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Introduction

1 MACROBUTTON NUMBERING .

The paper describes some key features of the way that the UK has implemented SNA93 in defining the perimeter of general government.  It suggests features, which may lead to some lack of comparability between countries.  Put in its simplest terms the UK general government sector is as non-market as possible.  This largely reflects UK government policy to ensure that market activity is outside government.  We also ensure that units within general government entities carrying out market activities are classified as quasi public corporations.

Background information
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In addition to the main paper two annexes are included.
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Annex A gives background on the compilation of UK public sector statistics.  In summary the data are taken from government accounting systems prepared under commercial accounting principles.  A Resource Accounting Manual, based on commercial accounting standards, is used in the preparation of government accounts.  The Manual is overseen by an independent committee, the Financial Reporting Advisory Board.
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Annex B gives details on the process the UK follows to determine the classification of entities in the national accounts.  Inevitably entities will be created which sit close to the boundary between the public and private sectors and we need a transparent and rigorous process to decide such classifications.

Definition of general government 

What SNA has to say 
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SNA's "definition" of general government takes up several paragraphs of the manual.  Extracts from this with paragraph numbers follow:
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Government units may be described as unique kinds of legal entities established by political processes which have legislative, judicial or executive authority over other institutional units within a given area.  Viewed as institutional units, the principle functions of government are to assume responsibility for the provision of goods and services to the community or to individual households and to finance their provision out of taxation or other incomes;  to redistribute income and wealth by means of transfers;  and to engage in non-market production.  (4.104)
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Government units, like households, may own and operate unincorporated enterprises that are engaged in the production of goods or services.  The extent to which government units decide to engage in production themselves rather than purchase the goods or services from market producers is largely a matter of political choice.  (4.106)
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When a government unit wishes to intervene in the sphere of production it has three options:

a. It may create a public corporation whose corporate policies, including pricing and investment, it is able to control;

b. It may create an NPI that it controls and mainly, or entirely, finances;

c. It may produce the goods or services itself in an establishment which it owns and which does not exist as a separate legal entity from the government unit itself.
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However, if a government establishment, or a group of establishments engaged on the same kind of production under common management:

a. Charges prices for its outputs that are economically significant;

b. Is operated and managed in a similar way to a corporation;  and

c. Has a complete set of accounts that enable its operating surpluses, savings, assets and liabilities to be separately identified and measured;

it should be treated as a quasi-corporation.  Such quasi-corporations are market producers that are treated as separate institutional units from the government units that own them.  They are classified, sectored and sub-sectored in the same way as public corporations.  (4.107)

Summary
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Some key points can be pulled out of this:

· Government units engage in non-market production (4.104)

· The extent to which government units decide to engage in production themselves rather than purchase the goods or services from market producers is largely a matter of political choice.  (4.106)

· When a government unit wishes to intervene in the sphere of production SNA encourages this to be accounted for as being within a public corporation or quasi public corporation (4.107)

Discussion
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Following the SNA guidance means that the size of government can be significantly different in countries.  In his introduction to the paper for the October CEIES Seminar in Vienna, Alfred Franz draws attention to this, commenting on the difference between the low UK proportion and the high Swedish proportion.  Recent estimates from Eurostat show that in 2001 in the production approach the share of government in GDP is just over 8% for the UK, with Sweden some 10% higher at nearly 19%.
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The key issue is whether these differences are wholly the result of political choice about the way services are delivered to the public or whether some of the differences may relate to the way in which countries are interpreting and implementing SNA.
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It is undoubtedly true that activity within the government sector is genuinely less in the UK than in many other countries as a result of government policy decisions.  Initiatives which have promoted this include:

· The privatisation of most public utilities

· The contracting out of services to the private sector - ranging from the provision of security, cleaning and catering services through to computer systems

· More provision of services via public corporations, such as in the health service

· The use of what is known in the UK as the Private Finance Initiative - also known as BOOT (build, own, operate, transfer schemes) and PPP elsewhere.  Under these schemes the private sector builds prisons, hospitals, schools, roads etc and operates them as a service to government with the value added in the private sector, not in government.

· The use of trading funds and executive agencies whereby parts of central and local government entities operate on a wholly or partly commercial basis to promote efficiency.  They then qualify as quasi corporations, even when not formally established as public corporations.
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In many of these cases, the national accounting treatment is unambiguous.  However the full identification of all parts of government which qualify as quasi corporations can be problematic.  The ONS has been fairly rigorous in following the principle that government should be non-market and searching out units which qualify as quasi corporations.  There have been three main exercises, which reclassified units in 1997, 1998 and most recently in 2001.  In 2001 reclassifications included the Local Authority Housing Revenue Account, Export Credit Guarantee Department as well as some other local authority companies and central trading bodies.  Following this there are unlikely to be any further exercises of this type although we continue to look at individual cases.
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An interesting post-script to these classifications is that reality is now following statistical classification.  Bodies with separate legal status are being established, as bona fide public corporations to fulfil the activities of the quasi corporate Housing Revenue Accounts, and the ECGD is to be given "trading fund" status, sufficient to qualify as an actual rather than a quasi public corporation.  As these moves happen we now shouldn't be seeing discontinuities and step changes in our statistical series arising from these changes in legal status.
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A further development however has been the government coming to us to explore whether activities could be treated as market and the unit running them as a quasi corporation.  One example is the London congestion charge
 - there are similar charges in some other British cities.  This could have been seen as a source of tax revenue if the money had gone in to a general fund for spending on the full range of  services.  However the legislation specifies that the income from the congestion charge can only be spent on a limited range of transport related items in London.  Transport in London is organised as a number of real and quasi public corporations owned by local government in London.  These provide market services to users of London's transport including underground trains and buses.  We see the road charge scheme as an additional market service provided by them.  There is cross subsidy between different categories of user but this is common in the provision of services in the private sector.  The congestion charge is therefore a service charge not a tax because of the ring fenced accounting inherent in the scheme.  This is also consistent with the national accounts manuals where the Eurostat Manual on Government Deficit and Debt, which is consistent with ESA95, cites road and bridge tolls as examples which should be treated as payments for the provision of services.
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A further reason for taking this approach on the congestion charge derives from consideration of the Dartford River Crossing - two tunnels and one bridge east of London where tolls are charged.  Until recently the Crossing was in private ownership and the tolls were service payments.  The Crossing is now in government ownership but other arrangements are the same.  There are restrictions on the spending of any surpluses from the charges.  With these restrictions it is possible for the toll still to be treated as a service charge, with the Dartford Crossing treated as a quasi public corporation.  If the classification of the tolls had changed from service charge to tax when ownership changed this would have been difficult to explain with all other arrangements unchanged.  The users' perception of the bridge and the charge for using it is not affected by the ownership of the bridge.
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In the European Union the perimeter of general government has a special significance because the deficit and gross debt of general government are monitored as part of the Excessive Deficit's Procedure.  If member states exceed reference levels the European Commission may recommend corrective action and the imposition of penalties.  We discussed these issues with Eurostat during their recent audit of procedures in the UK.
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A key question is whether it matters that countries may have used the facility to create quasi public corporations to differing extents.  For most key users we don’t think it makes any material difference.  Within the UK the key fiscal measures cover the whole public sector so it makes no difference whether the activities of quasi public corporations are inside general government or not.  It also makes no material difference to the Maastricht measures unless the quasi corporations ran up large debts.  The impact on the deficit cancels out because any net income is distributed back to government through a notional “dividend”.  The differences will therefore be largely presentational when analysts and politicians compare the structure of economies and the size of government.  Such comparisons will need careful interpretation

Conclusion
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This paper describes the UK's rigorous approach to making general government as non-market as possible.  It notes that the UK general government sector appears small compared with other major countries.  Most of this reflects government decisions on the organisation of the provision of services to the public.  However at the margin we may have recognised more quasi public corporations in national accounts, than other countries would have done.

21 MACROBUTTON NUMBERING .

The meeting is invited to discuss the implications for the comparability of statistics of general government 


Public Sector Accounts

Quarterly public sector accounts are a component of the national accounts and therefore completely consistent with those accounts.

Public sector statistics have a long history of special significance in the UK.  The national focus is on the whole of the public sector and not general government on its own.  UK governments have set themselves targets based on them and their success in managing the public finances is judged by Parliament and the electorate on the basis of their performance against them.  To ensure the integrity of the system the ONS has been involved in the measurement and publication of information about the public sector.  The targeted variables therefore also tend to be based on national accounts' definitions.

Full public sector accounts are prepared quarterly as part of the national accounts.  They are also published in a separate release giving some extra detail beyond that in the national account's publication.  In addition some selected information is published each month 14 working days after the end of the month.

The monthly release includes 4 key series plus supporting detail.  Three of these are based on national accounts definitions:

· Public Sector Net Borrowing

· Public Sector Surplus on Current Budget

· Public Sector Net Debt

The fourth is a cash based measure published for several decades:

· Public sector net cash requirement.

Some components of these monthly series are not available at first publication but estimates are possible which aren't subject to large error or revision.  Some of these components are only available quarterly so there are revisions when the quarterly accounts are prepared.

In summary the main sources for the general government accounts are administrative data from HM Treasury (for central government) and the Office of the Deputy Prime Minister (for local government in England and Wales).  Regular returns are needed to monitor and control the activities of government.  These include much of the information needed for the national accounts but additional questions are also included to fill potential gaps.  There also separate returns from tax and social security authorities, the Debt Management Office, National Savings and the Bank of England.  (There are also returns from the devolved administrations in Scotland, Northern Ireland and Wales similar to the main returns from the Office of the Deputy Prime Minister).
The first figures are available monthly and some components can be provisional at that stage.  Then there are more complete and firmer quarterly returns followed eventually by audited annual accounts.

Compilation of the accounts, while mainly an ONS responsibility, is in reality a partnership with the data suppliers.  When the data is put into our accounting framework it may look internally inconsistent, or be out of line with estimates for the rest of the economy.  Queries are fed back for resolution but adjustments may have to be included to meet our publication deadlines.  We also work with data suppliers to ensure we understand the data - why recent movements have occurred and why there have been revisions.  If we have to adjust the source data we try to ensure that the suppliers understand the reasons for this, but when the data has been fully checked it is less likely to be adjusted.

The estimates for public corporations are compiled rather differently although some transactions between government and PCs are reported by government under the above arrangements.  Quarterly inquiry forms are sent to large PCs with a very selective monthly telephone survey.  Other data mostly comes from PCs published accounts.  Regular data is also collected for National Health Service Trusts via the Department of Health.
Increasingly the data supplied is on an accruals basis matching the definitions needed for the compilation of national accounts.  However this arrangement has only been in place for Central Government since April 2001 and the accuracy and pattern of data supplied is still settling down.


The ONS has a formal process for handling classification decisions.  The description below is the public description of it taken from our Website.  Below this are three examples of decisions made.

Office for National Statistics

The Public Sector Classification Committee (PSCC)

What is it?

The Public Sector Classification Committee is a small committee of about 10 members of staff within the Office for National Statistics (ONS).  It comprises of experts in National Accounting across the Office.  The committee discusses sector and transaction classification issues brought to their attention.  They do not usually formally meet but communicate and discuss their ideas through electronic format.

Purpose of the Committee

The ONS Public Sector Classification Committee's purpose is to help formulate decisions about the sector classification of bodies/institutions and their transactions.  It also quality assures the decisions before they are issued.  Straightforward classification decisions may be taken by HM Treasury on the basis of agreed classification rules.  While these are not referred to ONS, the ONS does from time to time look at cases that appear doubtful or are otherwise brought to its attention.  Such cases would also go through the procedures described below.

Terms of Reference

The Public Sector Classification Committee’s terms of reference are to consider requests for classification advice and to draft decisions on the requests.  Its members use their personal expertise and call on the views of others as necessary in formulating their responses.  Decisions must be consistent with the principles of the international statistical manuals (European System of Accounts 1995 (ESA95) and System of National Accounts 1993 (SNA93)), and supporting manuals and case law.
Working Procedures

This information note describes the procedures followed to make important decisions on institutional and transaction classifications.  Most of these concern the public sector and are put to us for decision by HM Treasury.  A number of politically sensitive issues are affected by the classification of institutions and transactions in the National Accounts.  The Government has chosen to present the public sector accounts using national accounts principles and to control public expenditure according to rules based on national accounts.  UK Governments have set themselves targets based on national accounts concepts (the current ones are the Golden Rule and the Sustainable Investment Rule).  The political debate often focuses on these and other ratios such as the tax burden and the public expenditure share of GDP.

The usual sequence of events would be:
1. The request for advice comes in to the secretariat.  This usually, but not always, arrives from HM Treasury.  Decisions are often required urgently.  We aim to respond within their deadline.  In ONS's Service Level Agreement with HM Treasury we undertake to reply within 10 days, or where the Treasury specify special urgency, within 5 days.

2. The secretariat summarises the case on the ONS Classifications Database*, synthesises the arguments and proposes a line to take.  (* some cases are restricted, so are not put on the database, or have limited circulation)

3. The case is circulated to members with a deadline for responses - often only 1 or 2 working days.

4. If the case is large or controversial the secretariat may call a meeting of the committee or one may be suggested by a member.

5. If the conclusion of the committee is unanimous the reply will be sent by the secretariat after the deadline for comments and be posted on the database.

6. If there are differences of view these are discussed, and if they persist a further draft reply will be circulated seeking the majority views of others.

7. In major cases ONS may consult Eurostat before issuing a final decision.

Authorising the issuing of decisions

The Chair of PSCC (or in his absence the head of National Expenditure & Income Division (NEI)) shall decide who should authorise each decision.  The following guidelines should be followed:

· the default for the majority of decisions should be the chair.  In their absence this responsibility can be delegated to the head of NEI or to the head of Public Sector Accounts Branch.

· J. Yermoif the decision is a significant one in the sense that the decision was difficult, set precedents or involved large amounts of money it should be authorised by the Chair or delegated upwards.

· if the decision is likely to give rise to controversy within government it should be authorised by the head of Economic Statistics Directorate.

· if the decision is likely to give rise to external comment quoting the ONS it should be authorised by the National Statistician.

· the person authorising each decision shall use his discretion on whether to inform the ONS Executive about the decision.  In any case significant decisions will be mentioned in NEI's monthly report to the ONS Executive.

· if the authorising officer is absent the head of NEI or the secretariat will decide whether to ask a delegate to authorise or to delay.

Status of Decisions

The status of decisions will be made clear in the replies sent.  In the majority of cases this will be that it represents the view of the ONS Public Sector Classification Committee.  It will also usually be qualified to say that it is based on the information provided to cover cases where that may be incomplete.

The reply will also note who has authorised the decision.

If the decision has not been agreed by the PSCC, it will be described as a provisional or personal decision as appropriate and made clear that wider consultation is necessary before a firm decision can be made.

If Eurostat is being or has been consulted this will be noted.

Membership

Core membership is:

Chair - Head of National Accounts Group

Vice Chair - Head of National Expenditure and Income Division

Head of National Accounts Co-ordination Division

Head of Balance of Payments and Financial Services

Head of Short Term Output Indicators Division

Gross Domestic Product expert

Financial and sector accounts expert

Gross National Income expert

Public Sector Accounts expert

Secretarial Assistance

Other experts within the Office for National Statistics, including a commercial accountant employed by the office, may be consulted when appropriate and can respond to issues when they are circulated through the Office’s database.

Further information on National Accounts sector classification can be found under Reference Materials on the Public Sector Accounts Homepage of the National Statistics website:

http://www.statistics.gov.uk/psa

Contact email:  psa@ons.gov.uk
Some examples of PSCC cases are:

Example 1

The Export Credit Guarantee Department is a government department in the UK, but its activity is market.  Thus, we classify ECGD as a quasi-corporation.

Example 2
Classifying Network RailHow has ONS classified the new corporation?
Network Rail is classified as a private non-financial corporation in National Accounts.
Network Rail is a Company Limited by Guarantee
 (CLG).  CLG's have members instead of shareholders.  Control of the CLG in normal operating conditions will be with its directors and members.  The majority of the members will be drawn from the private sector.  The members will appoint the directors.  Control of day to day corporate policy will thus rest with the private sector directors and members, leading to classification as a private sector institution.
Network Rail was initially classified as a public corporation and hence part of the public sector.  This decision reflected government involvement in setting it up.  It was reclassified to the private sector once the Board of Directors had been ratified by its members.
Example 3
Foundation Trusts

Classifying NHS Foundation Trusts
National Health Service Foundation Trusts will be classified in the public sector as central government bodies.  The same classification now applies for NHS Trusts.
NHS Foundation Trusts are a new type of organisation, called a "public benefit corporation".
 They will be established by legislation currently passing through Parliament.  This decision is therefore provisional until the legislation is completed, since details may change.
� Most public utilities were already public corporations before privatisation but some activities, for example sewage services, were once the responsibility of local government and financed by local taxes.


� A charge of £5 for entering central London on weekdays.


�	A CLG does not have shareholders.  The equivalent to shareholders in a CLG is its members.  They have limited liability, in Network Rail's case £1, and need only inject these funds if the company is wound up.


�	A public benefit corporation also has members instead of shareholders.  
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