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The issue of classification of universities in the SNA was raised in July by our colleagues from Statistics Canada who provided a very interesting paper as well as a draft questionnaire (see also in annex the “Reason for the Canadian interest”).

The Statistics Department of OECD has considered this contribution as very relevant and the proposal of a survey very useful, especially in the context of the revision of SNA93.

We would be grateful if you could read the following background information and return the short questionnaire to jean-pierre.dupuis@oecd.org before Friday 26 September.

Results of the questionnaire will be presented during the OECD National Accounts Experts Meeting, on 8 October 2003, in the session on general government.
Introduction
In terms of classifying institutional units to SNA sectors, universities constitute a challenging case, particularly in the context of international comparability. According to the System of National Accounts 1993 (SNA 93) universities can be classified in any of three sectors, namely, non-financial corporations, general government, or Non-Profit Institutions Serving Households (NPISH).

The result may be that there is a wide variety of sectoring practices for universities among member countries. It is likely that this reflects a correspondingly wide range of funding practices with universities in some countries being almost wholly government funded while in other countries at least some universities obtain most of their revenue from the income of endowments and tuitions paid by students. There may also be a wide range in the degree of non-financial control exercised by various governments over the universities in their jurisdictions, especially in countries where education is not a responsibility of the national government.
But some of the diversity in sectoring practices may reflect alternative interpretations of the SNA 93.  In other words, universities with similar sources of funds in two countries may be assigned to different sectors simply because how the SNA 93 was applied.  Some of the issues in the SNA 93 relating to universities are examined below.

Following this note is a questionnaire designed to provide some insights into both the distribution of universities across sectors in member countries and the reasons for that distribution.

First step: are universities institutional units ?

Such an assessment should be the first step for classifying any entity (see box below on Eurostat's three step approach): does the unit enjoy autonomy of decision in its main activity and is it in a position to produce a complete set of accounts ? If not, the unit is not distinguished from its parent institutional unit and therefore is classified like it.

The government sector: a three-step approach in the Eurostat Manual
In its “ESA95 Manual on government deficit and debt” (part 1: Delimitation of the general government sector), Eurostat has defined a method to decide whether or not an entity is to be included in the government sector. The method is in three steps:

1.
Is the entity an institutional unit? This means: does the unit enjoys autonomy of decision in its main activity, and is it able to produce a complete set of accounts ?

2.
Is the institutional unit private or public (a private producer or a public producer)? In other words, is it controlled or not by the general government?

3.
Is it market or non-market? To apply the SNA93 criterion of selling its output at “economically significant prices”, the ESA95 has considered that a unit is a market producer when its sales cover more than 50% of its production costs (see next box).

The general government sector only includes public non-market institutional units, but these non-market institutional units may have secondary market local kind-of-activity units (KAUs) which are also included in the general government sector.
Second step: the issue of  control

In general terms, the issue of control is important to decide if the entity is a public producer or a private producer; control being defined as the ability to determine the general policy of an institutional unit, by appointing directors or managers in most cases.

However, in the case of Non-profit institutions, the criterion of control is not separated from the “main financing” criterion in the SNA93. Paragraph 4.62 provides useful guidelines:

“4.62
NPIs controlled and mainly financed by government must be properly constituted legal entities which exist separately from government.  In this context, control is to be understood as the ability to determine the general policy or programme of the NPI by having the right to appoint officers managing the NPI.  Such NPIs may be engaged in research or development, for example, for the benefit of certain producers, such as farmers.  They also may be concerned with the setting or maintenance of standards in fields such as health, safety, the environment, accounting, finance, education etc, for the benefit of both enterprises and households.  Governments find it appropriate to create NPIs for this purpose, rather than using agencies of government to carry out the same function, because NPIs concerned with public standards may need to be seen as detached and objective and not subject to political pressures.  NPIs controlled and financed by government are allocated to the general government sector, irrespective of the types of institutional units that mainly benefit from their activities.”

In this context, the first relevant question to ask would be, even though the answer seems straightforward in most cases: is the university a non-profit institution ?

“4.54
Non-profit institutions are legal or social entities created for the purpose of producing goods and services whose status does not permit them to be a source of income, profit or other financial gain for the units that establish, control or finance them. In practice, their productive activities are bound to generate surpluses or deficits, but any surplus they happen to make cannot be appropriated by other institutional units.”

The SNA defines NPIs (§4.14 and 4.54) and describes their characteristics in §4.56. It recalls in §4.57 that NPIs may be market producers or non-market producers, even though “the majority of NPIs in most countries are non-market rather than market producers.” (§4.60).

The above paragraph 4.62 indicates that government must both control and finance the NPI in order for it to be included in the general government sector.  In the case of universities, the example of the mechanism through which control is exercised (“…the right to appoint officers managing the NPI.”) may not be relevant.  In practice do countries take into consideration points other than, “the right to appoint officers managing the NPI”, in determining whether government controls the NPI?  Is it possible that a hierarchy was intended here? It may be that “mainly financed” in itself implies the exercise of control because of the dependence created by the funding.  If that were the case, then control need be considered in its own right only when NPIs are not “mainly” financed by government. 

However, paragraph 4.61 seems to say that “mainly financed” by government is sufficient for an NPI to be assigned to general government – control seems to be superfluous. This conclusion is arrived at as follows. Paragraph 4.61 is solely about NPIs engaged mainly in non-market production, i.e., they cannot be in the non-financial corporations sector. These NPIs are in the NPISH sector if “…financed mainly by transfers from non-government sources” and, by implication, are in the general government sector if they are mainly financed by government (which is the only possible remaining source of financing). This has the effect of assigning the NPIs to the general government sector on the basis of financing alone.

Third step: the issue of financing and of economically significant prices
The System of National Accounts 1993 (SNA 93) also addresses the sector classification of universities under the heading of “NPIs engaged in market production” (paragraph 4.58) and says:

“4.58
Market producers are producers that sell most or all of their output at prices that are economically significant – i.e., at prices which have a significant influence on the amounts the producers are willing to supply and on the amounts purchasers wish to buy. Schools, colleges, universities, clinics, hospital etc. constituted as NPIs are market producers when they charge fees which are based on their production costs and which are sufficiently high to have a significant influence on the demand for their services. Their production activities must generate an operating surplus or loss. Any surpluses they make must be retained within the institutions as their status prevents them from distributing them to others. On the other hand, because of their status as “non-profit institutions” they are also able to raise additional funds by appealing for donations from persons, corporations or government. In this way, they may be able to acquire assets which generate significant property income in addition to their revenues from fees, thereby enabling them to charge fees below average costs. However, they must continue to be treated as market producers so long as their fees are determined mainly by their costs of production and are high enough to have a significant impact on demand. Such NPIs are not charities, their real objective often being to provide educational, health or other services of a very high quality using their incomes from endowments merely to keep down somewhat the high fees they have to charge”.
It can be inferred that universities that charge economically significant prices (tuition fees) are to be classified in the non-financial corporations sector (S.11) as displayed in Table 4.1 of the SNA 93 and discussed in 4.7 (where schools and colleges are referenced).

Because universities are non-profit institutions, it can also be inferred from SNA 93 that universities that do not charge economically significant prices are to be classified in either the NPISH sector, or the general government sector. Paragraph 4.62 provides guidance on which NPIs are to be included in general government, and so by elimination, which are to be assigned NPISH.

Applying the “economically significant prices” rule is by no means straightforward. The SNA 93 refers to both prices that reflect the cost of production and prices that impact on the level of demand. Universities with limited endowments may receive government funding to the point where the tuition that they charge is only partially related to the cost of production but still high enough to be a serious deterrent to potential students from low-income families. In addition, the relationship between costs and tuition may vary considerably across programs. In effect, some programs (e.g., medicine) may be more heavily subsidized than others (e.g, undergraduate liberal arts).
ESA95 and the 50% rule

The European System of Accounts (ESA95, §3.19 and 3.32) provides additional guidance to apply the “economically significant prices” rule. According to ESA95 and to the ESA95 manual on government deficit and debt (2nd edition, 2002, Eurostat), a unit is considered a market producer, if the produce of its sales covers more than 50% of its production costs. If it is not the case, it is a non-market producer (except if it is a financial intermediary, always to be classified in the financial corporations sector). Sales and production costs are defined in ESA95 (§3.33) and in the Manual (Part 1).

The 50% criterion should be applied by looking over a range of years: only if the criterion holds for several years or holds for the present year and is expected to for the near future, should it be applied strictly.

Would it be necessary to include such a precise definition in the new edition of the SNA?
Additional issue about financing

In the case of universities, even interpreting the term “financing” poses some challenges since government funding to encourage and facilitate university attendance can be either direct (paid straight to the university) or indirect (via transfers to students).  Examples of indirect funding are:

a) Scholarships and bursaries to university students to reduce the effective cost of tuition fees to the student.

b) Tax expenditures (non-refundable tax credits) for university students for tuition fees paid and/or number of months in full time attendance at university.

c) Provision of loans to university students that are interest-free until graduation.

The treatment of indirect funding not only has a bearing on the “mainly financed” criterion for distinguishing between general government and NPISH, but also has a bearing on whether universities should be classified in the non-financial corporations sector.  The reason for this is that the more governments spend on indirect university financing, the more universities may be in a position to raise tuitions and hence charge economically significant prices.

Should this indirect financing be taken into consideration in determining whether a given NPI is “mainly financed” by government and hence should be part of the general government sector?

Summary

According to SNA93, depending on prices (tuition), sources of funds and the exercise of control, universities can be classified into any of the three sectors of non-financial corporations (S.11), general government (S.13), or NPISH (S.15).
In any one country, some universities may fall into each of these sectors although for operational convenience, all universities may be classified to one sector. 

We would be interested in knowing about the sector classification of universities by member countries and the rationale underlying current practices.  We recognise that differences among countries do not necessarily reflect a lack of thoroughness or consistency in applying the SNA 93.  There are many institutional arrangements around universities and so diversity in sector classifications may simply reflect application of SNA 93 to this diversity.
Therefore, in addition to knowing how you interpret the SNA93 when sectoring universities, we would be interested in knowing the national circumstances that led to your decision.
Additional question: How should the new SNA be changed to clarify these classification rules? Would the 50 % rule be a relevant guidance?

QUESTIONNAIRE ON THE 

SECTION A

1. TO WHICH SNA SECTOR ARE UNIVERSITIES CLASSIFIED IN YOUR SYSTEM OF NATIONAL ACCOUNTS?

a.
All classified to non-financial corporations sector (S.11)
□
b.
All classified to general government sector (S.13)
□
d.
Universities classified to more than one sector 
□
In case d, very roughly, what proportion of universities (based on number of) are classified to each of the following sectors in your national accounts ?

Non-financial corporations sector (S.11)
___%

General government sector (S.13)
___%

NPISH (or household) sector (S.15)
___%


100 %

2. WHEN YOU ASSIGN UNIVERSITIES TO THE NON-FINANCIAL CORPORATIONS SECTOR, UNIVERSITIES IN YOUR COUNTRY PRESUMABLY CHARGE ECONOMICALLY SIGNIFICANT PRICES.  IT CAN BE PRESUMED THAT THEIR DEGREE OF FUNDING BY GOVERNMENT IS FAIRLY LOW.

Very roughly, on average what percentage of university revenues is from governments of all levels?


___%
Very roughly, on average what percentage of university revenues is obtained through student tuition fees?


___%
3. WHEN CLASSIFYING UNIVERSITIES TO GENERAL GOVERNMENT, WHAT CRITERIA DO YOU USE?

Control  only
□
Please indicate in general terms the nature of control exercised by government on universities.
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
Main financing only
□
Very roughly, on average what percentage of university revenues is from governments at all levels?


___%
Both control and main financing
□
Very roughly, on average what percentage of university revenues is from governments at all levels?


___%
Please indicate in general terms the nature of control exercised by government on universities.
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
4. WHEN CLASSIFYING UNIVERSITIES TO NPISH (OR THE HOUSEHOLD) SECTOR, WHAT CRITERIA DO YOU USE?

Control only
□
Please indicate in general terms the nature of control exercised by government on universities.
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
Main financing only
□
Very roughly, on average what percentage of university revenues is from governments at all levels


___%
Both control and main financing
□
Very roughly, on average what percentage of university revenues is from governments at all levels?


___%
Please indicate in general terms the nature of control exercised by government on universities.
________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
SECTION B
1. IN DETERMINING THE DEGREE OF FINANCING OF UNIVERSITIES, DO YOU CONSIDER INDIRECT (via support to students) AS WELL AS DIRECT FUNDING?
Direct funding only
□
Both direct and indirect funding
□
Please describe the types of indirect funding that you include.

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
2. IN DETERMINING ECONOMICALLY SIGNIFICANT PRICES (tuition fees), DO YOU CONSIDER THE DEMAND SIDE (the amounts purchasers wish to buy) ONLY, THE SUPPLY SIDE (the amounts the producers are willing to supply) ONLY, OR BOTH?

Demand side only
□
Supply side only
□
Both
□
ANNEX:  CLASSIFICATION OF UNIVERSITIES
REASON FOR THE CANADIAN INTEREST

In the Canadian system of national accounts, we currently include universities in general government.  However, for reasons outlined below, we are now reviewing this practice.  As input to this review we are interested in the treatment of universities in the National Accounts of other OECD member countries, as well as the rationale for their practices.

The decision to place all universities in general government in Canada was made during the 1997 Historical Revision of the Canadian SNA.
  Universities were previously included in the household sector because they were viewed as associations of individuals serving the community.  At the time of the decision 88 of 143 universities were mainly financed by governments.  These 88 universities accounted for more than 98% of total revenues of all universities.  The remaining ones were mostly theological universities.

From the table below one can see that in some provinces there has been a significant downward trend in direct government funding of Canadian universities since 1995/96.

Government funds as a percentage of total revenues of Canadian universities (annual average)
	PROVINCE
	1995-1996 
	1996-1997 
	1997-1998 
	1998-1999 
	1999-2000 
	2000-2001 

	Newfoundland and Labrador
	70.9%
	64.6%
	63.4%
	63.0%
	61.5%
	62.6%

	Prince Edward Island
	66.7%
	66.7%
	62.0%
	62.5%
	55.1%
	55.1%

	Nova Scotia
	52.3%
	47.6%
	44.7%
	44.1%
	41.2%
	41.6%

	New Brunswick
	59.0%
	55.3%
	54.5%
	52.3%
	52.3%
	52.7%

	Quebec
	71.9%
	70.6%
	67.1%
	67.0%
	64.7%
	65.7%

	Ontario
	54.6%
	49.5%
	46.9%
	46.4%
	48.7%
	47.2%

	Manitoba
	59.5%
	63.1%
	60.2%
	61.2%
	58.3%
	57.5%

	Saskatchewan
	58.2%
	56.1%
	53.9%
	55.6%
	56.1%
	58.6%

	Alberta
	58.3%
	56.0%
	54.5%
	54.5%
	53.9%
	51.6%

	British Columbia
	59.6%
	56.9%
	55.8%
	55.4%
	54.7%
	55.9%

	Federal Military Universities
	96.9%
	96.9%
	96.9%
	96.9%
	96.9%
	96.8%


In addition, there has been an increase in the number of post-secondary institutions that were previously unable to grant degrees being authorized by provincial governments to do so.  The result has been a blurring of the distinction between universities and other post-secondary institutions.  With this has come greater difficulty in justifying all universities (if we include other degree granting institutions) as being in general government.
Because Statistics Canada attaches great importance to the harmonization of national accounting practices across countries, we are very interested in knowing the practices of other OECD member countries in classifying universities.  This information will carry considerable weight in any decision we make about revising our current practices for universities.

�	Not all countries identify a NPISH sector in their national accounts.  Where no such sector exists, what would have been assigned to a NPISH sector is frequently assigned to households.


�	The term, financing, is somewhat ambiguous since at the beginning of the paragraph 4.62 the phrase is “mainly financed” while at the end it is simply “financed.”  However, we will assume the modifier "mainly" is always implicit since the phrase "mainly financed by government" appears elsewhere in this chapter.


�	The 1997 revision was directed at making the Canadian SNA consistent as possible with the SNA 1993.


�	In Canada, education is a provincial responsibility.  This largely explains the variation across provinces.
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