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Introduction

Economic Trends brings together all the main economic indica-
tors. It contains three regular sections of tables and charts
illustrating trends in the UK economy.

‘Latest developments' presents the most up-to-date statistical
information available during the month. It is important to
note that data included in this section may not be wholly
consistent with other sections which have gone to press
earlier. Alldata in this section are seasonally adjusted unless
otherwise stated. In most cases estimates are provisional and
subject to revision.

The main section is based on information available to the
CSO on the date printed at the foot of this page and shows the
movements of the key economic indicators. The indicators
appear in tabular form on lefthand pages with corresponding
chartson facing righthand pages. Colour has beenused to aid
interpretation in some of the charts, for example by creating
a background grid on those charts drawn to a logarithmic
scale. Index numbers in some tables and charts are given on
a common base year for convenience of comparison.

The section on cyclical indicators shows the movements of
four composite indices over 20 years against a reference
chronology of business cycles. The indices group together
indicators which lead, coincide with and lag behind the
business cycle, and a short note describes their most recent
movements. The March, June, September and December
issues carry further graphs showing separately the move-
ments in all of the 27 indicators which make up the composite
indices.

In addition, quarterly articles on the national accounts appear in
the January, April, July and October issues, and on the balance of
payments in the March, June, September and December issues.
Occasional articles comment on and analyse economic statistics
and introduce new series, new analyses and new methodology.

Economic Trends is prepared monthly by the Central Statistical
Office in collaboration with the statistics divisions of Govemn-
ment Departments and the Bank of England.

Notes on the tables

1. Some data, particularly for the latest time period, are provi-
sional and may be subject to revisions in later issues.

2. The statistics relate mainly to the United Kingdom; where
figures are for Great Britain only, this is shown on the table.

3. Almost all quarterly data are seasonally adjusted; those not
seasonally adjusted are indicated by NSA.

4. Rounding may lead to inconsistencies between the sum of
constituent parts and the total in some tables.

5. A line drawn across a column between two consecutive
figures indicates that the figures above and below the line have
been compiled on different bases and are not strictly comparable.
In each case a footnote explains the difference.

6. 'Billion’ denotes one thousand million.

7. There may sometimes be an inconsistency between a table
and the corresponding chart, because the data may be received
too late to update the chart. In such cases it should be assumed
that the table is correct.

8. Thereisnosinglecorrectdefinition of money. Consequently,
several definitions of money stock are widely used:

MO the narrowest measure consists of notes and coin in circula-
tion outside the Bank of England and bankers' operational depos-
its at the Bank.

M2 comprises notes and coin in circulation with the public plus
sterling retail deposits held by the UK private sector with UK
banks and building societies.

M4 comprises notes and coin in circulation with the public,
together with all sterling deposits (including certificates of de-
posit) held with UK banks and building societies by the rest of th
private sector. .

The Bank of England also publish data for liquid assets outside
M4,

9. Symbols used:

.. not available

- nil or less than half the final digit shown

+ alongside a heading indicates a series for which measures

of variability are given in the table on page 80

1 indicates that the data has been revised since the last
edition; the period marked is the earliest in the table to have
been revised

* average (or total) of five weeks.

The Editor would welcome readers' suggestions for improve-
ments to Economic Trends.

Central Statistical Office, 13 January 1993
New table for Economic Trends
Please note thata third table about the Labour Force Survey, table

43, economic activity by age (not seasonally adjusted) is being
introduced from this issue. It appears on page 75.

CSO Databank

is available on request from CSO.

Virtually all the series in Economic Trends and the Quarterly Articles may be obtained as part of the CSO Databank
Service ontape or disk. The appropriate four digit identifier is included at the top of the column or start of a row of figures.
This enables users to obtain (in computer-readable form) a much more comprehensive and up-to-date set of long run
macro-economic time series data than can be included in this publication. The tape format, unlabelled EBCDIC, is the
same for all datasets. The disks, either 3'/," or 5/," are written in ASCII text which can be loaded as spreadsheets and
viewed using standard spreadsheet packages, such as LOTUS or SMART.

Details of the service offered and the schedule of charges may be obtained from the Databank Manager, CSO
Information Systems Branch, Room 52/4, Government Offices, Great George Street, London, SW1P 3AQ (telephone
071-270 6386). CSO does not offer direct on-line access for these data but a list of host bureaux offering such a facility




Latest developments in the economy

Data available at 15 January 1993

DATA PUBLISHED BY CSO

Output

In the three months to October, the output of the production
industries was 1.2 per cent higher than the previous quarter,
and 0.1 per cent higher than the same period a year earlier.
The provisional index of production figure for October is
107.0 (1985=100). The index covers the manufacturing and
energy industries, and all figures are seasonally adjusted.

Manufacturing output fell by 0.2 per cent in the three months
to October compared with the previous three months, and by
0.14 per cent on the same period a year earlier. Within
manufacturing, between the latest three month periods, the
output of the metals industry fell by 3.4 per cent, chemicals
fell by 0.8 per cent, engineering and allied industries rose by
0.3 per cent, "other manufacturing” rose by 0.3 per cent,
"other minerals” fell by 1.6 per cent, food, drink and tobacco
fell by 1.4 per cent, and textiles and clothing rose by 1.1 per
cent.

The output of the oil and gas extraction industries was 8.6 per
cent higher than in the preceding three months, and 1.3 per
cent higher than in the same period a year earlier. Other
energy and water supply industries rose by 1.9 per cent
compared with the previous three months, and by 0.2 per cent
on the same quarter last year.

By market sector, between the latest three month periods, the
output of the investment goods industries rose by 0.9 per cent,
the output of the consumer goods industries fell by 0.7 per
cent, and the output of the intermediate goods industries rose
by 2.2 per cent.

Producer prices

The input price index for materials and fuel purchased by
manufacturing industry rose by 5.2 per cent in the twelve
months 10 December, compared with a rise of 4.3 per cent in
the twelve months to November. Between November and
December, the unadjusted index rose by 1.7 per cent, and the
seasonally adjusted index rose by 0.1 per cent.

The increase over twelve months in the output price index for
home sales of manufactured products was 3.5 per cent in
December, compared with 3.3 per cent in the year to
November. The index rose by 0.2 per cent between November
and December.

Retail prices

The general index of retail prices for 8 December was 139.2
(January 1987=100), 0.4 per cent lower than in November and
2.6 per cent higher than in December 1991.

Between November and December there was a fall in
mortgage interest rates, and a variety of other price
reductions, notably for motor vehicles and alcoholic drirks.
There were, however, price increases for food, tobacco and
household goods.

The tax and price index for December was 130.16 (January
1987=100), an increase of 1.5 per cent over the previous
twelve months.

Retail sales

The provisional, seasonally adjusted estimate of retail sales
volume in October was 121.4 (1985=100), little changed from
the August and September figures. In the three months August
to October, the volume of sales was 0.9 per cent higher than
in the previous three months, and 1.6 per cent higher than in
the same period a year earlier.

Sales by food retailers rose by 0.2 per cent compared with the
previous three months, those by mixed businesses rose by 3.0
per cent, and those of specialist non-food retailers rose by 0.9
per cent.

Based on non-seasonally adjusted data, retail sales value in
current prices in October was 4 per cent higher than in
October 1991.

Balance of payments
Information on visible trade in November and recent trends in
invisibles imply a current account deficit of £1.2 billion, £0.2
billion larger than in October. In the latest three months the
implied deficit was £2.8 billion, £0.3 billion larger than in the
previous three months.

The visible deficit in November was £1.4 billion, compared
with £1.2 billion in October. In the three months to November
the visible deficit was £3.5 billion, £0.3 billion more than the
preceding three months.

In November the value of exports was £9.2 billion, 0.5 per
cent higher than in October. In the three months to November,
the value of exports was 2.5 per cent higher than the previous
three months, but 4.5 per cent higher than a year earlier. On
a volume basis, excluding oil and the erratic items, exports in
the three months to November were 4 per cent higher than the
previous three months, and 6 per cent higher than a year
earlier.

Imports in November were valued at £10.6 billion, 2.5 per
cent higher than in October. In the three months to November,
the value of imports was 3 per cent higher than in the
previous three months and 7 per cent higher than a year
earlier. Excluding oil and erratics, import volume in the three
months to November was unchanged in the previous three
months, and 7.5 per cent higher than a year earlier.

Estimates of invisibles are not available monthly. Based on
recent trends and limited information on EC transfers,
invisibles in November are projected to be in surplus by £0.2
billion. Revisions to these projections can be substantial.

The CSO has announced that, following publication of the
December 1992 figures, there will be a delay in the
publication of monthly trade figures while a new statistical




system measuring trade within the European Single Market
becomes fully established. For some time it will not be
possible to publish monthly figures for the current balance of
the balance of payments (given in Tables 1 and 27), for
exports, imports and the visible balance (Table 27) or the
volume and unit value indices for visible trade (Table 25).
Information on the value of trade with countries outside the
European community will continue to be available from the
CSO on a monthly basis but it is unlikely that any
information on trade as a whole in 1993 will be published
before the middle of the year and a continuous monthly series
may not become available until some time later. A fuller note
on this delay in the provision of statistics is available from the
CSO Current Account Branch on 071-270 6070.

Public sector borrewing requirement

Provisional estimates put the public sector borrowing
requirement at £2.2 billion in November, with privatisation
proceeds close to zero.

DATA PUBLISHED BY OTHER
DEPARTMENTS

Official reserves

The overall level of the UK’s official reserves fell by $433
million in December, bringing the end of December reserves
to $41,654 million (£27,494 million), compared with $42,087
million (£27,776 million) at the end of November.

The underlying change in the reserves during December was
a fall of $2,952 million.

The underlying change excludes a number of factors that are
included in the total change. Proceeds from this month’s
tender of UK ECU Treasury Bills and sales into the
secondary market amounted to $928 million and maturing UK
ECU Treasury Bills were $1,207 million. The underlying
change also excludes repayments of borrowing under the
exchange cover scheme of $29 million.

Exchange rate
The sterling exchange rate index (1985=100) was 80.1 in
December, compared with 78.3 in November.

Unemployment and vacancies

In November, the seasonally adjusted level of claimant
unemployment in the UK increased by 41,100 to 2.909
million, 10.3 per cent of the workforce. Over the past six
months, unemployment has risen by 32,200 per month on
average.

The stock of unfilled vacancies at jobcentres increased by
2,600 to a seasonally adjusted 100,800 in the month to
November. Over the three months to November, vacancies
have decreased on average by 2,500 a month.

Employment

The number of employees in employment in manufacturing
industries in Great Britain stood at 4,375,000 in October, a
fall of 13,000 since September. Employment has fallen by
241,000 since October 1991, compared with a fall of 385,000

in the previous year.

The UK workforce in employment (employees in
employment, the self-employed, HM Forces and participants
in work related government training programmes) stood at
24,953,000 in September 1992, a fall of 399,000 in the
quarter. Employment over the year to September fell by
861,000.

Earnings

The underlying increase in average weekly earnings in the
year to October was about 5.5 per cent, the same as the
increase in the year to September. The actual increase in the
year to October, at 6.1 per cent, is above the underlying
increase because of arrears of pay in October 1992 were
much higher than a year earlier.

In the production industries, the underlying increase in
average weekly eamnings in the year to October was about
5.75 per cent, 0.25 per cent lower than the increase in the
year to September. Within this sector, the underlying increase
in manufacturing industries in the year to October was about
6 per cent, the same as the increase in the year to September.
The actual seasonally adjusted increases for production and
manufacturing in the year to October were 6.5 per cent and
6.3 per cent respectively.

In the service industries, the underlying increase in average
weekly earnings in the year to October was about 5.5 per
cent, the same as the increase in the year to September which
has been revised up 0.25 per cent. The actual increase in the
service industries in October was 6.0 per cent.

Productivity

Manufacturing output per head in the three months to October
was 1.9 per cent higher than in the three months ending July,
and was 5.2 per cent higher than in the same period a year
earlier. Output per head in the whole economy was 0.3 per
cent higher, in the second quarter of 1992, than in the
previous quarter, and 2.1 per cent higher than in the same
quarter a year earlier.

Unit wage and salary costs

In the three months ending October 1992, wages and salaries
per unit of output in manufacturing were 1.0 per cent above
the corresponding period a year earlier. This increase was
below the rise in average earnings in manufacturing as there
was a rise of 5.2 per cent in productivity over this period. In
the second quarter of 1992, wages and salaries per unit of
output in the whole economy were 4.2 per cent above the
corresponding period a year earlier. This increase was below
the rise in average eamings because of the rise of about 2.1
per cent in productivity over this period.

Monetary aggregates

Provisional information suggests that in the 12 months to
November, and before seasonal adjustment, M0 increased by
2.9 per cent, and M4 by 4.6 per cent. In November, again
before seasonal adjustment, MO increased by 0.8 per cent, and
M4 decreased by 0.2 per cent. After seasonal adjustment, MO
rose by 0.8 per cent, and M4 decreased by 0.2 per cent.



UK NATIONAL ACCOUNTS:
THE THIRD QUARTER 1992

This article presents quarterly estimates of national accounts to the
third quarter of 1992. All commentary, apart from that on financial
flows, and charts are in terms of seasonally adjusted data. Estimates
of the components of GDP at constant prices are given here in terms
of average 1985 prices. Summary estimates of GDP for the third
quarter of 1992 were first issued on 21 December 1992.

A short description of the United Kingdom national accounts is
given as the introduction to the 1992 Edition of “United Kingdom
National Accounts” ,otherwise knownas “the CSO Blue Book”. More
detailed information is available in “United Kingdom National
Accounts: Sources and Methods” (HMSO 1985) and subsequent
changes to sources, methods and definitions are described in the
methodological notes to the 1992 CSO Blue Book.

Gross domestic product at current and constant prices

Gross domestic product (GDP) at constant 1985 factor cost in-
creased 0.1 per cent between the second and third quarters of 1992
but was 0.7 per cent lower than in the third quarter of 1991.

Chart 1 shows recent changes in GDP each quarter compared with
the same quarter a year earlier. Chart 2 shows changes in GDP, for
each quarter on a quarter earlier.

Chart 1
GDP at constant 1985 factor cost
percentage change on same quarter a year earlier

seasonally adjusted

1988 1989 1990 1991 1992

GDP, excluding oil and gas production, decreased 0.2 per cent
between the latest two quarters to reach a level 0.7 per cent lower
than in the third quarter of last year.

In the third quarter of 1992, GDP at current market prices - also
known as “money GDP” - was 0.5 per cent higher than in the second
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Chart 2
GDP at constant 1985 factor cost

percentage change on a quarter earlier

25 seasonally adjusted 25

201 420

1988 1989 1990 1991 1992

quarter of 1992 and 3.2 per centhigher than in the third quarter of last
year. GDP at current factor cost increased by 3.8 per cent between
the third quarters of 1991 and 1992.

The implied factor cost GDP deflator (“index of total home costs’™)
rose by 4.5 per cent between the third quarters of 1991 and 1992,
including an increase of 0.5 per cent between the latest two quarters.

The real income of the United Kingdom, as shown by gross national
disposable income at constant market prices, increased 1.1 per cent
between the second and third quarters of 1992 but decreased 0.2 per
cent between the third quarters of 1991 and 1992.

Estimates of GDP at current and constant prices, of real national
disposable income and of the implied GDP deflator are given in
index number form in Table A, supplemented by Table Al of the
Appendix.

Revisions to GDP estimates and the main components, since the last
set of quarterly estimates appeared in the October 1992 issue of
Economic Trends, are described later in this article.

Estimates of GDP at constant factor cost are at constant 1985 factor
cost, following both UK and recommended international practice of
rebasing every five years using the years ending O and 5 as the
reference year. Since 1985, the relative prices of various goods and
services have changed, including a very large reduction in oil prices
up to the third quarter of 1990. The implications of this reduction for
interpretation of GDP growth assessments are outlined in the Notes
at the end of this article.
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At constant 1985 prices, exports of goods rose 2 per cent in the third
quarter of 1992 compared with a year earlier, butexports of services
fell by 5 per cent. Over the same period, imports of goods grew 6 per
cent and imports of services by 4 per cent.

Gross domestic fixed capital formation at 1985 prices
(Tables A15 and A16)

Total fixed investment was broadly unchanged in the third quarter
of 1992 compared with a year earlier. Fixed investment by the
private sector rose by 1 per cent but that by the public sector fell by
5 per cent. The quarterly profile of fixed investment over recent
years is shown in Chart 7.

Chart7
Gross domestic fixed capital formation
£bn at constant 1985 prices

22 , 22
seasonally adjusted
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Analysed by asset, vehicles, ships and aircraft increased by 11 per
cent and plant and machinery by 3 per cent in the third quarter of
1992 compared with a year earlier. Over the same period, dwellings
fell by 1 per cent and other new buildings and works by 5 per cent .

Value of physical increase in stocks and work in progress
at 1985 prices (Table A17)

There was destocking in the third quarter of 1992, though to a lesser
extent thanin the previous seven quarters. Thisreflects, in particular,

destocking in energy and water supply and wholesaling industries,
offset by some stockbuilding in manufacturing industries and retail-
ing industries.

Financial flows (Tables A19 to A25)

During the third quarter of 1992 sterling left the European exchange
rate mechanism (ERM). Because of the rapid changes in currency
values which followed, some of the figures in the financial accounts
are likely to be less reliable than usual. This occurs in particular
where net foreign currency flows are estimated from the differences
between balance sheet levels.

In the third quarter of 1992, there were very large increases in bank
deposits by overseas depositors (mainly in foreign currency), total-
ling over £22 billion. This was more than matched by increased bank
lending to the overseas sector (£27 billion).

The central government financial deficit was nearly £11 billion in
the third quarter, following a deficit of nearly £13 billion in the
second quarter. In the third quarter, the deficit was financed mainly
through the foreign currency loans taken out to support the pound,
rather than through gilt-edged securities as in the previous quarter.
These loans helped to reduce the fall in official reserves to less than
£2 billion. Privatisation proceeds amounted to £3 billion in the third
quarter.

Personal sector net deposits with banks and building societies were
less than £1 billion in the third quarter, while net lending to the
personal sector was the same as in the second quarter, at just under
£6 billion.

The sum of the sector balancing items (ignoring sign) for the third
quarter was £13 billion . These balancing items represent net errors
and omissions in the measurement of all the sector flow accounts.

Revisions (Table A26)

Estimates of GDP are subject to revision as more information
becomes available. Table A26 compares latest estimates with those
in the quarterly article on UK national accounts in the October 1992
edition of Economic Trends.

GDP at constant factor cost has been marginally revised downwards
in 1991. Estimates of consumers’ expenditure, at current and
constant prices, have been revised upwards. Among the income
components, income from employment has been revised upwards
partly offset by a downward revision to other income.

Rebasing and reclassification

net output in | 990.

There will be a two major changes in the 1993 edition of the CSO Blue Book. In line with international practice, the CSO
'will be rebasing the majority of its economic time series onto 1990.-This will mean that the expenditure components of gross
domestic product will - be expressed in terms of average 1990 prices. Index numbers in the naticnal-accounts-and other
related series will be shown based on 1990 with new weights calculated according to the contributions of each industry to

In the'1993 Blue Book, the CSO will also begin its translation to the new Standard Industrial Classification, SIC(92). An article
on the SIC in‘the October 1992 edition of Economic Trends explains the need to reclassify and gives a general description
of the new classification: In the next year's Blue Book, there will be an approximation for the SIC(92) formed by regrouping
classes from the SIC(80). The new classification will be introduced in full with effect from the 1995 Blue Book.

Both of these developments will be described in detail in the February 1993 edition of Economic Trends.
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A6 Consumers’ expenditure

continued £ million
Durable goods Other goods Services
Cars, Food Total
motor (house- Clothing Rent, consum-
cycles Furniture  Other hold Other other rates and ers’
and other and floor durable expend- alcoholic than Energy Other water Other expend-
vehicles coverings goods Total iure) Beer drink Tobacco footwear Footwear products goods Total charges services' iture

Revalued at 1985 prices

CCBJ CCBK CCBL CCBI CCBM CCBN CCBO CCBP CCBQ CCBR CCBS CCCK CCYV CCCL cCBVY  CCBH

1985 9853 4193 6120 20166 30657 8416 7235 7006 12132 2780 18578 23054 109858 27382 61541 218947
1986 10735 4336 7029 22100 31541 8406 7293 6813 13327 2893 19299 25068 114640 27771 68485 232996
1087 11 241 4736 8102 24079 32324 8483 7541 6763 14031 2002 19767 26867 118678 28155 74911 245823
1983 12907 5581 G000 27488 33125 8540 7861 6780 14717 2904 20352 20325 123604 28533 84471 264096
1989 14011 5551 0300 28952 33732 8532 7845 6780 14640 2026 20357 31161 125973 28028 89064 272917
1990 13060, 5066 9438 27564 33337 8515 7844 6714, 14627 2980 20616 31211 125853 20342 91085 274744
1991 105077 4893 9658 250587 33406" 8250 7616 65497 14410 2895 21331 305227124088 207017 894217 260 168t
Unadjusted
1989 Q1 3884 1485 2196 7565 8025 1758 1472 1668 3081 607 5549 6963 20123 7194 20911 64793
Q2 3475 1280 1961 6725 8611 2175 1699 1690 3327 750 4733 7286 30271 7219 22153 66368
Q3 4650 1273 2188 8111 8480 2225 1785 1701 3461 743 4294 7408 30007 7245 24096 69549
Qa 2002 1504 3045 6551 8616 2374 2889 1721 4771 826 5781 9504 36482 7270 21604 72207
1990 Q1 3822 1415 2226 7463 7907 1739 1470 1653 3078 628 5705 7154 29334 7297 21887 65981
Q2 3145 1192 2003 6340 8536 2169 1705 1674 3369 768 4721 7395 30337 7322 23124 67123
Q3 4204 1143 2196 7633 8301 2235 1791 1690 3516 771 4436 7409 30149 7348 24521 69651
Q4 17909 1316 3013 6128 8593 2372 2878 1697 4664 822 5754 9253 36033 7375 22453 71989
1991 Q1 30947 1343 2338 67737 7855 17057 1447 1621, 3042 607 6037 70207 20338 73957 217077 e5200f
Qz 2235 1146 2007 5388 8509 2016 1668 16347 3265 722 4950 7181 29954 7416 22340 65008
Q3 3679 1139 2185 7003 84637 2201 1740 1648 3435 746 4393 7218 29844 7435 23721 68003
Q4 1499 1266 3130 5894 8579 2337 2761 1646 4668 820 5942 9103 35856 7455 21653 70858
1992 Q1 2755 1307, 2241 6303 7891 1648 14547 1573 2868 573 5036t 6830 28782 7470 21330 63885
Q2 2305 11387 2001 5444 8583 2121 1718 1589 32387 741 4725 7268 29080 7486 22153 65072
Q3 3530 1225 2275 7030 8571 2092 1780 1606 3476 803 4475 7153 29956 7501 23649 68136

Seasonally adjusted

CCBX CCBY CCBZ CCBW CCCA CCCB CCCC CCCD CCCE CCCF CCCG CCCM CCYw  CCCN CCCJ CAAB

1989 Q1 3497 1419 2318 7234 8438 2134 1964 1697 3674 739 4861 7655 31162 7 194 21956 67546
Q2 3636 1384 2358 7378 B499 2160 1961 1699 3656 740 5252 7731 31698 7218 22075 68370
Q3 349 1364 2359 7214 8388 2122 1957 1691 3636 725 5008 7797 31324 7 245 22 491 68 274
Q4 3387 1384 2355 7126 8407 2116 1963 1693 3674 722 5236 7978 31789 7 270 22542 68727
1890 O 3444 1337 2339 7120 8333 2118 1962 1683 3673 761 5027 7855 31412 7297 22844 68673
Q2 3341 1281 2398 7020 8387 2158 1966 1682 3693 756 5203 7860 31705 7322 23074 69121
Q3 3198 1220 2368 6796 8234 2128 1960 1680 3682 750 5200 7791 31426 7348 22077 68547
Q4 3076 1219 2333 6628 8383 2110 1956 1669 3579 722 5186 7705 31310 7375 23090 68 403
1991 Q1 2803% 12577 24547 65147 8304T 20837 19277 16537 3639l 732t 5207% 7727t 31362 73957 226897 67950
Q2 2394 1240 2411 6045 8338 2004 1915 1641 3587 713 5525 7630 31353 7416 22312 67126
Q3 2743 1227 2365 6335 8401 2094 1897 1636 3600 726 5145 7605 31104 7435 22172 67046
Q4 2567 1169 2428 6164 8363 2078 1877 1619 3584 724 5364 7560 31169 7 455 22248 67036
1892 Q1 2474 1220 2351 6045 8346 2017 1944 1 604 3437 690 5228 7519 30785 7 470 22394 66694
Q2 2450 1238 2410 6098 8400 2100 1973 1596 3561 741 5205 7688 31273 7486 22160 67017
a3 2603 1297 2474 6374 8517 1980 1940 1594 3608 767 5308 7552 31275 7501 22121 67271

Percentage change, latest quarter on previous quarter
1992 Q3 6.2 4.8 27 4.5 14 -57 -1.7 -0.1 1.3 35 20 -18 0.0 0.2 -0.2 0.4
Percentage change, latest quarter on corresponding quarter of previous year

1992 Q3 =51 57 4.6 0.6 14 50 23 -2.6 0.2 56 32 -07 0.5 0.9 -0.2 0.3

1 Inciuding the adjustments for international travel, etc and final expenditure by
private non-profit-making bodies.
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Percentage shares of total household income
and Gini coefficients' for NON-RETIRED
householids, 1990

TABLE J

Percentage shares of total equivalised

income for NON-RETIRED households ranked

by equivalised disposable income

Original  Gross Disposable Post-tax
income  income  income income
Quintile group
Bottom 3.4 6.5 6.8 5.8
2nd .. 11 12 12 11
3rd 17 17 17 16
4th 24 23 23 23
Top 45 43 42 44
All non-retired
households 100 100 100 100
Decile group
Bottom 1.0 2.6 2.7 2.1
Top 29 27 27 29
Gini coefficient
(percent) 43 36 35 39

1 This is a measure of the dispersion of sach definition of
income. Unlike the percentage shares analysis where the
household incomes are ranked only once, the Gini
coefficient calculation needs a separate ranking for each
income definition. For exampie, the coefticient for
original income is produced by first equivalising the
original income of all the households, then this
distribution is ranked and this ranked distribution Is
used to calculate the coefficient.

FES collects little information on health or use of health services.
Table H indicates that these benefits are highest for bottom two
quintile groups and then decline steadily as income goes up.

Housing subsidy is the sum of Exchequer subsidy and local authority
determined rate fund contributions to the housing revenue account.
Thus housing subsidy as defined here has been spread between
public sector tenants, and since such households tend to be concen-
trated in the lower half of the income distribution this is where the
subsidy is highest. In these articles, tax relief on mortgage interest
is treated as an adjustment to income tax, not as part of the housing
subsidy analysed in Table H.

Travel subsidies cover the passenger element of the grants made to
various public operations covering both buses and railways. The use
of public transport by non-retired households is partly related to the
need to travel to work and thus to the number of economically active
people in a household and so the combined effect of these travel
subsidies increases over the income distribution,

Table H shows that taken together the absolute values of these
benefits in kind clearly decline as household income increases. As
a proportion of post-tax income, benefits decrease from 76 per cent
in the lowest quintile group to 5 per cent in the highest quintile group,
indicating that this expenditure contributes to the reduction in
income inequality.

Summary

The overall effect of the various stages of the tax-benefits system on
non-retired households is summarised in Table J. Households in the
highest quintile group receive 45 per cent of all (equivalised)
original income, compared with 3.4 per cent received by the lowest
quintile group. However, after direct taxes and benefits are taken

Average incomes, taxes and benefits by the number of economically active people

per NON-RETIRED household, 1990

TABLE K
Number of economically active people’ per household All non-
retired
None One Two  Three or more households
Number of households in the sample 484 1946 2169 592 5191
Average per household (£ per year)
Original income 1 590 14 680 23290 31110 18 930
plus cash benefits 4 490 1600 900 1080 1 520
Gross income . . . 6 080 16 280 24190 32180 20450
less direct taxes ? & employees’ NIC.. 610 3420 5110 6 840 4 250
Disposable income 5480 12870 19 080 25 340 16 200
less indirect taxes 1330 2510 3450 5010 3080
Post-tax income . 4150 10 360 15630 20 340 13120
plus benefits in kind.. 2970 1820 2190 2870 2 200
Final income 7120 12180 17 820 23210 15320
Gini coefficients (percent)
Equivalised original income . 85 47 33 28 43
Equivalised gross income 26 40 31 26 36
Equivalised disposable income .. 26 39 29 25 35
Equivalised post-tax income.. .. 33 44 33 29 39
1 Economically active people comprise smployees, the self employed and others not in employment but
who are seeking or intending, when able, to seek work.
2 These are income tax (which is after tax relief at source on mortgage interest and life assurance
premiums) and gross domestic rates/Community charge.
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measured by the Gini coefficient, variability in original income is
very high amongst households where no-one is economically active
but where two or more persons are economically active the variability
is considerably less. Equally, the tax-benefit system has the effect
of substantially reducing inequality between the different types of
households within the economically inactive group. This results
largely from the diverse nature of the economically inactive group,
which ranges from single parents with young children, single full-
time students, the disabled, and households where no member has
been able to find work during the 12 months prior to interview, to a
small number of households where income from other sources such
as investments means that they have no need to work.

RESULTS FOR RETIRED HOUSEHOLDS

Retired households have quite distinct income and expenditure
patterns and so the tax-benefit system affects them in a different way
from non-retired households (Table L). Few retired households
have substantial original income; those who do are concentrated in
the top two quintile groups and are receiving occupational pensions.
The majority of retired households are dependent on cash benefits,
in the form of state retirement pensions and income-related benefits
such as Housing Benefits and Income Support to pensioners.

Cash benefits form a very high proportion of gross income for all but
the better-off retired households. However, unlike non-retired
households, the bulk of these cash benefits are paid from the
National Insurance Fund into which the recipients will have made
contributions throughout their working lives.

People over pensionable age do not pay National Insurance contri-
butions so the small payments recorded are made by non-retired
people living in households defined as retired (see Appendix 2
paragraph 8 for details of definition). All households except those
in the highest quintile group of retired households pay very little
income tax, because their income is unlikely to exceed their tax
allowances unless they have significant income from investments or
occupational pensions in addition to their state retirement pension.
Thelargestindirect tax payment made by retired households is VAT,
and the top quintile group pays more than twice as much as the
average for all retired households.

Retired households derive significant benefits from health services
and, to a lesser extent, the housing subsidy and travel subsidies,
though of course virtually none from the education service. Health
benefitis spread fairly evenly within the group of retired households,
as a result primarily of the attribution method used, but housing
subsidy is substantially higher for the middle three quintile groups
since they have the highest concentration of public sector tenants.
Thebenefitsreceived by retired households from travel subsidies are
mainly for bus travel, particularly in the form of concessionary fares,
passes, etc, for senior citizens, and since these are not usually means-
tested but depend instead on what sort of scheme is being operated
by their local authority, there is no particular relationship with
income.

Table M shows the extent to which income inequality amongst
retired households is reduced by the tax-benefit system. Cash
benefits play by far the largest part in bringing about this reduction
and income tax payments make a further, though much smaller,
contribution. Payments of indirect taxes result in an increase in
inequality.

A comparison of Table M with Table J shows that although the
distribution of original income amongst retired households is much
more unequal than that within the non-retired household group, the

CHART 4

The effects of taxes and
benefits on retired and
non-retired households, 1990
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Percentage shares of total household income and
Gini coefficients' for RETIRED households, 1990

TABLE M

Percentage shares of total equivalised
income for RETIRED households ranked
by equivalised disposable income

Original Gross  Disposable Post-tax

income income income income

Quintile group
Bottom .. . 2.7 10.3 10.1 9.3
2nd . . 4 13 13 13
3rd .. . 7 15 16 16
4th . . 19 20 20 20
Top . . 68 42 41 41
All households 100 100 100 100
Decile group

Bottom .. . 1.4 4.7 45 39

Top . . 48 27 26 27
Gini coefficient

(percent) . 69 31 29 33

1 This is a measure of the dispersion of each definition of income. Unlike the percentage
shares analysis where the household incomes are ranked only once, the Gini coefficient
calculation needs a separate ranking for each income definition. For example, the coefficient
for original income is produced by first equivalising the original income of all the households,
thenthis distribution is ranked and this ranked distribution is used to calculate the coefficient.
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Company car benefits and other original income for each

quintile group of equivalised disposable income, 1990

TABLE N
Quintile groups of households
ranked by equivalised disposable income All
house-
Bottom 2nd 3rd 4th Top  holds
Average per household (£ per year)
Company car benefit e . .. . 4 17 82 225 681 202
Other original income 1 530 5314 12654 19703 34 505 14 741
Total original income 1534 5331 12736 19928 35186 14 943
% Company car benefit 0.3 03 0.6 1.1 1.9 1.4
Average per household (Numbers)
With car benefit .. .. . . 2 12 51 141 341 547
No car benefit 1407 1397 1359 1268 1068 6 499
All households in sample .. 1 409 1 409 1410 1409 1 409 7 046
% Recipients . e . .. 0.1 0.9 3.6 10.0 24.2 7.8

distribution of post-tax income is more equal amongst the retired
than amongst the non-retired. Chart4 illustrates the different impact
which the tax-benefits system has on retired and non-retired house-
holds.

PARTII
COMPANY CAR BENEFIT

This year’s article represents an important departure in that for the
first time original income includes company car benefit ,that is, the
imputed value of the availability of acompany owned car for private
use by a household member.

Company car benefit is the most important of a range of benefits in
kind, or “fringe benefits”, which together with a salary form the
remuneration package for many employees.

The growth of fringe benefits in the post war period is usually seen
as areaction to the income tax regime. Employers reward staff with
fringe benefits rather than cash because fringe benefits are consid-
ered more tax efficient.

The provision of company cars has increased rapidly since the early
1970s. Around that time only directors and the highly paid were
liable for taxation on the benefit and even for them it was “tax
efficient”,

Company car benefit and other original income for each quintile group

of NON-RETIRED households, 1990

TABLE P

Quintile groups of NON-RETIRED households All non-
ranked by equivalised disposable income retired
house-
Bottom 3rd 4th 5th holds
Average per household (£ per year)
Company car benefit .. . . 16 43 172 302 833 273
Other original income .. 3664 11539 17 008 22 761 38 309 18 656
Total original income .. 3680 11582 17180 23063 39 142 18929
% Company car benefit.. 04 04 1.0 1.3 2.1 1.4
Average per household (Numbers)
With car benefit . . . 7 21 79 133 305 545
No car benefit .. 1031 1017 960 905 733 4646
All households in sample 1038 1038 1 039 1038 1038 519t
% Recipients 0.7 2.0 7.6 12.8 29.4 105
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The effect of including company car benefit in the analysis of the percentage
shares of total household income and Gini coefficients’, 1990

TABLE Q

Percentage shares of total equivalised income for households ranked by
equivalised disposable income
(Figures in bold show estimates excluding company car benefits)

Original income Gross income Disposable income Post-tax income
Quintile group
Bottom. .. .. .. .. .. 20 2.0 67 6.7 7.0 7.1 6.3 6.4
2nd.. .. ..ol 7 7 10 10 11 11 10 10
3rd.. .. .o 15 16 16 16 16 16 15 16
4th.. .. . . ... 25 25 23 23 23 23 23 23 '
TOP.. o ve e e e 51 50 44 44 43 43 45 45 ‘
All households 100 100 100 100 100 100 100 100
Decile group
Bottom.. .. .. .. .. . 0.8 0.8 29 2.9 29 29 24 24
Top.. .. o 33 32 28 28 28 27 30 29
Gini coefficient
(percent) .. .. .. .. .. 516 513 38.3 38.0 365 36.0 40.3 39.8
1 This is a measure of the dispersion of each definition of income. Unlike the percentage shares analysis ‘

where the household incomes are ranked only once, the Gini coefficient calculation needs a separate
ranking for each incorne definition For example,the coefficient for original income is produced by

first equivalising the original income of all the households, then this distribution is ranked and this

ranked distribution is used to calculate the coefficient.

In recent years the tax charge on company cars has increased
considerably. In the 1988 budget, rates for assessing this benefit for
taxation were doubled and they were further increased by 30 per cent
in the 1989 budget, 20 per cent in the 1990 budget and again by 20

per cent in the 1991 budget. In addition, the earnings limit at which
company cars become taxable for employees - the P11D limit - has
remained unchanged since 1979/80 at £8,500 per annum. As a result ’
of these changes, the taxable benefit of the private use of company

Migration of households between decile groups due to the inclusion of

company car benefit in the analysis, 1990

TABLE R

Decile groups of households ranked by equivalised disposable income

EXCLUDING company car benefit

Bottom 2nd 3rd 4th

5th 6th 7th 8th 9th Top Total

Decile groups of households ranked
by equivalised disposable income
INCLUDING company car benefit

Bottom .. .. .. .. .. .. .. 702 3 - - - - - - - - 705
2nd I 1 696 7 - - - - - - - 704
3rd I 2 1 693 9 - - - - - - 705
4th e e - 3 4 684 13 - - - - - 704
5th e e e - - - 10 672 23 - - - - 705
6th e e e - 1 1 1 20 646 36 - - - 705
7th e e e - - - - - 36 624 44 - - 704
8th e e e e e - - - - - - 42 632 31 - 705
9th e e e - - - - - - 2 29 634 39 704
Top T - - - - - - - - 39 666 705
Total .. .. .. .. .. . . 705 704 705 704 705 705 704 705 704 705 7 046
Total “movers” .. .. .. .. 3 8 12 20 33 59 80 73 70 39 397
Total “non-movers” .. .. 702 696 693 684 872 646 624 632 634 666 6 649
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In addition, on a sample basis, information on transport costs is being
collected so that the values for VAT purposes can be converted to a
standard definition.

The totals of the values reported on these monthly returns should be
reconcilable with the amounts reported in the new boxes on the VAT
returns. These checks will be simple and straightforward for most
traders and most trade. However for some movements of goods,
such as excise goods or those for processing, where the VAT and
statistical treatments differ, some extra information will be sought.
The checks will be an important control on the quality of data
supplied by traders.

Differences Between The Systems

Both providers and users of the statistics will see major changes in
the new system. The following are the main differences:

(a) Movements of goods through EC borders are speeded up
with the abolition of most frontier controls.

(b) The burden of providing the trade statistics is sharply
reduced. The cut falls into three parts. First, because of the
thresholds in the system, most (three-quarters) traders do not
have to provide detailed information about their trade.
Second, those who do have to provide detailed data have to
supply slightly less information. And third, the information
does nothave to be supplied on a consignment basis as goods
pass through Customs controls but can be submitted at a
more convenient time and be aggregated within months; this
will largely eliminate delays at internal community
frontiers. Traders will however face extra implementation
costs while they adapt to the new system. A Business
Benefit Analysis suggests that the package of single market
simplifications associated with the elimination of frontier
controls will cut industries associated costs by 90% and
enable them to recoup implementation costs within the first
year.

(¢) The commodity codes are cut from 9 digits to 8 digits by
eliminating the national 9th digit. Some former9 digit codes
have been added to the 8 digit nomenclature, with some
little-used headings removed to make room for them.

(d) Most transport data is no longer collected. Only presumed
mode of transport is in the list of data.

(e) Results will be available later. Allowing time for traders’
monthly returns to arrive will delay results by at least 2-3
weeks, with much longer delays initially.

(f) Results will be revised. Late or amended returns from
traders will make revisions necessary.

(g) Estimates will be made at the detailed commodity level and
by partner Member State for trade not covered by statistical
returns because of the application of thresholds (an expla-
nation is given in the next section).

(h) Thereis arisk that detailed data reported by traders will be
less accurate. Without the checks inherent in the former
frontier controls there are fewer opportunities to find and
correct errors. However a programme of regular inspection
visits will help to keep such errors to aminimum. The VAT
link is designed to ensure that the totals remain accurate.

Thresholds

An important feature of the INTRASTAT system is the use of
thresholds. The legislation provides for the use of two thresholds
with a middle tranche of traders providing simplified monthly
information. However the UK is adopting a single relatively high
threshold.

In accordance with the Commission Regulation the UK has adopted
a threshold of £135,000 per annum for both exports and imports.
Thus a trader has to report detailed monthly export data listed in
paragraph 10 on supplementary returns when his intra EC exports
exceed £135,000 per annum and similarly for imports. This puts
about 24% of existing traders above the threshold. The distribution
of trade is, however, very concentrated and these traders account for
nearly 97% of intra EC trade.

Thedecision on the appropriate level of the threshold has had tomeet
competing objectives. On the one hand, the resulting statistics have
to be sufficiently accurate to meet the needs of users in Government
and industry. On the other, it is necessary to keep administrative
costs (including those borne by businesses) to a minimum. The UK
threshold strikes a sensible compromise by keeping those adminis-
trative costs to a reasonable level but without seriously weakening
the quality of the detailed statistics. It will also mean that we have
a manageable number of traders in the systemn with sufficient
resources o ensure that they provide accurate returns promptly.

The Commission Regulation requires all Member States to set
thresholds so that the results will meet certain quality requirements.
This is a relatively simple concept but the details of the Regulation
are complex. Trade in 90% of the most used 8 digit commodity
headings must be estimated within 5% of its true value. In addition
the growth rate of trade in these headings between years must be
estimated within specified limits. There are similar requirements on
the estimation of the level and growth of trade by partner country.

The UK thresholds are close to the maximum permitted by the
quality requirements. They are higher than those adopted in the
other major Member States. This is mainly because the others want
a different balance between administrative costs and theoretical
quality. However the pattern of our trade is also different probably
because of the additional transport costs caused by the English
Channel.

Estimates will be made of the distribution of trade by traders below
the threshold (ie those that only report their trade totals on their VAT
returns) by commodity and partner country. The CSO have already
published® summaries of studies showing the effect of thresholds on
the detailed statistics.

Valuation

Themain datacollection is based on VAT values. These will usually
be different from the conventional free on board (fob) and cost,
insurance and freight (cif) used in the valuation of visible trade.

However theINTRASTAT data is being adjusted at a detailed level
to the normal fob and cif valuations. The adjustments are designed
to produce accurate estimates of total trade and will be only approxi-
mate at the level of individual commodities.

Implementation
As detailed above the INTRASTAT system is a simple one which

will produce quality statistics at reduced cost. However, because it
is so radically different from the present system it will take some

‘Business Bulletin Statistical Changes in 1992 (Issue 6/91 published 1
February 1991, issue 54/91 published 21 August 1991 ans issue 79/92
published 20 November 1992).
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IMPROVING MACRO-ECONOMIC

STATISTICS

David Wroe, Central Statistical Office

Thefollowing paper was presented at the Statistics Users Conference
held at the Royal Statistical Society on 7th December 1992.

Over the past few years considerable efforts and extraresources have
been put into improving official statistics on the UK economy. This
paper looks first at the measures taken to improve the quality of
macro-economic statistics, such as gdp and the balance of payments,
and the results achieved so far. It then turns to EC and other
international developments.

Measures to improve macro-economic statistics

Concems about the quality of UK macro-economic statistics
intensified in 1987 and 1988 as attention focussed first on an
apparently worsening balance of payments position and then on the
rate at which the economy was growing, with fears of possible
overheating. The generally positive and relatively large balancing
items in the balance of payments accounts (Table 1) raised the
question of whether the balance on current account presented an
unduly adverse picture of the UK’s overseas performance. Also as
Chart 1 shows, the statistics on gross domestic product left room for
considerable doubt about growth in the economy over the previous
year.

An efficiency scrutiny announced on 22 June 1988 was given the
following terms of reference:

To examine the present inter-departmental arrangements for the
production of government economic statistics and to make
recommendations for achieving cost-effective improvements
where necessary.

The Pickford Review, as it came to be called after the name of leader
of the review team, Stephen Pickford, completed its report in
November 1988. It found that concern about the quality of economic
statistics focused on three main areas:

(1) wide discrepancies between the three measures of gdp;
(ii) large and growing balancing items;
(iii) frequent and major revisions to statistics.

The review team made numerous recommendations most of which
have since been implemented. In particular, they recommended that
the Business Statistics Office, some other parts of DTI’s Statistical
Divisions, and responsibility for the Retail Prices Index and the
Family Expenditure Survey should be brought into an enlarged
CSO0. The CSO would also become aNext Steps Agency. Following
further consideration it was also decided that the CSO, which had
previously formed part of the Cabinet Office, should become a
separate department under the Chancellor of the Exchequer. The
Pickford report recommended too various changes in the
arrangements for collecting and analysing statistics. One of these
was the major recommendation to strengthen the monthly sales
inquiries which are used in the Index of Production. These had
previously been voluntary inquiries, with, as a consequence,
inadequate coverage. Following the Pickford Review they were put
on a statutory basis. Greater reliance on powers available in the
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Statistics of Trade Act is a prominent feature also of the changes
introduced in the subsequent initiatives to improve the quality of
economic statistics.

Two further packages of improvements were announced by successive
Chancellors, John Major and Norman Lamont in May 1990 and
November 1991 respectively. Each added about 2 million to the
CSO’s annual running costs and each increased staff numbers by
about 90, mostly in Newport. The first of the “Chancellor’s
Initiatives”, as they are known, concentrated on improving statistics
on services, companies and the balance of payments. The further
programme announced in November 1991, Chancellor’s Initiative
Phase II, built on the earlier measures and sought also to strengthen
some of the key components which were not covered in the first
phase, including estimates of retail sales and consumers’ expenditure.

The Chancellor’s Initiatives like some of the Pickford
recommendations had a number of general features, responding to
the concems about economic statistics identified in the Pickford
Report. Those features include:

(a) More use of statutory powers

(b) More reliance on monthly and quarterly inquiries

(c) Better coverage of services

(d) Better coverage of financial transactions and balance of
payments

(e) Reductions in some inquiries to minimise the form filling
burden.

Phase 11, like the recommendations of the Pickford Review, also
involved the transfer to the CSO of responsibility for statistical work
carried out primarily for national accounts purposes, in this case
transfer from the Bank of England of responsibility for statistics on
the activities of most nonbank financial institutions. More details of
the measures included in the two initiatives are set out in articles in
Economic Trends February 1991 and February 1992. The second
article also gives a summary of the improvements resulting by that
time from Phase I initiatives. A particularly striking improvement
was the reduction of just under £17 billion in total in the balancing
items in the balance of payments accounts for the years 1985 to 1989,
with a corresponding improvement in the personal sector accounts.
These resulted from the 1989 Share Register Survey which under
Phase I was established as an annual inquiry.

The greater use of statutory powers in monthly and quarterly
inquiries, combined with expansion of such inquiries, has helped to
make early estimates more reliable and thus reduce the need for
subsequent revisions. Inquiries which have been modified in this
way include those on retail sales, fixed capital formation,
stockbuilding and direct investmentoverseas. New quarterly inquiries
have also been introduced on company profits, overseas service
earnings, and the turnover of service sectors. All of these inquiries
are intended to cut down the need for revisions by improving the
early estimates. Other measures, such as the Share Register Survey
mentioned above, expanded inquiries on company finance, reviews
of the sector classifications used in various financial statistics and
better statistics on insurance and pension funds, are all helping to
improve the accuracy of the flow of funds accounts and balance
sheet statistics.
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Performance on revisions and balancing items

The improvement which these measures have helped to bring about
so far can be judged from the charts appended to this paper. Charts
2-7 relate to size of revisions to important aggregates. As may be
expected at this stage, improvements to data are more easily detected
in the charts showing revisions over a relatively short time eg in the
revisions over three months to the estimates of quarter to quarter
growth in industrial production. The need to improve the reliability
of some of the early estimates has itself added to the revisions shown
by charts such as that relating to growth in gdp and the magnitude of
revisions over three years. It is necessary to wait another couple of
years or so 1o see whether the measures taken succeed on that
criterion! .

Another aspect of revisions which is important is whether they show
bias upwards or downwards. Because of possible serial correlation
in revisions bias is not easy to test for, but an attempt to do so is
undertaken in an article in the May 1992 issue of Economic Trends.
The main finding was in line with the results of earlier studies which
suggested that growth in gdphad been understated in the expansionary
phases of the business cycle.

The steps taken have led to much smaller balancing items in the
various sector accounts, as illustrated in Charts 8-11. Especially big
improvements were brought about as a result of the efforts made to
improve sector classifications of various asset holdings in the work
leading up to the publication of this year’s Blue and Pink Books.

The charts referred to above relate very closely to performance
targets onrevisions and balancing items which were set as part of the
process of establishing the CSO as a Next Steps Agency. These
targets are listed in Annex E of the Framework Document which
specifies the basis on which the Director is required to manage the
office. The targets relevant to the national accounts are in three
groups reflecting the three main concerns identified in the Pickford
Review, The paragraphs above cover in broad terms the concerns
aboutrevisions and balancing items. The other main concern was the
discrepancy between different measures of gdp.

Development in estimating gdp etc

Improvement to data sources generally can be expected toreduce the
inconsistencies between the available information on output,
expenditure and incomes. More precisely there should, within the
national accounts framework of definitions, be consistency between
the aggregates of incomes, final expenditure and value added. The
improvements to data sources combined with more probing of the
quality of different series have indeed helped to reduce these
discrepancies. However itis unrealistic to expect that all discrepancies
will beremoved. All series are subject to either or both sampling and
nonsampling errors (which are incidentally being explored in a
systematic manner). Clearly one option is to put together the various
components eg of gross domestic product and to leave the
discrepancies to speak for themselves. This however does not
remove theneed to say whatis the best estimate of gdp in forexample
the latest quarter; and, having said what is the CSQO’s best estimate,
how are economic analysts to make sense of the results if the
component details, including the income and expenditure
breakdowns, are inconsistent with that best estimate of gdp? Rather,
the view taken is that it is incumbent on the CSO:

(i) to provide its best estimates with as much detail as possible
on a consistent basis;
(ii) to explain how the estimates have been derived.
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In line with this approach the long held view that the output
indicators, including the index of industrial production, provide the
best indicators of short-term, ie quarter to quarter, changes has been
adopted as the basis for estimating quarterly changes in gross
domestic product, with “alignment adjustments” introduced as
necessary in the most weakly estimated components of the income
and expenditure breakdowns to ensure adequate consistency. These
alignment adjustments are published with each set of quarterly
tables.

Particularly because of possible changes in production processes
affecting the composition of inputs and outputs, the available
indicators of output-in most cases indicators of gross output-are not
reliable guides to longer term changes in gross domestic product.
The annual levels of gdp are therefore better assessed, when adequate
information is available, from the income and expenditure estimates.
In practice these estimates settle down only after several years. The
measures described above will, help considerably to reduce this
interval, but even so there will be some revisions as more complete
information on overseas earnings, annual profits, capital expenditure
and so on becomes available. The 1992 Blue Book, published earlier
this autumn, contains fully reconciled information on incomes,
expenditure and value added for 1989. This reconciliation has been
achieved by bringing together the available information, including
information on value added from the Annual Census of Production
etc, in an input-output use matrix. This process helped to identify the
decisions which had to be made about alternative sources of data,
and ensured that the resulting decisions were made consistently
down to a fairly detailed level. Such an input-output analysis will be
made annually in future, eg for 1990 in the 1993 Blue Book, and it
is hoped eventually to advance the analysis by one year. Details of
1989 results are given in the 1992 Blue Book and in an article in the
September 1992 issue of Economic Trends.

Another major initiative which will help to improve the coherence
of official statistics on the economy is the development of an
Interdepartmental Business Register (IDBR) jointly with the
Employment Department. For example, statistics on output are
currently derived from inquiries based on one register and statistics
on employment are collected using a different register. For some
industries there are known to be substantial differences between the
activity classified to thatindustry in the tworegisters, thus distorting
statistics on productivity. Other register differences are believed to
affect the comparisons between Inland Revenue figures on company
profits and CSO estimates of value added. The development of the
IDBR will help considerably in efforts to understand and wherever
possible eliminate such discrepancies.

A rather different approach to evaluating inconsistent sources of
data and producing reconciled estimates involves a more
mathematical treatment of errors. It starts from establishing measures
of reliability for the various estimates in the national accounts,
including components of gdp and the capital and financial accounts,
and then considering (a) whether the discrepancies apparent from
the statistics, eg the balancing item in the balance of payments
account, are consistent with the claimed reliability and (b) what are
the minimum adjustments to each estimate required to achieve fully
reconciled accounts. Such a reconciled set of estimates and an
account of the methodology involved will be available in the
November issue of Economic Trends.

Thenational accounts estimates at constant prices are based on 1985
prices at present. Next year the accounts will be rebased to 1990
prices, following the established practice of changing the base year
every five years. The procedures the CSO proposes to follow and the
moves towards the new industrial classification referred to below,




will be described in articles in forthcoming issues of Economic Trends.
The practice of quinquennial rebasing is followed fairly widely
throughout the world, but a number of countries have moved to a
system of “chain linking” growth rates from year to year, with the
annual growth rates based on more up-to-date prices. The CSO is
examining the feasibility and desirability of moving the UK national
accounts in this direction. Several other major developments in UK
national accounting are associated closely with EC initiatives which
form the subject of the next section of this paper.

EC and other developments

Developments in the European Community are having an increasing
impact on the shape and development of statistical work in member
countries. There are several which particularly impinge on statistics
on the economy and on business, placing much more emphasis on
the need for comparable statistics:

(i) Use of GNP as fourth resource

(ii) Intrastat

(iii) Harmonised industrial classification in NACE (Rev 1)
(iv) Prodcom

(v) Regulation on service statistics

The terms of the Treaty of Maastricht would also produce a big
impetus towards harmonising statistics on consumer prices,
government deficits etc.

The move to a single market in the Community from 1 January 1993
will sweep away the existing arrangements for collecting statistics
onmerchandise trade between EC member states. Goods will move
from one member state to another withoutroutine border formalities.
Toremedy the loss of essential information for balance of payments
and other purposes, Intrastat, a new system of reporting, is being
linked to the VAT system. Traders are being asked to report as part
of their VAT returns to Customs and Excise the total value of their
exports and imports to and from other EC member states during the
relevant period. Those with trade above particular levels then being
asked to report the detailed commodity breakdown of their trade
monthly. This change is clearly a radical one and it will take some
time to establish that it is working well. Partly also because it wasnot
considered feasible for all traders to report trade in detail under both
the old and new systems simultaneously, there will be some delay
before monthly figures start to become available from the Intrastat
system. It is hoped however the statistics on trade in the first quarter
0f1993, atboth current and constant prices, will be available in time
for the quarterly balance of payments accounts and gdp statistics to
be published in June 1993.

From January 1993 EC Member States will be obliged to adopt an
industrial classification based on the EC Harmonised Industrial
Classification NACE(Rev 1). Thenew UK classification compatible
with it, SIC(92), is to be published in November 1992. From the
1993 Blue Book the industrial classification used in the national
accounts and related statistics such as the Index of Production will
move towards the new classification. In the 1993 Blue Book existing
“activity headings” will be regrouped to approximate to the new
classification. The full reclassification will be completed later, it is
hoped in 1995, when detailed information from PRODCOM, the
new EC system of statistics on industrial products, is available to
help in the reclassification. In line with most Member States’
statistical systems, EC Regulations have so far given more attention
to manufacturing than to service production, but the ground is being
prepared for the development at the EC level of statistics on the
service sector. Like the improvements already being made in UK
statistics on service output, such development will help to improve
further the quality of macro-economic statistics.

The next few years will see too the completion and implementation
of arevised UN System of National Accounts. This will seek among
other things to address the difficult issue of the appropriate treatment
of the banking sector. Publication of the new SNA will lead in turn
to areview of the EC’s System of Economic Accounts (ESA). These
developments and others such as the use of GNP in calculating
contributions to the EC budget will almost certainly add further to
the close interest in national accounting methodology shown by
many users and will strengthen the drive towards adherence to
carefully considered, international standards.

Table 1
Balance of Payments 1980-86
as published in September 1987
£ million
Balance on
Visible Invisibles Current  Identified Balancing
trade Account  financial item
transactions

1980 1361 1555 2916 -2706 -210
1981 3360 2952 6312 -6 246 -66
1982 2331 1704 4035 -2262 -1773
1983 -835 4173 3338 4742 1404
1984 -4384 5 858 1474 -6 916 5442
1985 -2178 5097 2919 -7 421 4502
1986 -8 463 7483 980  -10747 11727

Source: Economic Trends, September 1987
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Chart 6

CURRENT BALANCE (LONG TERM)

revisions as per cent of GDP at factor cost

revisions after 3 years
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Chart7

PUBLIC SECTOR BORROWING REQUIREMENT

revisions as per cent of GDP at market prices

revisions after 3 months

3.0 3.0

2.0

1.0

-2.0 ) \ 1 1 i 1 i =2.0
1984 1985 1986 1987 1988 1989 1990 1991

month of publication for revised estimate

195

——










Chart 8

OVERSEAS SECTOR BALANCING ITEM

Balancing item as percentage of GDP for latest year
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Chart 9
PERSONAL SECTOR BALANCING ITEM
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