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Background

From year 2005, all Member States of the European Union will allocate Financial Intermediation Services Indirectly Measured (FISIM) in their national accounts.

Initially, the European System of Accounts (ESA 95), which is the EU version of the 1993 SNA, did not require countries to allocate FISIM because of doubts about how to make the allocation in practice and the reliability of the calculations.

Following discussions in a task force, EU Council Regulation 448/98 of 16 February 1998 presented trial methods of calculating and allocating FISIM which were to be tested by Member States during the period 1998 to 2002.

The main results of the trial exercise were the following:

· Allocating FISIM is recognized as an improvement of the national accounts methodology as more accurate GDP levels could be obtained: GDP would include the entire value added generated by financial intermediaries, and not just the part corresponding to commissions and fees invoiced to customers.

· The impact of allocating FISIM on GDP (and GNI) would correspond, on average, to an increase of 1,3%. The results are similar among Member States, and quite stable through years.

· Despite the lack of direct sources for some data, a sufficient level of quality has already been obtained. The main problems met were the calculation of imports of FISIM and the breakdown of households' deposits and loans in order to determine the parts corresponding to final and intermediate consumption. Recent new supervisory reporting requirements from the European Central Bank will facilitate this.

As a result it was possible to make a new Regulation 1889/2002 of 23 October 2002 that confirms that FISIM is to be allocated, fixes the methods to be used and sets 2005 as the deadline for the implementation of the allocation of FISIM in EU national accounts.

The methodology adopted

The main characteristics of the methodology to be used on a harmonized basis by all Member States are set out below. A more detailed presentation is given in the accompanying, 30-page, paper "Results of implementing the FISIM calculations by Member States".

The reference rate

The calculation and allocation of FISIM on loans and deposits is based on the differences between the actual interest payable and receivable and a "reference" rate of interest; these differences represent the margin earned by the financial intermediaries.

According to SNA (paragraph 6.128), the reference rate represents the pure cost of borrowing funds - that is a rate from which the risk premium has been eliminated to the greatest extent possible and which does not include any intermediation services.

As a result of the trial period, the calculated interbank rate has been chosen as reference rate: it is calculated as the ratio of interest receivable on loans between resident FIs to stocks of loans between resident FIs.

To determine FISIM imports and exports, the reference rate used is the weighted average interbank rate on loans and deposits between residents FIs and non resident FIs. If necessary, a split could be made, distinguishing several external reference rates according to currencies in which the transactions are denominated.

This reference rate approach is a bottom-up approach where FISIM output generated by the activity of financial intermediaries is simply calculated as the sum of FISIM that are provided to each user sector and to the rest of the world.

Allocation

FISIM is to be calculated and allocated between user sectors using a reference rate defined as:

interest receivable on loans between S122 and S123

stocks of loans between S122 and S123.

FISIM has to be calculated and allocated only on loans and deposits granted by financial intermediaries (belonging to sectors S.122 Other Monetary Financial Institutions and S.123 Other Financial Intermediaries, except insurance corporations and pension funds) to user sectors. This is because only the interest rates of those loans and deposits are controlled by financial intermediaries.

This requires that in the balance sheets of financial intermediaries included in S.122 and S.123 loans and deposits have to be broken down to differentiate between loans and deposits:

· Which are inter-bank (i.e. between the institutional units included in sectors S.122 and S.123); 

· Which are undertaken with user sectors (except the Central Bank).

It is necessary to use average stocks of loans and deposits (average of four quarters) and the accrued interest. 

Similarly, loans and deposits with the rest of the world should be broken down into loans and deposits with non-resident financial intermediaries and loans and deposits with other non-residents.

Moreover, to calculate imported FISIM, it is necessary to know, by user sector, stocks of loans and deposits and interest payable and receivable by non-resident financial intermediaries.

Central Bank

The output of the Central Bank (S.121) is measured as the sum of its costs because the way the Central Bank operates generates very strange results using the same method as for other financial intermediaries. The Central Bank is then not taken into account in the calculation of FISIM output, nor in its allocation among user sectors.

Industries

The allocation of FISIM by industries is based on the stock of loans and deposits for each industry, or if this information is not reliable on the output of each industry.

Constant prices

The calculation of FISIM at constant prices is carried out by applying the base year margin between reference rate and actual rate on loans and deposits to the stock of loans and deposits which is revalued to base year prices using a general price index, preferably the deflator of domestic final demand.
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