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"To advance methodologies for the measurement of government output, productivity
and associated price indices in the context of the National Accounts’> HH9 & L7-
Atkinson Review: Final report(2005)i%. BEE TR DU HZ T H(T v ¥ —F A 35|
LEE DR
Our brief is to examine the measurement of government output within the context
of the National Accounts. The end result should be reflected in the National
Accounts or associated statistics. While we are mindful of the performance
indicators used in Public Service Agreement (PSA) targets and other management
agreements, and refer to these at a number of junctures (...), these are not our

concern in this review. We are seeking aggregate indicators and can form part of
the National Accounts, not complete tool kits for the management and audit of

government activities. (1.2, p.1)
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TR STV D IROANE convention TH %, ——the (output = input) convention,
VR A (N G R

In many countries, and in the United Kingdom from the early 1960s to 1998, the

output of the government sector has been measured by convention as of value

equal to the total value of the inputs; by extension the volume of output has been

measured by the volume of inputs. This convention regarding the volume of

government output is referred to below as the (output = input) convention, and is

contrasted with direct measures of government output. (2.7, p.12)

"Measuring Government Output in the UK’ B L7256 2 OB TIROM EEFT
b, T —FA4 I5IHE,

This chapter describes the methods used to measure government output in the
United Kingdom, particularly the direct measures of government output
introduced with the Blue Book 1995. One of the main reasons for the move to

direct measures was that the previous approach assumed no change in

productivity in the government sector. In this chapter, we consider the issues that

arise in measuring productivity before turning to an examination of the main

element. (2.1, p.11)

é%@:. o

The criticism that this (output = input) convention neglects increase in

productivity is clearly well founded, and has been articulated many times by ONS:

for example, in Kconomic Trends, February 1998. To the extent that productivity
grows, the growth rate of government output is understated, and hence the overall
growth rate of GDP is understated. Countries with larger public sectors, such as
European economies, will on this account have lower relative growth rates, other
things equal, than countries with smaller public sectors, such as the United States.
(2.10, p.12)

Since 1998, ONS has moved increasingly towards the replacement of the (output =
input) approach by direct measures of the volume of government output. ...
Successively, different sectors have been converted to a direct measure of output,

beginning with Health, Education and the Administration of Social Security. The
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. The service sectors ITHFD ?

direct estimates now cover some two-thirds of general government final

consumption, which is an impressive achievement. (2.19, p.14)

At the present, the United Kingdom has introduced direct measurement for the

government sector for a wide range of spending functions; other countries have

introduced it less extensively or not at all. As consequence, measures of real

growth rates are not comparable. (1.29, p.8)

The aim of the review is to establish the future strategic direction for work in this
area. Our Interim Report, and the work of the ONS staff associated with the
review, has already led to significant changes in methods and practice. We
welcome these changes and hope that this Final Report will contribute to the
further development of national accounts in the United Kingdom. Considerable
interest has been expressed by statistical agencies, and statisticians, outside the
Untied Kingdom, and we hope that the Report will help carry forward the agenda
set in the United Nations 1993 System of National Accounts (SNA) and the 1995
European System of Accounts (ESA). (1.5, p.2)
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problem, and the conceptual problem...
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Although services are different, they are really not so different from goods as far
as the problem of measuring output is concerned. Most of the problems afflicting
the measurement of commodity output affect also the measurement of services,

only more so.

To measure the output of any activity we need to know its total receipts and have

adequate information to construct an appropriate price index for it. To measure

productivity, we need in addition parallel information on the inputs used in

production (total costs and prices or units used). In either case, we need to know

the relevant transaction unit and deal with the problem of quality change, which

arises from the underlying heterogeneity of outputs and inputs and the continuing
appearance of new products, varieties, and services, and the disappearance of old
ones. (7 ¥ —FA4 I5IHF#H,)

Why is the problem more serious in some of the service sectors? Partly it is a
data problem, but also, importantly, it is a conceptual one. Historically, much more
data were collected on agricultural and manufacturing commodities and their
prices than were collected on services.....

The conceptual problem arises because in many service sectors it is not exactly
clear what is being transacted, what is output, and what services correspond to
the payments made to their providers....

Over all this hinges the ubiquitous issue of quality change. The problem is
general and pervasive. It affects the measurement of consumer durable purchases

and the measurement of output in construction. ....  (pp. 6-7)

=B R (EH) OERICZEDLLLDE - - -

[ilt may be more useful to take an operational approach and to examine what are
actually called services in the national accounts and related statistical sources.
The broadest definition of services corresponds to the nontangible, noncommodity
notion: everything except agriculture, mining, construction, and manufacturing.
...It includes transportation, communication, public utilities, wholesale and retail
trade, FIRE, repair, personal, business, health, legal, and other services; and the

activities of federal and local governments. (p.6)

B, o TH9E)] - 1398 b5,
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The producer price index (PPI), ..., the major source of deflators for the GNP by
industry series, does not collect service prices (except of air- and water-transport

and telephone services). Because of this lack of data, a number of service

industries series are deflated by makeshift deflators, and real output is assumed

to _grow proportionally to some measure of input and to lead to no observed

productivity growth by assumption. The latter is true for the whole government

sector, the contribution of various nonprofit organizations, such as universities,

and such difficult-to-measure sectors as banking and business services. (pp. 6-7)
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The Distribution of GNP by Major Sector, in Current Prices (percentages), USA

Industry 1947 1959 1969 1977 1990
* |Agriculture 8.8 4.1 3.0 2.8 20
* |Mining 2.9 25 1.8 2.7 1.8
Construction 3.9 48 5.1 48 44
* |Manufacturing 28.1 28.6 26.9 23.6 18.4
* |Transportation and utilities 8.9 9.1 8.6 9.1 8.7
Wholesale trade 7.1 6.9 6.7 7.0 6.5
Retail trade 11.7 9.9 9.8 9.6 9.3
Finance, insurance, and real estate 10.1 13.8 14.2 144 17.7
Other servcies 8.6 9.7 115 13.0 18.9
Government 8.6 10.2 12.6 12.5 12.2
“Measurable” sectors 48.7 443 40.3 38.2 30.9
Griliches: Productivity, R&D, and the Data Constraint, AER, Vol. 84, No.1, (March, 1994),
p.11, Table 11.

Sectors with “ * “ are classified as “measurable”, or “reasonably measurable.”
Others are “unmeasurable”, or “hard—to—measure” sectors.
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—— > [[F48]To measure the output of any activity we need to know its total receipts and

have adequate information to construct an appropriate price index for it. To measure

productivity, we need in addition parallel information on the inputs used in production

(total costs and prices or units used). In either case, we need to know the relevant

transaction unit and deal with the problem of quality change, which arises from the

underlying heterogeneity of outputs and inputs and the continuing appearance of new

products, varieties, and services, and the disappearance of old ones.
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that a variety of researchers and government statisticians all agree that price
measurement of medical care goods and services is particularly difficult, that
current methods of measurement can be improved by measuring episode

treatment costs and taking outcomes into account, and that research in this area
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should receive a high priority. (Berndt et als., 2001, p.190)
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i illions)
USS. Health Expenditures by YCD Chapter (3 mi
- : Estimated Amount
i i d of Personal
i d Estimated Estimate
Eslg;?zf Direct Amounts of He alth. Care .
Expenditures 2 Costs,® Direct Costs,® Expell-J;i;tSures,
’ 1972 1980

1CD Chapter Headings 1963 - ——

Total nditures 29,394¢ 78,;3’}1” %(1)2,-;28 737’510

otal expe _ 75 ’ ’
All conditions (total allocated expenditures) 22,:32 1,4]2 300 oo
Infectious and parasitic diseases, 001-139 3,372 o plper
Neoplasms 140-239 1,279 . -
Endocrine, nutritional and metabolic diseases, 003 3436 23 _—_—
and immunity disorders, 240-279 ) X

Diseases of the blood and blood-forming organs, 56 o1 ;,égi 7:’?02
280-289 6085 ) ,

Mental disorders, 290319 2,402 |

Diseases of the nervous system and sense oTgans, Lal6 5047 17,132 lgg,slg;'é
o ’ 0.919 124 :

Diseases of the eirculatory system, 390459 f,ig’lf 15,331 o e

Diseases of the respiratory system, 460-519 4,159 “,100 o4 o056

Diseases of the digestive system, 520-579 ,210 4,471 oA e

Diseases of the genitourinary system, 580-629 1, .

Complications of pregnancy, childbirth, and the . . y 555
puerperium, 630676 ) s X |

Diseases of the skin and subcutaneous tissue, s Lsas 5040 18824
680-709

Diseases of the musculoskeletal system and La30 \636 13124 50309
connective tissue, 710-739 5 R

Congenital anomalies, 740-759 113 381 1,345 ) 5,046
Certain conditions originating in the perinatal .

period, 760-779 - 30 —i —i . 3,349
Symptoums, signs, and ill-defined conditions,

780-799 624 —k 3,815 23,487
Injury and poisoning, 800-9%9 1,703 5,121 18,684 71,806
Supplementary classifications, V01-V82 966 — 49,494
Other ' 150 7,398k 8,746
Unallocated 6,864 3,306™ 12,6567 110,000

*From Rice (1966), tables 1 and 31, pp. 3 and 109. Note that the disease classification used at this time period was the ICD-8 or ICDA.
tFrom Cooper and Rice (1976), table 1, p. 23.

*From Hodgson and Kopstein (1984); Rice, Hodgson, and Kopstein {1985), table 5, p. 69.

4From Hodgson (1997). §110 billion could not be allocated by diagnosis, and this constitutes 12 pereent of personal health care expenditures.

°From Rice (1966), table 1, p. 3. Differs [rom NHA personal health care expenditures by $0.1 billion.

From Cooper and Rice (1976), p. 22: The entry for “Other health services” is understood to be the equivalent of the “unallocated” category in this table.
This number is added to the “All conditions” number to give the total expenditure.

#Differs from NHA by a factor of two.

*Differs from NHA. Original total was taken from a projection to 1995; the initial NHA actual estimate was about 2 percent below the projection and the
revised estimate is lower than the projection by 3.2 percent. See Hodgson (1997).

iThe “Other” category includes complications of pregnancy, childbirth, and puerperium, and certain conditions originating during the perinatal period.
INot given explicitly; ealcnlated as “Total expenditures” less “All conditions (total allocated expenditures).”

¥The “Other” category for this year includes certain causes of perinatal morbidity and mortality, symptoms of ill-defined conditions, and special conditions
without sickness and symptoms.

IThe “Other” category for this year was actually labeled “Miscellaneous™ in the publication, and includes special conditions and examinations,
~From Cooper and Riee (1976), p. 22: “Other health services” is the equivalent of “Unallocated.”

*Includes $8.3 billion of personal health care expenditures that could not be allocated by age and sex, and $4.265 billion that could not be allocated for
other reasons.





