Payments Union 9.113, 9.139 
European Recovery Programme: 11.59

grants received by central government 9.104 
payments by central government 9.113 

European communities:
government services 15.15 
government transfers 15.45 

Evasion 3.12, 3.32-36,6.75. 6.101 , 7.62 
Excess profits levy 9.50 
Excess profits tax: 9.50 

refunds 9.110 , 11.195 
Exchange Equalisation Account: 9.4 

cost of Exchange cover scheme 9.138 
forward commitments 9.148 
holdings of Special Drawing Rights 9.148 
sector classification 14.12 

Exchange cover scheme: 14.80, 14.81 
borrowing 15.82-83
cost to central government 9.99, 9.138 
interest payments 15.35 
local authorities 10.23, 10.35, 10.36, 10.48 
premiums receivable by central government 9.77 
public corporations 8 39 8.41, 8.43, 8.67 

Exchequer accounts 9.6, 9.7 
Exchequer and Audit Department:

administration and other expenditure 11.192 
Expenditure at constant prices 4.17, 4.19 

index numbers 4.20 
Expenditure:

domestic 1.9, 1.15 
final 1.2, 1.8-9, 1.41-50 
intermediate 1.8, 1.44 
national 1.10-15

Export Credits Guarantee Department: 11.87 
accounts 9.201, 9.199 
gross trading surplus 9.69 

Export Guarantees Act 1949;
advances under 9.157 

Export Promotion 11.90 
Export rebates 9.56, 9.58 
Export-Import Bank 9.139 
Exports of goods and services: 1.9 

estimates 3.21
Exports of goods 15.10-12. 15.55-56, 15.99 

at constant prices 15.94 
coverage adjustments 15.57 

Exports of services 15.13-24, 15.64.15.100-103 
at constant prices 15.94 
coverage adjustments 15.57 
valuation adjustments 15.56 

Exports, net 1.9, 1.15 
Exports:

fixed rate credit scheme 9.77, 9.99, 9.150 
External Services at the BBC 11.55, 11.58 
External assets and liabilities 2.46 
External relations: expenditure 11.54

Extra budgetary funds and accounts 9.1, 9.4 
data sources 9.184 
investment income 9.77 

Extraction of oil and gas 13.40 
FOB (free on board) 15.11 
Factor cost adjustment 3.66 
Factor cost: 1.20, 1.51-60 

at constant prices 4.19 
expenditure at 4.7, 4.12-14, 4.17 

Factor incomes 1.4, 1.36-40 
Factories owned by government: 

rent from 9.75
sales on mortgage terms 9.151 

Factoring companies 7.7
Family Expenditure Survey 3.10, 3.14, 6.533, 6.585, 

6.596-598
Family allowances 11.190 
Family income supplement 11.190 
Farm improvement: grants 11.118 

loans 11.119 
Farmers’ income 6.92-93 
Fees and charges:

local authorities 10.26, 10.28 
Fees and fines consumers’ expenditure 6.506 
Fees and licences paid to government 9.28 
Fertilizer and lime subsidy 11.115 
Festival Gardens Ltd Chapter 8, Annex 1 
Field drainage: 11.110, 11.118 

grants 9.109 
Final consumption 1.12

by general government 1.47 
by non-profit making bodies 6.513, 6.656-657 
central government 9.14, 9.80 
consumers' expenditure 6.501 
local authorities 10.25 
see also consumers’ expenditure 

Final expenditure 1.2, 1.8-9, 1.41-50 
Final output 4.29
Finance and tax collection: general government 

expenditure 11.192 
Finance houses 7.7, 7.65
Finance leasing companies 7.7, 7.65 , 14.11, 14.52 
Finance leasing: output at constant prices 5.48 
Financial Statement and Budget Report 9.201 
Financial accounts: 2.37-39, Chapter 14 

general description 14.1-4 
overseas sector 15.8, 15.51-53, 15.75-92, 15.108 
published tables 14.24-32 
reliability 14.139, 14.140 

Financial charges 7.62 
Financial companies 12.51

fixed capital formation 12.18, 12.19, 12.47, 12.81 
Financial companies and institutions:

Chapter 7 and see Companies and fmancial 
institutions 

definition 2.16-18
Financial instruments classification principles 

14.16-18
Financial services: 

adjustment for 7.11
international transactions 15.21, 15.64 
output at constant prices 5.9, 5.45, 5.47 
treatment of interest 5.32, 5.45 

Financial surplus or deficit: 2.34, 7.49 14.26-27 
balance in capital account 9.101, 9.114 
local authorities 10.37, 10.46 
public corporations 8.60 

Financial transactions: 
analysis by sector 14.32 
matrix presentation 14.28-31
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overseas sector 15.8, 15.51-53, 15.75-92, 15.108 
timing 14.22, 14.23 
valuation 14.19-21 

Financial transactions account: 
central government 9.114 
local authorities 10.46 
public corporations 8.60 

Fines and penalties 9.66 
classification 9.27

Fire Authority for Northern Ireland 10.3 , 11.166 
Fire service: 11.166

fixed capital formation 12.83 
output at constant prices 5.10-12, 5.52 
pension scheme 10.29

Fishing: 11.110 fixed capital formation 12.53 
Fixed assets: 12.1

definitions 12.2, 12.18, 12.20 
improvement of 12.10 
leasing of 12.29, 12.80 
location of 12.6

Fixed capital formation: Chapter 12 
balance sheets 12.125 
by asset 12.14, 12.20 
by companies 7.48
by industry 12.14, 12.26, 12.33, 12.50, 12.66, 

12.97
by sector 12.14, 12.33, 12.46 
central government 9.105 
constant prices 12.95-100, 12.103 
definition 1.45, 12.5, 12.28 
estimates 3.16-19
pneral concepts 12.1, 12.2, 12.3, 12.4 
industrial analysis 11.38 
local authorities 10.42 
of public corporations 8.57 
published tables 12.14 
reliability 12.11, 12.32, 12.33, 12.101-103 
sources and methods 12.4, 12.36 
statistical sources 12.31 
total general government 11.10 
valuation of 12.8 

Fixed rate credit scheme:
accruals adjustment 9.118, 9.150 
payments to monetary sector 9.99 
receipts from monetary sector 9.77 
refinancing 9.151, 9.158 

Flood prevention 11.140 
Food and Agriculture Organisation 11.117 
Food and drug inspection 11.136 
Food, consumers' expenditure 6.560-564 
Footwear, consumers' expenditure 6.554-559 
Forces' pay: 1.37 , 11.13 
Forces, H.M. pay in cash and kind 6.76-77 
Forces: output at constant prices 5.10-12, 5.52 
Foreign and Commonwealth Office 11.54 
Foreign currency borrowing: 

public corporations 8.67 
Foreign currency: 

banks 9.140 
borrowing 9.147 
deposits 9.146

Foreign tourists' expenditure 6.650-651 
Forestry: 11.110

fixed capital formation 12.52, 12.123 
Forestry Commission: 11.110-111 

accounts 9.199
increase in value of stocks 9.107, 11.114 
pension scheme 9.119 
subsidies to private sector 11.115 
trading income 9.70

Forestry Fund, accounts 9.201
Forth Bridge Joint Board 10.1
Freight haulage grants 11.75
Freight on third country trade 15.18, 15.56
Friendly socieities 14.9
Functional analysis of government expenditure 1111 

11.31 ■ ’
central government sources 11.33, 11.34 
common services 11.34 
local authority sources 11.36 
wages, salaries, etc 11.14 

Functional classification of central government 
expenditure 9.15, 9.177 

Fund for the Banks for Saving: 
accounts 9.201
financial transactions 9.132(a) interest receipts 

from central government 9.97, 9.99 
Garages owned by local authorities rent 10.56 
Gas Levy Act 1981: contributions by British Gas 

Corporation 8.34, 8.62 
Gas levy 9.62

accruals adjustment 9.150 
classification 9.16 

Gas production:
royalties and licence fees 9.76 

Gas services in Northern Ireland 11.89 
Gas undertakings 10.21

interest on loans 10.23, 10.35 
Gas, consumers’ expenditure 6.579 
Gas:

fixed capital formation 12.61 
General Practice Finance Corporation Chapter 8. 

Annex 1
General Register Office Scotland 11.196 
General government expenditure:

relationship with public expenditure 11.206 
General government:

borrowing requirement 11.8 
consolidation of accounts 11.4, 11.8 
definition 11.1 
final consumption 1.47
fixed capital formation 12.5, 12.15, 12.19, 12.31, 

12.113
functional analysis of expenditure 11.11, 11.31 
income from employment in the gross domestic 

product 11.17
international definition 11.3
local authority contribution 10.9
output at constant prices 5.8, 5.10-12, 5.52,

5.54-55
published tables 4.21
share of total final expenditure 11.4
summary account 11.7

General practioners: compensation grants 11.182 
remuneration 11.13. 11.177 

German Federal Republic:
central government borrowing 9.13
contribution to defence costs 11.41
cost of British troops stationed in 9.81, 9,139,

9.140
payments to central government 9.81, 9.140 
relief imports 9.157

Ghana: loans for military purposes 11.48 
Gifts, receipt by central government 9.14, 9.104 
Gleneagles Ltd 8.17, 8.74 
Going concerns, takeover of 12.9 
Gold reserves 9,148
Gold, in the balance of payments accounts 15.10,

15.56, 15.81
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Goods and services: current expenditure by central 
government 9.81

Gk)ods, household and other 6.554-559 
Government Actuary: 

costs 11.198 
provision of data 9.187 

Government Trading Funds Act 1973 8.9 
Government departments 9.2 
Government foreign currency debt 14.86 , 15.79 
Government guaranteed securities 14.67 
Government owned companies: 8.3, 8.14, 8.21-22 

sector classification 9.36 
share transactions 9.163 

Government securities 9.134
holdings by Bank of England 9.123 
local authorities holdings 11.4, 11.8 
payments to holders on conversion 11.195 

Government services:
international transactions 15.14-17, 15.58 

Government transfers abroad 15.44-45 
Government-owned factories: 

rent from 9.75
sales on mortgage terms 9.151 

Graduated contributions to national insurance 
scheme 9.68

Grant-aided bodies treated as public corporations
8.12

capital grants from central government 8.54 
subsidies 8.30

Grant-aided bodies: 9.3, 9.33, 9.181, 9.200 
subsidies to 9.88

Grants to local authorities by central government: 
11.4. 11.8 

capital 9.111 
current 9.92

Grants to personal sector by central government: 
capital 9.109 
current 9.90 
to non-residents 9.91 

Grants: definition of 9.33
Gross domestic fixed capital formation see Fixed 

capital formation
Gross domestic product: 1.2, 1.6-9, 1.40, 1.50, 12.4, 

12.28, 12.45
at constant prices: general 3.48-61 
at constant prices 1.23-24 
at current prices: background 3.1-4 
average estimates 4.40 
by industry 4.30, 4.51-57, 5.21, 5.38 
by sectors 4.31-37
central government contribution 9.69, 9.75 
general government contribution 11.15 
index numbers 4.38-40 
rates of growth 4.61
the expenditure measure 3.13-21, 3.62-68 
the income measure 3.5-12 
the output measure 3.69-81 
see also output at constant prices 

Gross margin: use as proxy for net output 5.31 
Gross national disposable income 4.41 
Gross national product: 4.7 

at constant prices 4.17
Gross output: use as proxy for net output 5.6, 5.7 
Gross trading surplus:

central government contribution 9.11 
composition 9.69 
definition 9.4, 9.19, 9.24, 9.190 
local authorities 10.18, 10.19-20 
public corporations 8.27, 8.37 

Grovrth triangles 4.61

Gun licences 9.66, 9.92 
Harbour boards and authorities 10.2 
Harbours, docks and canals: 

fixed capital formation 12.78 
Harbours: local authority 11.69 

loans 11.77
private sector grants 11.75 

Health Education Council: 
sector classification 9.200 

Health and Safety Commission 11.80 
Health services 10.4, 10.27 , 11.177 

fixed capital formation 12.87 
Health services: see Education and health services 
Herring Industry Board 11.110, 11.118, 11.119 
Hidden economy: - see evasion 
Highlands and Islands Development Board 8.12 

assistance to industry 8.72 
capital transfers to private sectors 8.59 
grants from central government 8.54 

Highways 11.66
Hire purchase debt: see instalment credit debt 
Hire purchase debt of public corporations 8.75 
Historic buildings 11.145 
Home Office: 11.198

civil defence activities 11.49 
fire services 11.166 
police services 11.159 
prison service 11.161.

Home insulation grants 11.126 
Home nursing care 11.177 
Horticulture: grants to 11.118 
Hospital consultants fees 11.13, 11.177 
Hospital services 11.177 
Hotels and catering: 13.54 

annual catering inquiry 5.41 
fixed capital formation 12.20 
output at constant prices 5.41 

House of Lords: costs of 11.163 
House of commons: costs of 11.163 
House purchase: loans for 11.128 
Household expenditure 6.501 
Household sector: 2.14 , 6.11, 6.41-46, 6.106 
Housing Acts 11.125, 11.128 
Housing Association grants 8.54 
Housing Corporation: 11.129

housing association grant 8.54, 9.109, 9.152 
lending to private sector 8.72 
loans from central government 9.154 

Housing Subsidies Act 1967 11.125 
Housing association: 

grants 9.109 
loans 9.151

Housing associations: 11.126, 11.128 
fixed capital formation 12.18 
local authority loans 10.51 

Housing benefit: 9.90, 10.15, 10.33 
Housing improvements:

fixed capital formation 12.23-24, 12.40, 12.89-90, 
12.93

Housing services 11.120 
in Northern Ireland 11.122 

Housing:
central government subsidies 9.88 
central government subsidies to public 

corporations 8.30
in Northern Ireland 10.3, 10.39, 10.44 
loans by public corporations 8.72 
local authority - capital grants 10.44
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operating account 10.8, 10.10, 10.53 
subsidies 10.32, 10.57 
temporary 9.199 

Hoverspeed Ltd 8.15 
Hunsterston 'B' nuclear power station: 

central government supplies 9.88 
grants from central government 8.30 
grants from private sector 8.56 
purchase by South of Scotland Electricity Board 

8.56
Hydrocarbon oil duty: 9.56

allocation by type of expenditure 11.21, 11.22 
classification 9.27 
public corporations payments 8.34 

Immunisation services 11.177 
Import deposits 9.120 
Imports of goods and services: 1.9 

estimates 3.21
Imports of services 15.13-24, 15.58-64, 15, 100-103 

at constant prices 15.96 
Imports: temporary charge 9.56 
Improvement: grants 11.126 

loans 11.128 
Imputation 1.30
Imputed charge for consumption of non- trading 

capital:
central government 9.14, 9.78 
local authorities 10.10. 10.22, 10.24 

Imputed income of owner-occupied trading property 
7.20, 7.22

Imputed rent: central government 9.75, 9.78 
Imputed tax payments 9.52 
Income and expenditure accounts: 2.30-33 

personal sector 6.12-37 
Income bonds 9.125 
Income from abroad;

of companies 7.23-26, 7.45, 7.62, 7.80, 7.101 
public corporations 8.40 

Income from employment: 
central government 9.81 
see also employment income 

Income from self-employment: see self-employment 
income

Income in hand 1.31 
Income in kind 6.72 and 6.74 
Income tax:

accruals basis 9.16,
allocation by type of income 11.28
by section 11.29
consumers’ expenditure 6.503 9.49, 9.150 
unified system 9.46

Increase in value of stocks: - see under stocks 
Increases in balances: local authorities’ rate funds 

10.10
Independent Broadcasting Authority 8.12 , 9.64 
Independent Schools Information Service 12.86 
Independent Television Authority: 8.41 

payments to Exchequer 9.77 
Index of output of the production industries 5.25, 

5.27, 5.34, 5.37, 5.39, 5.57 
Index of total home costs 5.12 
Index-linked increases 9.98, 9.99, 9.118, 9.125 

basis of recording 9.16 
India:

lending to UK government 9.139 
loans for military purposes 11.48 
service pensions 9.119,

Indirect taxes - see taxes on expenditure 
Industrial Expansion Act 1968: 

loans under 11.97

Industrial Reorganisation Corporation 8.72 
Industrial Training Boards 11.80, 11.85, 11.86 
Industrial analysis of general government income 

from employment 11.15 
gross domestic fixed capital formation 11.38 

Industrial and commercial companies: Chapter 7 
financial transactions 14.36 
stocks 13.61

Industrial estates 11.88, 11.89 
Industrial injuries scheme: 

contributions 9.68 
Industries:

value added 4.30 
stocks by 13.35-60 

Industry Acts:
grants under 9.109 

Industry Acts; grants under 11.95 
loans under 11.97 

Industry and trade:
central government loans 9.151 
other 11.87

Industry: loans by public corporations 8.72 
local authority loans to 11.153 

Inflation the effects of 1.22-27 
Initial residual difference 3.35 
Inland Revenue 7.2, 7.28, 7.29, 7.34, 7.35, 7.53-63 

7.65, 7.82-86, 7.96, 7.98 
administrative and other expenditure 11.192 
annual reports 9.201 

Inland Revenue Statistics 9.201 
Inland Revenue data 3.5-8 
Inner London Education Authority 10.1 
Input-output tables; 1.44 , 2.47-48 
Inputs; use as proxy for net output 5.8, 5.11-13 
Instalment credit debt 7.78 
Insurance (see also life assurance): 

claim 7.62
companies: general business 7.7, 7.65 
consumers' expenditure 6.505 
life business 7.7, 7.12, 7.21, 7.65. 7.73 
output at constant prices 5.46 

Insurance funds: local authority 11.151 
Insurance services:

international transactions 15.21 
Intan^ble Assets 12.2, 12.7 
Intelligence services: costs of 11.55 
Inter-European Payments Agreement 9.113 
Interest and dividend reserves: 

public corporations 8.44, 8.43 
Interest and dividends paid by public corporations: 

to central government 8.41 
to local authorities 8.42 
to other sectors 8.43 

Interest and dividends: taxes on 11.28 
Interest free notes 9.123, 9.159 
Interest on public corporations stock 8.43 
Interest pa^mients 6.507 
Interest payments and receipts:

companies and financial institutions 7.11, 7.20, 
7.21, 7.27-30, 7.61, 7.62, 7.67, 7.71-79, 7.81, 
7.86-92, 7.100

Interest received by central government 9.77 
Interest received by local authorities 10.23 
Interest:

consolidated out 11.4, 11.8 
treatment in national accounts 5.9, 5.32, 5.45 

Intergovernmental Maritime Consultative 
Organisation 11.71 

Intermediate output 5.3, 5.7
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Internal transactions of central government: 
treatment 9.9, 9.10, 9.11, 9.181, 9.184 

International Bank for Reconstruction and 
Development 9.159, 9.160 , 11.62, 11.63 

International Development Association: 9,159 . 11.62 
International Finance Corporation 11,62 
International Labour Organisation 11.84 
International Monetary Fund: 

capital subscriptions 9.141 
charges 9.99
financial transactions 9.140, 9.145 

International military agencies 11.46 
International monetary fund 15.79, 15.81 
International organisations:

central government subscriptions 9.96 
subscriptions 15.45, 15.89 

International Passenger Survey 6.534 
International subscriptions:

agricultural organisations 11.117 
atomic energ>’ projects 11.107 
civil aviation organisations 11.74 
International Labour Organisation 11.84 
military agencies 11.46
nuclear and space research organisations 11 107 
transport organisations 11.74 
World Health Organisation 11.182 

International transactions: Chapter 15 
published tables 4.22

Intervention Board for Agricultual Produce: 9.107 , 
11.110

increase in value of stocks 11.114 
Intervention Fund assistance 8.30 
Intervention board for agricultural produce 13.59 
Invalid care allowances 11.190 
Invalidity pensions 11.190 
Invergordon Smelter: 

capital grants 11.96 
deficit 11.93
grants from central government 8.30, 8.54 

Investment abroad:
(net) 2.35, 2.36 
by public corporations 8.73 

Investment grants: 7.47
central government payments 9.109, 9.112 
general government 11.95, 11.96, 11.118 
public corporations 8.54

Investment income from abroad: see income from 
abroad

Investment income, see property income 
Investment incomes: taxes on 11.27, 11.28, 11.29, 

11.30
Investment trusts 7.7, 7.65 
Investment, international transactions: 

direct 15.28-29, 15.90 (a), 15.91 
general 15.3, 15.28-29, 15.48-50 
oil companies 15.91 
other, 15.91 
portfolio, 15.90 (b)

Investment:
abroad, net 1.13, 1.15 
adding to wealth 1.12-14

Invisible transactions in the balance of payments: see 
exports of services, imports of services property 
income transfers abroad 

Irish land purchase: 
fund, accounts 9.201 
interest on stock 9.99 

Iron and Steel Act 1975: 9.161
central government advances under 11.98

Iron and Steel Corporation: 8.7 
stock transfers 9.149, 9.164 

Iron and Steel Holding and Reaslisation Agency: 8.7, 
8.41

proceeds of disposals 9.149, 9.15 
revenue 9.77 

Isle of Man 15.115 
Isles of Sciliy council 10.1 
Issue Department, Bank of England 8.6. 8.60 

redemption government guaranteed stock 8.66 
Issue Department transactions in commercial bills 

14.85
Job Release Scheme 11.83 
Jobbers 6.101
Katz-Gaitskell agreement 9.104 
Korea: service gratuities 11.47 
Korean Operations Pool Account 9.104 
LLoyds, international transaction 15.36 
Land Authority for Wales Chapter 8, Annex 1 
Land Commission: 9.103, 11.192, 11.198 

accounts 9.199 
Land Registry 11.196 
Land Settlement Acts: loans under 11.204 
Land and buildings 12.2, 12.18, 12.46, 12.56, 12.99, 

12.127, 12.128, 12.130
purchases less sales 12.17, 12.25, 12.30, 12.48, 

12.102, 12.115
transfer costs 12.3, 12.20, 12.25, 12.30, 12.48, 

12.94, 12.99
Land development charges 9.67 
Land drainage: 11.140

local authority functions changes 10.2, 10.17 
Land management activities 9.199 
Land purchase annuities:

Northern Ireland 11.204 
Laundries: provision by local authorities 10.58 
Law courts: costs of 11.163 
Leased assets:

local authorities 10.42 
public corporations 8.19 

Leasing of factories 11.88 
Leasing of fixed assets:

central government income from, 9.75 
factories 9.193 

Legal Aid Fund 9.4 
accounts 9.201 

Legal aid: 11.162 
central government

Legal aid services 10.4, 10.27 expenditure 9.81 
Lend-Lease arrangements 9.139 
Lending abroad:

central government 9.157 
public corporations 8.73 

Lending to local authorities: 
central government 9.153 

Lending to private sector: 
central government 9.151 
local authorities 10.51 
public corporations 8.72 

Lending to public corporations: 
central government 9.154 

Letting of factories 11.88, 11.93 
Level crossings grants 8.30 
Libraries 11.154
Licence fees on oil and gas production 9.76 
Licence fees: see royalties and licence fees 
Licencing of new vehicles 9.57 
Life assurance 5.46
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Life assurance and pension funds:
accounting treatment 14.9, 14.47, 14.48, 14.130 
coverage 14.10, 14.41-43 
financial transactions 14.41-48 
notionally funded pension schemes 14.10, 14.130 
surplus of current income over expenditure 14.130 

Life assurance and pension schemes (or funds): 
treatment 2.13, 2.18

Life assurance and pension schemes 6.6-10 
administrative costs 6.8 
income and expenditure 6.47-52, 6.116-124 
investment income 6.9 

Life assurance and pension schemes: 
consumers' expenditure 6.640-641 

Life assurance companies and pension funds: fixed 
capital formation 12.18, 12.40, 12.81 

Life assurance funds: see insurance companies 
Life assurance premiums: 

tax relief 9.47, 9.90 , 11.194 
Lime subsidy 11.115 
List D schools 11.183
Lloyds underwriters sector classification 14.12, 14.13 
Loans for house purchase 14.115-117 

building societies 14.115 
central government 14.116 
life assurance and pension funds 14.116 
local authorities 14.116 
monetary sector 14.116
other non-monetary financial institutions 14.116 
public corporations 14.116 

Loans to overseas governments 11.61 
Loans to public corporations from: 

central government 8.64 
monetary sector 8.67 
overseas 8.67 
pension funds 8.67 
private sector 8.67 

Local Authority Land Act: 10.51 
Local Authority Land A c t , 11.153 
Local Employment Acts:

capital grants under 9.109 , 11.95 
loans under 11.97 
published accounts 9.201 

Local Financial Returns (Scotland) 10.7 
Local Government Acts: 10.1 

Northern Ireland 10.3
Local Government Financial Statistics (and related 

publications) 10.7, 10.8, 10.10, 10.37. 10.46,
10.53 , 11.18, 11.36 

Local authorities: 12.10, 12.84
borrowing from other sectors 10.48 
changes in coverage 10.21 
consolidation of data 10.8 
definition 2.23 
definition of sectors 10.1-6 
financial transactions 14.57 
fixed capital formation 12.14, 12.16, 12.19, 12.43, 

12.49, 12.67, 12.102, 12.116 
interest paid abroad 15.35 
output at constant prices 5.10-12, 5.52-55 
overseas debt 15.82
relationship of national accounts with Local 

Government Financial Statistics 10.7, 10.8, 
10.10, 10.19, 10.37, 10.46, 10.53 

services in Northern Ireland 10.3 
stocks 13.9, 13.61 
subsidies 10.32
trading services 10.8, 10.10, 10.18

Local authority debt: 14.90-93
central government holdings 9.136 
National Loans Fund issues 9.201 

Local authority interest payments: 
to public corporations 8.39 

Local authority trading undertakings: 
health services 11.136, 11.73, 11.93 
housing costs 11.122
wages, salaries, etc functional analysis 11.15 
water undertakings 11.131 

Local government offices: capital expenditure 
on.11.152

Local health services 11.177 
Local taxation licence duties: 

central government 9.66, 9.92 
local authority 10.1 

London Regional Transport: 8.55 
fixed capital formation 12.71, 12.72 

London Transport Executive: 8.11, 10.2
grants from local authorities 8.31, 8.55, 10.32 

10.45
Machinery 12.2
Magistrates' courts: costs of 11.163 
Maintenance allowances: educational 11.172 
Manpower Services Commission 11.80 
Manufacturing industries:

fixed capital formation 12.27, 12.37-38, 12.44 
12.63, 12.97, 12.117, 12.120-21 

output at constant prices 5.25, 5.37, 5.57 
stocks 13.44-47

Maplin Development Corporation Chapter 8, Annex 1 
Market Treasury bills 14.65, 14.66 
Market authorities 10.1 
Market prices 1.20, 1.51-60 
Market sector: output of production industries 

5.24-25
Markets financed by local authorities 11.89 
Marriages: registration of 11.196 
Married quarters:

HM Forces 11.41, 12.13 
Maternity Pay Fund: 9.4, 11.80 

accounts 9.201
employers contributors 9.30, 9.68 

Medical Research Council: 
accounts 9.201 
sector classification 9.200 

Medical expenses 6.638-639
Memorandum by the Chief Secretary to the Treasury 

9.178
Mentally handicapped services to 11.183 
Metereological Office 11.199 
Metropolitan Police: 10.1 , 11.159 
Military aid in kind 9.81 
Military defence 11.39

aid from United States 11.39 
compensation payments 11.47 
contracts 11.42 
loans overseas 11.48 
procurement services 11.39 

Military equipment: 1.48
classification of expenditure 9.81 

Military grants overseas 9.96 
Milk and welfare goods:

central government expenditure 9.81, 9.91 
Mineral oil and natural gas, extraction of 12.12,

12.27, 12.40
fixed capital formation 12.55 

Mineral oil processing fixed capital formation 12.59 
Mineworkers: compensation payments by central 

government 9.90

tt-

4̂
I

t

“ !veno»n

tra(M

\Imistn' o'
receipts of rent 9- 

DevelopsMinistry-

trading acm nti« 

trading 7 :Ministry of U bour 11.
Ministry of Public Bmli

defence expenditure
Ministry of Supply ■ 

trading activities 9..
Ministry of Technology 

assistance to aircrai 
11.87

defence expenditure 
leasing of fixed asse 

Ministry of Transport 
trading activities 9.: 

Ministry of Works: 
trading activities 9.: 

•Miscellaneous domestic 
Miscellaneous fin^nna 

government 9,121 
Miscellaneous local gov 
Miscellaneous overseas 

14.136
Miscellaneous..
Mobility aU o w ^  
Monetary sector 

certificates ofc 
composition U  
definition 2.17
(mancial trans

in transi
output at

receipts): 7.7
traders 13

“ “•"C trades

u^^^cation ■

>oa

lenc



i ■■

1̂1.15

10.32,

172

. 12.44,

57

' 8, Annex 1

tries

}9

Treasurj'

y

Index

Minimum state pension scheme: 
premiums 9.30, 9.68

Ministry of Agriculture, Fisheries and Food: 11.110 
civil defence activities: 11.49 
flood prevention 11.141 
land drainage 11.141 
strategic reserves 11.49 
trading activities 9.199. 11.111, 11.115 

Ministry of Aviation: 
trading activities 9.199 

Ministry of Commerce Northern Ireland: 
fuel subsidies 11.93 
leasing of factories 11.88 

Ministry of Defence: 
receipts of rent 9.75

Ministry of Development Northern Ireland: housing 
services 11.121 

Ministry of Food: 11.112
trading activities 9.19, 11.111, 11.115 

Ministry of Housing and Local Government: 
trading activities 9.199 

Ministry of Labour 11.79, 11.87 
Ministry of Public Building and Works: 

defence expenditure 11.39, 11.42 
Ministry of Supply:

trading activities 9.199 
Ministry of Technology:

assistance to aircraft and shipbuilding industries 
11.87

defence expenditure 11.39, 11.41, 11.42 
leasing of fixed assets 9.199 

Ministry of Transport: 
trading activities 9.199 

Ministry of Works:
trading activities 9.199

Miscellaneous domestic financial instruments 14.131 
Miscellaneous financial receipts (net): central 

government 9.121
Miscellaneous local government services 11.150 
Miscellaneous overseas financial instruments 14.135, 

14.136
Miscellaneous services 12.88 
Mobility allowances 11.190 
Monetary sector:

certificates of deposit 14.100 
composition 14.6, 14.7 
definition 2.17
financial transactions 14.37-40 
items in transit 14.99, 14.106 
output at constant prices 5.45, 5.49 
treatment of interest 5.32, 5.45 

Monetary sector (see also interest payments and 
receipts): 7.7-11, 7.65 

Motor traders 13.53 
Motor trades inquiry 5.41 
Motor vehicle licence duties 9.27, 9.57 

classification 9.27 
Motor vehicle licence duty:

allocation by type of expenditure 11.22 
Motor vehicle licencing and registration 11.192 
Motor vehicles:

consumers’ expenditure 6.545-50 
fixed capital formation 12.68 

Motorways 11.65
Municipal gas and electricity undertakings 10.21 

interest on loans 10.23, 10.35 
Museums 11.153
Mutual Defence Assistance Scheme 11.42 
National Assistance Board: grants 11.190

National Building Agency: 
sector classification 9.200 

National Bus Company: 
new bus grants 8.54 
subsidies 8.30 

National Central Library: 
sector classification 9.200 

National Coal Board:
levies to European Coal and Steel Community 8.34 
pneumoconiosis compensation 8.30 
subsidies from central government 8.30 
ways and means advances 8.69 

National Coal Board:
loans from central government 9.155 
stock issues 9.164 
stock transfers 9.149, 9.156 
ways and means advances 9.131 

National Coal Board: central government loans 11.98 
National Committee for Commonwealth Immigrants: 

sector classification 9.200 
National Computing Centre: 

sector classification 9.200 
National Debt Office: administrative expenditure 

11.192
National Dock Labour Board Chapter 8, Annex 1 
National Enterprise Board 8.12

classification of subsidiaries 8.6, 8.22 
loans to industry 8.72 
repayment of public dividend capital 8.65 
transactions in company securities 8.17 

National Enterprise Board: 
public dividend capital 9.161 
share transactions 9.163 

National Enterprise Board: central government 
financing 11.98

National Film Finance Corporation 8.72 
National Food Survey 6.532, 6.561-563 
National Freight Company Ltd operating grants 8.30 
National Freight Company Ltd: 

government shareholding 9.163 
sector classification 9.37 

National Freight Company Ltd:
disposal of government shareholding 11.101 

National Freight Corporation (see National Freight 
Company Ltd)

National Galleries of Scotland 11.155 
National Gallery 11.155 
National Girobank 8.6, 8.60, 14.6 
National Health Service Acts accounts 9.201 
National Health Service: 11.77 

charges 9.21, 9.81 
contributions 9.30, 9.68 
published accounts 9.201 

National Health Service:
fixed capital formation 12.87 

National Health Services 6.511, 6.638-639 
National Heritage Memorial Fund 11.148 
National Land Fund: 

accounts 9.201 
National Loans Fund 9.7

accounts of issues from 9.201 
as source of national accounts data 9.168 
balances with Bank of England 
interest to public corporations 8.39 

National Research Development 
issues 9.173
loans to public corporations 9.154 
quarterly data 9.185 
receipts 9.173 
summary 9.172
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National Marriage Guidance Council;
sector classification 9.200 

National Oil Account 8.65 , 9.4, 9.162, 9.200 
National Parks Authority 10.1 

supplementary grants 10.13 
National Parks Council Chapter 8, Annex 1 
National Research Development Corporation 8.72 , 

11.105, 11.109 
National Savings Bank: 7.65 

accounts 9.199, 9.201 
Fund 9.201
gross trading surplus 9.69, 9.71 
holdings of government securities 9.134 
interest receipts from central government 9.97 
sector classification 9.116 
transactions 9.125 
ways and means advances 9.130 

National Savings Banks Ordinary account 14.15, 
14.69, 14.104

Investment account 14.15, 14.69, 14.104 
National Savings:

basis of recording interest 9.16 
interest accruing 9.98 
Page Committee review 9.116 
stock register 9.126 
transactions in 9.125

National Service Hostels Corporation Chapter 8, 
Annex 1

National Trust 11.148 
National Water Council Chapter 8, Annex 1 
National accounts: 

framework Chapter 2 
limitations 1.34, 1.35 
main aggregates Chapter 1 

National coal board 13.38-39 
National debt 9.168 

interest payments 9.97 
National development bonds: 

sales 9.125
National disposable income 1.16 

in real terms 1.25-26 
National expenditure 1.10, -15 
National health service employees: 

pensions 9.81, 9.119 
National income 1.2, 1.4-5, 1.15, 1.57 
National insurance Fund: 2.24, 9.1, 9.165 

data sources 9.185 
grants from Treasury 9.10
holdings of local authority debt and commercial 

bills 9.4
interest from National Loans Fund 9.10, 9.97 
investment in government securities 9.10 
payments to Department of Health and Social 

Security 9.10
transactions within government 9.168 

National insurance benefits 6.20, 9.90, 11.190 
paid abroad 9.91, 9.95, 11.191 

National insurance contributions: 6.28 
accruals adjustment 9.151 
analysis 11.23 
classification 9.30 
receipts by central government 9.68 

National insurance surcharge 9.60 
accruals 9.150
allocation by type of expenditure 11.22 
classification 9.30 
paid by local authorities 10.27 
payments by central government 9.81

National savings 14.69-75 
accrued interest 14.72 
Post Office working balance 14.74 

National service: costs 11.41 
grants 11.45 
hostels 11.41

Nationalisation 12.9, 12.115 
Nationalised industries 7.62 
Nationalised transport undertakings: 

central government subsidies 11.74 
local authority payments 10.32, 10.45 

Natural Environment Research Council: 
accounts 9.201 
sector classification 9.200 

Net domestic product 1,19
Net indebtedness to Banking Department 14.77-79 

notes and coins 14.61, 14.62 
market Treasury bills 14.65 
British government securities 14.68 
bank lending 14.105 

Net investment abroad 1.13, 1.15, 1.16 
Net output: - see output 

definition 5.1, 5.3 
use of proxy indicators 5.4, 5.20 
see also output at constant prices 

New Department of Trustee Savings Bank 9.116 
New Town Corporations: fixed capital formation 

12.63, 12.83, 12.85, 12.93
New Town Development Corporations 11.127, 11.129 

capital grants from central government 8.54 
interest receipts from local authorities 8.39 
lending to private sector 8.72 
loans from central government 9.154 
subsidies 8.30
transfer of functions to local authorities 10.4, debt 

charges 10.35, 10.48 
New York bond issue 9.147 
New bus grants 11.75, 11.76 

public corporations 8.54 
Non-contributory pensions schemes:

central government payments for employees 9.81 
Non-marketable debt:

central government 9.125
Non-profit making bodies, private 2.12, 6.4, 9.3, 9.33 

central government grants capital 9.109 
central government grants current 9.89 
final expenditure of 6.613, 6.656-657 
income and expenditure of 6.113-115 

Non-profit-making bodies private, serving persons: 
fixed capital formation 12.18, 12.113 

Non-specific grants to local authorities 9.92 
Non-trading capital consumption 

central government 9.14, 9.87 
local authorities 10.31
treatment in general government functional 

analysis 11.11, 11.32 
Non-trading income:

central government 9.14, 9,81 
companies and financial institutions 7.21 
7.70,-79, 7.99 
public corporations 8.39

North Atlantic Treaty Organisation contributions to 
infrastructure 11.46, projects 11.41 

North of Scotland Electricity Stocks 8.66 
North of Scotland Hydro-Electric Board: 

capital grants 11.96 
compensation for losses 9.88 
grants from central government 8.30, 8.54 
subsidies 11.93

Northern Ireland Constitution Act 1973 9.171
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Northern Ireland Development Agency 8.12 
assistance to industry 8.72 

Northern Ireland Electricity Service Chapter 8,
Annex 1

Northern Ireland Housing Executive 8.72 11.122, 
11.124., 11.125, 11.129

Northern Ireland Office: Civil defence activities 11.49 
Northern Ireland Transport Holding Company 12.72 

subsidies 11.49 
Northern Ireland: 9.1

central government debt 14.78, 14.79 
local authority functions 10.3 
rate collection 10.17 
sources of information 10.7 
compensation for drainage 11.202 
fire authority 11.166 
forestry 11.111 
housing 11.122
land purchase annuities 11.204
police authority 11.159
water supply and sewerage services 11.130
central government debt 9.137
compensation for civil damage 9.9
data sources 9.187
European Investment Bank borrowing 9.147 
Government Loans Fund 9.153 
payments from Consolidated Fund 9.171 
published accounts 9.201 
rates 9.65
receipts of rent by government 9.75 

Notes and coins 14.60*64
changes in circulation 9.124 
held by Bank of England 9.123 
international transactions 15.75, 15.92 
Scottish and Northern Ireland bank notes 14.62 

Notification of diseases 11.136 
Nuclear and space research: 

international 11.107 
Obsolescence 12.3 
Office of Arts and Libraries 11.155 
Office of Fair Trading 9.2, 11.87 
Office of Population Censuses and Surveys 11.196 
Office of the Parliamentary Commissioner: costs 

11.198
Official fmancing 15.3 
Official reserves: 9.148 

composition 14.88 
valuation 14.89 

Oil and gas production:
royalties and licence fees 9.76 

Oil companies 7.24, 7.36-38, 7.42-44, 7.51, 7.62, 7.97, 
7.99, 7.100

investment abroad 15.91 
property income 15.38 

Oil reserves 1.14
Operating expenditure: local authorities 10.19 
Operational account of public corporations 8.23 
Ophthalmic services 11.177 
Ordinance survey 11.196 
Other financial institutions 7.7 

definition 2.17
Other government overseas financing 14.87 
Other inland transport 12.36, 12.71, 12.72 
Other lending by financial institutions 14.119, 14.120 
Other non-monetary financial institutions financial 

transactions 14.49-53 
Other public sector financing: 

building society deposits 14.101 
non-marketable debt 14.82 
short-term assets 14.83

Other public sector lending 14.118 
Other transport services 12.78 
Output:

definitional difficulties 3.54-55 
estimates 3.69-81 
indicators 3.71-81 
weights 3.70

Output at constant prices 1.24, Chapter 5 
gross-to-net ratio 5.4, 5.6 
historic date 5.19 
indicators of 5.33-55 
published sources 5.20-27, 5.35 
published tables 4.16 
reliability of estimates 5.56-61 
seasonally adjusted 5.26-27 
weights within index 5.6, 5.7, 5.19-20, 5.28-32, 

5.36, 5.52
see also under individual industries 

Overseas Development Administration 11.54 
Overseas Food Corporation Chapter 8, Annex 1
Overseas aid 11.57, 11.64 

grants 9.96 
loans 9.157
see also transfers abroad, current 

Overseas borrowing by central government 9.140 
Overseas direct and other investment in the United 

Kingdom 14.133, 14.134 
Overseas governments:

central government borrowing 9.139 
currents grants from 9.79 

Overseas loans: cancellation 9.35, 9.96, 9.157 
Overseas military aid 11.39, 11.54 

loans 11.48
provided free 11.41, 11.46 

Overseas monetary authorities 9.146 
Overseas official financing 9.143 
Overseas sector:

central government grants 9.93, 9.113 
compositions 14.11, 14.14, 14.15 
definition 2.24 
financial transactions 14.58 

Overseas securities 14.129 
Overseas trade councils 11.90 
Overseas trade statistics 3.21 
Overseas visitors expenditure in the UK 15.20 
Overspill relief 9.53 
Owner resources' duties: 

costs of collection 9.81
Owner-occupied dwellings: 1.30, 1.31, 1.39, 1.43 

inputed rent 6.15, 6.508, 6.586 and 6.591 
Owner-occupied non-trading property: 

central government 9.75 
Owner-occupied trading property: 

central government 9.69 
public corporations 8.38 

Ownership of dwellings: see Dwellings 
PAYE 3.6
PAYE system 6.54-57
Page Committee to review National Savings 9.116 
Pakistan:

lending to UK government 9.139 
Parish councils 10.1 
Parking of vehicles 11.66 
Parks 11.145
Parliament: costs of 11.162 
Parliamentary Commissioner: costs 11.198 
Parliamentary election expenses 11.162 
Passenger Service Obligation grants 8.30 
Passenger Transport Executives 10.2

grants from local authorities 10.32, 10.45
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Passenger Transport Executives 8.11, 11.73 
grants from local authorities 8.31
8.55

Passport fees 9.66 
Paymaster-general;

balances held at Bank of England 9.123 
departmental balances 9.9, 9.121, 9.186 

Payments in lieu of rates: 
public corporations 8.34 

Pension funding: subsidies 9.88 
Pension schemes and funds: see also life assurance 

and pensions , 2.23, 2.18 
Pension schemes local authorities 10.6 

contributions 10.29 
investment income 10.23 
loans from 10.48

Pension schemes, government: 11.13 
defence services 11.39 
fire services 11.167 
Mercantile Marine 11.190 
National health.Service 11.178 
Police 11.159
Royal Ulster Constabulary 11.199 
Teachers 11.170

Pensioners’ Christmas bonus 11.190 
Pensions Commutation Board:

administrative and other expenditure 11.192 
Pensions Increases Act 9.81, 9.119 
Pensions for public sector employees: 

central government contributions 9.81 
financial transactions 9.119 

Percentage distributions 4.60 
Personal disposable income 1.17 

in real terms 1.27 
Personal income 2.31 

total 6.23-24 
disposable 6.30-31 

Personal saving 6.33-37
Personal sector: 12.48, 12.92, 12.122, 12.130, 12.133 

capital account 6.39-40 
central government grants capital 9.109 
central government grants current 9.90 
definition 2.10-14
financial transactions 14.34, 14.35 
fixed capital formation 12.18 
general description 6.1-11 
income and expenditure account 6.12-37 
stocks 13.61

Personal services: output at constant prices 5.13, 
5.55

Personal social services: general government 
expenditure 11.183 

Personal taxation 9.46 
Pest control 11.110
Petrol and oil, consumers* expenditure 6.582 
Petroleum revenue tax: 

allocation by sector 11.29 
central government receipts 9.51 
public corporations payments 8.46 

Pharmaceutical services 11.177 
Physically handicapped: grants towards cost of 

running vehicles 11.180 
services to 11.183

Pilotage Commission Chapter 8, Annex 1 
Pink Book 2.46
Plant and machinery 12.11, 12.97, 12.118, 12.120, 

12.128, 12.132
fixed capital formation 12.18, 12.20-22, 12.33, 

12.46. 12.47 
Playing fields 11.145

- J
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Pleasure grounds 11.145 
Pneumoconiosis compensation 11.94 
Pneumoconiosis compensation 8 .30 ,9 .90  
Police 10.1

current grants from central government 10.14 
fixed capital expenditure 10.43 
pension scheme 10.29

Police Authority for Northern Ireland 10.3 , 11.159 
Police services:

fixed capital formation 12.16, 12.83 
Population 4.47 
Port health 11.136 
Ports, private sector: 

grants 11.75 
loans 11.77 

Portugal:
lending to UK government 9.139 

Post Office Savings Bank 9.74
Post Office staff Superannuation Scheme 9.99, 9.119 
Post Office: 8.9 

accounts 9.199
as part of central government 11.69 
borrowing from central government 9.154 
compensation for price restraint 8.30 
contribution to Exchequer 9.67 
fixed capital formation 12.79 
gross trading surplus 9.74 
National Girobank 8.6 8.60 
pensions scheme 9.119 
stock register 9.126 
trading activities 9.190, 9.194 

Post-war credits: 11 194 
payments 9.90

Postal services, consumers' expenditure 6.620-621 
Potato Marketing Board: central government loans 

11.97
Prefabricated housing 11.121 
Prefunding held by Crown Agents 8.69 
Premium savings bonds: 

prize money 9.98 
receipts from sales 9.125 

Prescription Pricing Authority 9.201 
Prescription charges 9.81 
Price Indices 4.46, 12.95-98, 12.100, 12.118 

producer price indices 13.23, 13.51 
retail price indices 13.52 
stocks price indices 13.23-32 
use in compiling output at constant prices 5.9, 

5.16, 5.17, 5.38
Price restraint compensation 8 .30 ,9 .88  
Prices indices, use of 3.57 
Principal products 5.33 
Prisons: 11.161

fixed capital formation 12.16 
Private Street Works 11.150 
Private sector: 12.15, 12.31, 12.45, 12.47, 12.52, 

12.92, 12.102
assistance by public corporations 8.12, 8.22, 8.72, 

8.74
Privatisation 12.9, 12.17, 12.115, 12.125 
Privy Council Office 11.162, 11.163 
Probation service 11.162 
Proceeds of iron and steel disposals 9.149 
Producer price indices 5.16, 5.17, 5.38 
Production account expenditure of central 

government trading bodies 9.14 
Production accoimt:

United Kingdom 4.8-11 
Production accounts 2.28-29,7.13  
Production grants 11.115
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Production industries:
output at constant prices 5.9, 5.16, 5.23-25, 5.30, 

5.37-39, 5.57, 5.60. 5.61
Production:

the boundary of 1.28-35 , 12.5 
Productivity: difTiculties within general government 

5.8, 5.12, 5.52. 5.54-55 
effect on gross-to-net output ratio 5.6 
use of adjustments (to employment data) in output 

at constant prices 5.8, 5.13, 5.49, 5.54-55
Profits: 1.37

by industry 7.67
companies and financial institutions 7.1 / , -20,

7.53
financial companies and institutions 7.8, -11, 7.51, 

7.53, 7.64, -66, 7.99
industrial and commercial companies 7.51,

7.53-63, 7.99
Profits due abroad 7.26, 7.27

7.32, 7.45. 7.84, 7.86. 7.94. 7.95, 7.101
Profits tax; 9.50

allocation by sector 11.29 
Progress payments 12.11. 12.12, 12.74. 12.100 ,

13.12
Progress payments and imports by public 

corporations 8.75 
Property income:

direct 15.28-32,15.65-66 
from abroad 15.28-32, 15.65-66 
from abroad (net) 1.5, 1.15 
from abroad (net) at constant prices 4.18 
of life assurance and pension funds 2.13 
oil companies 15.38, 15.70 
other 15.39-40, 15.70 
portfolio 15.33-37.15.67-69 

Property owning and management;
output at constant prices 5.22, 5.48 

Property Services Agency (Supplies Division) 8.9 
as a trading fund 9.196 

Property Services Agency;
allocation of wages, salaries 11.16 
common services expenditure 11.34 
defence expenditure 11.39 

Protective duties: 9.56
allocation by type of expenditure 11.22 

Provisions against future expenditure: 
public corporations 8.32 

Public Dividend Capital 11.100 
Public Lending Right 11.157 
Public Record Office 11.196 
Public Trustee: costs 11.198 
Public Works Loan Board: 9.153 

administrative expenditure 11.192 
Public administration, national defence and

compulsory social security output at constant 
prices 5.10-12, 5.52-53, 5.58 

Public authorities 11.1 
Public control of companies 8.3, 8,21 
Public conveniences 11.136 
Public corporations: Chapter 8, 12.31, 12.41 

financial transactions 14.54 
fixed capital formation 12.15, 12.19, 12.44, 12.49, 

12.102
and general government 11.2 
stocks 13.61 
definition 2.19-20
accounts of National Loans Fund issues 9.201 
central government grants to 9,88, 9.112 
central government loans to 9.154 
companies treated as 9.37

debt write-offs 9.35 
stock issues 9.154
transfer of liability for stock 9.149, 9.156 
transfer of government trading bodies 9.20 
overseas debt 15.83 
income from abroad 15.27 
interest paid abroad 15.35 
contribution to economy 8.16 8.29 
coverage of sector 8.6-15 
definition of sector 8.1-5 
industrial groups 8.16, Chapter 8, Annex 3 
leasing of assets 8.19 
list of corporations Chapter 8, Annex 1 
operative overseas 8.24 8.40 8.17 
recording of transactions 8.17 
sectoral balance sheet 8.17 

Public corporations debt 14.94, 14,95 
Public dividend capital 8.65 

dividends received 9.77 
holdings 9.161

Public expenditure programmes 9.177 
Public expenditure: relationship with general 

government expenditure 11.206 
Public lighting 11.66 
Public ownership: 

companies 8.21 
public corporations 8.3 

Public sector: 11.2, 12.41, 12.45 
fixed capital formation 12.49 
in relation to public corporations 8.5 

Public sector debt 7.71-73, 7.77 
Public sector pensions:

central government contributions 9.81 
financial transactions 9.119 

Published central government 9.167, 9.176, 9.201 
Published sources:

local authorities 10.65 
public corporations 8.78 

Purchase tax 9.56, accruals adjustment 9.150 
classification 9.27 
public corporations payments 8.34 

Purchases of goods and services on operating account 
public corporations 8.32 

Quality changes in commodities 3.56-57 
Quality charges, treatment of 5.6, 5.14-17 
Quality sales Inquiries 5.30, 5.34, 5.38 
Quarterly Inquiries:

fixed capital formation 12.38, 12.39, 12.65, 12.67,
12.68, 12.74, 12.80-82

Quarterly estimates for central government: 
data sources 9.167 
publication 9.166 
returns from departments 9.185 

Quarterly estimates:
for general government 11.5 
for local authorities 10.71 
for public corporations 8.80 

Quarterly published tables 4.3-5 
Quarterly return of central government data 9.185 
RB2-11 engine: production 11.90 
REME workshops 9.23
RMS Queen Elizabeth II: central government loans 

11.97
Radiochemical Centre 9.198 
Rail travel, consumers' expenditure 6.608-609 
Railway rolling stock 12.21 
Railways fixed capital formation 12.64, 12.71 
Rate deficiency grants 10.13 
Rate fund account of local authorities 10.8, 10.10 

payments to trading services 10,18
\
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Rate rebates grants from central government 10.17, 
10.13

Rate support grants: 10.13
payments by central government 9.92 

Rates rebates 6.20
Rates:

allocation by type of expenditure 11.21, 11.22 
classification 9.27
consumers’ expenditure 6.506, 6.593 
payments by central government 9.8, 11.46, 9.118 
public corporations payments 8.34 
local authority receipts 10.17 

Raw Cotton Commission Chapter 8, Annex 1 
liabilities to central government 9.155 

Real estate, see Property owning and management 
Real national disposable income 4.41 
Real output, see Output at constant prices 
Rebasing 3.58-61
Rebasing, see Base year, changes in 
Rebasing: 5.18, 5.19, 5.35, 5.61 
Receipts by government departments: 

non-trading 9.19, 9.28, 9.179 
Receipts from sales by central government 9.81, 

9.179
classification 9.27

Reception centres: general government expenditure
11.189

Reconciliation accounts 2.43 
Records, registration and surveys 11.196 
Recreation centres 11.145 
Recreational facilities 11.145, 11.149 
Redemption of government guaranteed stock: 9.135 

public corporations 8.66 
Redundancy Fund 9.4, 11.80, 11.83 

accounts 9.201
employers' contributions 9.30, 9.68 
rebates to employers 9.90 

Redundant mine-workers payments to 8.30 
Refinanced export credits 11.99 
Refinanced export credits 9.158 
Refinanced shipbuilding credits 9.151 
Refunds of excess profits tax 9.50, 9.110 
Refuse disposal services 11.130 
Regional Development Bank 9.159, 11.62 
Regional Health Authorities 9.1, 9.3 

recording transactions 9.18 
return of quarterly data 9.185 

Regional Hospital Boards: 
sector classification 9.200 

Regional Water Authorities 8.10 
borrowing from private sector 8.67 
capital grants from central government 8.54 
debt charges 10.23, 10.35
debt charges; payments to local authorities 8.42 
grants 10.39
grants and loans 11.134-135. 11.143-144 
land drainage activities 11.140 
loans from central government 9.154 
local authority functions transferred: 10.2 
water supply and sewerage activities 11.130 

Regional development grants: 11.96, 11.96 
public corporations 8.54 
central government payments 9.110, 9.112 

Regional employment premiums: 11.87 
central government payments 9.88 

Registration of vehicles 9.57 
Registry of Friendly Societies 11.87 
Rehabilitation, industrial 11.189 
Relative price movements 5.18

Reliability of the estimates; 
general 3.37-47, 3.88-91

Reliability:
central government accounts 9.188 
consumers' expenditure 6.658-663 
personal sector account 6.125 

Reliability:
local authority accounts 10.74

Reliability: public corporations accounts 8.83
Remploy Ltd 11,83
Rent: 1.39, 3.10, Appendix

companies 7.21, 7.22, 7.68, 7.69, 7.99 
consumers' expenditure 6.589-592 
taxes on 11.27

Rent allowances - see rent rebates 
Rent rebates 6.20
Rent rebates and allowances 11.125, 11.190

central government grants to local authorities 
10.15

grants to persons 10.33, 10.55 
payments by central government 9.90, 9.118 

Rent received by central government receipts 9 14 
9.75

trading income 9.24, 9.189 
Rent received by local authorities 10.22

balance in housing operating account 10.53, 10.62 
imputed charge 10.24 
rent on dwellings 10.55 
rent on other properties 10.56 

Rent received by public corporations 8.27 8.38 
Rent, dividends and interest:

personal sector receipts (net) 6.15 
personal sector interest payments 6.107 

Repairs and maintenance 12.10, 12.45 
Requisitioned housing 11.121 
Research Councils 11.102, treatment 11.32 
Research and development 11.102 
Research bodies:

sector classification 9.200 
Research expenditure 11.102 

definition 11.32 
military defence 11.41 

Reserve Funds: local authority 11.151 
Reserves of gold and foreign currencies 15.81 
Residence 1.57-60
Residential accommodation for disadvantaged: 

general government expenditure 11.183 
recovery of costs 11.184

Residents, definition of, see aimex to Chapter 15 
Residual error: 3.31

equad to sum of sector balancing items 14.30 
equal to sum of sector financial surpluses or 

deposits 14.127 
Retail Trades 13.52
Retail sales statistics 3.13,5.9,  5.31, 5.41, 5.47 , 

6.535-539, 6.554-559
Revenue contributions to capital outlay: local 

authorities 10.10, 10.42 
Revenue deficits of public corporations 8.30 
Revenue from sales: local authorities 10.19 
Rhodesia; loans to 11.63 
Rhodesian loans 9.160
River and drainage authorities in England and Wales

8.10 , 10.2
River authorities 11.140
Road Fund 11.65
Road Research Laboratory 11.69
Road freight undertakings disposals 8.7 8.14
Road passenger transport: local authority 11.69
Road safety activities 11.66
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Road surveys 11.67 
Road transport 12.21. 12.72
Roads:

capital grants from central government 10.39 
fixed capital formation 12.84. 12.122 

Roads and public lighting 11.65 
Rolls Royce (1971) Ltd:

government shareholding 9.163, 11.101
loans to 9.151, 11.97 
sector classification 9.37 

Rolls Royce (1979) Ltd 8.65 8.74 
Rounding 3.45-46 
Royal College of Art:

sector classification 9.200 
Royal Commissions: costs 11.198 
Royal Mint: 8.9 

accounts 9.199 
as a trading fund 9.196 
central government advances 11.98 
trading income 9.73 

Royal Naval dockyards 9.23 
Royal Opera House 11.157 
Royal Ordnance Factories 8.9 

accounts 9.199 
advance payments 8.70 
as a trading fund 9.196 
government advances 11.98 
purchases by central government 9.72 
purchases by Ministry of Defence 11.41, stock 

changes 11.44 
Royal Parks 11.145
Royal Society for Prevention of Accidents: 

sector classification 9.200 
Royal Society:

sector classification 9.200 
Royal Ulster Constabulary':

government expenditure 11.159 
pensions 11.199

Royalties and licence fees 7.38, 7.42-44, 7.62, 7.97, 
7.100

Royalties on oil and gas production 8.49, 9.76 
accruals adjustment 9.150 

Royalties:
international transactions 15.21, 15.64 

Sales and operating account: 
public corporations 8.27 

Sales of factories: loans for 11.97 
Sales to own capital account public corporations 8.29 
Sanitary services 12.85 
Save As You Earn contracts 9.98, 9.125 
Saving: 2.31, 2.32, 2.33, 2.35 

personal 6.33-37
Scholarship grants 10.33 , 11.172 
School canteens: grants from central government 

10.13, 10.39, 10.43
general government expenditure 11.169, 11.170 

School health service 11.169, 11.177 
School meals and milk:

administrative costs 11.169 
other general government expenditure 11.175 

School teachers’ pensions 9.81, 9.11 
Schools and colleges, private: 

sector classification 9.200 
Schools: general government expenditure 11.169, 

11.172, 11.173 
Science Museum 11.155 
Scottish Development Agency 8.12 

assistance to industry 8.72 
capital transfers to local authorities 8.59

central government advances 11.98 
grants from central government 8.30 8.54 
local authority receipts 10.41 

Scottish Development Department: 
civil aerodromes, expenditure 11.69 
civil defence activities 11.49 
housing services 11.122 
roads expenditure 11.65 
shipping services 11.70

Scottish Economic Planning Department 11.87 
Scottish Education Department: 

education expenditure 11.170 
libraries, museums and arts expenditure 11.155 

Scottish Home and Health Department: 
civil defence 11.49
national health service expenditure 11.177 
police services 11.159 

Scottish Local Government Financial 
Scottish Milk Marketing Board: 

sector classification 9.200 
Scottish Office: 11.198

ancient monuments.expenditure 11.146 
betterment levy collection costs 11.192 
Royal Parks expenditure 11.146 

Scottish Record Office 11.196 
Scottish Special Housing Association: Chapter 8, 

Annex 1, 11.124, 11.129 
Scottish Transport Group new bus grants 8.54 

operating grants 8.30
Sea Fish Industry Authority: 11.110, 11.118, 11.119 

accounts 9.201 
sector classification 9.200 

Sea transport:
international transactions 15.18, 15.60-61, 15.101 

Seasonal adjustment 3.92-97 
Seasonally adjusted estimates 5.25-27 
Second-hand assets 12.3 
Second-hand goods 6.504 
Sector balance sheets 14.33 
Sectorisation Bank of England 14.8

financial institutions and funds classified to 
non-fmancial sectors 14.12, 14.13 

Sectors, institutional 2.3, 2.7-24 
Securities, government 9.134

holdings by Bank of England 9.123 
Securities:

British government and government guaranteed 
15.77

company and overseas 15.90 
Selective assistance to industry schemes 11.93 
Selective employment premiums 11.87 
Selective employment tax paid by local authorities

10.13, 10.27
Selective employment tax 9.61 

accruals 9.118 
classification 9.27, 9.30 
payments to central government 9.81 

Self-employment income 1 .3 8 ,3 .8 ,6 .1 4 , 6.91-101, 
6.104-105

by industry 6.102-103
Service industries 5.2, 5.9, 5.14, 5.17, 5.26, 5.31,

5.60, 5.61
Services to industry:

central government 9.34
Sewerage charges, consumers' expenditure 6.593 
Sewerage services 11.130, 10.2 

capital grants 10.39 
charges 10.17 
Northern Ireland 10.3

Sheltered employment services and workshops 11.79
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Shipbuilders’ relief 9.56, 9.58 
Shipbuilding Credit Scheme 11.97 
Shipbuilding Industry Board 11.97 
Shipbuilding work in progress 13.47 
Shipbuilding:

fixed rate credit scheme 9.77, 9.99, 9.150, 9.151 
redundant workers 11.94 
subsidies 11.93 

Shipping services 11.69 
Ships 12.14, 12.96, 12.123

fixed capital formation 12.6, 12.12, 12.21, 12.29, 
12.73, 12.74

Ships changing ownership overseas 15.10, 15.57 
Short term assets 10 48 10.49 
Short-term borrowing by local authorities 10.48 
Short-term capital gains tax 9.48 
Silver bullion: 13.56 

transfer 9.139
Singapore: loans for military purposes 11.47
Sinking funds 9.173
Slaughterhouses 11.89
Small Firms Employment subsidy 11.82
Smallholdings 11.110, loans for 11.119
Social costs of pit cosures 8.30
Social security benefits: 9.90, 11.188
Social work: training expenditure 11.183
Sources and uses of Funds return 8.80
Sources and uses of funds 2.38
South Africa;

lending to UK government 9.139 
uranium producers' loans 9.160 

South Bank Theatre Board 11.158 
South of Scotland Electricity Board purchase of 

Hunterston 'B' power station 8.56 
Space programmes 11.102 
Special Drawing Rights: 

allocation of 9.142 
charges 9.99 
holdings 9.148

Special finance agencies 7.7, 7.65
Special funds of local authorities 10.8, 10.10 , 11.151 
Special schools:

sector classification 9.200 
Special tax on bank deposits:
Special temporary Employment Programme 11.82 

classification 9.29 
receipts by government 9.103 

Specific grants to local authorities 9.92 
Sports facilities 11.145, 11.149 
Stamp duties 9.63, 12.25, 12.94

allocation by type of expenditure 11.22 
classification 9.27

Standard Industrial Classification 1980 
12.27, 12.50

Standard Industrial Classification: 5.21, 5.29, 5.53
5.59

public corporations allocated to industrial groups 
Chapter 8, Annex 3

State Management Districts 9.199, 11.88 
Statement on the Defence Estimates 9.201 
Stationery Office: 8 .9 ,9 .23  

as a trading ftmd 9.197 
central government loans 11.98 
common services expenditure 11.34 
wages, salaries, etc 11.15 

Statistics 10.7
Statutory returns from local authorities 10.68, 10.69, 

10.71
Steel compensation 9.164
Steel industry redundant workers 11.94

r T*

Sterling Agreements: 
guarantees 9.113

Sterling Agreements: guarantee clause 11.59 
Stock Exchange 7.85
Stock appreciation; 1.39, 1.68-71 , 7.19, 7.99 

public corporations 8.33 8.58 
Stock issues:

public corporations 8.67, 9.154 
transfers to Treasury 9.149

Stockbrokers and jobbers sector classification 14 12 
14.13 ■ '

Stocks and work in progress: Chapter 13 1 46 12 1 
12.2, 12.7, 12.128, 12.133 ’ * ’

accounting conventions 13.2, 13.8 
book value level and charge in stocks 13.2-3 
methods of calculation 13.14-22 
price indices 13.23-32 
published tables 13.33-34
relationship with rest of national accounts 13.9-13 
reliability 13.62-65
statistical sources by industry and sector 13.35-61 
stock appreciation 13.5-8
value of physical increase in stocks or 

stockbuilding 13.4 
estimates 3.16-19 
public corporations 8.58 
central government 9.81, 9.107 
general government 11.10 
civil defence 11.53 
military defence 11.44 
Post Office 11.72 
strategic reserves 11.53 
government trading stocks 11.92 
increase in value of 7.48
adjustments for changes in (within index of output 

of production industries) 5.39 
stock appreciation 5.30 

Strategic reserves 11.49, 11.51. 11.53 
materials 11.87 

Strategic stocks 9.107, 13.11 
Street lighting 12.84
Student awards; local authorities 10.15, 10.33 
Sub-postmasters remuneration 11.14 
Subsidaries: 7.17

of public corporations 8.6, 8.22, 8.40 
Subsidies: 1.51 

allocation of 1.56 
at constant prices 3.68
allocation to consumers' expenditure 6.664-667
to public corporations 8.30-31
accruals 9.89, 9.118
basis of recording 9.16
definition 9.31
losses of trading bodies 9.193 
payments by central government 9.88 
local authority 10.32 
housing 10.57 
general government;
to agriculture, forestry and fishing 11.114 
allocation by type of expenditure 11.21 
housing 11.124 
to industry 11.82, 11,93 
to local authority undertakings 11.73 
trading deficit on Board of Trade undertakings 

11.93
to transport undertakings 11.73 

Suez Canal Compay:
transactions in shares 9.160 

Suez Canal Shares: central government transactions 
11.99
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f

Index

Sugar Board 8.72
Superannuation funds 7.7, 7.12, 7.21, 7.73 
Superannuation schemes: see also pension schemes 

central government employees 9.81 
Supplementary Statements:

Consolidated Fund and National Loans Fund
9.170, 9.180

Supplementary benefits 11.190 
Supplementary petroleum duty: 9.51 

allocation by sector 11.29 
public corporations payments 8.46 

Supply Estimates:
as sources of central government data 9.2, 9.176, 

9.178. 9.179.9.200
as source of general government data 11.33 

Supply Services 9.176 
Surplus war stores: 

sales 9.104 
stock changes 9.107 

Surtax:
abolition 9.46
allocation by type of income 11.26 
by sector 11.29

Survey of Personal Incomes 6.95-98 
Swaps against sterling 9.144, 9.146, 9.148 
Swimming baths 11.145 
Switzerland:

lending to UK government 9.139 
Tangible assets 12.1 
Tate Gallery 11.155
Tax collection: general government expenditure 

11.192
Tax credits 9.52
Tax deposit accounts 9.128

held by Bank of England 9.123 
Tax evasion: see evasion 
Tax instruments 14.76 
Tax relief on life assurance premiums:

11.194
Tax reserve certificates 9.127 

held by Bank of England 9.123 
Tax reserves:

public corporations 8.47 8.53 
Tax-free allowances: allocation of 11.25 
Taxation: total revenue 11.9 
Taxes on capital:

central government receipts 9.103 
defmition 9.25, 9.29
allocation by sector, type of income and property 

11.23
capital gains tax 11.30 

Taxes on expenditure: 1.51 
allocation of 1.56 
at constant prices 3.67
allocation to consumers' expenditure 6.664-667 
paid by public corporations 8.34 
accruals adjustment 9.150 
composition 9.55 
defmition 9.27 
miscellaneous items 9.66 
trading surplus of government bodies 9.194 
allocation by type of expenditure 11.21 
elimination in general government 11.4 

Taxes on income: 6.25-27
allocation by sector, type of income and property 

11.23, 11.29 
defmition 9.27
public corporations 8.45 8.48
receipts by central government 9.45, 9.54

Taxes:
companies 7.16, 7.28, 7.33-42, 7.48, 7.96, 7.98, 

7.100
international transactions 15.25, 15.71 

Teachers' pension scheme 10.29 
Technical colleges 12.86 
Technical institutions: general government 

expenditure 11.169, 11.172, 11.173, 11.174 
Telecommunication and postal services: 

international transactions 15.22, 15.64 
Telecommunications, consumers’ expenditure 

6.622-624
Television advertisement tax 9.56 
Television transmitting licence duty 9.56 
Temporary housing 9.199, 11.121 
Temporary school accommodation 11.170 
Temporary short-time working compensation scheme 

11.82
Thames tidal barrier 11.142 
Thermal insulation grants 10.44 
Thos Cook and Son Ltd 8.74 
Time of recording transactions 3.22-29 
Tithe Act:

annuities 9.66 
payments 10.13 
published accounts 9.201 
redemption stock interest 9.99 

Tobacco duty 9.56 
classification 9.27

Tobacco, consumers' expenditure 6.574-576 
Total Rural expenditure: allocation of taxes and 

subsidies 11.21
general government contribution 11.4, 11.8 

Total expenditure on goods and services: general 
government 11.10 

Total final expenditure:
central government contribution 9.11 

Tourism, see travel 
Town and Country Planning Acts: 

grants under 9.111, 9.109 
Town and country plamning: 12.83 

compensation 11.197 
local authorities' expenditure 11.150 

Trade Commissioners: overseas 11.55 
Trade Facilities Acts 11.204 
Trade credit 14.111-114

as a timing adjustment 14.23 
domestic 14.111
export and import 14.112, 14.113 

Trade credit: international transactions 15.5.15.88 
public corporations 8.70 

Trade debt of public corporations 8.75 
Trade statistics 15.55
Trading Accounts and Balance Sheets 9.183, 9.199, 

9.201
Trading Bodies: 12.5

central government accounts 9.199
classification 9.191
data sources 9.183
definition 9.19, 9.189
gross trading surplus 9.69, 9.190
increase in value of stocks 9.107
losses 9.193

Trading activities in general government 11.3 
Trading income of local authorities 10.19 
Trading profits: 

estimation 3.7, 3.9
Trading services account: local authorities 10.8, 

10.10
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Training assistance: overseas armed forces 11.39, 
11.64

Transactions concerning certain public sector pension 
schemes (net) 9.119 

Transactions:
in other public sector debt 8.69 
in short-term assets 8.68 
basis of recording 9.16 
time of recording 3.22-29 
types of 2.6
in central government financial assets and 

liabilities 9.13, 9.14 
in marketable securities 9.149 
public sector debt 10.48 

Transfer income 1.4 
Transfer incomes: 3.12 

taxes on 11.25, 11.28 
Transfer of liablility for stock 9.149, 9.156 
Transferred workers: grants 11.83 
Transfers (see also current grants) abroad (net) 6.29 
Transfers abroad (net) 1.11, 1.15, 1.16, 1.17 
Transfers abroad:

capital 15.46-47. 15.74, 15.104 
current, 15.41-43, 15.72-15, 73.15.104-105 

Transfers, central government 9.14 
Transport Holding Company: 8.41 8.74 

surplus revenue 9.77 
Transport aircraft: production 11.90 
Transport and Road Research Laboratory 11.69 
Transport and commumication: 11.69, 13.55

output at constant prices 5.9, 5.21, 5.42-44, 5.58 
Transport industry 12.27, 12.120-121 
Transport levy 9.67
Transport supplementary grant 10.15, 10.39 
Transport undertakings:

central government subsidies 9.88 
Transport undertakings: 

capital grants 11.75, 11.77 
net lending 11.76, 11.78 
subsidies 11.73

Transport, Department of 12.6, 12.21, 12.53, 12.73, 
12.78

Travel, consumers' expenditure 6.608-619 
Travel, international transactions 15.19, 15.63, 

15.102
Treasury bills: 9.133

counterpart of central bank assistance 9.143 
holdings by Bank of England 9.123 
interest-free 9.140 
international transactions 15.76 
Northern Ireland government 9.137 

Treasury interest-free notes 9.123, 9.159 
Treasury: administrative expenditure 11.192 
Trust or charity funds: local authority 11.151 
Trust ports 8.10, 10.2
Trustee Savings Beinks: 7.65, 7.7, 14.6, 14.7, 14.15, 

14.69, 14.104
and fund for the Banks for Savings 14.82 
financial transactions 9.125, 9.132 
interest payments 9.98, 9.99 
sector classification 9.116 

Trusts, private 6.5
Tunnels and bridges, finance for: 10.48 
Tunnels: financing of 9.153 
Turkey: loans for military purposes 11.48 
Ulster development bonds and savings certificates 

9.137
Undeclared income - see evasion 
Undistributed income 7.45, 7.47, 7.48,8.37, 8.52

Unicorporated businesses 6.2-3
income and expenditure of 6.108-112 

Unincorporated business 2.11 
Unincorporated businesses 12.5, 12.18, 12 47 

12.132-133
Unit trust units 14.121 
Unit trusts 7.7, 7.65
United Kingdom Atomic Energj- Authority: 9.3, 11.87 

classification of activities 9.198, 9.199 
defence 11.39 
research 11.102 
sector classification 9.200 
stocks 11.201

United Kingdom company securities 14.122-128 
acquisition of subsidiaries 14.127 
capital issues 14.123, 14.124 
foreign currency issues 14.125 
secondary market transactions 14.126 

United Kingdom residents, see annex to Chapter 15 
expenditure overseas 15.20.15.63 

United Kingdom: 
definition of 1.57-58 

United Nations bonds:
central government transactions 9.160 
transactions in 11.63 

United States:
cost of military aircraft 9.128 
defence and other aid 9.79 
forces in UK 15.15 
lending to UK government 9.139 

Universities fixed capital formation 12.18 
Universities, colleges, etc: grants 10.33 
Universities:

central government grants 9.90, 9.110 
general government expenditure 11.169.

11.172-174
University Grants Committee 12.86 
Unremitted profits 7.26 
Unrequited payments definition 9.31 
Uranium producers: 

loans 9.160
Urban Development Corporations: 8.54 

capital grants 11.96 
Urban programme grants 10.15 
Vaccination services 11.177 
Valuation problems;

at constant prices 3.53-57 
Value added tax accruals adjustment 9.150 

basis of recording 9.16 
classification 9.27 
government receipts 9.56 
refunds to local authorities 9.92, 9.111 

Value added tax: 1.51
paid by public corporations 8.34 

Value added tax system:
use in compiling output at constant prices 5.41,

5.55
Value added:

by industry 4.51-57 
see under gross domestic product 
see also Net output, output at constant prices 

Value of physical increase in stocks see under stocks 
and work in progress

Vehicle excise duty, consumers' expenditure 6.506, 
6.601

Vehicle running costs, consumers* expenditure 
6.603-607
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Vehicles; 12.2, 12.96, 12.128
consumers’ expenditure 6.545-553 
fixed capital formation 12.16, 12.20-22, 12.33, 

12.46-47
Victoria and Albert Museum 11.155 
Vocational training courses 11.189 
Voluntary Housing movement 11.125 
Voluntary Social Work Organisations: 

grants to 11.187 
Voluntary approved schools: 

sector classification 9.200 
Voluntary schools and colleges:

general government grants 11.173 
Wages and salaries 6.54-75 
Wages salaries, etc: 

allied services 11.16
charged to capital accounts 8.28, 11.14, 11.16 
financed by grants 11.14, 11.16 
in trading services 11.14 
public corporations 8.29, 8.32 
sources of data 11.19, 11.20 
see also income from employment 

War damage compensation 9.109, 9.111, 11.197 
War pensions and service grants 11.190 

paid abroad 11.191 
War pensions paid abroad 9.95 
Ŵ ater 13.43
W’ater Authorities Association Chapter 8, Annex 1 
Ŵ ater Boards in England and Wales 8.10 
W'ater charges, consumers’ expenditure 6.593 
Water supply: 12.62

and sewerage grants 8.54 
services 11.130

W'ays and Means advances 8.69, 9.131 
Wealth, additions to - see investment 
Weights and measures inspection 11.150 
Welfare foods 9.81, 9.91, 11.175 
Welfare services 11.183 
W’elsh Development Agency: 8.12 

assistance to industry 8.72 
authorities 8.59 
capital grants 11.96 
capital transfers to local 8.74 
central government advances 11.98 
grants from central government 8.30 8.54 

Welsh Health Technical Services Organisation;
accounts 9.201 

Welsh Office:
agricultural trading activities 9.199 
agriculture, forestry-, fishing and food expenditure 

11.110
civil defence activities 11.49 
education expenditure 11.170 
housing services 11.122
libraries, museums and arts expenditure 11.155 
national health service expenditure 11.177 
roads 11.65

White Fish Authority 11.110, 11.118 
11.119

Whoelsaling trades 13.51 
Wholesaleing inquiries 5.31 
Women’s Royal Voluntary Service: 

sector classification 9.200 
Work-in-progress, see Stocks and work-in-progress 
Working day adjustment to index of production 5.25, 

5.27, 5.38
World Health Organisation 11.182 
Write-down of value of stocks 13.8, 13.16, 13.19 
Write-off of financial public corporations debt 8.18, 

Chapter 8, Annex 2

Write-off of public corporations' debt 9.35 
Youth Opportunities Programme 11.83 
Youth treatment centres 11.183 
Zambian copper purchases 9.157
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Not just up-to-date 
and definitive figures 
but also

BACKGROUND ARTICLES  
HELPFUL NOTES 
CHARTS
RELEASE DATES OF 
FORTHCOMING IMPORTANT 
STATISTICS

The Economic Trends Annual Supplement is a unique
source for long runs of quarterly
and annual data for the key series of economic indicators
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CEN TRAL STA TISTICA L O FFICE

The following publications of the Central Statistical Office include national accounts estimates described in this book:

ANNUAL
United Kingdom National Accounts -  The CSO Blue Book is the essential data source for everyone concerned with 
macro-economic policies and studies and shows how the nation makes and spends its money. It is issued in early 
September and covers all aspects of the United Kingdom economy giving data for the last eleven years or longer.

United Kingdom Balance o f  Payments -  The CSO Pink Book is the basic reference book for balance of payments 
statistics, presenting all the statistical information, for the last eleven years or more, needed by analysts who seek to 
assess UK transactions with the rest of the world. The Pink Book is published in late August.

Annua! Abstract o f Statistics -  published each January contains a section on national income and expenditure giving 
the main summary and other selected tables from the Blue Book for the last eleven years.

MONTHLY

Econom ic Trends -  the January, April, July and October issues contain the quarterly national income article which 
includes all the main summary tables from the Blue Book and certain other tables with annual figures for the last 
six, and quarterly figures for the last three to four years. In addition the October issue includes quarterly figures for 
the last ten years. Econom ic Trends Annual Supplem ent gives very long runs of annual and quarterly figures.

Monthly Digest o f  Statistics — the first section on national Income and expenditure includes the main quarterly 
national accounts tables.

Financial Statistics -  includes quarterly current and capital accounts for the various sectors of the economy as well 
as financial accounts. Much additional detail is also given on financial transactions which are summarised in the 
financial accounts. Financial Statistics Explanatory Handbook (annual) gives comprehensive notes and definitions
for the tables.

OTHER CSO PUBLICATIONS

Standard Industrial Classification Revised 1980 — is a system of classification of establishments according to industry 
covering all economic activity.

Indexes to the Standard Industrial Classification Revised 1980 contains lists of characteristic activities for each heading 
of the classification as well as an alphabetical index of activities. The publication is also indexed to the previous 1968 
classification and to the European standard industrial classification (NACE).

Social Trends — provides a valuable insight into life in Britain and its changes, published annually.

Regional Trends — presents a wide range of government statistics on the various regions of the United Kingdom, 
published annually.

Guide to Official Statistics — an indispensible reference book for ail users of statistics. The fifth edition is scheduled 
to be published October/November 1985.

Statistical News -  a quarterly journal providing a comprehensive account of current developments in British official 
statistics.

CSO publications are published by HMSO and available from the addresses given on the back cover.
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