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I ntroduction

1. The Irish economy has grown rapidly in recent years. A particular festure has been the influence of
foreign direct investment enterprises. One of the results has been that gatigticians have had to ded with a
number of complex trading practices that underlie the reported data. One particularly important step taken
by the Centrd Statistics Office (CSO) to ded with thisissue was the establishment of a Consistency Unit.

2. This unit was st up in the mid-1990s to examine the consstency of the various statisticd returns
made by major enterprises. There are some important features in the Irish statistical system that facilitate the
condgtency andyss
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The CSO publishes the merchandise trade and BOP data (based on Statistical surveys) which
means that, when adjustments are required, they can be applied at the most appropriate source;

The CSO's unique access to company accounting records held by the Revenue Commissioners
(tax authorities) alows a detailed comparison of the operating surplus caculaionsfor large
companies with their equity incomes data from the BOP source. This dlows for areconciliation of
operating surplus and primary income outflows at a very detaled level, so that GDP and GNI
cdculationsfor ‘consstency’ companies can be balanced.

Irish economy background

3. In Irdland two approaches to measuring GDP at current prices are used. These are the income and
expenditure methods. The officid level of GDP is taken to be the average of the two measures. The
components of both estimates are published unadjusted in the nationd publication and a baancing item is
shown which is calculated as hdf of the difference between the two estimates. This is the amount by which
both measures have to be adjusted to determine the find leve of GDP.

4, The income measure was traditionaly regarded as the better measure of GDP for Irdland, primarily
because of the strength of having access, for Satistica purposes, to Corporation Tax records (for corporate
enterprises) and to Income Tax records (for the self-employed). The accounting data submitted in support
of the tax declarations contain dl the information needed to calculate reliable estimates of operating surplus
for both incorporated and unincorporated enterprises.

5. Traditiondly, the expenditure measure would not have been as strong with regard to household
consumption, in particular, athough reliability has improved greetly in recent years. At this sage, the
expenditure measure is influenced much more strongly by the total exports and imports of goods and
services, with the aggregate of these two flows amounting to approximately 175 per cent of GDP in 2000.

6. To et this paper in context, it is aso necessary to put on record some sdient facts regarding the
Irish economy. The 1980s and 1990s saw wide variationsin growth rates in Ireland. Between 1980 and
1987, GDP increased by an average of about 2% per annum but this accelerated to an average of 6% in
the three years from 1988 through to 1990. The early 1990s again showed relaively dow growth rates (an
average of just over 2.5% between 1990 and 1993) but then economic growth redlly took off with an
increase of 5.8% in 1994 and annual increases of more than 7% in each year up to 2000.
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7. One of the main factors driving Irish economic performance for anumber of years has been the
influence of foreign direct investment. Its importance can be gauged from afew smple examples. In 2000,
the ten foreign direct investment enterprises with the greatest vaue of exports accounted for exportsto a
total value of £27.1bn or just over one-third of the total exports of goods and services. These ten
enterprises also accounted for imports of goods and services valued at £18.1bn or 28 per cent of the total.
A specid study in respect of 1998 showed that the top 34 enterprises (al those with exports exceeding
£200m.) accounted directly (without multiplier effects) for about £10bn. out of a GDP totd of £61bn. in
that year and for about £3bn. of the GNP tota of £53bn. Table 1 illustrates the overal development of
Ireland’s GDP since 1990.

Table 1: Main components of GDP (expenditure measure) at constant 1995 prices

million euro

Nationd accounts aggregate 1990 1995 2000
Household Consumption 25,077 29,461 42,895
Government Consumption 6,948 7,856 10,125
Capital Formation 8,913 9,529 17,824
Exports 22,055 40,224 87,783
Imports - 21,357 -34,202 -73,714
Statistical discrepancy 247 - 171 -461
GDP at constant 1995 prices 41,883 52,697 84,452

Consistency Unit

8. In 1994, shortly after the introduction within the EU of the Intrastat system for collecting externd

trade Satigtics, there was condderable criticism of the estimates of economic growth published by CSO.
The view among many economists was that growth in 1993 must be overstated and that, perhaps as a result
of the change to the Intrastat system, the trade data could be inconsistent with other statistical series.
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0. The CSO examined the various statistical returns received from the most important enterprises and
discussed their congstency directly with senior officias of many of the enterprises concerned. This study
confirmed the overdl accuracy of the Satistics but did show that adjustments were necessary, in some
cases, for Balance of Payments (BOP) purposes to take account of increasingly complex trading and
accounting practices engaged in by some of the mgor enterprises.

10.  Thisstudy was grestly facilitated by the introduction of the Intrastat system in 1993. Previoudly,
individual customs transactions were confidentid to the relevant authorities. The new system meant that, for
the firgt time, information on the imports and exports of individud traders became available to the CSO. To
fully exploit thisinformation, the CSO established a specid Consstency Unit within Nationa Accountsto
examine, on an ongoing bas's, the consstency of the foreign trade data with other nationa accounting data
available for the largest corporations.

11.  The Consigtency Unit brings together awide range of data for the top 50 individua exporters,
including monthly turnovers, annua turnovers, purchases, stocks, imports, exports, vaue added, service
imports and exports and Baance of Payments profit variables. A limited number of variables are compared
each quarter but the more detailed examinations are only possible on an annud basis since the detailed
Census of Production results and tax accounts for each company are only available annually.

12.  Themgority of thelarge companies export dl of their outputs and aso import most of their raw
materias. It istherefore possible to build up a coherent picture of each company, comparing turnover with
exports, purchases with imports, research and development costs, roydties and other large service
payments with Balance of Payments service imports. Ultimately value added from Statistical sources can be
compared with operating surplus based on tax returns.

13.  Where the data appear to be inconsistent, the company is contacted and very often visited by CSO
daff to identify reasons for possible problems. These visits usudly take the form of lengthy and detailed
discussons with senior financid personne covering dl agpects of the company from legd structure through
to complex trading arrangements and pricing policy, including issues concerned with inter-effiliate activity.
There are usudly severd follow-on contacts to establish precisaly what is being recorded in the various
detistica returns.

14.  Vaying reasons for inconsstencies in the data have been found, ranging from smple errors
or timing effects to misnterpretation of Satistica returns or, in the most detailed cases, to complex
trading arrangements resulting in the data being recorded differently on different returns. Each issue
is dedlt with on a case by case basis and adjustments made accordingly to either the trade statistics
or to the other statistical returns.

15. In some cases, different treatments may be gpplied to the same transaction within an
enterprise because the Satidtica reporting is done by different functions within the enterprise (the
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shipping department or, indeed, a shipping agent for externa trade Satistics and the accounts
department for turnover data, for example).

16. In 1999, the companies, whaose transactions were individualy vaidated for correctness and
consstency, accounted for the following proportions of exports and imports and of the operating surplus of
corporations:

Table 2: Coverage of condstency study (1999)

Totd vadue | Vdue accounted for by the companies
in 1999 whose transactions are individualy
Nationd accounts aggregate (mill. euro) veified Basa%of A
A (million euro)
B
Exports 76,765 42,951 56%
Imports 64,729 24,788 38%
Operating surplus of corporations 25,674 12,295 48%

Trading practices

17.  Theimportance of getting consstent returns for the magjor enterprisesis obvioudy of concernin al
countries. In the Irish context, the relative importance of the largest enterprises makes this even more
crucid. Some examples of specid trading practices affecting this consstency are now given. Clearly it is
necessary, as asmple example, to ensure that the va ue attributed to exportsis the same as that shown in
an enterprises turnover and, therefore, reflected in its profits. This may appear obvious but it is by no means
atrivid problem. Among the complicated Stuations that can arise are:

Rebates

At particular times (typicdly at the end of the accounting period) an enterprise may give rebates to
its customers. The problem arises because these do not occur (and so are not recorded) at the time
of the origind transaction. Exports are initidly valued perfectly correctly in accordance with the rules
laid down for externd trade statistics reporting and these are perfectly congstent with the turnover
figures reported at the same time. The rebates must, therefore, be picked up by the statistical

system if the overdl picture isto be correct. The most likely source of information on such rebates
will be acomparison of monthly turnover data with aggregate annua data.
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Triangular Trade

A manufacturing enterprise sells goods to adistributor in Country A. This enterprise then sdls on to
acustomer in Country B. The goods, however, may be shipped directly to B and recorded in the
export data a their find price. It is clear that, for Satistical recording purposes, some of this price
should accrue to the digtributor in Country A. Again, the datistical system must be in aposition to
make the necessary adjustment to ensure the revenue findly accruing to both the origina
manufacturing enterprise and the distributor (in Country A) is correctly recorded.

Consignment Goods

Goods are exported for storage abroad to be sold as required. In practice, these goods are
recorded in merchandise trade as exports when they cross the border. If they do not change
ownership, they must be netted off BOP exports. This can most easily be established by
comparison with turnover.

Commissonaire Trading

Under this arrangement, enterprises do not sdll to digtribution affiliates abroad for onward sdlling but
<l directly to the find customer who has been identified by aloca ditribution company; the latter
receives a standard commission fee. The change to this type of arrangement from previoudy sdlling
to affiliates can result in overnight increases in turnover and exports that are then baanced by
service imports (commission fees) so that the value added recorded for the enterprise remains the
same. The important thing for statistical compilersisto make sure the new service payments are
captured in their collection systems.

18.  Theconssency andyss and discussions with companies can dso be of bendfit in determining the
need for other adjustments to statistical returns in Situations such as goods shipped for repair or processing.
These contacts also identify cases where adjustments are needed to the trade data to correct for mistakes
or misnterpretations. For example, wrong valuations can be entered. A typica exampleisacompany
failing to convert foreign exchange amounts into Irish pounds (up to end 2001). In other cases, some
imports or exports may not even be recorded, due to confusion between the company and the shipping
agent. Another example isthe possibility of imports originating outside the EU and trangted, under customs
control, viaanother Member State being double counted and included in both the Intrastat and SAD
returns.

19. Thesearejust some examples of the problems now arising in measuring a complex, fast
changing, open economy. One problem in this regard is that, when making adjustmentsin these
cases, they cannot aways be made at the time of publication of the results of the primary statistical
series. The changes are often made retrogpectively on the basis of comparisons with other data
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sources and subsequent discussions with the relevant enterprises. In other instances, such asin the
case of the switch to commissionaire trading mentioned above, the trade aggregates can change
overnight for accounting reasons. I nstances such as these make series such as the externa trade data
apoorer predictor of the final national accounts aggregates but thisis unavoidable. It makes the
publication of timely BOP satigtics that incorporate many of these adjustments al the more
important.

Futurework

20.  Todate, this exercise has been confined to the current price measures. Trandating the lessons
learned into gppropriate procedures for dedling with the congtant price accounts will be more difficult. It is
difficult to envisage the possihility of producing constant price estimates for individua enterprises and also
reconciling al the rlevant data flows in that context. However, the contacts aready made with enterprises
could be developed to give a better understanding of both inputs and outputs and of the appropriate price
measures to use.

21. Many of the mgjor enterprisesin Irdland are concentrated in the ICT sector. CSO is currently
developing hedonic price indices for the outputs of this sector. However, it will not be feasible to use these
in compiling congtant price measures for the output of industry until corresponding price indices are
developed for inputs. In their absence, the mesasure of value added at constant prices would obvioudy not
be vaid. The added factor then to ensure consistency will be the application of corresponding pricesto the
relevant exports and imports. In determining the appropriate products to which these prices should be
applied, the experience gained through the consistency exercise will be extremedy useful.

Conclusions

22.  Ingened, Irdand s experience with this exercise has been postive. It has helped, of course, that
Irdland isa samdl country with a corresponding smal number of mgor players. The investigations have had
anumber of benefits. In thefirst place they have clearly helped to ensure the basic data are compatible and
that the income and expenditure measures of GDP at current prices do not diverge because of problems
with the mgor enterprises. Secondly, the interaction with senior personne in the enterprises has helped give
CSO dff abetter understanding of company accounts and company trading practices, which has informed
decisons regarding treatment in the accounts. Findly, the interaction has also hopefully raised awarenessin
business of the importance of satistics and of the need for timely, accurate reporting.



