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1. National Accounts at a Glance

This section of the Blue Book provides an examination of recent trends, key movements and international
comparisons for a range of information contained in a number of the subsequent Blue Book Chapters.

All UK data referred to in this section are consistent with the latest Blue Book 2015 publication. All international
data have been sourced from Eurostat and OECD on 20 October 2015.

2 . GDP and the headline economy

Chapter 1 of the 2015 Blue Book provides information on the headline economy, including GDP, which is one of
the most frequently used indicators of total domestic activity. Trends in GDP can be compared to other major
economies, and this shows that the experiences of the world’s major economies varied significantly during the
2008-09 economic downturn and subsequent recovery.

Figure 1 shows that while all countries experienced a significant contraction in output, their performances since
2009 have been markedly different. UK real GDP fell by 4.2% between 2008 and 2009, a contraction similar to
that of the European Union as a whole (4.5%). In contrast, France experienced a fall of just 2.9% while Italy’s
economy shrank by 5.5%.

Figure 1: Real GDP indexed to 2007=100 (chained volume measures) for major economies, 2007 to 2014
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Source: Office for National Statistics, Eurostat

However, it is the shape of the recoveries since the troughs of 2009 that are most divergent. In the years from the
UK’s trough in 2009 until 2014, UK real GDP grew by 10.2%. This rate of growth was below that of Germany and
the US at 10.4% and 11.6% respectively, but remained much higher than the EU as a whole at 5.0%. Since Q4
2012, the UK recovery has gathered pace. It passed its pre-downturn peak in the second quarter of 2013 and has
continued growing strongly since.
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3. The industrial and expenditure composition of the recent
recovery

While movements in GDP provide a picture of how the whole economy is performing, it is also important to
consider: the performance of individual industries, trends in the types of expenditure driving GDP, and how this
production accrues to wages and profits. These three different aspects can be observed in the output,
expenditure and income measures of GDP respectively. A comprehensive explanation of these three measures
can be found on the ONS website.

Looking at the industrial composition of the recovery shows that countries who have experienced similar
recoveries have not necessarily achieved this through improvements to output in similar industries. For example,
while non-financial private services have driven output growth across all major European economies except Italy,
this has been the most prominent industry in the UK, making a contribution of 9.3 percentage points to gross
value added (GVA) growth from 2009 to 2014.

In Germany, which saw GVA growth of 10.7% between 2009 and 2014, non-financial private services have
contributed to a lesser extent (3.2 percentage points). Instead, manufacturing has been the largest driver of
Germany’s growth, contributing 6.1 percentage points, in contrast to many of the other economies in which it has
made a relatively smaller contribution (0.8 percentage points in the UK).

Construction has acted as a downward drag for most of the major economies, particularly Spain where it pulled
down GVA growth by 4.3 percentage points. Even in the two economies where it had a positive impact on GVA,
Germany and the UK, the contribution of output in construction has been relatively modest.

Figure 2: Output contributions to total GVA growth for major economies from 2009 to 2014
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Examining the underlying goods and services inputs that different UK industries use to produce output (often
referred to as intermediate consumption) reveals some further interesting trends. As shown in Figure 3, across
the UK economy as a whole, intermediate consumption has remained at approximately 50% of gross output
between 1997 and 2013. For most industries this proportion has remained fairly constant across the entire period,
despite the economic downturn of 2008/09. For example, intermediate consumption as a proportion of nominal
gross output was 26.3% in 1997 and had only increased by 1.4 percentage points by 2013, despite a number of
volatile years following the downturn.

Page 3 of 23


http://www.ons.gov.uk/ons/index.html

While most service industries saw ratios of around 50% or lower in 2013, the construction and production
industries’ intermediate consumption are significantly higher. Between 1997 and 2013, the production industry’s
proportion increased from 60.9% to 65.0%, with construction’s ratio growing from 58.2% to 60.1%.

Figure 3: Intermediate consumption as a proportion of UK nominal gross output (%), 1997 to 2013
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In terms of the expenditure measure of GDP, Figure 4 shows that, as well as gross capital formation, household
and non-profit institutions serving households (NPISH) consumption has been one of the main drivers of growth
in the UK, contributing 4.3 percentage points to GDP growth since 2009. However this has not been the case for
some other major economies. While household consumption made a positive contribution in Germany, GDP
growth has been more broad-based across components, with government consumption and net trade having
larger positive contributions than the UK.

While the other four components have contributed positively to UK GDP growth since 2009, the UK is one of the
only major European economies in which net trade has made a negative contribution to the recovery, equal to
-0.9 percentage points between 2009 and 2014. In Spain and Italy, economies that have experienced a more
sustained contraction in GDP, net trade has been the only major expenditure component to make a positive
contribution, with household and NPISH consumption, government consumption and, in particular, fixed
investment all making negative contributions.

In France, government consumption has been one of the main contributors to GDP growth, accounting for around
34% of its GDP growth since 2009. This is markedly higher than for the other economies in which it has made a
positive contribution, Germany and the UK, where its contribution is around 10%.
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Figure 4: Expenditure contributions to total GDP growth for major economies from 2009 to 2014, % and
percentage points
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4 . Trends in the income measure

Blue Book also includes supplementary information regarding different components that make up GVA for each
industry. Under the income approach, GVA is split into compensation of employees (CoE), taxes less subsidies,
gross operating surplus (GOS) and mixed income. Estimates of each industry’s intermediate consumption and
total output are also published, with the difference between the two equalling GVA.

Such additional information available in Blue Book allows for more detailed analysis of national income. For
example, CoE can be used to calculate how much of an industry’s production income accrues to wages &
salaries and employers’ social contributions, whereas GOS data can be used to estimate how much profit is
generated by companies after considering labour costs, taxes and subsidies.

For most (but not all) countries, CoE comprises the largest part of value added, and provides the basis for a
number of important statistics including unit labour costs and the labour share of income. The latter can be
interpreted as the proportion of output that is received by workers; one measure of this is the level of CoE as a
proportion of nominal GDP, which is shown in Figure 5. As well as being an important indicator of how income is
distributed across the sectors of an economy, the labour share of income has implications for consumer demand,
UK competitiveness, and economic growth more generally.
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Figure 5: Compensation of employees as a proportion of nominal GDP for major economies (%), 2000 to
2014
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From 2000 to 2013, UK CoE remained above 50% of nominal GDP, reaching 53.5% in 2009 before falling every
year to 49.2% in 2014. In contrast, Italy’s share has averaged just 38.7% over the fifteen year period. In the most
recent data, France’s share of 52.8% is the largest in the sample, above the European Union’s average of 47.9%
and considerably greater than Italy’s level of 39.9%.

While each country’s share has remained relatively constant over the period as a whole, there were sizeable
changes during the economic downturn in 2008 and 2009. As nominal GDP started to fall, the labour share of
income rose across all countries with the exception of the US. For example, the European Union labour share
reached a peak of 48.7% in 2009, up from 47.3% in the previous year.

Both the short-run trend of temporary increases in the labour share of income during downturns and the long-run
downwards trend reflects, to some extent, the changing relationship between wages and productivity. If changes
in productivity are not reflected in hourly wages (or vice versa), other things being equal we would see a change
in the labour share. Economic theory stipulates that wages should be based on the productivity of workers so
that, to a large extent, productivity and hourly wages should display similar trends. However, one interpretation of
the downwards trend in the UK’s labour share between 1975 and 1996 is that productivity growth did not fully
feed through into hourly wage growth as economic theory might suggest. A short-run breakdown of this
relationship between wages and productivity may also explain why LSI increases temporarily during downturns, a
topic that has been explored further in ONS’s Examination of Falling Real Wages 2010-2013.

5. The Sector Financial Accounts

The United Kingdom Economic Accounts (UKEA) published by ONS allow for an examination of the flow-stock
relationship in the National Accounts, with changes in flows such as income, spending and saving having an
effect on assets and liabilities (stocks).
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In the UKEA, the economy is grouped into a number of institutional sectors, split by type of activity, ownership
and control. Sectors are defined as follows: non-financial corporations (NFCs), financial corporations (FINCOSs),
households and non-profit institutions serving households (households and NPISH), general government (GG)
and the rest of the world. This provides us with a wealth of information on the UK’s economic performance and
financial position relative to others. A comprehensive explanation of the headline sectors, income and capital
accounts and the financial balance sheet can be found in ONS published concepts, sources and methods.

The total value of financial and non-financial assets less financial liabilities across these four headline sectors
(NFCs, FINCOs, households and NPISH, and GG) represents the net worth of the UK economy. In 2014, this
value rose to £8.1 trillion, a 5.0% rise on the previous year. Figure 6 below shows how financial and non-financial
assets and financial liabilities are distributed across the four headline sectors and the UK economy as a whole.
This shows that the positive net worth experienced in the UK can be largely attributed to the UK household and
NPISH sector, where financial and non-financial assets exceeded the value of financial liabilities. More broadly, it
can be observed that the net worth position is small compared to the relative sizes of the constituent assets and
liabilities, especially in the financial corporation sector.

Figure 6: UK assets, liabilities and net worth across the headline sectors, £ trillion, 2014
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The total value of non-financial assets in the UK was £8.5 trillion in 2014. This is primarily comprised of dwellings
and other buildings & structures, which together make up over 81% of the value of non-financial assets in the UK,
with other fixed assets such as machinery & equipment, and inventories also held. Over 95% of dwellings are
held by households while other buildings & structures are predominantly held by the non-financial corporations
and general government sectors.

The total value of financial assets was £29.5 trillion in 2014, this includes a range of different asset types such as
monetary gold, currency, securities, loans and insurance. This was matched by £30.0 trillion of financial liabilities,
giving a net balance for financial assets of -£0.5 trillion. These assets and liabilities were primarily held by
financial corporations.

Figure 7 shows the decomposition of non-financial assets held in 2014 by each sector. Household non-financial
assets are shown to be almost entirely held as residential dwellings, while non-financial corporations hold a
broader, more evenly distributed range of asset classes, such as machinery and equipment, and inventories. The
general government and financial corporation sectors have a very similar asset mix, holding a large proportion of
other buildings and structures with some machinery and equipment.

Page 7 of 23



Figure 7: UK non-financial assets breakdown by sector, 2014
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1. NPISH stands for non-profit institutions serving households

There are, however, vast differences in the financial asset and liability mix across sectors, as shown in Figure 8.
The general government sector is shown to hold most of its liabilities in debt securities, which reflects the fact that
government tend to raise liquidity through government bonds. In contrast, households hold most liabilities in
loans: of the £1.7 trillion of total financial liabilities in the household and NPISH sector in 2014, 93% came from
loans, which can be attributed to mortgage debts necessary to pay for the residential dwellings assets held. Non-
financial corporations hold most of their liabilities in shares and other equity.

On the financial assets side, households hold the majority of assets in insurance and pension schemes, (which
can be attributed to pensions and insurance products owned by households), but also hold some shares,
currency and deposits. Other sectors hold a greater proportion of shares, debt securities and loans.
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Figure 8: UK financial assets and liabilities breakdown by sector, 2014
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6 . Households

The households section of the Blue Book provides a large amount of disaggregated information for the sources of
household disposable income and the breakdown of household expenditure. Comparing these data over time
allows for analysis of how events, such as the global financial crisis, can affect household spending habits and
the income that they receive. Figure 9 shows the growth in total primary income resources received by
households. This measure presents the income received by households for their role in the production process,
plus any property income received from their existing stock of assets. It consists of wages and salaries,
employers’ social contributions, property income, and mixed income and gross operating surplus (which includes
income from self-employment). The measure of property income received includes rent, dividends and interest.
As these data are taken from the primary income account, it shows households resources before the effects of
taxes and benefits.
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Figure 9: Breakdown of growth of UK household resources (% and percentage points), 1997 to 2014
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1. GOS stands for gross operating surplus

The largest positive contribution to resources growth between 1997 and 2008 was typically wages and salaries,
but during the economic downturn and the subsequent recovery the growth of this component became more
subdued. In 2009, the contribution of wages and salaries increased total household resources by just 0.1
percentage points while property income received acted to reduce resources growth by 4.3 percentage points,
which coincided with the large reduction in interest rates on deposits.

Since 2009, Figure 9 shows there was a sustained recovery in wages and salaries that acted to gradually
improve total resources growth. The increase in 2014 has also been partly driven by growth in mixed income and
GOS and property income, contributing 1.0 and 0.9 percentage points respectively. For the first time since 2008,
employers’ social contributions acted to reduce total resources growth in 2014 (by 0.1 percentage points).

Real Household Disposable Income

Chapter 6 also provides information on the impact that taxes, redistributive measures (e.g. social benefits) and
property income payments on existing liabilities affect household total resources. This culminates in an estimate
of the income available to households for final consumption expenditure or saving, known as household
disposable income. This measure can then subsequently be deflated by the price of household consumption, to
provide a measure of real household disposable income (RHDI). Figure 10 looks at the contributions to average
annual RHDI growth from different income sources, comparing major economies across three different periods:
prior to the downturn (1999-2007), during the downturn (2008-09), and following the downturn (2010-13).
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Figure 10: Contributions to annual real household and NPISH disposable income (RHDI) growth for major
economies, % and percentage points, 1999 to 2013
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Prior to the downturn, the UK’s average annual RHDI growth at 3.1% came a close second to growth in the US
(3.2%). This was due, in part, to a large contribution (3.3 percentage points per annum) from CoE. Japan and
Germany saw much lower contributions to growth from CoE (of 0.0 and 0.2 percentage points per annum
respectively) and experienced much lower RHDI growth, of 0.2% and 0.9%.

During the downturn, RHDI growth slowed down in all the major economies shown. Although RHDI growth fell to
0.9% per annum in the UK, growth remained comparatively high, with only France achieving higher growth. The
biggest negative contribution to the fall in growth in the UK was a fall in the CoE contribution, from 3.3 to -1.7
percentage points per annum. Trends were similar in the US, where CoE was the biggest contributor to the fall of
RHDI growth, but net property income (property income paid less property income received) also moved from
providing positive contributions to negative contributions (this was true for all countries including the UK).

With most countries experiencing lower growth in CoE, net social contributions acted to partially offset this in all
the economies shown with the exception of Germany. This was most prevalent in the UK, with net social
contributions and benefits raising the growth of RHDI by 2.8 percentage points per annum between 2008 and
2009.

In the subsequent recovery, the contribution from net social contributions and benefits began to fall back. Over
the period of the recovery the UK, along with France and Italy, experienced further decline in the average annual
RHDI growth rate, while the remaining economies showed improvement. For example, between 2010 and 2013
the UK average annual RHDI growth fell to 0.1% per annum, while in the US growth recovered to 1.5% per
annum.

The Net Lending/Borrowing of Households

In the financial account, statistics for the net lending and borrowing position of households can be broken down to
show the extent to which financial assets and liabilities are acquired by the sector. Figure 11 shows net lending
/borrowing from the financial accounts and its constituent components over the period 1997 to 2014. Positive bars
indicate where households have acquired financial assets (e.g. deposits and pension assets) while negative bars
indicate the acquisition of financial liabilities (e.g. loans). If the acquisition of assets exceeds the acquisition of
liabilities, this indicates that households are lending to other sectors in the given period.
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Figure 11: Breakdown of UK net lending/net borrowing (£ billion), 1997 to 2014
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Figure 11 shows that between 2003 and 2008, households started to become net borrowers, acquiring an
increasing amount of loans relative to deposits and other assets. Following the downturn, households acquired
far fewer loans and only acquired a slightly smaller amount of assets, to become net lenders to other sectors.
This trend only continued between 2008 and 2010; following this, households started to move toward becoming
net borrowers again as the acquisition of liabilities increased. Households became net borrowers in 2013 and
have continued to borrow into 2014: the largest contribution to this change came from a rise in the acquisition of
loans, from £39.3 billion to £61.5 billion.

Household Expenditure

Household consumption expenditure provides an insight into the spending behaviour of households. From 2009
onwards, both household disposable income and household consumption expenditure increased, and in 2014
final consumption expenditure by UK households rose 4.3%. But while it is important to observe total growth in
consumption, emerging trends can also be observed through the changing composition of household expenditure;
this is shown in Figure 12 which attributes the share of total nominal household expenditure to a range of
categories.
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Figure 12: Consumption expenditure in the UK (by resident and non-resident households) as a
percentage of total domestic consumption expenditure for 1997, 2009 and 2014
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The largest change in the composition of domestic household consumption expenditure has been that of housing;
the share of household consumption attributable to this product rose by 1.0 percentage point between 2009 and
2014. This is a result of housing expenditure growing at a faster rate (29.1%) than domestic consumption
expenditure (23.7%), and primarily reflects a 23.9% rise in the price of housing consumption (as measured by the
implied deflator). Since 2009 there has also been an increase in the share of transport expenditure of 0.5
percentage points , representing growth in spending on this product of 28.0% between 2009 and 2014.

Of the other components of final household consumption expenditure, there have been large decreases in many
of the items which could be classed as ‘discretionary’. This can be observed in shares of spending on alcohol &
tobacco, food & drink, and recreation & culture which have all decreased between 1997 and 2014. Expenditure
on these items has only increased by 16.4%, 18.5% and 11.1% between 2009 and 2014 respectively, which can
again be compared to the 23.7% growth of domestic consumption expenditure over the same period. This broadly
follows the economic theory that spending on discretionary items as a proportion of total expenditure may fall
during an economic downturn.

Trends in household saving

The household saving ratio measures the proportion of gross household disposable income that is saved. Figure
13 shows that the UK'’s saving ratio in 2014 was one of the lowest of the selected European countries, and is less
than half that of the 28 economies of the European Union as a whole. Only Denmark reported a lower saving
ratio in 2014, with the UK's ratio of 4.9% notably below the European Union’s average of 10.6%. By contrast,
Germany’s saving ratio of 16.8% is the highest of the countries presented in Figure 13, suggesting considerable
differences in the preferences of consumers.
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Figure 13: Household and NPISH saving ratio for selected European economies, % of total resources,
2014
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1. This chart presents the savings ratio for the European Union (28 countries), the euro area (19 countries)
and a number of selected European countries. The gross saving rate of households is defined as gross
saving (ESA 2010 code: B.8q) divided by gross disposable income (B.6g), with the latter being adjusted for
the change in the net equity of households in pension funds reserves (D8). NPISH stands for non-profit
institutions serving households

Since the economic downturn in 2008, household income and expenditure patterns have developed in different
ways, and these developments can be seen through movements in the savings ratio. Figure 14 presents the
saving ratio across time for a selection of major European economies. The UK’s saving ratio fell to 5.8% in 2008
before rising to 11.6% in 2010. As the economic outlook worsened and consumer confidence fell following the
downturn, households began to save a greater proportion of their income despite record low interest rates. This
sharp movement was mirrored in Spain, the Netherlands and the European Union as a whole. However, the
increased propensity to save was not observed to the same extent in France and Germany, perhaps due to their
savings rates being already at the comparably high levels of 14.7% and 17.0% respectively in 2008.
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Figure 14: Household and NPISH saving ratio for selected European economies, % of total resources,
2004 to 2014
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Since the economic recovery began to take hold in 2010, the savings ratio in the UK has fallen for four
consecutive years, suggesting consumer confidence has improved over the period. This decline is in part
because disposable income has risen very slowly while expenditure has risen more quickly, restricting the share
of income that households save. This trend has also been seen in the European Union as households chose to
save less.

Notes for Households

1. Figures may not sum due to rounding

7 . Non-financial Corporations

Non-financial corporations produce goods and services for the market and do not, as a primary activity, deal in
financial assets and liabilities. This sector includes retailers, manufacturers, utilities, and business service
providers among others. The non-financial sector is broken down into two sub-sectors: public non-financial
corporations, which are government owned trading businesses; and private non-financial corporations. The
following analysis will focus on private non-financial corporations (PNFCs).
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Company profits (often referred to as the gross operating surplus of corporations) account for the majority of
PNFC primary resources, supported by some additional property income (such as interest received on
investments and reinvested earnings on direct foreign investment). However property income paid (primarily
dividends that PNFCs pay to other sectors) has exceeded property income received in all years since records
began in 1997.

Figure 15 shows the contributions of the components of gross disposable income in the PNFC sector to its overall
growth. Higher growth in profits supported positive disposable income growth over the decade prior to the
downturn, with the exception of 1998, 2001 and 2006. Disposable income fell quite sharply over the economic
downturn due to lower profits, and fell in both 2012 and 2013 before growing by 6.9% in 2014. This growth was
driven by the continued recovery in gross operating surplus, which grew by 8.3% in 2014, while falling net
property income acted as a drag on gross disposable income growth for the third consecutive year.

Figure 15: Contributions to annual growth in UK private non-financial corporations’ gross disposable
income, % and percentage points, 1998 to 2014
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In the PNFC sector, ONS equates gross saving with gross disposable income (the two terms are interchangeable
for this sector). Gross saving equates to retained profits, representing the internally generated funds available for
firms to invest. Positive net lending arises when the gross saving of firms exceeds their capital expenditure. If the
sector as a whole were a net borrower, it would imply that internally generated funds were insufficient to meet
planned capital expenditures (hence necessitating the borrowing of funds from other sectors). Therefore, trends
in PNFC net lending can be accounted for by movements in these two components: gross saving and gross
capital formation.
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As Figure 16 shows, the sector has been a net lender since 2002 due to broadly stable gross saving, and a
gradual fall in the ratio of capital expenditure to gross domestic product (GDP). In 2012 and 2013, PNFC net
lending as a proportion of GDP fell quite sharply due to a declining corporate saving rate and rising capital
expenditure, before levelling off in 2014 to 1.4% of GDP.

Figure 16: Net lending in the UK PNFC sector and its components as a proportion of GDP (%), 1997 to
2014
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With net lending remaining positive since 2002, internally generated funds for the PNFC sector has been more
than sufficient to meet planned capital expenditure, and has consequently been a net lender to other sectors of
the economy.

To give a better representation of the relative sustainability of the stock of debt within the entire non-financial
corporation sector, Figure 17 presents the ratio of debt to income flows (gross operating surplus).
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Figure 17: Debt as a percentage of gross operating surplus for non-financial corporations in major
economies (%), 1999 to 2013
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Source: Office for National Statistics, Organisation for Economic Co-operation and Development

Notes:

1. The UK data presented above uses an OECD-consistent definition of debt: “Debt is defined as a specific
subset of liabilities. All debt instruments are liabilities, but some liabilities such as shares, equity and
financial derivatives are usually not considered as debt. Debt is thus usually obtained by adding up the
following liability categories: securities other than shares except financial derivatives, loans, and other
accounts payable. Consolidated data are used for this indicator"”

Since 1999, UK non-financial corporations’ relative indebtedness has been broadly comparable with other major
economies. From 2006 to 2012, debt as a percentage of gross operating surplus in the UK rose from 642% to
777%, a path mirrored in most other European economies. In 2013, this percentage fell back to its level in 2006
and was below Japan and Portugal.

8 . Financial Corporations

The financial corporations sector consists of institutions whose principal activity is the production of financial
services. Financial corporations (FINCOs) can be divided into three main groups: monetary and financial
institutions, including bodies such as central banks; insurance corporations and pension funds; and other financial
corporations.
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Nominal gross value added (GVA) is a measure of the contribution a sector makes to the UK economy and
provides the total resources available to a sector. In the decade prior to 2007, GVA generated by FINCOs rose
steadily before falling during the global financial market shock. Since 2008, growth has been relatively subdued
before picking up slightly in 2013. In Chapter 4 (553 Kb Excel sheet), GVA can be allocated to profits (often
referred to as gross operating surplus or GOS), compensation of employees (which is comprised of wages and
salaries and employers’ social contributions), and taxes less subsidies on production. Before the downturn, the
share of GVA attributable to compensation of employees is shown to be larger than the profit share, averaging
60% and 38% respectively. However, since 2009 this share is now shown to be more evenly split, at 52% and
45% respectively.

GOS measures a sector’s gross profit, and for FINCOs this reached £59.0 billion in 2013, a 22% increase on the
year. In 2009, GOS peaked at £61.6 billion before declining to £46.1 billion in 2010, while compensation of
employees remained fairly stable between 2009 and 2013. This suggests that FINCOs maintained their levels of
employment and wages despite gross profits falling in the recovery period.

Figure 18: Gross value added, its components, and intermediate consumption for the financial
corporations sector (£ billion), 1997 to 2013
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Source: Office for National Statistics

Notes:

1. CoE stands for compensation of employees, GOS stands for gross operating surplus, IC stands for
intermediate consumption, and GVA stands for gross value added

We can also look at the primary income account of financial corporations. The primary income account is
composed of resources (sources of revenue) and uses (sources of expenses). In contrast to other sectors, the
main source of primary income for FINCOs is from net interest received from the existing stock of assets and
liabilities held by the sector. This is shown in Figure 19.
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Figure 19: Composition of resources and uses in financial corporations’ primary income account (£
billion), 1997 to 2014

—— Interest received Interest paid —— Other income received
Other income paid

600,000 £ billion

500,000

400,000

300,000

200,000

100,000

1998 2000 2002 2004 2006 2008 2010 2012 2014

Source: Office for National Statistics

In all years between 1997 and 2014, interest received by FINCOs exceeded income from other sources, with the
amount of interest received peaking in 2008 at £480 billion. However between 2008 and 2009 there was a
significant decrease in the level of interest received; a fall of £265 billion (55.2%). This coincided with the sharp
falls in the Bank of England base rate that fed through to lower rates on loans and mortgages. Interest paid also
fell alongside interest received, which is likely to be partly a result of lower rates payable on consumer deposits.
By contrast, other income, which includes earnings from foreign direct investment, rent, and dividends paid and
received on shares, has followed a much more stable path since 2004.

The disposable income of the FINCO sector provides a similar concept to disposable income for households — it
is a measure that incorporates the income left after expenses (uses) have been paid. In 2014, 79% of FINCOs’
total resources were generated by property income, with interest the largest single component (generating 49% of
all resources). After subtracting expenses, FINCOs’ gross disposable income (GDI) reached £88 billion in 2014, a
38% increase on the year before.

Figure 20 illustrates the changes in GDI over time. The positive bars show the level of total resources in £
billions, which act to increase GDI, while the negative bars are expenses (or uses) which act to reduce GDI.
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Figure 20: Changes to the components of UK financial corporations’ gross disposable income (£ billion),
1997 to 2014
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After falling in the aftermath of the economic downturn, GDI was relatively flat until 2013 before increasing
sharply in 2014. This sharp increase reflects growth in the total resources available to FINCOs as well as a fall in
their expenses. Total resources grew to £223 billion in 2014, a 7.5% increase. The largest source of the fall in
expenses came from the decrease in other social insurance benefits, which fell by 11.6% to £71 billion. Taken
together, the growth in resources and the fall in expenses in 2014 resulted in the strong growth in GDI.

Another way of calculating GDI is to sum gross saving . An interesting relationship that can be analysed here is
the savings ratio, which is calculated as the ratio of gross saving to gross disposable income. Between 2013 and
2014, the savings ratio of the financial corporation sector grew from 8.7% to 14.5%, resulting from a 38%
increase in GDI and rise in gross saving of 131% (albeit from a low base; it was £5.6 billion in 2013 and £12.8
billion in 2014).

The net worth of the FINCO sector is composed of net financial assets (the difference between total assets and
total liabilities) and non-financial assets, and presents the amount by which assets exceed liabilities, or vice
versa. In 2014, the net worth of the FINCO sector was -£197 billion, a fall of £364 billion since 2013 and the first
negative value since 2006. This fall in net worth was driven by an increase in total financial liabilities of £913
billion.

Notes for Financial Corporations

1. As well as adjusting for the change in pension entitlements

9. Tables

Chapter 1 - National Accounts at a Glance (836.5 Kb Excel sheet)
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10.

. We would welcome your feedback on this publication. If you would like to get in touch please contact us via

10.

11.

12.

Background notes

email: blue.book.coordination@ons.gsi.gov.uk

. As part of our user consultation, we are conducting a Blue Book survey. The aim of the survey is to find out:

® how you use our statistics
® your understanding of the data published
® your views on the quality of the publication

Your responses will help us improve some of our most important products. We will analyse the responses
and publish a summary of the results over the forthcoming months.

The survey will take about 10 minutes to complete and will close on 04 December 2015. All answers will
remain anonymous. Our confidentiality statement has further details.

This release includes data available up to 2014. Data are consistent with Index of Production, published on
07 October 2015, the current price trade in goods data within UK Trade, published on 09 October 2015
and Balance of Payments, Quarterly National Accounts and United Kingdom Economic Accounts,
published on 30 September 2015.

In line with the National Statistics Quality Review (NSQR): Review of National Accounts and Balance of
Payments, we have published a response to National Statistics Quality Review (NSQR) Series (2) Report
No. 2: Review of National Accounts and Balance of Payments on our website.

On 13 July 2015 users of national accounts were invited to respond to an informal consultation on the
national accounts medium-term work plan, which lays out a proposed set of priorities for the next 3 years.
This consultation closed on 25 September 2015. It followed a previous work plan for national accounts and
related outputs following the consultation held in 2013.

We will publish the final report, National Accounts Medium-Term Workplan, on our website by the end of
November 2015.

We maintain a Special Events Calendar. Special events are events that are identifiable; they do not recur
on a regular cycle (so are not targeted by seasonal adjustment) and have the potential to have an impact
on statistics. As explained in our Special Events policy, it is not possible to separate the effects of special
events from other changes in the series.

. The UK Statistics Authority published 2 new assessment reports on the Annual and Quarterly National

Accounts and Supply and Use Tables and Input-Output Tables on 25 February 2015. These are available
on the UK Statistics Authority website.

In order to implement improvements reflected in the European System of Accounts 2010 (ESA 2010), we
will introduce a new survey to collect purchases data, and have published an article detailing our intentions,
along with a high level project plan.

We regularly publish National Accounts methodological information and articles to provide more detailed
information on developments within the national accounts. This includes supplementary analyses of data to
help with the interpretation of statistics and guidance on the methodology used to produce the national
accounts.

The UK national accounts are produced under internationally agreed guidance and rules set out principally
in the European System of Accounts (ESA 2010) and the accompanying Manual on Government Deficit
and Debt- Implementation of ESA 2010 — 2014 edition (MGDD).

In the UK, we are responsible for the application and interpretation of these rules. Therefore we make
National Accounts classification decisions based upon the agreed guidance and rules.

We publish a monthly Economic Review, giving economic commentary on the latest GDP estimate and our
other economic releases. The next article will be published on 3 November 2015.
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http://ec.europa.eu/eurostat/documents/3859598/5937189/KS-GQ-14-010-EN.PDF/c1466fde-141c-418d-b7f1-eb8d5765aa1d
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13. Common misinterpretations of this series:

® expectations of accuracy and reliability in early estimates are often too high
® revisions are an inevitable consequence of the trade-off between timeliness and accuracy
® early estimates are based on incomplete data

Very few statistical revisions arise as a result of “errors” in the popular sense of the word. All estimates, by
definition, are subject to statistical “error”. In this context the word refers to the uncertainty inherent in any
process or calculation that uses sampling, estimation or modelling. Most revisions reflect either the
adoption of new statistical techniques or the incorporation of new information which allows the statistical
error of previous estimates to be reduced. Only rarely are there avoidable “errors”, such as human or
system failures, and such mistakes are made clear when they do occur.

14. Estimates for the most recent quarters are provisional and are subject to revision in the light of updated
source information.

15. Our revisions to economic statistics brings together our work on revisions analysis, linking to articles,
revisions policies and documentation from the Statistics Commission's report on revisions.

16. Latest copies of our releases and Publications are on our website.

17. Details of the policy governing the release of new data are available from the media relations office.

18. We are committed to ensuring all information provided is kept strictly confidential and will only be used for
statistical purposes. Further details regarding confidentiality can be found in the respondent charters for
businesses and households, on our website.

19. You can follow us on Twitter” and Facebook.

20. National Statistics are produced to high professional standards set out in the UK Statistics Authority's Code
of Practice for Official Statistics. They undergo regular quality assurance reviews to ensure that they meet
customer needs. They are produced free from any political interference.

21. You may use or re-use this information (not including logos) free of charge in any format or medium, under
the terms of the Open Government Licence v3.0. To view this licence, visit http://www.nationalarchives.gov.
uk/doc/open-government-licence/version/3/; or write to the Information Policy Team, The National
Archives, Kew, London TW9 4DU, or email: psi@nationalarchives.gsi.gov.uk.

Where we have identified any third party copyright information you will need to obtain permission from the
copyright holders concerned.

This document/publication is also available on our website.
Any enquiries regarding this document/publication should be sent to us at

Office for National Statistics, Government Buildings, Cardiff Road, Newport NP10 8XG

22. Details of the policy governing the release of new data are available by visiting www.statisticsauthority.gov.
uk/assessment/code-of-practice/index.html or from the Media Relations Office email: media.relations@ons.

gsi.gov.uk

These National Statistics are produced to high professional standards and released according to the
arrangements approved by the UK Statistics Authority.
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