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1 - UNDERSTANDING THE QUARTERLY ACCOUNTS

ESA 95! “Quarterly accounts have the advantage of beintpab provide the only coherent set of indicators
available with a short time lag, and capable okdfig a general overview of recent economic agtivit

1.1. Objective: toderive quarterly figuresfrom previousyearly
accounts, and provide an at-a-glance macr o-economic overview of the
present climate

Deriving quarterly figures from previous annual acats

The primary objective of producing quarterly acdsuis to describe and quantify economic fluctuatiam a
quarter-by-quarter manner. To do this previous ahmecounts are broken down into three-month period
creating a series of quarterly figures which forantf the national accounts. These data seriew dtir a more
precise analysis of economic developments, and teerbanderstanding of the quarterly evolution ofr ou
economy.

Providing a snapshot of the current macroecononti@son

Deriving quarterly figures from annual accountsbised on the assumption that these annual accarmts
complete. And yet the estimated figures for theuahaccounts are published relatively late: anahéstimate of
the macro-economic situation for a given year ovjated by the provisional accounts, published fau a half
months after the end of the year in question. Blien, these provisional figures are not based ernniividual
data which make up the semi-definitive and defiritaccounts. It thus falls to the quarterly acceuatoffer a
macro-economic description of the recent past, sungewhich is not possible with the annual acceunt

In order to fulfil this twofold objective of providg quarterly figures on the past and a descriptibtine present
economic situation (or at least the very recent)page need rapidly-available sub-annual data (gulgr or

monthly). This information is provided by the shtetm indicators published immediately after thel erf a

given period. The method used to compile quartéalita based on previous annual accounts is thuadedeo

incorporate this short-term information, and toyide an estimate of the future national accountacasirate as
possible. For example, the industrial productiotheia (published around 40 days after the end ohtbath in

guestion) represents the principal source of in&diom regarding the month-to-month developmenndtistrial

output: the quarterly breakdown of previous annpalduction figures, as well as the short-term disim
published each quarter, are both largely informethis index.

1.2.  Anindispensabletool for macro-economic and short-term outlook
analyses

Macro-economic analysis

The quarterly accounts have proved to be very usefteconomists. The majority of French macro-emuoit
models thus base their estimates on the quartedguamts. Furthermore, more detailed analyses ofi@oix
trends — for example the evolution of prices coragan wages, or the ratio of household income tsamption
— are often based on the data provided by the ejlyagtccounts.

! The European System of Accounts (ESA), European Gssion 1995. ESA remains the accounting systenefefence
for all concepts and methods used in the ‘Base 208886nal accounts (published since 2011). A nexgiga of the ESA
(ESA 2010) will be implemented during the transitto Base 2010, starting in 2014.
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Nonetheless, users should not forget that the gatreakdown of annual accounts is essentialharificial
construct based on multiple data sources and wsirigus statistical tools (calibration and fittiragdjustments to
take into account the number of working days oseeal variation, etc.). These tools are not neitréérms of
the influence they can have on the econometridteeshtained from the data series.

Analysing the short-term outlook

The quarterly accounts have rapidly come to plageatral role in the analysis of the short-term @coic
outlook. Short-term indicators are legion, and sametimes be difficult to interpret. Some of thesaldwith the
same topic, but may be different because of tHd fiensidered or the data collection method usedrelyards
industrial output, for example, the first infornmtito become available is qualitative, and comesfsurveys
conducted on French businesses. The industrialuptimeh index is published slightly later on, anchi@ins
quantitative information. The next data to be pH@id are the turnover indices, which also offeuantjtative
assessment of monthly industrial activity.

When these indicators do not cover precisely tieesthemes, it can be difficult to find a coheremtimod of
cross-comparing the information they provide inesrdo understand the short-term trends. For exaniple
certain months the consumption expenditure of Hoalss on manufactured goods rises significantlylavtiie
industrial production index remains stable, andtal statistics from the customs office indicatat texports are
down. Coherently collating and comparing all ofsthénformation sources is a very delicate operation

The quarterly accounts allow to combine these méiion sources in the context of the national actqu
summarising them in the form of aggregate indisarch as gross domestic product (GDP), the guesting
profit of companies, the gross disposable incomeoofeholds...

Economic forecasts

The quarterly national accounts often provide thsid for forecasts, including those used when Gaiog

future budgets and drafting new fiscal legislati@m the one hand, the purpose of short-term pieditis to
offer an advance preview of the forthcoming quéytaccounts. The INSEE'’s ‘Conjoncture in Francelldtins

are based on a simplified version of the accoyntsyiding estimated figures for the next two oretiquarters.
On the other hand, forecasts for the longer terencatculated using macro-economic models, the iityajof

which are constructed using quarterly data.

1.3. Thepublication schedule

For 2013, the results for each quarter were isguddlo successive publications:

e the preliminary figures, issued no more than 45sdayer the end of the quarter in question, offer a
initial estimate of GDP and the major indicators@erning goods and services (production, investment
consumption, foreign trade, etc.);

« subsequently, no more than 90 days after the etideofjuarter, detailed figures are published ireord
to add a greater degree of precision to the agtgegdicators given in those preliminary figure$iey
also include an assessment of the operating firsapicéhe different institutional sectors.

The publication deadlines have been gradually sherdt as the time it takes to calculate the mostnéas
indicators used in the quarterly accounts has beduced. The INSEE is constantly looking for newysvéo
reduce these deadlines, with the encouragemerieoEtropean authorities (the European Central Bamk
Eurostat, the EU’s statistics agency). In yearsoime, the publication calendar will surely contitaevolve.

There are nonetheless some delays which cannothbgesed without jeopardising our commitment to
publishing high-quality statistics. One criteriohiah can be used to assess the quality of the at€published

is the extent to which they are revised subsegyefitle balance to be struck between speed of mitldit and
the quality/extent of revision of the accountshis subject of regular discussion and debate.
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1.4. Revisonswhich are unavoidable, but whose scale needsto be seen
in context

Revisions are unavoidable...

The purpose of the quarterly accounts is to pro@idapid macro-economic overview of the presemtasion,
whilst adhering to the concepts which form the dadithe national accounts. In order to achieve ¢foal, the
accounts are based on calculation methods whidhted@l in the gaps in the available informatiand offer the
most accurate possible predictions of the futureuahaccounts. As such, the quarterly accounts tasgaike a
delicate compromise between speed and quality. resut, subsequent revisions are inevitable.

Each new version of the accounts includes revisimmsering the whole of the period under considergti
revisions which are generally relatively minimaleawhit comes to the earlier quarters. These re\ssinay be
necessary for one of four clear reasons.

* Modification of a short-term indicator

Indicators are often revised, especially for theshmecent months or quarters, as more complete
information gradually becomes available. Moreouegases where the final values of an indicator
are not known when the quarterly accounts are baiagn up, they are provisionally extrapolated
from the preceding results due to the pressinggabtin to publish quarterly accounts before full
information becomes available. This is, for exampte case with the monthly turnover indices
used to calculate certain consumption or investnaggfregates: information concerning the last
month in the quarter only becomes available latemith the publication of the detailed figures.
When the extrapolated figures are replaced withabserved data, revisions ensue. Finally, the
seasonal adjustment required for each indicatoe-sstimated with each new publication. The
revisions resulting from the re-estimation of seat@djustment generally concern the tail end of
the period under consideration.

* Modification of the annual accounts

As a general rule, while quarterly representatiohglata series can be modified at the source,
annual aggregations of raw data are not modifiedesthey are fitted to the annual accounts up
until the last provisional account published. Digfie (Y-3), semi-definitive (Y-2) and provisional
(Y-1) accounts are published once annually, in Mawear Y, modifying the annual estimates
given for the macro-economic aggregates. The glyadecounts integrate this information for the
latest annual accounts exercise when publishingptékminary figures for the first quarter of year
Y. Revisions to the quarterly accounts for the y@&afl) can generally be put down to one of three
causes.

e The re-estimation of seasonal adjustment and wortay adjustment models.

e The re-estimation of calibration coefficients, besm of the integration of definitive and
semi-definitive accounting data into the calculasianade for the current exercise. This
will change the dynamic of the macro-economic agates towards the end of the period.
The coefficients of these models are thus slightbdified. They may be modified more
substantially if the new information prompts a afgaf econometric model.

e Fitting of certain annual data available for thestftime, or in a more precise form. This
includes the data published for the general govempfinancial corporations, agriculture
and certain final household consumption indicators.

* A modification to the methodology
More often than not, this will concern a changéndicator, linked either to the loss of a givenadat
source or the adoption of a new indicator whichc@msidered to be more efficient than its

predecessor. Indeed, since the science of statifdicconstantly evolving, certain sub-annual
indicators may disappear, replaced by new oneshatan be used when calculating the quarterly
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accounts. Sometimes two similar indicators may bex heir relative volatility and rate of
revision will then be examined, and their annuglifes compared with those of the annual accounts
over the whole period for which data is availalitenay turn out an indicator used in calculating
the quarterly accounts is inferior in quality torigal indicator used elsewhere; the quarterly
accounts will then change indicator. Changes of tlature generally occur when annual account
data are being integrated.

* A change of calculation base

Furthermore, the national accounts regularly chahgig calculation base. After the '95 base’ used
from 1999 onwards, replaced by the ‘2000 base0852 the national accounts made the transition
to the ‘2005 base’ in 2011. A change of base careigge major revisions of the previously-
published macro-economic aggregates, for the neasint years and for the whole period for which
accounts are published (via a process of retrapalatEach change of base requires a review of all
quarterly accounts. This can lead to substantiahghs, on top of the more routine corrections
made to the definitive and semi-definitive accounfsdates to the system of classifications, and the
concepts and methods involved. The transition ® 2005 base, for example, provided an
opportunity to make significant changes to thesifesition system.

...but they need to be seen in context

An analysis of these revisions shows that, betvl&€1 and 2010, the mean absolute deviation bettteefirst
(published with the ‘preliminary figures’) and sedo(published with the ‘detailed figures’) estinmtef the
quarterly growth of GDP was 0.07 points. For themageriod, the mean absolute revision made betteen
initial estimate of quarterly GDP growth and thgufie published one year later was 0.16 points. fMkan
absolute revision is 0.21 points after two yeans, @.25 after three years.

Furthermore, a number of international organisaticegularly conduct studies looking at the revisiomde to
quarterly accounts in different countries. The nthstrough of these studies is that conducted byQEB€ED,
comparing the revisions made to quarterly nati@waounts in around twenty developed nations. TIHCD
study is now updated regularly, and can be corgwitea dedicated section of the organisation’ssiteb[17]

The OECD traditionally assesses various differepeats of such revisions: their scale, their comseces, and
where necessary the presence of any bias in thmatss. The report shows that, while these revisibay be
relatively substantial, France is one of the caesatwith the lowest levels of revision, with initestimates which
have been shown to present no systematic bias.

1.5. A methodology which isnot set in stone

This document explains the methodology used tautatie the French quarterly accounts as producethéoyear
2011, using the ‘2005 base’. It serves as an upddte document published in 2005 describing teéhod used
to compile the accounts for 2004, using the ‘1985eh This document thus offers an explanatiomefrhethods
used at a given moment in time, which should alisers to better understand the construction ofjtizterly
accounts, and comprehend their strengths and wesdse

Such a thorough presentation leaves little spaceefitection on potential improvements. But thahat to say
that our methods are set in stone: in additionhtnges of indicator, which occur for various reasomumerous
theoretical fields and practices are the subjecbasideration. These reflections are further &edcby the work
of Eurostat, coordinating working groups which brimgether representatives of the various Eurogéstistical
offices. These groups are convened to examinereiffemethodologies, covering both annual and qudgrte
national accounts, and to achieve the greatestijp@dsvel of standardisation between the differeational
systems. This work also stimulates some very frhigkxchanges of expertise regarding different acting
practices.

Various aspects of the French accounting methogiadog thus regularly reviewed to identify potensalrces

of improvement. Calibration and seasonal adjustrasmstatistical methods which have both beenubgest of
numerous studies, both at the INSEE and elsewhideissue of measuring prices and volumes is alsatter
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of crucial significance, and the method used wadifieal significantly in 2007 with the publicatiorf ohained
volumes in place of the old system of volumes mesbwat constant prices derived from the base year.
Nonetheless, it would be inconvenient for userthése methods were changed too often. A certaiel lefs
stability is required to ensure that the forecastools remain relevant.

Improving the indicators is a constant priority wheompiling the national accounts, and changesditator
represent the most common form of methodologicahgk. More specifically, the accounts given fofedént
economic agents or ‘institutional sectors’, a moeeent creation, are improved thanks to the coatisu
refinement of the field covered by the availabldi¢ators.
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