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2.1.1 The Sequence of Accounts

The sequence of accounts, figure 1, is the basic logic of NASA data that has to be reconciled
with the stock-flow logic of our SFC model.

This is the core of the ESA 2010 system, see Eurostat (2013)[pp. 18 - 22 (summary); chapter
8 (details)]. The interconnected accounts trace the

1. production, generation, distribution and redistribution of income, as well as the use of this
income in the form of final consumption (current accounts), and

2. changes in assets/liabilities and net worth (accumulation accounts).

By adding these economic flows to the opening balance sheet of this period (last period’s bal-
ance sheet), the closing balance sheet is obtained (this period’s balance sheet, the opening balance
sheet for next period). Each account has a balancing item, which is obtained by subtracting the
total value of one side of an account (expenditures/liabilities) from the other (revenues/assets).
One could say that these balancing items carry most of the economic information incorporated
in these accounts, and are one of the primary goals in constructing them from begin with.

Current accounts - non-financial transactions The sequence starts at the production
account. Subtracting inputs in the production process from outputs leaves value added as the
balancing item. Taking value added forward to the generation of income account, com-
pensation for employees (wages) in the production process and taxes to the government due to
production are subtracted, leaving the productions sector’s operating surplus (mixed income for
self-employed) as the balancing item.

Next, value added - already broken down into wages, taxes and operating surplus/mixed
income - is taken forward to the allocation of primary income account. Here, factor income
is allocated to the receiving sector as opposed to the producing sector. This means that e.g.
wages are allocated to the household and rest of world sectors, while operating surplus remains
in the producing sector where it was generated. Furthermore, property income flowing in and
out of a sector is recorded. The balancing item is then the balance of primary incomes flowing
into a sector. The secondary distribution of incomes account then tracks the redistribution
of incomes through transfers. The major instruments of redistribution are government taxes on
and social benefits for the household sector. Disposable income is the balancing item.

Then, disposable income is carried forward to the use of disposable income account,
recording final household expenditure, and leaving household saving as the balancing item.

In parallel, the redistribution of income in kind account is generated, which also records
social transfers in kind received by the household sector (primarily health and education services,
but also e.g. cultural and recreational services). These social transfers in kind are financed by
taxes, social security contributions, other government income (government), and out of donations
or property income (NPISHs), and are obtained by the household for free or at non-market prices.
Here, these transfers in kind are recorded as income for the household sector. The balancing
item is adjusted disposable income. In the use of adjusted disposable income account, these
social benefits in kind are recorded as a use of income by households, obtaining again household
saving as a balancing income, equal to the parallel use of disposable income account.

Accumulation accounts - financial transactions Saving is then carried on to the capital
account. There, it is used to fund capital formation, recording capital transfers in and out of the
sectors. Overspending or underspending on the acquisition of real financial assets leads to either
a financial surplus or deficit by a sector. The balancing item is net lending (+)/net borrowing
(-). Net lending is to loan out a surplus, net borrowing is to finance a deficit.


