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The Integrated Macroeconomic
Accounts of the United States

Marco Cagetti, Elizabeth Ball Holmquist, Lisa Lynn,
Susan Hume MclIntosh, and David Wasshausen

The integrated macroeconomic accounts (IMAs), produced jointly by the
Bureau of Economic Analysis (BEA) and the Federal Reserve Board (FRB),
present a sequence of accounts that relate income, saving, investment in real
and financial assets, and asset revaluations to changes in net worth. In this
chapter we first provide some background information on the IMAs and on
their construction. Next, we discuss the usefulness of the IMAs, focusing
for instance on the evolution of household net worth and its components,
a set of series that has appeared frequently in discussions of the causes and
effects of the recent financial crisis. We also discuss some of the challenges
associated with integrating nonfinancial and financial data sources; that is,
the current and capital accounts statistics from the BEA’s National Income
and Product Accounts (NIPAs) and the financial statistics from the FRB’s
financial accounts (FAs), previously called the Flow of Funds Accounts. In
the final section, we discuss future plans for improving the IMAs, including
a proposed framework and methodology for breaking the financial business
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sector into three subsectors: (a) central bank, (b) insurance and pension
funds, and (c¢) other financial business.

10.1 Background and Evolution

The integrated macroeconomic accounts (IMAs) were developed as part
of an interagency effort to further harmonize the Bureau of Economic
Analysis’s (BEA) National Income and Product Accounts (NTPAs) and the
Federal Reserve Board’s (FRB) financial accounts (FAs). Work began on
these accounts in 2002 and the first version of the tables was presented at the
National Bureau of Economic Research (NBER) Conference on Research
in Income and Wealth’s “Architecture for the National Accounts” in April
2004, with annual data for 1985 to 2002.! A February 2007 Survey of Current
Business article officially introduced the regular production of the IMAs.?
The System of National Accounts (SNA 1993) was used as the organizing
framework in an effort to bring these accounts into closer accordance with
international guidelines. While the resultant set of IMAs are largely in accor-
dance with the SNA, there remain differences, particularly with respect to the
way sectors are defined. The IMAs use a consistent set of sectors throughout
the entire sequence of accounts, and these sectors are primarily based on
definitions used in either the NIPAs or FAs. In the SNA, institutions are
grouped into five mutually exclusive sectors: (a) nonfinancial corporations,
(b) financial corporations, (c) general government, (d) nonprofit institutions
serving households (NPISH), and (e) households. In the IMAs, estimates are
calculated and presented for the following seven, mutually exclusive sectors:
(a) households and NPISH, (b) nonfinancial noncorporate business, (c) non-
financial corporate business, (d) financial business, (e) federal government,
(f) state and local government, and (g) rest of world. The primary difference
isin the treatment of noncorporate business (which includes entities such as
sole proprietorships, general partnerships, limited liability partnerships, and
government enterprises), which, with the exception of government enter-
prises, are classified as either nonfinancial noncorporate business or finan-
cial business in the IMAs. Government enterprise activities are reflected in
the government sectors within the IMAs. In contrast, in the SNA, limited
liability companies, limited partnerships, and government enterprises are
classified as “quasi-corporations” in the financial or nonfinancial corporate
sectors, and general partnerships and sole proprietorships are classified in
the household sector.

Most of the IMA series are derived from published NIPA and FA data.
Current account and capital account statistics are based on NIPA data, while
the financial account statistics are based on FA data. The other changes

1. See Teplin et al. (2006).
2. For more information, see Bond et al. (2007).
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in volume, revaluation, and balance sheet accounts reflect a combination
of both BEA and FA data. The BEA provides the FRB with unpublished
data, where necessary, and the FRB is responsible for compiling the full set
of integrated accounts. The IMAs are updated quarterly about seventy-
five days after the end of the quarter and are published by both the BEA
and FRB. The BEA-supplied statistics for the most recent quarter typically
reflect revisions to the previous quarter, with more substantial historical
revisions stemming from the NIPA annual revision introduced with each
September IMA release. The FRB-supplied statistics are not constrained
by a set revision cycle and thus are open to historical revisions with each
quarterly update.

Since initial publication of the IMAs in 2007, there have been several
improvements implemented into these accounts. One of the more impor-
tant improvements was the introduction in June 2010 of quarterly IMA
statistics, beginning with 1992. In June 2012, those quarterly statistics were
carried back to 1960. Slightly less detail is available quarterly in the current
account, primarily reflecting insufficient source data on gross flows of prop-
erty income paid and received. Another recent improvement is the intro-
duction of farmland into the real estate component of the balance sheets
for both corporate and noncorporate nonfinancial businesses. Estimates
for farmland were developed primarily using Economic Research Service
statistics, published by the United States Department of Agriculture. Later
in the chapter we discuss future plans for the IMAs.

10.2 Construction of the Accounts

The IMAs link saving, capital accumulation, investment in financial
assets, and balance sheet positions within an integrated framework with
consistent definitions, classifications, and accounting conventions. Each
of the seven sectors underlying the total economy has a full complement
of accounts: the current account (production and distribution of income
accounts), and the accumulation accounts (capital, financial, other volume
changes, and revaluation accounts). These accounts allow one to trace the
factors leading to changes in the net worth position on the balance sheet
of each sector. As an example, in section 10.3, we will discuss the evolution
of household net worth and its composition, a set of statistics that helps us
understand the causes and consequences of the financial crisis.

Figure 10.1 provides a diagram of the sequence of accounts presented
in the IMAs. Broadly speaking, in the first account (current account),
the IMAs record production and income. Subtracting consumption from
income yields net saving. From the capital account we observe if capital
formation (aka investment in “real” assets) is smaller than saving, the differ-
ence is lent to other sectors using financial instruments; otherwise, the dif-
ference must be borrowed. Net lending or borrowing, therefore, link the
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“real” and the “financial” side of the economy. The next account, the finan-
cial account, records the lending and borrowing through the various finan-
cial instruments. Finally, the balance sheet position reflects real and financial
investment flows, other changes in volume (fifth account), and holding gains/
losses on assets (sixth account). Next, we will walk through the accounts
using both figure 10.1 and estimates for the household and NPISH sector,
which can be found in table 10A.1, found in appendix A.

The first account in the IMAs is the current account. Its first component
(dotted lines) is the production account, labeled number 1 in figure 10.1,
which shows the contribution made by each sector toward US production,
or gross value added.* Consumption of fixed capital, or economic depre-
ciation, is subtracted from gross value added to arrive at net value added.
The current account also details the components of value added, includ-
ing compensation and taxes paid, and net operating surplus* (lines 3-8 in
appendix A). Sources of income (such as compensation received and net
interest and net dividends received) by type are also presented in the current
account (lines 10-19).

The second part of the current account, the distribution of income
account (labeled 2 in figure 10.1, lines 21-28 in appendix A), shows the uses
of income and how the income from current production is used to finance
consumption and savings. Net saving (line 28), measured as the portion of

3. The GDP for the US economy can be calculated as the sum of gross value added for all
sectors, plus the statistical discrepancy.

4. Net operating surplus reflects the income earned from the production of goods and ser-
vices. It is a profits-like measure that is derived as gross output from current production minus
related production costs (such as intermediate inputs, employee compensation, and taxes less
subsidies).



The Integrated Macroeconomic Accounts of the United States 281

current income that is set aside rather than spent on consumption or related
purposes, is derived by subtracting consumption from disposable income.

Looking at the household and NPISH sector as an example, we see that
gross value added for the sector in 2010 was $1.8 trillion (line 1). From
current production, the sector earned a net income of $10.9 trillion (line
9), and, after income is adjusted for taxes, transfers, and social contribu-
tions/benefits, the sector’s disposable income totaled $10.8 trillion (line 26).
Subtracting $10.2 trillion of consumption (line 27), the sector’s net saving
amounted to $0.6 trillion (line 28).

Net saving then enters the capital account, the first in the sequence of
accumulation accounts. The accumulation accounts describe the change
in the sector balance sheet between its opening and closing position. There
are four accumulation accounts: capital account, financial account, other
changes in the volume of assets account, and revaluation account. The
capital account, shown by the dashed lines and labeled number 3, records
transactions linked to the net acquisition of nonfinancial assets and capital
transfers involving the redistribution of wealth used for the purchase of
capital. This account consists of net capital formation (gross fixed capital
formation less consumption of fixed assets), net capital transfers, acquisi-
tion of nonproduced nonfinancial assets and change in private inventories
(lines 29-38). Each of these estimates is derived from estimates in the NIPAs
and the fixed-asset accounts published by the BEA. Net capital transfers
include transactions such as disaster-related insurance benefits, estate and
gift taxes, and financial stabilization payments made by the federal govern-
ment. Nonproduced nonfinancial assets transactions include purchases of
land, payments for drilling rights, electromagnetic spectrum proceeds, and
miscellaneous international transactions. If net saving derived from the cur-
rent account is smaller than capital accumulation, the sector is a net bor-
rower, and if net saving is greater than capital accumulation, the sector is a
net lender. This difference between net saving and capital accumulation is
referred to as net lending (+) or net borrowing (—). As an example, in 2010,
capital formation by the household and NPISH sector amounted to about
$0.1 trillion. Since its saving was $0.6 trillion, the sector lent $0.5 trillion to
the other sectors.

An alternate version of net lending/net borrowing (or NLNB) can be cal-
culated from the financial account, shown in solid-lined boxes and labeled
number 4 (in figure 10.1), by subtracting the net increase in liabilities (lines
70-80) from the net acquisition of financial assets (lines 40—69). In principle,
the capital account and financial account measures of net lending/net bor-
rowing should be the same, because saving that is not spent on purchases of
fixed assets results in the acquisition of financial assets and borrowing that
is used to finance the purchase of fixed assets results in the incurrence of
financial liabilities. However, when compiling NLNB from the capital and
financial accounts, the values for the two measures are almost never equal
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because of differences in source data, timing of recorded flows, and other
statistical differences between data used to create the measures. To reconcile
the two measures, the difference between NLNB derived from the two meth-
ods (that is, line 81 minus line 38) is included as a statistical discrepancy in
the other changes in volume account.

Looking again at 2010, the household sector acquired $0.5 trillion of
financial assets and decreased its liabilities by repaying about $0.2 trillion,
resulting in a net lending of $0.8 trillion. Since the net lending obtained from
the capital account amounted to about $0.6 trillion, there is a statistical
discrepancy of about $0.2 trillion.

The other changes in volume account, labeled number 5, records the effect
of exceptional events that cause either the value or volume of assets and lia-
bilities to vary (lines 82-86). Included here are adjustments in classification
and structure due to changes in data sources or calculations, disaster losses,
nonproduced nonfinancial assets, and the statistical discrepancy described
above. Disasters are generally defined as catastrophic events (such as hur-
ricanes and earthquakes) with property losses exceeding 0.1 percent of GDP
(which is currently about $15 billion). Nonproduced nonfinancial assets are
included since they are not recorded on the balance sheet but are included
in the capital account.

The last accumulation account is the revaluation account, labeled number
6, which records holding gains and losses stemming from changes in prices
since the opening balance sheet position (lines 87-97). Typically, holding
gains and losses account for most of the change in net worth on the balance
sheet. One major difference between the SNA and the IMA tables is that
debt securities (such as corporate bonds) are shown at book value rather
than market value in the IMAs, and are therefore not shown in the revalu-
ation account.’

The closing balance sheet position is equal to the opening balance sheet
position plus the changes recorded in the accumulation accounts, which are
shown on the circle in figure 10.1, and are equal to the change in net worth
for the sector. In the IMAs, we have chosen to use NLNB as calculated from
the capital account rather than the version calculated from the financial
account, and, as mentioned above, the difference between the two measures
(the statistical discrepancy) is recorded in the other volume changes account
to be consistent with the balance sheet data.

Returning to our example, household sector net worth was $55.6 trillion
at the end of 2009. In 2010, the sector saved $0.6 trillion (as measured by net
savings in the capital account, line 28) and gained $2.6 trillion from changes
in the prices of its assets (line 97). Net worth at the end of 2010 was $59.1
trillion, with other changes in volume adding $0.3 billion.

5. This convention was adopted early on at the beginning of the development of the FA. We
are currently working to fill in this gap, or estimate this value, to conform with SNA guidelines.
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One point of note is that, for the household and nonfinancial business
sectors, the balance sheet shows FA estimates of the market value of real
estate. These estimates are calculated using real estate price indices and net
investment from the BEA. For the financial business and government sec-
tors, only the current-cost net stock of structures is shown because there
are no reliable estimates for the market value of real estate. All balance
sheets for domestic sectors show the current-cost net stock of equipment
and software. For those sectors where total real estate is reported, it may
be tempting to impute a value for land as the difference between the value
of real estate and current-cost net stock of structures; this practice is not
recommended, however, because the two measures are estimated indepen-
dently and rely on different source data. For example, for the nonfinancial
corporate business sector, the difference between real estate and net stock
of structures is slightly greater than zero in 2009, suggesting that the value
of land owned by this sector in 2009 was negligible. Nevertheless, it is useful
to analyze and question the relationship between real estate and structures
in order to better understand the underlying source data and methods used
to construct these statistics.

10.3 Uses of the IMAs

The recent financial crisis has vividly shown that analyzing the change in
net worth and its composition is critical to understanding the health, risks,
and prospects of an economic sector. Net worth is a broad measure of the
wealth of a sector, often used in conjunction with other variables, such as
income and interest rates, to study variables such as consumption and sav-
ing. The IMAs enable one to analyze net worth and its composition, clari-
fying how the current balance sheet position came about by distinguishing
between saving, borrowing, holding gains or losses, and other changes in
volume.

As an example, we can look at household and NPISH sectors in the IMAs.
In the first half of the last decade, the household sector shifted from being a
major lender to a major borrower (table 10.1, line 2), rivaled only as a bor-
rower by the federal government sector (line 6). It was at this same time that
the rest of the world sector (line 8) became the predominant lending sector.

At the same time, household net worth surged rapidly and the ratio of
household net worth to disposable personal income reached record levels
(figure 10.2). This increase was caused not by elevated saving, but by siz-
able capital gains both on housing wealth and on stock-market wealth (fig-
ure 10.3).

Indeed, the ratio of both housing wealth and stock market wealth to
disposable personal income surged to historically unprecedented levels
(figure 10.4). Not surprisingly, household debt also ballooned. The ratio
of household debt to disposable personal income increased from around



Table 10.1

Net lending (+) or net borrowing (-) in the capital and financial accounts, by sector®

2000—
Sector 1970s 1980s 1990s 2006 2007 2008 2009 2010 2011
1. All domestic sectors: C -16  -109 -160 472 -704 671 455 481 453
F -17 -88 -10 476 473 -1678 404 -646 274
2. Households & nonprofits: C 56 135 88 168 -126 373 488 535 476
F 78 209 146 235 164 525 406 833 1037
3. Nonfin. noncorp. business: C =22 -38 -26 -49 -74 =53 14 6 -6
F -22 -37 -28 -101 -122 -53 14 6 -14
4. Nonfin. corp. business: C =21 -13 -26 -23 -94 -7 389 377 422
F 42 -82 8 26 206 943 563 151 272
5. Financial business: C 5 -20 -2 72 -3 47 275 157 125
F 2 7 44 118 108 267 46 209 -146
6. Federal government: C -32  -166 -160 215 315 756 -1446 -1462 -1357
F -33  -181 -169 236 344 -780 -1289 -1362 -1328
7. State & local govts.: C -2 -7 -34 -90 -93 181 175 -94 113
F 1 -4 11 -49 -72 -161 -144 65 -95
8. Rest of the world: C -2 -74 117 559 716 674 378 480 484
F -3 58 112 569 618 737 246 254 393
9. Statistical discrepancy® C 18 36 43 -86 -12 -2 77 1 -32

Source: Integrated macroeconomic accounts, June 7, 2012.

aData in billions. Rows designated by “C” represent net lending or net borrowing calculated from the capital
account; rows designated by “F” represent net lending or borrowing calculated from the financial account.

YEquals rest of the world capital account net lending (+) or net borrowing (-) (line 8) less all domestic sectors’
capital account net lending (+) or net borrowing (-) (line 1).
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90 percent at the beginning of the decade to an all-time high of around
130 percent in the middle of 2007 (figure 10.5).

This ratio dropped to 111 percent by the end of 2011 as consumers bor-
rowed less and as a significant amount of mortgage debt was written off. As
can be seen in table 10.1, line 2, the household sector shifted back to being
a major net lender in 2008.

Net borrowing by the federal government (table 10.1, line 6), on the other
hand, ballooned to over $1.3 trillion in both 2009 and 2010. In 2009, the rest
of the world sector (line 8) was a significant lender, along with the financial
business sector (line 5). The nonfinancial corporate business sector (line 4),
traditionally a net borrower, became a net lender in 2009, as capital expen-
ditures remained relatively low and retained earnings elevated.

10.4 Challenges in Linking Current, Capital, and Financial Accounts

One innovative feature of the integrated accounts is the ability to com-
pare net lending/net borrowing calculated from the capital account with
the alternative measure calculated from the financial account. As discussed
above, in the capital account measure, a sector’s net lending or net borrow-
ing is the difference between its net saving (disposable income less current
spending) and its net investment (gross purchases of “physical” capital less
depreciation on its existing capital stock). In the financial account mea-
sure, a sector’s net lending/net borrowing is the difference between its net
acquisition of financial assets and its net increase in liabilities. Thus, except
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for statistical discrepancies, the two measures of a sector’s net lending/net
borrowing should be the same.

Figure 10.6 compares the capital account total net lending or net bor-
rowing for all domestic sectors (the black line) with the financial account
measure (the dotted line). The two lines are very close to each other and
hover around zero until about 1980. From that point forward, the United
States becomes an increasingly larger net borrower vis-a-vis the rest of the
world. The two measures of net lending/net borrowing remain fairly similar,
although the financial account measure is more volatile, until around 2008,
the year of the financial crisis, when the two lines diverge sharply. This diver-
gence could be partly due to data sources subject to historical benchmark
revisions, but is more likely due to data gaps in the financial accounts. These
data gaps could reflect off-balance sheet data that have not been captured
completely, such as derivatives, or transactions taking place at a level of
business structure not currently included in any sector in the accounts, such
as nonfinancial holding companies. Also, the treatment of intangibles in the
capital and financial accounts could be inconsistent. These data gaps and
differences were probably more significant during the financial crisis, and
perhaps unsurprisingly, when you compare the two measures of net lend-
ing/net borrowing by sector, as shown in table 10.1, the greatest differences
appear to be for the nonfinancial corporate business sector (line 4) and the
financial business sector (line 5). In 2009, the two measures of total NLNB
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Fig. 10.6 Net lending (+) or net borrowing () in the capital and financial accounts

Source: Integrated macroeconomic accounts, June 7, 2012.
Note: Bars indicate NBER recession periods.
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(figure 10.6) moved closer together as the economy showed some improve-
ment and have maintained a similar pattern in the most recent years.

Additional issues in comparing the capital account and financial account
measures of net lending/net borrowing by sector could be due to the different
treatment of debt charge-offs, as well as company- versus establishment-
based statistics.

In the financial accounts, debt charge-offs are a component of NLNB,
rather than of other changes in volume accounts, as suggested by the SNA.6
That is, if debt is charged off, net acquisition of assets falls and net lend-
ing decreases for the issuing sector. In other words, charge-offs are not dis-
tinguished from repayments. However in the NIPAs, charge-offs are not
part of net lending/net borrowing as they do not directly change saving or
investment. Before the most recent financial crisis, mortgage debt charge-offs
for the financial sector were very small.” With the financial crisis, however,
charge-off rates increased rapidly from a few basis points to more than two
percent as many houses entered foreclosure.® Because the mortgage loans
(an asset) are generally held by financial institutions and the correspond-
ing mortgage debt is held by primarily by nonfinancial sectors, in particu-
lar households, charge-offs generate a discrepancy between the respective
sectors’ net lending and borrowing computed from the capital and finan-
cial accounts. Figure 10.7 shows a rough measure of charge-offs for both
residential and commercial mortgages (the dashed line) exploding in 2008,
which helps to explain the discrepancy in net lending/net borrowing begin-
ning in 2008 (the distance between the solid and the dotted line).’

Finally, in the capital accounts, net lending/net borrowing reflects a mix of
company- and establishment-based statistics, while net lending/borrowing
from the financial accounts primarily reflects institutional-based reporting.
The NIPA measures of profits and interest are derived primarily from IRS
tabulations of business tax returns, which are reported on a consolidated
basis. Therefore, financial activities of captive finance companies (a subsid-
iary whose purpose is to provide financing to customers buying the parent
company’s product) are not reflected in the profits of the financial sector.
Unfortunately, this is not an easily remedied issue. The BEA is actively work-

6. This convention is due to lack of data on all types of loans. While data on charge-offs on
loans at banks exists, there is currently no official measure of charge-offs on securitized loans,
which comprise the majority of mortgage debt in the United States.

7. A precise series for charge-offs on debt held by financial institutions does not exist. In
chart 6 we approximate the value of charge-offs on mortgage debt by applying the charge-off
rate on mortgages held at banks to the total amount of outstanding mortgages. This is a rough
approximation because the charge-off rate on mortgages held in pools could be different, and
because we do not distinguish mortgages held by the financial sector from mortgages held by
other sectors.

8. We thank Jim Kennedy and Maria Perozek for the analysis of the effects of charge-offs
on the saving rate.

9. The charge-off measure is just a rough approximation based on the charge-off rates for
mortgages held at banks.
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ing with IRS to identify and obtain additional information on the activities
of subsidiaries, which should enable us to better understand the financial
sector.!®

10.5 Future Plans

10.5.1 Subsectoring Finance

Following the financial crisis that began in 2008, members of the G-20
established the G-20 Data Gaps Initiative in an attempt to improve global
financial statistics, potentially helping policymakers and market participants
identify and address stresses in the financial system before another crisis
occurs. One of the conclusions drawn was that sectoral data matter, and
emphasis was placed on producing (and publishing) subsector detail for the
financial sector. Specifically, one of the recommendations was “to develop a
strategy to promote the compilation and dissemination of the balance sheet
approach (BSA), flow of funds, and sectoral data more generally.” In Febru-
ary 2011, the IMF and OECD jointly organized a conference, “Strengthen-
ing Sectoral Position and Flow Data in the Macroeconomic Accounts.” The
following four financial subsectors, including their corresponding North
American Industrial Classification System (NAICS) code, were proposed:
(a) central bank (521), (b) other deposit-taking institutions (5221), (c) insur-

10. In the BEAs annual industry accounts (AIA), NIPA profits are converting from a com-
pany to an establishment basis primarily using employment data from the Economic Census.
Obtaining additional information on subsidiaries from the IRS would potentially improve the
AIA estimates as well.
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ance and pension funds (524 + 525110), and (d) other financial business
(remaining 52 and 55). The IMAs provide an excellent framework to address
data gaps in the national accounts of a country and expanding the IMAs to
include these additional tables should help analysts better evaluate the risk
characteristics of different types of financial institutions.

While sufficient data exist to meet the subsectoring recommendations for
the financial account, the current and capital accounts present a challenge.
The BEA and FRB initially attempted to follow the recommended subsec-
toring in the IMAs; however, we eventually concluded that there were insuffi-
cient data in IRS tax return—based estimates to accurately identify “other
deposit-taking institutions” from “other financial business.” Specifically, the
consolidated IRS tax return—based statistics for bank holding companies
(NAICS 551111—mapped to “other financial business”) include signifi-
cant activity for subsidiaries classified as “other deposit-taking institutions”
(NAICS 5221). To better understand the magnitude of activity of deposi-
tory subsidiaries reported in IRS statistics as bank holding companies, the
BEA received a sample of bank holding company subsidiary data from
2010 preliminary IRS statistics. Our sample suggested that for 2010, within
corporate bank holding companies, approximately 40 percent of receipts,
60 percent of interest received, and 20 percent of dividends received were
attributable to subsidiaries associated with “other depository taking institu-
tions,” rather than “other financial business.”

As mentioned in section 10.4 above, the nature of the company-based
statistics presents some challenges for us and we are actively researching
ways to address this. An additional challenge we faced with accommodating
the proposed subsectors is that the NIPA industry-based estimates do not
always contain sufficient NAICS detail. For example, the subsector “insur-
ance and pension funds” reflects the sum of NAICS 524 (insurance) and
NAICS 525110 (pension funds), however separate estimates for NAICS
525110 do not exist in the NIPAs.

As afirst step toward completing this financial subsectoring in the IMAs,
we are proposing to combine “other deposit taking corporations” with
“other financial business.” Even with combining two of the four subsec-
tors, a number of assumptions are needed in order to derive the remain-
ing subsectors. Nevertheless, publishing these additional tables should help
analysts better evaluate the risk characteristics of different types of financial
institutions. It should be noted that, with the exception of property income
flows associated with government pensions, IMA estimates for total finan-
cial business presented in the currently published tables are unaffected by
this proposal. It should also be emphasized that estimates presented for
the subsectors are extremely preliminary and subject to change. Emphasis
instead should be placed on the framework and methodologies described
herein. The following sections briefly describe how each of the subsectors
will be constructed. Draft tables for the financial business subsectors can be
found in appendix B.
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Central Bank (Table 10B.2)

The central bank, for purposes of the IMAs, is essentially defined as the
Federal Reserve. The Federal Reserve is separately recognized under NAICS
521 and underlying detail already exists for many of the IMA series in the
current, capital, financial, and balance sheet accounts. The NIPA estimates
for Federal Reserve (which underlie capital and current account data for this
subsector) rely heavily on the Federal Reserve annual report as a primary
data source, and include both the Federal Reserve Banks and the Federal
Reserve Board. In this sector, gross value added is estimated from unpub-
lished statistics from the BEAs annual industry accounts (AIAs). For this
specific industry/subsector, there is no distinction between company versus
establishment so using AIA (establishment-based) in lieu of an indirectly
derived NIPA (mostly company-based) estimate is not problematic. Com-
pensation estimates are derived from unpublished NIPA detail, which are
consistent with the AIA estimates. There are several series within the current
and capital accounts for which no data are available (such as other current
transfers and reinvested earnings on FDI abroad), and in these cases we
have assumed that the values are zero. The net operating surplus (NOS) is
derived residually.

In the financial accounts, the central bank subsector is defined as the mon-
etary authority; that is, the assets and liabilities of the Federal Reserve Banks
and the Treasury monetary accounts that supply or absorb bank reserves.!!
For the financial accounts, the data come from the Federal Reserve statistical
release H.4.1, Factors Affecting Reserve Balances. It is worth noting that
the net lending/net borrowing series shown for the central bank is somewhat
confusing because of the way central bank operations appear in the accounts
(for instance, currency and deposits are a liability of the central bank). How-
ever, looking separately at the assets and liabilities, both in the financial
accounts and in the balance sheet, can help to understand the behavior of
the central bank. For example, the loans extended to financial institutions in
2008 and the operations related to the quantitative easing policies since the
crisis are reflected in the sharp increase in the central bank’s assets.

Insurance and Pension Funds (Table 10B.3)

The insurance and pension fund subsector is defined as the NAICS insur-
ance industry (524) plus pension fund industry (NAICS 525110). Within
the current and capital accounts, estimating the insurance portion of this
subsector is fairly straightforward because NIPA estimates for this industry
currently exist and, in many cases, are published. Unfortunately, that is not

11. The Federal Reserve System includes the twelve Federal Reserve Banks and the Board of
Governors of the Federal Reserve System in Washington, DC. Essentially all of the accounts
of the monetary authority sectors are held at the Federal Reserve Banks, not at the Board of
Governors. Technically, the monetary authority sector in the financial accounts excludes the
Board of Governors.
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the case with pension funds, as very little information currently exists in the
NIPAs for this industry. Fortunately, most of the current and capital account
series for pension funds are fairly small, with the exception of interest and
dividends, which flow through pension funds into the household sector.
Accordingly, we have assumed these small series, with no source data, are
zero for pension funds and therefore only the receipts and payments of prop-
erty income associated with pension funds are reflected in this subsector.
Because these transactions pass through this subsector, there is no impact
on net lending/net borrowing. Estimates for these flows were derived using
data from multiple sources, but rely most heavily on statistics published in
the FAs (for pension asset compositions and interest rates), annual reports
for federal government retirement funds, IRS Form 5500 data, and statis-
tics published in the Census Bureau Survey of Public-Employee Retirement
Systems.'?

In this proposal, we are including property income associated with both
defined benefit and defined contribution plans.' It is debatable whether or
not property income associated with defined contribution plans should be
reflected in this account at all, since the property income is considered to be
owned directly by the household sector. Nevertheless, we thought it would
be helpful to the users of these accounts to see the effect of both types of
pension plans. Moreover, the financial accounts for this subsector, discussed
next, reflect both defined benefit and defined contributions plans.

In the financial accounts, the insurance sector is based on reports filed to
insurance authorities. Of note, it does not include most insurance holding
companies. For pensions, the financial account also reflects both defined
benefit and defined contribution plans.

Looking at table 10B.3 in the appendix, which shows preliminary esti-
mates for the subsector, we can see that the industry’s share of gross value
added is approximately 1/3 of that of the total financial sector. Operating
surplus (table 10B.3, line 10), which is a profits-like measure that excludes
income from interest and dividends, rebounded for the subsector in 2010,
and was almost twice 2008 levels. In general, both the financial and capital
accounts indicate that this subsector has been a net lender to the economy
(figure 10.8).

Other Financial Business ( Including Other
Deposit-Taking Corporations, Table 10B.4)

The other financial business subsector is calculated residually as total
financial business (as shown in table 10B.4) less the insurance and pension

12. We thank Marshall Reinsdorf for helpful comments regarding the treatment of pensions
in the National Income and Product Accounts. We also thank David Lenze, Dylan Rassier, and
Benyam Tsehaye for providing estimates of pension-related dividends and interest.

13. Property income flows associated with government-defined contribution plans were not
available and therefore not reflected in the accompanying tables.
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subsector, and less the central bank subsector. This subsector implicitly
includes estimates for credit intermediaries, security brokerages, investment
pools, other deposit-taking corporations, and financial holding companies.

Preliminary estimates show that other financial business accounts for
approximately 2/3 of production for the financial sector. Looking at pre-
liminary net lending/net borrowing for the sector (figure 10.9), financial
NLNB is much more volatile than the corresponding measure in the capital
account. There has also been a discrepancy between capital and financial
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Fig. 10.8 Net lending/net borrowing, pension and insurance subsector
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Fig. 10.9 Net lending/net borrowing, other financial business
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Fig. 10.10 Financial subsector net worth (in billions of dollars)

accounts since 2008, which can be in part explained by the treatment of
charge-offs, as explained in section 10.4.

Brief Observations Relating to Proposed Financial Subsector Data

Ininterpreting the financial sector tables, it is important to highlight a few
issues in the construction of net worth. As for all other sectors, net worth is
the difference between assets and liabilities. The SNA guidelines suggest to
treat the market value of the outstanding shares issued by a corporation asa
liability for the sector. Therefore, other things equal, declines in stock prices
will cause an increase in the net worth of the sector, which complicates the
interpretation of the net worth measure for the financial sectors (which are
mostly comprised by corporations), as well as for the nonfinancial corporate
sector. As shown in figure 10.10, the large increases in net worth in 2007 and
2008 can be explained by the large decline in financial stock prices during
the crisis, and should obviously not be interpreted as an increase in the value
of these companies. Rather, one should exclude equity capital from possible
balance-sheet based measure of firm value.

In addition, at the moment, our measure of net worth does not include
the market value of real estate held by financial companies.'* As a result,
our financial balance sheets do not capture the large declines in commercial
real estate during the crisis.

It is also interesting to point out a few facts about net lending/net bor-

14. The market value of real estate held by nonfinancial businesses is instead recorded in the
nonfinancial corporate and noncorporate business accounts.
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rowing of the financial sectors. Usually both the capital account and the
financial account indicate that the pension and insurance subsector is a
net lender for each year. There is a greater divergence in net lending/net
borrowing trends for the other financial business subsector; in this subsec-
tor, NLNB for the financial account is much more volatile, with the lend-
ing and borrowing amounts much greater than in the capital account. As
mentioned in sections above, conceptually the two measures should match,
but disparities can arise due to differences in timing, source data, and other
statistical differences. This subsector includes a wide variety of institutions
with different risk exposures and cyclical behaviors, and different portfolio
composition, which could help explain the larger volatility of NLNB in the
financial accounts. Separating the various types of institutions within the
subsectors will be helpful in understanding the behavior of the series and
the discrepancy between financial and capital accounts. A comparison of
net lending/net borrowing for the subsectors can be found below in figures
10.11 and 10.12.

10.5.2.  Other Future Developments

A current drawback of the IMAs, as pointed out by Palumbo and Parker
(2009) and by Eichner, Kohn, and Palumbo (2010), is that the accounts did
not show the increased exposure of the financial business sector to house
price risk because of the aggregation of the sector and of certain asset
classes. As discussed earlier, the sector consolidation masked how lever-
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Fig. 10.11 Net lending/net borrowing—capital account
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aged some of the financial subsectors had become. In addition, structured
financial products and traditional corporate bonds and commercial paper,
which are group together as “debt securities” in the IMA, have very different
risk characteristics. To address this drawback, we are examining the feasibil-
ity of separating the holdings of structured products from traditional debt
instruments.

In addition to presenting additional detail for the financial business sec-
tor, we are also investigating the possibility of presenting households sepa-
rately from nonprofit institutions serving households. These two sectors have
notably different characteristics from one another and being able to analyze
them separately would be helpful.’ We would also like to incorporate real
estate values into the balance sheets for the financial and government sectors.
Incorporating conservative estimates may be an improvement over assuming
the value is zero.

In addition to these longer term projects, we believe there are a number of
useful series and ratios (constructed from currently published IMA statis-
tics) that could be explicitly added to the addenda of the IMAs. For example,
in the household and nonprofit institutions serving households sector, the
ratio of real estate to disposable income quickly reveals the housing “bubble”

15. Here, the primary challenge for the financial accounts is that most data for nonprofit
institutions is obtained from tax return—based data, which does not allow us to precisely iden-
tify the different financial instruments required to make this split.
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that peaked in the mid 2000s. Another useful ratio might be the value of cor-
porate equities to disposable income for households and institutions, which
peaked in 1999 and then fell rapidly. A useful series that could be added to
the household and institutions sector is household net worth from the FRB’s
Survey of Consumer Finances (SCF). A quick comparison showed house-
hold net worth measured indirectly in the IMAs tracks very well the mean
household net worth measured directly in the SCF—an important valida-
tion for both sets of estimates.'® For the financial business sector, including
selected estimates from the BEA’s ATAs might also be useful for comparison
purposes. Including these types of related statistics can provide an important
validity check and serves to further integrate economic accounts.

The IMA have already proven to be valuable in studying the US economy.
The Federal Reserve and BEA will continue to work together to improve
the presentation and data availability of these accounts so that in the future
policymakers will be better able to see shifts in the financial climate of the
United States prior to business cycle expansions and contractions.

16. The SCF is a triennial interview survey of US families, sponsored by the Board of
Governors of the Federal Reserve System with the cooperation of the US Department of the
Treasury. For more information see: http://www.federalreserve.gov/Pubs/Bulletin/2012/articles
/scf/scf.htm. For a comparison of the net worth estimates implied by the two data sets, see Alice
Henriques and Joanne Hsu (chapter 9, this volume).
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