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GUIDELINES FOR THE DELINEATION INTO PUBLIC AND PRIVATE UNITS 

Figure 1 presents a decision tree that data compilers should follow when classifying institutional units (the 
providers of health care goods and services) into private or public providers, as well as identifying those 
public providers that should be allocated to the government or public corporations sector.  The delineation 
into private, public and governmental units is made with reference to the institutional sectors in the System 
of National Accounts (SNA).  
 
The following steps should be taken when (i) allocating entities between private and public sector and 
when (ii) identifying government units within wider public sector units 
 
1. Is the entity an institutional unit? 
 

 In SNA the statistical unit is known as the institutional unit. It is the entity for which the 
statistics are compiled.  

 An institutional unit is defined as "an economic entity that is capable of owning assets, 
inquiring liabilities and engaging in economic activities and transactions with other entities, 
in its own right" [ESA, 1.28].  

 Such a unit "is able to take economic decision and engage in economic activities for which it 
is itself held to be directly responsible and accountable at law" [SNA, 4.2] including entering 
into contracts.  

 An institutional unit must be resident in the domestic economy (the activity of the unit has a 
centre of economic interest within the economic territory incl. free zones and enclaves) for at 
least one year.  

 Institutional units are grouped into 5 mutually exclusive institutional sectors on the basis of 
the similarity of their principal economic objective, functions and behaviour and the types of 
the units that may control them:  

- Non-financial corporation (S11) 
- Financial corporation (S12) 
- General government (S13) 
- Household (S14) 
- Non-profit Institution Serving Households (S15) 

 
2. Is the institutional unit a productive unit/a producer of goods and services? 

 An institutional unit is either: 
- a household (the household sector covers individuals or a group of individuals that can 

be recorded as consumers as well as entrepreneurs (producers that produce market goods 
and services or for own-final use) or  

- a legal or social entity whose existence is recognised by law or society, independently of 
the persons or other entities that may own or control it [SNA, 4.3].  

 In the case of households as a productive unit the SNA refers to the household acting as 
entrepreneurs. 1  

 
 If the answer is positive the next step is to allocate the unit into the private or public sector 

                                                      
1 Note that households recorded as consumers under SNA can be classified as providers of home care under SHA. 
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Figure 1. The decision tree on application of SNA/ESA principles in the delineation of private, public and 
government units   

 

Institutional units 

Is the institutional unit a 
productive unit / a 

producer? 
(S14)Households (as consumers) 

NO

YES 

Is the institutional unit 
controlled by G.Gov? 

NO Private units, not controlled by 
government 
(S14) Households (producers) or 
(S11) Non financial corporation or 
(S12) Financial corporation or 
(S15) NPISHYES 

Is the institutional unit a 
non-market unit?  (prices 
are not economically 
significant) 

Public units, controlled by 
government   
(S11) Non financial corporation or 
(S12) Financial corporation  

YES 

NO

Is the institutional unit  
a non-profit institution 

(NPI)? 

(S13) General government 

Is the NPI mainly financed 
by G.Gov? 

YES 

NO

YES

NO
Private units 
(S15) Non-Profit Institution 
Serving Households  



 3

 
3. Is the institutional unit controlled by general government? 
 

 Control means the ability to determine general (corporate) policy2. Depending on the country, 
the extent that government intervenes in the market may differ significantly. However a simple 
supervision of legal rules, such as monitoring or supervising and education or health institution 
is not considered as a way of controlling. 

 Control might be executed via different means such as3:  
- ownership of the majority of the voting interest  
- control of the board or other governing body  
- control of the appointment and removal of key personnel  
- control of key committees of the entity 
- golden shares and options  
- regulation and control  
- control by a dominant customer 
- control attached to borrowing from the government  

 In some cases only one indicator of control is required to influence the policy of the 
institutional units (e.g. if the government owns the majority of the voting interests, more than 
50% of shares or a so called ‘golden share’ that allows it to block decisions of the corporation). 
In other situations the response may be based on a combination of several such indicators.  

 If the answer is negative, i.e. that neither government nor any other public units has control 
over it, the unit should be recorded as private. Such unit may be further allocated to the 
household sector (S14), the financial /non-financial sectors (S12, S11) or to non-profit 
institution serving households (NPISH) (S15). In the case of NPISH a unit is classified under 
this sector if it fails one of the criterion (control or financing)  

 
 If the answer is positive it means that the institutional unit is controlled either by government 

(or other public unit). We then have to consider whether the institution is a market or non-
market producer. In the case of a NPISH a unit is considered as public if it is both controlled 
and financed by a public unit. 

 
4. Is the institutional unit a market or a non-market unit? 4 

 
According to the SNA a market producer covers all the units whose output is mainly market, that is, output 
that is, or is intended to be, sold in the market at prices that are economically significant or otherwise 
disposed on the market (SNA 6.45). 
 
The output of a non-market producer is mainly non-market, that is, the output is supplied free or at prices 
that are not economically significant, to other units or to the community as a whole (SNA 6.49) 
 
In addition, ESA95 (3.19) states that “…the output is only sold at economically significant prices when 
more than 50% of the production costs is covered by sales.”  This is designated as the 50% criterion which 
is used to determine if a producer is market or non-market (ESA, 3.32-3.37).  

                                                      
2 The reason for government operating in the market as well as providing control over some of corporations is linked 

with the purpose, among others, of executing government policy and its role in redistribution of income 
and wealth. 

3 See 'Government/public sector/private sector delineation issues', Fourth meeting of the Advisory Expert Group on 
National Accounts January/February 2006 

4 Acknowledgement to Isabel Quintela, INE for providing this guidance  
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The 50% criterion determines that if the ratio of Sales to Production costs >50%, then the unit is market, 
otherwise the unit is non-market. The analysis should be carried out individually for each institutional unit. 
 
Sales include all the sales less taxes on products plus subsidies on products, except those that granted to 
cover an overall deficit. 
 
Production costs cover the sum of the intermediate consumption (P2) plus Compensation of employees 
(D1) plus Consumption of fixed capital (K1) plus other taxes on production (D29). 
 
This 50% criterion can be applied to public health producers in order to analyse if they are market or non-
market. Because public health producers may have some specificities, the Manual on Debt and Deficit 
(MDD), in force for the EU member-states, clarifies some items related to the classification of institutional 
units, in particular on what should be considered as Sales.  
 
In particular, for hospitals, the MDD (section I.5.5) tries to better clarify the rules for classification of 
public units, with a focus on the analysis of what should be considered as sales in hospitals. In fact 
although these rules can be very helpful they may also have some problems in its application especially in 
borderline cases. When these rules were decided they were based on problems that were raised at the time 
by the 15 EU member-states. However, it is accepted that these rules do not cover all the current cases in 
an exhaustive way. Nevertheless, it can provide some guidance on the way to proceed in the analysis. It is 
underlying in the MDD that it is necessary to analyse the price formation of the hospitals, which is implicit 
in the price list. 
 
In this case it is necessary to look into the resources/income of the hospitals. How are they financed? If 
public hospitals are financed by sales (proportional to the output) in the way that the services are paid by 
the health social protection schemes, as social benefits in kind, and by private companies or by households 
for services of healthcare provided to the households they can be considered as Sales and analysed 
accordingly.  
 
The MDD raises the question of deciding whether a payment made by Government is a sale or not and 
therefore the analysis must take into account this decision. If financing by government is made according 
to the production costs of the public health provider and are recorded as ‘sales’ then, for the purposes of 
applying the 50% criterion, these amounts cannot be considered as Sales.  
 
However, if the financing by government is not made according to the production costs but proportional to 
the output of health care provided by the public health provider, it is necessary to further analyse the 
pricing system.  The criterion to decide whether the resources of the hospitals are sales or not, according to 
the MDD, consists in analysing whether the system of pricing applied to public and private hospitals is the 
same.  If the price paid by government to the public health care provider is lower than the market price and 
if it is imposed without any freedom to negotiate a higher price by the provider most likely the government 
will have to cover any resulting deficit of the unit through transfers. In this case the sales financed by the 
government cannot be considered as sales for the purposes of applying the 50% criterion. In practice, this 
means that it is normal to negotiate a lower price as long as it is proportional to the output provided and if 
it is economically significant, meaning that it covers more than 50%, being the payments for these services 
as sales. (see Box): 
 

 The MDD refers to the system of pricing which means that price formation in both types of hospitals, 
public and private, and the negotiation rules must be the same. 
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 “Payments from general government to public institutional units in respect of actual services provided are to be 
treated as corresponding to sales in the implementation of the 50% rule when prices are economically significant, 
e.g. in the following two cases: 
· When prices paid by the general government to public producers in respect to actual services provided  re also 
applied to similar services (of the same quality) provided by private producers, who accept to sell  services to general 
government on the basis of these prices.” 
… 
”Payments from general government to public institutional units in respect to actual services provided are not to be 
treated as corresponding to sales in the implementation of 50% rule when prices are not economically significant, 
e.g. in the following two cases: 
· When prices paid by the general government to public producers for actual services provided cannot be applied to 
similar services provided by private producers (because private producers are discriminated against receiving such 
payments or do not accept to provide services on these terms, and therefore, for the same service and the same 
quality), prices paid by general government to private producers are totally different from prices paid to public 
producers.” 

Manual on Debt and Deficit (Part 5.4) 
 
Consumption of Fixed Capital (K1) is not usually available at the level of the institutional unit (provider) 
although necessary for the application of the 50% criterion. As an alternative to the use of K1 one of two 
options can be considered: 
 

 The use of the amounts of amortizations included in the Profit and Loss accounts of the public 
health provider calculated for tax purposes can be used as a proxy for the estimation of K1; 
 

 The estimation of K1 for each provider is based on the weight of the Gross Fixed Capital 
Formation (GFCF) of the public health provider within the total Gross Fixed Capital 
Formation of the total public health providers (usually available in the National Accounts) 
multiplied by the total K1 of the total public health providers (also estimated in the National 
Accounts), by type of asset. 

 
Annex 1 contains three examples showing the classification of institutional units into market and non-
market producers. 
 
5. Is the institutional unit a non-profit institution (NPI)? 
 

 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.  

 The basis for definition of the non-profit institution as well as the term 'non-profit' derives 
from the common feature that such institutions do not distribute their profits. However it does 
not mean that such an institution cannot make a profit from its productive activities. They 
simply cannot distribute the profit or financial gains either to their owners or those who control 
it. 

 NPIs can be market producers if they charge prices that are economically significant. [For 
example a non-profit hospital can charge such prices for their services; non-profit university 
can charge fees comparable to those charges by a private university.] 

 NPIs are non-market producers if they do not charge economically significant prices. This 
means that their principal source of finance may be investment income, subscriptions paid by 
the members of association that control them, or donations from third parties, of which one 
might be the government. 
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 If the answer is negative then the institutional unit is a general government unit5.  
 If the answer in positive the next step is to make decision on appropriate allocation of the non-

profit institution according to SNA sectors 
 
6. Is the NPI mainly financed by general government? 
 

 When the non-market, non-profit institutions (NPIs) is controlled and mainly financed by the 
government it is allocated to general government sector. It is then an institution that exists 
separately from government (even if created by government) but it carries out the government 
/public policy.  

 Control means the ability to determine the general policy or programme of the NPI.  
 Mainly financed by government means that a government unit is the principal source of the 

funds used by non-market NPI to cover its cost of production and other activities6.  
 
 When the answer is positive, then the NPI is allocated to the government sector. 

 
 If the answer for the question is negative (i.e. government does not mainly finance it), then the 

NPI is allocated to non-profit institutions serving household (NPISH). 
 

                                                      
5 Government units are “legal entities established by political processes which have legislative, judicial or executive 

authority over other institutional units within a given area.” The principal economic functions of 
government units are (1) to assume responsibility for the provision of goods and services to the community 
or to individual households at prices that are not economically significant, and (2) to redistribute income 
and wealth by means of transfer payments, financing both of these activities primarily from taxation or 
transfers from other government units. [SNA 4.104]. All government units supply most of goods and 
services they produce or purchase for resale to consumers free or at prices that are not economically 
significant. General government is therefore the group of public sector non-market institutions. However 
government unit may also operate as market producers but by definition the amount of market output of 
government unit must be less than the amount of non-market production of this unit. 

6 However if the government finance is related only to the purchase of services produced by NPIs or to subsidise their 
products, then the NPI is classified as a market producer, either public or private depending on the extent 
of government control. 
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ANNEX 1 

 
Practical example A: 
 
A. Example of a public hospital where sales can be considered as sales because all the payments by 

financing agents are proportional to the output. 
(€) Profits and Loss Account  
Income (Resources)      Expenditures (Uses) 
   
Transfers by Government 55 Costs with personnel 3150 
Sales of health care services 5883 Acquisition of goods and services 1759 
Other non-health sales 32    
    
Property Income- Interests  359 Property Income- Interests 445 
 Amortizations 845 
Capital transfers 500 Capital transfers  
Sales of Fixed Assets 25 Acquisition of Fixed Assets 1500 
:  :  
    
 
Additional information:  GFCF of total Public Health Producers = 25250 
      CCF (K1) for the total Public Health Producers = 12165 
 
The assumption is that GFCF is one type of asset only for simplicity. GFCF must be net of cessions of 
fixed assets. 
 
Application of the 50% criterion for example A: 
 
After analysis it can be considered that sales correspond to all sales of the unit, excluding other type of 
income.  
 
- Sales = 5883+32= 5915 
 
- Production costs: 
* D1 = 3150 → Compensations of employees correspond to costs with personnel 
* P2 = 1759 → Acquisitions of goods and services  
* There are no other taxes on production. 
* K1 can be applied in one of the two ways described above: 

K1 = 845 (amortizations)  
or 

K1 = 12165x
25250

251500 −
= 711 

 
Option 1: 
 
Sales= 5915 
Production costs by using amortizations = 3150 + 1759 + 845 = 5754 
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50% criterion = 
5754
5915

 = 1.028 x 100 = 102.8% 

 
Option 2: 
 
Sales= 5915 
Production costs by using an estimation of K1 = 3150 + 1759 + 711 = 5620 
 

50% criterion = 
5620
5915

 = 1.052 x 100 = 105% 

 
Conclusion: The unit is market.  
 
Practical example B: 
 
B. Example of a public hospital where amounts are financed by government based on the production costs 

and there are also sales that are payments proportional to the output.  
 
 
(€) Profits and Loss Account  
Income (Resources)      Expenditures (Uses) 
   
Transfers by Government 9332 Costs with personnel 5500 
Sales of health care services 1150 Acquisition of goods and services 2200 
Other non-health sales 68    
Property Income- Interests  250 Property Income- Interests 350 
 Amortizations 1350 
Capital transfers 1100 Capital transfers  
 Acquisition of Fixed Assets 2500 
 
Additional information: GFCF of total Public Health Producers = 25250 
       CCF (K1) for the total Public Health Producers = 12165 
The assumption is that GFCF is one type of asset only for simplicity. 
 
Application of the 50% criterion for example A: 
 
After analysis it can be considered that sales correspond to all sales of the unit, excluding other type of 
income.  
 
- Sales = 1150 + 68 = 1218 
 
- Production costs: 
* D1 = 5500 → Compensations of employees correspond to costs with personnel 
* P2 = 2200 → Acquisitions of goods and services  
* There are no other taxes on production. 
* K1 can be applied in one of the two ways described above: 

K1 = 1350 (amortizations)   
or 
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K1 = 12165x
25250
2500

= 1204 

 
Option 1: 
 
Sales= 1218 
Production costs by using amortizations = 5500 + 2200 + 1350 = 9050 
 

50% criterion = 
9050
1218

 = 0.135 x 100 = 13.5% 

 
Option 2: 
 
Sales= 1218 
Production costs by using an estimation of K1 = 5500 + 2200 + 1204 = 8904 
 

50% criterion = 
8904
1218

 = 0.137 x 100 = 13.7% 

 
Conclusion: The unit is non-market 
 
Practical example C: 
 
C. Example of a public hospital where there are amounts that are financed by government based on 

production costs and there are also sales that are payments proportional to the output. The amounts 
financed by the government are also recorded as sales in the accounts of the provider but after 
appropriate analysis the conclusion is that these amounts are not really sales and therefore should be 
deducted from sales for purposes of analysis in the 50% criterion. The conclusion after analysis is that 
the amount recorded in sales, 8150, is broken-down into 7150 financed by the government, at a much 
lower price, being the remaining part, 1000, health sales financed by other financing agents, including 
households.  

 
(€) Profits and Loss Account  
Income (Resources)      Expenditures (Uses) 
   
Transfers by Government 160 Costs with personnel 4500 
Sales of health care services 8150 Acquisition of goods and services 2250 
Other non-health sales 50    
    
Property Income- Interests  240 Property Income- Interests 200 
 Amortizations 650 
Capital transfers 200 Capital transfers  
 Acquisition of Fixed Assets 1200 
    
 
Additional information: GFCF of total Public Health Producers = 25250 
       CCF (K1) for the total Public Health Producers = 12165 
The assumption is that GFCF is one type of asset only for simplicity. 
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Application of the 50% criterion for example A: 
 
After analysis it can be considered that sales correspond to all sales of the unit, excluding other type of 
income.  
 
- Sales = 1000 + 50 = 1050 
[Financing from government = 7150 + 160 = 7310 (these are not sales for the 50% criterion)] 
 
- Production costs: 
* D1 = 4500 → Compensations of employees correspond to costs with personnel 
* P2 = 2250 → Acquisitions of goods and services  
* There are no other taxes on production. 
* K1 can be applied in one of the two ways described above: 

K1 = 650 (amortizations)  
or 

K1 = 12165x
25250
1200

= 578 

 
Option 1: 
 
Sales= 1050 
Production costs by using amortizations = 4500 + 2250 + 650 = 7400 
 

50% criterion = 
7400
1050

 = 0.142 x 100 = 14.2% 

 
Option 2: 
 
Sales= 1050 
Production costs by using an estimation of K1 = 4500 + 2250 + 578 = 7328 
 

50% criterion = 
7328
1050

 = 0.143 x 100 = 14.3% 

 
Conclusion: The unit is non-market 

 

 

 


