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 STD/NA(96)3

REVISION OF COFOG

Introduction

1. In discussions with other international organisations, three main
proposals have emerged for the revision of the Classification of the Functions
of Government (COFOG)(1).  These are the identification of Research and
Development (R & D) in all main functions, creation of a new main heading for
environment-related activities of government and a clear distinction between
individual and collective services.  The steps taken to make these changes are
described below.  A revised version of COFOG reflecting these changes is
available as Room Document No.2 (English only).

2. Suggestions for other changes to the classification have been received
from users of COFOG statistics in the OECD Secretariat.  These are presented in
the final section.  In considering these and other suggestions for changes to
COFOG, participants may find it useful to know how extensively the present
COFOG has been implemented and what is the relative importance of the various
functions in total government expenditures.  The tables in Annex A at the end
of this note gives information on these two points as regards OECD Member
countries.

3. To avoid confusion about the names of the different levels, the
following terms are used in this note:

02  Division
02.1  Group
02.11  Class

Research and Development

4. The Frascati Manual(2) defines R & D as consisting of three activities -
basic research, applied research and experimental development.  In the present
COFOG, a distinction is first made between basic research  on the one hand and
applied research and experimental development  on the other. (COFOG uses the
term "fundamental research" rather than "basic research", but the relevant
COFOG text makes it clear that this is a difference in terminology and not
definition.) 

5. In the present COFOG, government support to basic  research , in all
subject areas, is assigned to Group 01.3 in Division 01, General Public
Services.  Government support for applied research and experimental development
is shown in a separate Group in three functions - defence, health and
agriculture -  where government outlays on R & D are often important.  In all
other functions, government support for applied research and development is
combined with other government outlays.
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6. The introduction to COFOG (page 7) explains that "the reasons for this
approach are mainly practical.  The government accounts, which are the basic
source for COFOG, do not normally distinguish research when it is an integral
part of a programme.  For example, a programme on aid to tourism might include
research activity into various aspects of tourism but the expenditures involved
will be shown in the government accounts as an integral part of the tourism
programme."

7. The following changes have been made to the revised version of COFOG
contained in Room Document No. 2:

First, R & D is shown as a separate Group in each of the 15 Divisions of
the classification, except in Division 14, Expenditures Not Classified
by Major Group.  R & D is the penultimate group in the other 14
Divisions.

Second, basic research is not distinguished from applied research and
experimental development.  All three activities are combined together in
these new Groups. 

Finally, wherever the present COFOG text explains that outlays on
applied research and experimental development are to be included, inter
alia, in a particular Group or Class, the offending sentence has been
removed.

8. For the moment, both the headings of each new Group and the explanatory
texts are identical throughout.  It is intended to include in the text for each
new Group examples of the kinds of research that are relevant to each function,
but this will be done at a later stage.

9. It should be noted that the 1993 System of National Accounts (1993 SNA)
(3) does not use the same rules for institutional sectoring as the Frascati
Manual.  In Frascati statistics, all universities are allocated to a single
institutional sector;  in the 1993 SNA those mainly financed and controlled by
government are included in general government.  Thus even though identical
definitions are used for R & D, outlays on R & D by general government will not
be the same in the two systems.

Enviornment

10. In the present COFOG, the only mention of government outlays for
environmental protection are in the Group 07.3, Sanitary affairs and services
including pollution abatement and control.  This Group has three Classes:

07.31 Refuse collection and disposal operations, sewage system
operation, street cleaning;

07.32 Pollution abatement and control affairs;

07.33 Sanitary affairs and services and pollution abatement and control
n.e.c.
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11. Group 07.3 has been removed from Division 07 and renumbered as
Division 15.  A new Group for R & D has been added.  (This new Division fits
better into the classification as Division 07 or 08.  It is shown as Division
15 only to avoid too much renumbering at this stage.)

Collective and Individual Services 

12. The 1993 SNA (paragraph 9.87) says that:

"By convention, all government final consumption expenditures under each
of the following headings should be treated as expenditures on
individual services except for expenditures on general administration,
regulation, research, etc.

04  Education
05  Health
06  Social Security and Welfare
08.01  Sport and Recreation
08.02  Culture

In addition, expenditures under the following sub-headings should also
be treated as individual when they are important:

07.11  part of the provision of housing
07.31  part of the collection of household refuse
12.12  part of the operation of the transport system."

13. For Education (04), Health  (05), and Social Security and Welfare  (06),
text has been added at the beginning of each Division explaining the
distinction between individual and collective services.  In Division 04 the
following text has been added (similar wording is used for each of the other
two Divisions):

"Government expenditures on education services include expenditures of a
collective nature as well as services provided to individual pupils and
students (individual services).  All individual services are allocated
to groups 04.1 through 04.5;  collective services are assigned to groups
04.6 and 04.7.  Collective educational services are concerned with
matters such as the formulation and administration of government policy,
the setting and enforcement of standards, the regulation, licensing and
supervision of educational establishments and research and development
into education affairs and services.  It should, however, be noted that
overhead expenses connected with the administration or functioning of a
group of schools, colleges, etc. are considered to be individual
expenditures and are classified to groups 04.1 through 04.5 as
appropriate." 

14. The result is that in each of these three Divisions, collective services
are confined to the last two Groups of the Division, namely:  the Research and
Development Group and the final "not elsewhere classified" Group. 
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15. Text similar to that in paragraph 13 is also added at the beginning of
Division 08, Recreational, Cultural and Religious Affairs and Services .  In
this case, however, only the first two Groups, which deal with sports and
recreation and with culture, are considered to consist of individual services.

16. As regards Division 07, Housing and Community Amenity Affairs and
Services , Group 07.11 of the present COFOG has been divided into two Groups:

07.11 Housing affairs and services provided on an individual basis;

07.12 Housing Affairs and Services, n.e.c.

and the text of the present Group 07.11 has been divided between these two new
Groups as appropriate.

17. In the present COFOG the collection of household refuse  is included in
Group 07.31 Refuse collection and disposal operations, sewage system operation,
street cleaning.  This has now been split into two Groups: 

15.11 Refuse collection and disposal operations, sewage systems for
households;

15.12 Collection and disposal operations, sewage system operation,
street-cleaning n.e.c.

18. The 1993 SNA envisaged that some part of the operation of transport
system  covered in COFOG Class 12.12 should also be allocated to individual
expenditure.  The text of this Class mentions "units operating non-enterprise
road transport systems".  This would cover services such as local bus transport
run by municipalities or rural councils.  If these units are not classified as
public non-financial corporations and if fares paid do not cover total costs,
the difference would be treated as individual consumption expenditure.
However, no attempt has been made to identify individual consumption
expenditures in this Group for two reasons:

First, it is likely that cases of the kind envisaged above will be rare
and, when they occur, quantitatively unimportant;

Second, government may also provide rail and boat services as well as
road transport, but these are not mentioned in the 1993 SNA.

Participants are invited to give their views as to whether it is worthwhile
separating out individual expenditures in Class 12.12 and, if so, whether a
similar separation should be made for other forms of transport.

19. To summarise, individual expenditure in the revised version of COFOG
contained in Room Document No. 2 consists of the sum of:

Division 04 Education Affairs and Services minus  Classes 04.60 and
04.70;

Division 05 Health Affairs and Services minus  Classes 05.50 and 05.60;
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Division 06 Social Security and Welfare Affairs and Services
minus Classes 06.30 and 06.40;

Class 07.11 Housing affairs and services provided on an individual
basis;

Classes 08.11 Sporting and recreational affairs and services and 08.12
Cultural affairs and services;

Class 15.11 Refuse collection and disposal operations, sewage systems
for households.

Other Proposals for Changes

20. The changes outlined above are deliberately modest.  They are designed
to minimise breaks with historical COFOG statistics while meeting the three
objectives outlined in paragraph 1 above.  Some of the proposals contained in
this section would involve a more fundamental review of the classification.

A. Structure of the Classification

21. Divisions 11, 12 and 13 should be re-arranged into four new Divisions
along the following broad lines:

Transport (without communications);

Communications (including information technology);

Activities for Industry and Commercial Services not elsewhere covered
(including financial services, services for the economy in general and
international trade)

"Economic" Services Directed at Individuals - in their capacity as
consumers, employees, citizens or residents (labour market, safety at
work, consumer protection, registration, elections) - not covered
elsewhere. 

22. The proposed new Division, Activities for Industry and Commercial
Services , could be structured as follows:

  Activity-specific services:

-- mining/mineral resources,
-- manufacturing (other than information technology)/construction,
-- tourism/hotel and restaurants,
-- distributive trade and other commercial services (excluding financial

services),
-- banking/stock exchange/investment funds (notably supervision),
-- commercial insurance and pension funds (notably supervision).
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General services:

-- promotion of international trade;  international co-operation for
trade-related issues,

-- other general economic and commercial services (present Class 13.40
minus international trade and minus weather forecasting, etc., plus
overall planning).

23. The proposed new Division, "Economic" Services Directed at Individuals ,
could be broken down as follows:

Labour market issues:

-- general labour affairs and services (present Class 13.50 except for
statistics),

-- health and safety at work.

Consumer protection:

-- safety of products (including food),
-- other consumer protection. 

Other general services for citizen/residents:

-- registration of persons (including births/deaths, etc.);  delivery of
passports, identity cards, residence permits for foreigners, etc.,

-- organisation of elections,
-- data protection and ombudsmen.

24. The contents and breakdown of the new Division Environment Protection
Affairs and Services , (provisionally numbered 15) should be restructured to
conform with the Classification of Environmental Protection Activities (CEPA)
of the European Union which is also used in the OECD Pollution Abatement and
Control Expenditure Framework.  This will give the following Groups:

15.10 Waste management

15.20 Waste water management and protection of soil and ground water

15.30 Protection of ambient air and climate

15.40 Noise (and vibration) abatement

15.50 Protection of biodiversity and landscape (nature protection)

15.60 Environmental protection activities n.e.c.

The CEPA text should be used to explain the detailed contents of each Group.
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B. Detailed Suggestions 

25. There follow a number of suggestions for detailed changes to the
classification:

01.12 This Class lumps together three items which are rather distinct
and, which, in view of the growing importance of the elements,
should be separated as follows:

-- fiscal affairs administration (collection of taxes);
-- management of public funds, public property and public debt,

including administration of general privatisation programmes
(interest paid on public debt and underwriting charges could
also be classified here rather than in Division 14);

-- general financial services internal to the government
(budgeting, accounting, auditing) could be merged with 1.33.

01.13 At present, regular contributions to international organisations,
which are not to be classified under economic aid, are included
here.  Serious consideration should be given to classifying these
outlays with the main purpose of the organisation, for example,
WHO with health, OECD with economics etc.  Contributions to
multipurpose organisations like UN or EU, could go in a new Class
in Division 14.

Expenditure in connection with promoting international trade
(such as export credit schemes) should be in Division 13 rather
than here.

01.21 The title of this Class, "Economic Aid to Developing Countries"
should be changed to "Economic Aid to Aid Recipients".  The text
could be updated and clarified as follows:

"Offices, bureaux and other units administering economic
co-operation with developing countries and countries in
transition on Parts I and II respectively of the DAC List of
Aid Recipients.  Economic aid missions accredited to the
governments of aid recipients.  Grants in aid in cash or in
kind.  Acquisition of equity interests in ventures in aid
recipient countries.  Loans extended at concessional terms,
recorded as official development assistance or official aid.
Loans extended at non-concessional terms.  Subsidies to private
sector lenders or investors to soften the terms at which they
provide financial resources to aid recipient countries.
Provision of or support for technical assistance and training
including fellowships and scholarships.  Classified in class
01.22 are contributions to economic development funds
administered by international or regional organisations.
Military aid is classified to class 02.20."
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01.32 Overall planning of the economy belongs to Division 13.  

Statistics should not be linked to overall planning. It should be
shown as a separate Group and moved away from Group 1.3. since
the other Classes in this Group concern internal services for
government.  

Statistics could be grouped together with other activities where
information is collected, treated, and disseminated both inside
and outside the government, such as meteorological services,
mapping agencies, environmental monitoring, hydrological surveys.
(At present the last of these is classified rather strangely
under 13.40).  Similarly, expenditure for information systems,
the purpose of which is primarily administrative, should remain
allocated to their main administrative function.

On the other hand, references in several places that
sector-related statistical services should be classified in that
sector, should be removed so that, as far as possible, these
sector specific statistical activities are all shown together
with central statistical services.  

01.50 Expenditure for trust territories and non-self governing entities
should be moved to Division 14, if it cannot be broken down by
function.

03.11 Regular registration of foreigners inside the country (residence
permits) should be removed from this Class;  this is not a
"police" issue in most countries.

03.12 Fire protection should be moved to Division 07 and broadened to
cover all protection of human settlements against elementary
damage ("protection civile" in French).

06.12 This Class should be moved to Group 01.3 next to Class 01.31,
General personnel services.

07.12 The classification should group here (either combined or as a
separate Class) most of what is described under Group 11.3,
Construction affairs and services.  Formulation of building
standards, issuing building permits, etc. is so closely linked to
urban/local planning that it is inseparable.  The only thing left
in 11.3  would be the surveillance of the construction industry
as such, which may not be enough to justify a separate Class.

07.20 In ISIC and NACE, water supply is in the same Division as energy.

07.30 Street lighting does not deserve a category of its own.

10.20 The text should explain which activities concerning forests are
to be included under environment rather than forestry.
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11.20 This Class should be merged with what is left from 11.30.
Consumer protection should be separated and moved elsewhere.

12.12 Public road transport should be separated from road maintenance
and broadened to include urban public transport, whether by road
or by rail.

12.22 Public water transport should be separated from the rest.

12.32 Should not include urban rail transport or tramways.

12.50 Pipeline transport should be separated from other transport and
moved to energy.  The other transport should include a reference
to combined transport.

Discussion Points

26. Comments are invited from both users and compilers of COFOG statistics
on all aspects of the classification and not only on the specific proposals
contained in this note.  Views of participants are sought in particular on the
following points:

-- Is it feasible to identify R & D in all Divisions? (paragraph 7)

-- Is it feasible to allocate basic research to Divisions? (paragraph 7)

-- In view of the difference in sectoring between Frascati and SNA, is
it useful to identify R & D in all COFOG Divisions?  (paragraph 9)

-- Government consumption expenditure on Social Security (Group 06.1)
consists almost exclusively of wages and salaries of government staff
engaged in making transfer payments to households.  Is it really
appropriate to treat such expenditures as individual? (paragraph 12)

-- Are there any expenditures in the areas of road, rail and water
transport which should be treated as individual? (paragraph 18)

-- Should further structural changes be made as proposed in paragraphs
20 through 23?

-- What kind of information should be included in the Introduction to
COFOG?
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