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Summary

The calculation of FISIM (Financial Intermediation Services Indirectly Measured) has
been studied, primarily by the EU, since it was proposed in the 1993 System of
National Accounts (SNA). In Japan as well, Committee for FISIM was established to
carry on with studies by the Advisory Council for National Accounts at the time of
transition to the 1993 SNA, and it has published the results of its discussions as
figures of trial estimation (for reference). Committee for FISIM has pointed out
several problems and issues that will require further study in the future in relation to

the introduction of FISIM by Japan.

This investigation has studied specific means of resolving various issues and other
matters indicated by the Committee for FISIM, based on the above. The following
estimates have also been calculated for this purpose. Four approaches are considered
for calculating the reference rate of interest: simple averages, yield on national bonds
futures, simple averages excluding public finance, and the rate of deposit interest from

financial and insurance companies.

We have also conducted questionnaire and interview surveys in other countries,
especially countries where FISIM has already been introduced, in order to obtain
reference material for this investigation. As a general rule, the data used as the basis
for estimates in this investigation is the same as the data published by the Cabinet

Office on January 12, 2007 as trial estimation (for reference).

1. Estimation of annual series

Regarding the effect of the introduction of FISIM on nominal GDP, a large change in
the reference interest rate correlates to a large change in the nominal GDP growth rate.
The portion of FISIM with the largest effect on GDP is FISIM which is allocated to
households as final consumers. In general, households consume more FISIM on the
deposit side than FISIM on the loan side. Therefore, since FISIM on the deposit side
increases when the reference rate moves from a low level (a level close to the interest
rate payable by the financial intermediary) to a high level (a level close to the interest
rate receivable by the financial intermediary), the GDP growth rate also increases.
Conversely, when the reference rate moves from a high level to a low level, the GDP

growth rate declines.
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—— Interest rate payable by the financial intermediary

—— Interest rate receivable by the financial intermediary

Fig. 1. Trends in reference rates

There had been concern that when FISIM allocated to intermediate input is large,
there would be a major negative impact on operating surplus and mixed income in
certain industries. However, the current approach, which allocates intermediate

input FISIM by output ratio, has shown that the effect is not very large.

FISIM allocated to household sector is mostly recorded as final consumption. The
introduction of FISIM is a cause of increased consumption, and the savings ratio
declines as a result. Our estimates have shown that the savings ratio declines by a
maximum of about 0.4%. In years when the reference rate is higher and FISIM on the

deposit side is higher, the savings ratio declines by a larger margin.
Although there had been concern that the introduction of FISIM could be minus figures

effect on interest payable classified by institutional sector, this kind of case did not

occur 1n our estimates.
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Fig. 2.

Comparison of estimated nominal figures

Approach of

simple averages

Approach of
yield on national

bonds futures

Approach of
simple averages
excluding public

finance

Approach of the
rate of deposit
interest from
financial and
insurance

companies

Change in nominal GDP

-0.5% to +0.4%

-1.3% to +1.5%

-0.7% to +0.8%

-1.2% to +0.8%

growth rate
Change in operating
Not much Not much Not much Not much

surplus and mixed

change change change change
income

Maximum of Maximum of Maximum of Maximum of

Change in savings ratio

-0.3% -0.4% -0.3% -0.3%
Change in interest Not much Not much Not much Not much
payable change change change change

2. FISIM at constant prices

FISIM at constant prices was determined by revaluing the stock using a GDP deflator
and revaluing the margin of rates based on the approach used by the EU. With
regard to the approach of simple averages, the method of revaluing the stock using
deflators classified by demand item (intermediate consumption, final consumption,

etc.) was also studied.

We estimated the effect of the introduction of FISIM on real GDP, and found that while
the introduction of FISIM caused large changes in the nominal GDP growth rate, it
had only a small effect on the real GDP growth rate. Change in the nominal GDP
growth rate is mainly caused by change in the reference interest rate. To estimate
FISIM, we used the base year margin of rates to calculate the margin of rates between
the reference interest rate and the operating and procurement interest rates.

Therefore, the effect on the real GDP growth rate was reduced.

In the approach of simple averages, FISIM at constant prices was determined by the

GDP deflator method and the method of deflators classified by demand item; and these
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two methods were not found to produce any significant difference in the GDP level.

However, there was a significant difference in intermediate consumption and output.

With regard to the effect on real operating surplus and mixed income, it was learned
that in the current approach, which allocates intermediate input FISIM by output ratio,

the effect on real operating surplus and mixed income is not large.

Fig. 3. Comparison of estimated real values
Approach of Approach of
Approach of the rate of simple averages
Approach of
Approach of simple deposit (using
yield on
simple averages interest from intermediate and
national bonds
averages excluding financial and final
futures
public finance insurance consumption
companies deflators)
Change in real
-0.2% to -0.6% to -0.2% to -0.2% to

GDP growth -0.2% to +0.1%

+0.1% +0.7% +0.4% +0.5%
rate
Change in
operating Not much Not much Not much Not much Not much
surplus and change change change change change
mixed income
3. Estimation of quarterly series
We studied the quarterly calculation of FISIM estimated as annual series. Using the

stocks by institutional sector as stated in flow of funds statistics of the Bank of Japan
and the interest amounts stated in statistics on the balance of payments, we divided
Quarterly series were calculated for the periods of
fiscal 1990-1992 and fiscal 2003-2005.

the figures into quarterly values.

Looking at the quarterly series estimates of nominal figures for fiscal 1990-1992, these
are seen to be figures which reflect quarterly changes in stocks and interest amounts.
They show a trend in which FISIM is larger in the fourth and first quarters than in the

second and third quarters.
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In the nominal figures for fiscal 2003-2005, the estimated FISIM values again reflect
quarterly changes. However, while FISIM estimates for fiscal 1990-1992 were larger
in the fourth and first quarters, in recent years, there seems to be a trend for FISIM to
be larger in the second and third quarters. This seems to reflect the fact that FISIM
tended to continuously increase in the past, while in recent years, nominal FISIM has

tended to decline somewhat.

The quarterly series estimates of real values in fiscal 1990-1992 had only small
changes in FISIM, in contrast to the nominal figures which showed very large changes
extending over more than one fiscal year. This seems to reflect the fact that in annual
series, the estimates of FISIM at constant prices were themselves quite stable. Also,
two methods were used to obtain the real series: the GDP deflator approach and the
approach of deflators classified by demand item. Practically no difference was found

between the estimates obtained with either method.

In estimated real values for fiscal 2003-2005, as in the case of nominal figures, there
was a tendency for FISIM to be larger in the second and third quarters. Practically no
difference was seen between the estimates derived by the GDP deflator approach and
the individual deflator approach. In recent years, the GDP deflator has shown a
declining trend, but there has not been much change in the deflators classified by
demand item. Therefore, a larger increase was seen using the GDP deflator approach,

as in the case of the estimates for fiscal 1990-1992.
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Fig. 4. Statistics used for division into quarterly values

Institutional sector

Statistics used

Iltems used

FISIM on the deposit side
Financial institutions
Nonfinancial corporations
General government
Households

Private nonprofit institutions

serving households

Bank of Japan: Flow of funds

account

Total of transferable deposits,
time and savings deposits,
certificates of deposit, foreign
currency deposits, deposits with
the fiscal loan fund, and bank

debentures

FISIM on the loan side
Financial institutions
Nonfinancial corporations
General government ...

Households

Private nonprofit institutions

serving households

Bank of Japan: Flow of funds

account

Distribution of income
accounts classified by

institutional sector

Total of loans by private
financial institution and loans by

public financial institution

Interest on property income

Export FISIM
On the loan side
On the deposit side
Import FISIM
On the loan side

On the deposit side

Ministry of Finance and Bank
of Japan: Statistics on the

balance of payments

Ministry of Finance and Bank
of Japan: Statistics on the

balance of payments

Lending and borrowing interest

obtained

Deposit interest paid

Lending and borrowing interest

paid

Deposit interest obtained

4. Determination of quarterly estimates (QE)

Regarding the quarterly estimates (QE) of FISIM, we studied methods of estimation

using the statistics that are available for use at the time of QE preparation.

Our

estimates were derived by the approach of extension from the previous fiscal year's

values, based on monthly stock and interest rate data published by the Bank of Japan.

Regarding GDP deflators and deflators classified by demand item, which cannot be

used at the time of QE preparation, values are predicted with a regression equation to
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estimate the real values.

Comparison of QE and the annual revision data series has revealed the following.
Market money rates were used to estimate the rates of credit interest and deposit
interest in this investigation, but in many cases, the changes were larger than the
FISIM rate of credit interest and rate of deposit interest, even in the case of the
stock-based interest. As a result, the interest used in QE diverged from the actual
credit interest rates and deposit interest rates. This phenomenon was more marked

in a changing interest environment.

Also, predictions were derived using a regression equation with regard to deposit
interest and deflators. The predicted values were estimated for the time period up to
just before the QE period. However, as the gap increases between the parameter
estimation period and prediction period, the predictive capability of the regression
equation diminishes markedly. In particular, since deposit interest generally hovers
near zero following the introduction of a zero interest policy, the predictive capability

for deposit interest is reduced.

5. Study of issues

(a) Interpretation of negative FISIM

We studied the phenomenon of negative FISIM, which has occurred when estimating
FISIM in Japan, in terms of three categories: first, negative FISIM which occurred in
the 1980s on the level of the national economy; second, negative FISIM which occurred
in some nonbank and other financial intermediation institutions; and third, negative
FISIM which occurred in the course of estimating export and import FISIM. Of these,
with regard to the first category, it is undeniable that the negative trend would
continue, considering only the financial climate of Japan in the 1980s. However, more

detailed study of usage data is desirable.

(b) Handling of own funds in relation to stock of loans and deposits

In countries such as Japan, where a large proportion of procurement capital is operated
as bonds and the like, stock of deposits used for FISIM estimation is larger than stock
of loans used for FISIM estimation. In such cases, the decision of whether or not own
funds is subject to FISIM has no effect on the figures. In fact, the amount estimated

as FISIM is even larger than the margin of financial intermediation institutions.
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(¢) FISIM at constant prices

In this investigation, the Working Group has spent a great deal of time on the
determination of FISIM at constant prices. Several problems were observed with the
approach of determining FISIM at constant prices by first using a GDP deflator to
obtain the real stock and then dividing the margin of rates by the base year of it. The
following points were among the aspects discussed: This violates the existing concepts
of financial practice and monetary economics; it completely ignores quantitative and
qualitative changes in the service of FISIM per unit of balance; it uses different
deflator approaches (the price index approach and the purchasing power measurement

approach) at the same time; and it reverses the previous definition of SNA deflators.

Problems were also observed with regard to the use of a GDP deflator to determine
intermediate consumption of FISIM at constant prices. The deflator used to
determine real intermediate consumption ends up having an effect on FISIM output at

constant prices. As mentioned above, this investigation has also studied the approach

of deflators classified by demand item.
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Fig. 5. FISIM gross output / gross output (constant prices based on 1995)
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(d) Avoiding circular estimates

To determine FISIM at constant prices, a GDP deflator or higher-level deflators
classified by demand item are used. These deflators are obtained by integrating the
prices and quantities of goods and services in each period. This approach entails the

following two problems of circular estimates.

First, there is a problem of circular estimation in the national accounts system. Since
the deflators needed for determination of FISIM at constant prices are not given in
advance, the FISIM values at constant prices can only be calculated after economic
accounting for each period has been completed. To avoid circular estimation with
regard to the GDP deflator, for example, it would be possible to form a regression
equation with the consumer price index and corporate goods price index (capital goods)

in order to predict the quarterly GDP deflator.

Second, there is a problem of circular estimation in deflator calculation. Because
these higher-level deflators themselves include FISIM, iteration occurs. To measure
the real purchasing power of stock of deposits or stock of loans, the need for circular
estimation could be eliminated by preparing a product basket, such as "GDP excluding
FISIM."

(e) Coordinating the balance of payments with SNA based on the introduction of
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FISIM
With the introduction of FISIM, import and export FISIM is added to or subtracted
from trade in services. In other words, a portion of the interest which was calculated
as receipts and payments of property income prior to the introduction of FISIM is
instead recorded under imports and exports of goods and services, so there is no effect
on the current account balance. The international BOP manual would be revised for
2008, and it is expected to include coordination of the balance of payments with SNA

on a detailed level in the case of introduction of FISIM.

(® Importance of compiling primary data

Both the FISIM figures published by the Cabinet Office's Economic and Social
Research Institute (ESRI) as trial estimation (for reference), and the estimates
indicated above in this report, have been calculated on the basis of data which is
publicly available. Therefore, some of the calculations are dependent on estimates
and replacement data, and it is possible that this could diminish the accuracy of the
measurements. For the sake of more accurate measurements, it is important to
compile and pigeonhole additional data in order to reduce or eliminate dependence on

estimates and substitute data.

It is desirable to work together with the authorities having jurisdiction over financial
institutions in Japan, including the Bank of Japan and the Financial Services Agency,
to collect more detailed primary data and establish a system that will be capable of

more accurate measurements.
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