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Introduction

The Australian Bureau of Statistics (ABS) is the nation’s official
statistical agency. It is an independent statutory authority
responsible for compiling an extensive range of economic and
social statistics for use by the Australian government and the
community.

Among the more widely known economic statistics are the
consumer price index, balance of payments, and the national
accounts.

The purpose of this booklet is to explain the most important
features of the Australian national accounts, and provide the
reader with a basic understanding of the meaning and uses of
these statistics.

The foundations of national accounting

The idea of national accounting can be traced back to the
seventeenth century, when attempts to measure the national
- income began in England and France.

Over the years the process of national income accounting was
refined by various economists such as Smith, Ricardo, Marshall
and Pigou. John Maynard Keynes was the most important
influence in establishing the current system of national
accounting. His theories regarding macro-economic
relationships, published in the 1930s, form the basis of the
structure of modern national accounts.

The need for international organisations to be able to compare
the economic performance and growth of different countries led
to the development of international standards for national
accounting in the late 1940s and early 1950s.



These standards were first published by the United Nations in A
System of National Accounts (SNA) in 1953. The modern era of
national accounting can be said to have started in 1968, when the
United Nations published a fully revised version of the SNA.
The 1968 SNA has been extensively reviewed in recent years
and a further revised version of the SNA was presented to and
endorsed by the United Nations Statistical Commission in
February 1993.

The SNA has been widely adopted by government statistical
agencies throughout the world as the basis for compiling their
national accounts on a consistent, comparable basis. The SNA
provides very detailed guidelines on the types of accounting
tables required, and what should be shown in each table, to
enable the analysis and comparison of the economic
performance of countries using the system.

The first official national accounting estimates for Australia
were published in 1938, although unofficial estimates by several
economists had been published in the 1920s and 1930s. In 1945
an official set of national accounts was prepared for the first
time by the ABS (known at that time as the Commonwealth
Bureau of Census and Statistics).

Since then, Australian national accounts estimates have
undergone a continuing process of development and
improvement in the quest to provide reliable and detailed
information on the performance of the Australian economy. The
recommendations of the Revised (1993) SNA are expected to be
implemented in the Australian national accounts over the next
few years.



What the national accounts measure

There is a wide range of data serics available to anyone who
wishes to describe the performance of various components of the
economy over time.

For example, we could look at the number of houses being built,
the number of cars produced, whether employment is rising or
falling, the composition of exports and so on.

While these and many other statistical series produced by the
ABS and other organisations are important in their own right, it
is obvious that none of them in isolation can provide a complete
picture of the state of the economy. The main advantage of the
national accounts is that they provide a framework within which
datd from the wide variety of sources available can be combined
and presented to describe the overall economic position of the
nation,

In addition, the accounts provide details of the contributions of
different types of economic activity to the total within a
particular period. For example, we can see from the national
accounts how much of our national income is derived from
exports, or how much of the national production is contributed
by the manufacturing sector.

Gross domestic product (GDP)

The summary measure of the nation’s economic position
provided in the national accounts is gross domestic product, or
GDP. GDP is defined as the income generated by production
taking place within Australia’s domestic territory. The term
gross in GDP indicates that no deduction has been made for the
consumption of fixed capital (also known as depreciation); in
other words, the gradual using up of capital equipment through
wear and tear is not accounted for when measuring GDP. If
allowance for the consumption of fixed capital is deducted from
GDP, the resulting measure is net domestic product.



Relationship between national income and GDP

Net domestic product as described above measures the income
produced in our domestic economy after allowing for the wear
and tear on capital used in production.

In a closed economy (that is, one which has no economic
dealings with other countries), this income would be the rational
income. However, not all income produced in Australia stays in
Australia,

There are numerous examples of Australian companies which
are owned by parent companies in, for example, the USA. Any
part of their Australian earnings sent to the American parent
company represents income paid overseas. Similarly, earnings
are recelved by Australian companies from the operation of their
subsidiaries overseas: such earnings are described as income
recetved from overseas.

If we take income paid overseas from net domestic product, and
add on income received from overseas, we are left with the
national income for Australia.

The relationship of national income to gross domestic product is
therefore as follows:

GDP less consumption of fixed capital
equals net domestic product (NDP}); and

NDP less income paid overseas
plus  income received from overseas
equals national income.



The link between the national accounts and business
accounts

The national accounts can be viewed as the "book keeping" of
the nation, in the same way that individual companies produce
accounts for their own book keeping purposes. The following
account may describe a business engaged in production for

profit:
Production account of a trading ehterprise
Sales 15000 Wages and salaries 6000
Increase in stocks 1500 Materials purchased 4500
Indirect taxes \ 1000
Profit 5000
16500 16500

The left hand side shows the value of the company’s
PRODUCTION or QUTPUT, being made up of sales and
Increase in stocks. {The increase in stocks in this case includes
the value of goods which have been produced and not yet sold,
and the value of partly finished goods.)

The right hand side shows the cost of this production - it is made
up of wages and salaries paid to employees, the cost of materials
used up in producing the goods sold, and indirect taxes (e.g.
government sales taxes which the company has paid). The
difference between the value of production on the left hand side
($16500), and the costs involved in that production ($11500), is
profit ($5000).




The concept of value added

Earlier we defined GDP as the income generated by production
taking place within Australia. Since the left hand side of the
above account shows the value of production for this particular
producer it appears obvious that the way to measure GDP is to
add up the value of the production of all producers in Australia.

However, there is a catch to this: you can see from the right hand
side of the above account that the producer bought $4500 worth
of materials. If the company is a motor car manufacturer, the
$4500 might be the steel used in making cars. The production
value of $16500 is the value at which the producer wishes to sell
the cars, and it would be made up of production costs plus a
profit margin. Therefore, the steel worth $4500 used up in
producing the cars would be included in the production value.

If we were to add up the value of production from the accounts
of all producers in the nation, the $4500 of steel production
would be counted twice - once in the accounts of the car
manufacturer, and again in the accounts of the steel maker (since
the steel would appear as production on the left hand side of the
steel maker’s trading account).

The problem just described is known as double counting and
must be avoided when measuring GDP. In effect, the car
manufacturer has taken $4500 worth of inputs (steel), and turned
them into an output (cars) valued at $16500. In other words, this
manufacturer has added $12000 to the value of the materials
purchased ($16500 - $4500 = $12000). It is this VALUE
ADDED which is used in measuring GDP.,

The value of production is known as the value of gross output,
and the value of materials and services used up in production is
known as the value of intermediate input, so:

Value added equals value of gross output less value of
intermediate input.



The measurement of GDP

We can now look at how Australia’s GDP estimates are
compiled. There are three ways of measuring GDP:

. the production approach;
. the income approach, and
v the expenditure approach.

The production approach

GDP measured by the production approach is obtained by
summing the value added of every producer, calculated in the
way described above, 1.¢. gross output less the value of
intermediate inputs used in the production process.

A major problem encountered in calculating value added occurs
with products whose output cannot be directly measured, as is
the case with many government departments.

For example, government education departments are engaged in
the production of "education”, which does not have an output
value in government accounting systems. In cases such as this,
the value added is assumed to be the same as the wages and
salaries paid plus any depreciation allowances made on capital
goods used (e.g. school buildings).

In the Australian national accounts, GDP calculéted by the
production approach is referred to as GDP(P).

The income approach

The value added of a producer is also equal to the incomes
which are generated in the process of producing goods and
services. In our trading account example above, the incomes
associated with this producer’s business are the wages and
salaries of $6000 paid to employees; the indirect taxes of $1000
(these represent income which the government receives as a
result of production by this company); and the profir of $5000



(the income received by the company from its production
activity). If these are added together they come to $12000,
which is the same as the value added we calculated previously.
Therefore, GDP for the nation can also be calculated as value
added for every producer measured as the sum of:

. wages and salaries
. indirect taxes (less subsidies), and
. profits.

(In the national accounts, the term gross operating surplus is
used instead of profits. It is calculated before items such as
interest payments have been deducted, so that it is a slightly
different concept from what business people would normally
consider as profits. Subsidies can be thought of as negative
indirect taxes.)

In the Australian national accounts, GDP calculated by the
income approach is referred to as GDP(I).

The expenditure approach

The above two approaches to measuring GDP are based on
summing value added obtained from the accounts of producers.
A third method is to measure the expenditure of final users on
the goods and services produced in the economy. Expenditure on
GDP is measured in the following way:

Private final consumption expenditure
plus  Government final consumption expenditure
plus  Gross fixed capital expenditure
plus  Increase in stocks
plus  Exports
less  Imports.

Private final consumption expenditure 1s basically the amount
spent by households in their everyday living. It includes
amounts spent on items such as food and clothing, but also
includes expenditure on items purchased less frequently such as



cars, TVs, video recorders and washing machines.

Government final consumption expenditure represents the
general everyday running costs of government departments and
non-business authorities.

Gross fixed capital expenditure is often referred to as
investment, and refers to (usually) large and expensive items
which are intended to last several years. It encompasses dams,
buildings (including houses), computing equipment, aircraft,
ships, locomotives and plant and machinery used in factories.
As with consumption expenditure, capital expenditure is
compiled separately for the private sector and the public
(government) sector.

Increase in stocks includes finished goods which are awaiting
sale in shops and factories, and partly finished goods and
materials awaiting processing.

Exports are included because they are Australian production
which has been bought by overseas buyers, and therefore they
generate income in Australia.

Imports are deducted from the sum of final expenditures and
exports. The reason is that the final consumption and gross
fixed capital expenditures encompass alf expenditure undertaken
by Australian people and enterprises, which means that not only
are they measuring money spent on Australian production, but
also that spent on imports. GDP is a measure of Australian
production, and therefore we must deduct from the expenditure
estimates the amount spent on imports.

The sum of private and government final consumption
expenditure, and gross fixed capital expenditure, is often
referred to as domestic final demand. In the Australian national
accounts, the sum of domestic final demand and increase in
stocks is shown as gross national expenditure (GNE).
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In the Australian national accounts, GDP calculated by the
expenditure approach is referred to as GDP(E).

In concept the three measures of GDP are identical but, in
practice, they can differ significantly, particularly in the short
term. The main reason for the differences is that different data
sources are used for each approach. The difference between
GDP(D) and GDP(E) at current prices is termed the statistical
discrepancy.

A smoother and probably better indicator of short term
movements in GDP at constant prices can be derived by taking
the average of the three measures to obtain GDP(A).

Presentation of the Australian national accounts

We have discussed three approaches to measuring GDP: the
production approach, the income approach, and the expenditure
approach. Each measures the same thing. The production
approach measures GDP by summing the value added of all
producers, the income approach measures it by adding up all the
incomes generated in the production process, and the
expenditure approach arrives at GDP by adding up the amounts
spent on the goods and services purchased by the final buyers.

The Australian national income, expenditure and product
accounts are compiled and published in some detail every
quarter in Australian National Accounts: National Income,
Expenditure and Producr (5206.0), and in greater detail once a
year in Australian National Accounts: National Income,
Expenditure and Product (5204.0). Detailed information on
inputs and outputs is published in Australian National Accounts:
Inpur-Output Tables (5209.0) and Australian National Accounts:
Input-Output Tables (Commodity Details) (5215.0).
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The four basic accounts from the national income, expenditure
and product accounts are:

. the Domestic production account;

* the National income and outlay account,
. the National capital account; and

. the Overseas transactions account.

The Domestic production account is a summary of all the
economic transactions which take place in Australia. It is
presented in two-parts. The first shows GDP calculated using
the income approach, while the second shows GDP calculated
by the expenditure approach. As noted, since both approaches
are measuring GDP, they should both give the same result, but
in practice this does not happen as each measure uses different
sources of information. The difference between the two
measures, the statistical discrepancy, is shown as the difference
between the income and expenditure measures in the domestic
production account. The remaining three accounts present more
detail about items in the domestic production account,

The National income and outlay account shows how much of
the national income is spent on final consumption. That part of
income which is not spent in this way is saving.

The National capital account shows how the saving from the
national income and outlay account is used to finance gross
fixed capital expenditure. If, as is currently the case in
Ausmalia, the nation’s saving is not sufficient to pay for all the
capital equipment needed for Australian production, the shortfall
must be borrowed from overseas. The amount borrowed from
overseas is shown in the national capital account as a negative
entry for ner lending to overseas.

The Overseas transactions account is actually derived from the
detailed balance of payments current account (which is also
produced by the ABS). It shows Australia’s exports and
imports, incomes received by Australian residents from
overseas, and incomes paid to overseas by Australian residents.
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Tables 1 to 4 on pages 22 to 25 show each of the accounts
described above with data for the period 1982-83 to 1991-92.

In addition to the national accounts publications referred to
above, each quarter the ABS publishes Australian National
Accounts: Financial Accounts (5232.0). This publication
presents quarterly information on the level of financial assets
and liabilities of each institutional sector of the economy, the
market for financial instruments-and inter-sectoral transactions
in financial assets and liabilities classified by financial
instrument,

Institutional sectors in the national accounts

The national income and outlay account and the national capital
account provide summary information for the economy as a
whole. To help in the analysis of the Australian economy, these
two accounts are also presented for four main sectors, known as
institutional sectors. The institutional sectors are the
Households sector; the Corporate trading enterprises sector; the
Financial enterprises sector, and the General government sector.

The Households sector is, as the name suggests, largely made up
of the millions of households in Australia. For convenience this
sector also includes unincorporated businesses (such as most
farms and small family type businesses), and non-profit
institutions (such as chanties).

The Corporate trading enterprises sector comprises trading
enterprises registered as companies, such as large manufacturers,
mining companies, and retail department stores. Separate
accounts are prepared for public trading enterprises (such as
Qantas and Telecom Australia) and for private enterprises.

The Financial enterprises sector covers institutions which
engage in financial activities like banking and insurance. Again,
accounts are prepared for both the private and public sectors.
Examples of public financial enterprises are the Commonwealth
Bank of Australia and State government insurance offices.
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The General government sector is made up of Commonwealth,
State, Territory and Local government departments, offices and
authorities which are not trading or financial enterprises.

State accounts

As well as presenting a comprehensive series of tables which
examine Australia’s national accounts in some detail, the ABS
also publishes Australian National Accounts: State Accounts
(5242.0), each quarter. This publication presents quarterly
estimates of gross State product and State firnal demand. Gross
State product is produced by summing the incomes generated in
the production process (the income approach to measuring total
production). At present, estimates of gross State product are
only4n current prices, but it is hoped that constant price
estimates can be developed in the near future. State final
demand 1s equal to the sum of private and government final
consumption expenditure and gross fixed capital expenditure.
Estimates of State final demand are currently available in both
current and constant prices.
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Constant price "real”" GDP

The expenditure approach to calculating GDP [GDP(E)]
measures Australian production by the amount spent on the
goods and services produced. However, by itself this is not
always a good measure of production since the price of a
particular good is affected by inflation.

For example, the national accounts may show that the amount

spent on motor cars is twice as much this year as it was last year.

If the price of cars has doubled over the last year, then the
number of cars bought will not have changed - expenditure has
risen only because the price of cars has risen.

In many cases our interest lies in knowing how much physical
production (e.g. the number of cars made) has changed, rather
than just the current value of production. Constant price
estimates are the way in which this is achieved. They provide a
measure, in dollar values, which indicates changes in the actual
guantity of items produced or purchased. Because of this,
constant price estimates of GDP are often referred to as
estimates of "real” GDP.

Complex procedures are used to obtain estimates of GDP at
constant prices. In essence they involve finding indicators of
price changes in the items included in the national accounts, and
using these to remove the effects of inflation from the estimates
of GDP. Constant price estimates are expressed in terms of the
average prices prevailing in a selected "base year” (currently
1989-90). Some of the main indicators used in this process are
the component series from the consumer price index, which
measures changes over time in the price of a "basket” of goods
and services bought by households, Other price indexes
produced by the ABS (such as the import price index) are also
used extensively in compiling the constant price estimates. The
following graph compares GDP at current and constant prices
for a number of years.

W
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GDP AT CURRENT AND CONSTANT (1989-90) PRICES

GDP(E} at average 1989-90 prices
------- GDP(E} a1 current prices
-
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Uses of the Australian national accounts

Because they contain a large amount of information on the
economy, and on the relationships between the various parts of
the economy, the national accounts are widely used by both the
government and private sectors. Some of the main uses are:

current economic analysis -

quarterly national accounts are well established as a
framework for monitoring the current performance of
the economy;

short-term forecasting of economic activity -
the quarterly and annual national income and
expenditure accounts provide the framework for efforts
Lo predict future economic prospects and o antcipite
likely problems; and

annual budgeling -
the national accounts provide the general setting for

planning and presenting the Commonwealth
government’s annual budget.



Further developments in Australia’s national
accounts

Nativonal balance sheets

The 1968 SNA recommended that national balance sheets be
compiled as part of a complete system of national accounts,
although it was not until 1977 that detailed guidelines were
published. National balance sheets measure the value, or net
worth, of a country at a point 1n time in the siame way that the
balance sheets which form part of a company’s accounts
measure the net worth of that company at a point in time.

It has only been recently that the ABS has aftempted 1o compile
experimental estimates for Australia’s national balance sheets.
To do'so, the ABS is developing a new range of estimates for the
value of natural asseis including forests, minerals and land, as
well as estimates for the value of livestock (a produced asset).
These values, combined with existing ABS estimates of the
value of capital stock (including buildings and other structures,
and capital equipment) and estimates of the value of financial
assets and liabilities that Australia holds with the rest of the
world, form a prototype for Australia’s national balance sheets.

The ABS will release an Occasional Paper: National Balance
Sheers for Australia - Issues and Experimental Estimares
(5241.0), in 1994, The development of national balance sheets
1s also a prerequisite for the development of environmental
satellite accounts for Australia.

Environmental satellite accounts

Satellite accounts are accounting statements separate from, but
consistent with (and linked to), the system of national accounts.
They provide supplementary data which can be used 1n
conjunction with data from the core accounts to make
adjustments to GDP while the calculation of GDP within the
core accounts renmains consistent with existing definitions,



The Revised (1993) SNA recommends the development of a
system of environmental satellite accounts designed to enable
the adjustment of GDP to take account of the deplction of
natural resources and the degradation of the environment as a
result of economic activity. Draft recommendations for the
design of environmental satellite accounts were published in the
SNA Handbook on Integrated Environmental and Economic
Accounting (SEEA), by the United Nations Statistical Office in
1990. International standards for environmental accounting
have continued to be developed since then and the ABS is
monitoring the development of these standards with the ultimate
aim of developing a system of environmental satellite accounts
for Australia at some time in the future.

The value of unpaid work

Not all production that occurs in an economy is recorded in the
national accounts. For example, the value of unpaid work,
particularly unpaid work in the home and volunteer work, is
excluded in accordance with prevailing international statistical
standards. There i1s considerable interest, however, in the
contribution of unpaid work to the economy and the Revised
(1993) SN A has recommended that the value of this work should
be shown in satellite accounts.

The ABS published an Information Paper: Measuring Unpaid
Household Work - Issues and Fxperimental Estimates (5236.0),
in 1990 which addressed some of the issues surrounding this
subject. This will be followed up in 1994 by un Occasional
Paper: Measuring Unpaid Household Work (5240.0)).
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GDP and social well-being

{1 is important to recognise that the "performance” of the
economy, as represented in national accounting measures such
as growth in the national income or GDP, is not an end in itself.
Movements in GDP at constant prices are an important measure
of economic growth, but there is no single indicator which can
describe all aspects of the well-being of a country’s citizens.

There are significant aspects of the "quality of life” which
cannot be comprehended in a system of economic accounts, just
as there are significant aspects of an individual’s well-being
which are not measured in the conventional concept (or any
other concept) of that individual’s income,

Notwithstanding their limitations, especially in relation to uses
for which they were never designed, the national accounts
provide vital information for a range of important purposes. The
conventions which are followed in compiling them are fully
articulated. They have been developed and refined in the course
of the past half-century, by experts who understand that there are
many questions which cannot be answered by any system which
relies solely on the measuring rod of money (even though
techniques are available for removing the effects of changes in
the value of money). The system of national accounts also
provides a framework or structure which can be, and has been,
adapted and extended to facilitate the examination of other
economic and social policy 1ssues. '
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Availability of national accounts statistics

This booklet provides only a brief outline of the general
concepts and practices invelved in the Australian national
accounts. Comprehensive information on the concepts, data
sources and methods used in compiling the accounts is contained
in Australian National Accounts: Concepts. Sources and
Methods (3216.0).

National accounts statistics are available in a number of forms.
There are quarterly and annual national accounts publications,
with varying details. All contain analysis of the figures
included. In addition, there are several irregular publications
which address national accounts issues. The main publications
are:

. " Australian National Accounts: National Income,
Expenditure and Product (5204.0) - issved annually

. Australian National Accounts: National Income,
Expenditure and Product (5206.0) - 1ssued quarterly

. Australian National Accounts: Input-Ouwpur Tables
(5209.0) - issued three-yearly

. Austrafian National Accounts: Input-Oupur Tables
{Commodity Details) (5215.0) - issued three-yearly

. Austrafian National Accounts: State Accointy
(5220.0) - issued annually

. Australian National Accounts: Capital Stock
(5221.0) - issued annually

, Australian National Accounts: Financial Accotnts
(5232.0) - 1ssued quarterly

. Austratian National Accounts. Multifactor Productivity
(5234.0) - 1ssued annually
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. Australian National Accounts: Input-Ouiput Tables -
Input-Owipur Multipliers (5237.0) - issued three- yearly

. Australian National Accounts. State Accounts
(5242.0) - issued quarterly

Data from 5206.0 are available in spreadsheet format on floppy
disk, Australian National Accounis: Quarterly Data on F loppy
Disk (5228.0). These data generally run from September quarter
1959. An important exception is GDP(P) and its components
which run from September quarter 1974.

Historical quarterly data are also available on PC-AUSSTATS
which enables on-line access to a data base of thousands of up-
to-date-time series.

A range of unpublished data are also available upon request.
Details of what is available and charges for these services can be
obtained by contacting the Information Inquiries number of your
nearest ABS Office. These are listed under Sales and Inquiries
on the final page of this Guide.
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Australian
reau of
Statistics

For more information ...

The ABS publishes a wide range of statistics and other information on Aystralia’s
economic and social conditions. Details of what is available in various publications
and other preducts can be found in the ABS Catalogue of Publications and Products
available at all ABS Offices (sae below for contact details).

Information Consultancy Service

Information tailored to special needs of clients can be obtained from the nformation
Consultancy Service available al ABS Offices (see Information Inquiries bejow lor
contact details).

Electronic Data Services

A wide range of ABS data are available on efectronic media. Selections of most
frequently requested statistics are available, updated daily, on DiscovERY

{(Key “656#}. The ABS PC TELESTATS service delivers major economic indicator main
features ready to download into personal computers on the day of release. The

PC AussTaTs service enables on-line access 1o a data base of thousands of
up-to-date time series. Selected datasets are also available on diskette or Co-RoM.
For more details on electronic data services available, contact tnformation Services in
any of the ABS Offices {see Infomation Inquiries below for contact details).

Bookshops and Subscriptions
There are over 500 Yitles of various publications available from ABRS bookshops in all
ABRS Offices (see below Bookshop Sales for contact details). The ABS also provides
a subscription service through which nominated publications are provided by mail on

a regular basis at no additionat cost {telephone Publications Subscription Service toll
free on 008 02 0608 Australia wide).

Sales and Inquiries

Infarmation Inquiries Boo-kshop Sales
Regional Offices

SYDNEY {02} 268 4611 258 4620
MELBOURNE (03) 815 7000 615 7829
BRISBANE {07) 222 5351 222 8350
PERTH {09) 323 5140 323 B307
ADELAIDE (08) 237 7160 237 7582
HOBART {002} 205 800 205 800
CANBERRA (06} 207 0315 207 0315
DARWIN {085} 432 11 432 111
National OfHice

ACT {08} 252 5067 252 5972

B3

Information Services, ABS, PO Box 10, Belconnen ACT 2618
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