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4.117 Government units are unique kinds of legal entities established by political processes that
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have legislative, judicial or executive authority over other institutional units within a given area.
Viewed as institutional units, the principal 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. [...]

.127 The general government sector consists of the following groups of resident institutional

units:

a. All units of central, state or local government (as described immediately below);

b. All non-market NPIs that are controlled by government units.

The sector also includes social security funds, either as separate institutional units or as part of
any or all of central, state or local government. The sector does not include public corporations,
even when all the equity of such corporations is owned by government units. Nor does it include
quasi-corporations that are owned and controlled by government units. However, unincorporated
enterprises owned by government units that are not quasi-corporations remain integral parts of

those units and, therefore, must be included in the general government sector.

.92 Control of an NPI is defined as the ability to determine the general policy or programme of

the NPI. [...] To determine if an NPI is controlled by the government, the following five indicators

of control should be considered:

a. The appointment of officers. The government may have the right to appoint the officers

managing the NPI either under the NPI’s constitution, its articles of association or other

enabling instrument.
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b. Other provisions of enabling instrument. The enabling instrument may contain provisions

other than the appointment of officers that effectively allow the government to determine
significant aspects of the general policy or programme of the NPI. For example, the enabling
instrument may specify or limit the functions, objectives and other operating aspects of the
NPI, thus making the issue of managerial appointments less critical or even irrelevant. The
enabling instrument may also give the government the right to remove key personnel or veto
proposed appointments, require prior approval of budgets or financial arrangements by the
government, or prevent the NPI from changing its constitution, dissolving itself, or
terminating its relationship with government without government approval.

c. Contractual agreements. The existence of a contractual agreement between a government and

an NPI may allow the government to determine key aspects of the NPI’s general policy or
programme. As long as the NPI is ultimately able to determine its policy or programme to a
significant extent, such as by being able to renege on the contractual agreement and accept the
consequences, by being able to change its constitution or dissolve itself without requiring
government approval other than that required under the general regulations, then it would
not be considered controlled by government.

d. Degree of financing. An NPI that is mainly financed by government may be controlled by that

government. Generally, if the NPI remains able to determine its policy or programme to a
significant extent along the lines mentioned in the previous indicator, then it would not be
considered controlled by government.

e. Risk exposure. If a government openly allows itself to be exposed to all, or a large proportion
of, the financial risks associated with an NPI’s activities, then the arrangement constitutes

control. The criteria are the same as in the previous two indicators.

A single indicator could be sufficient to establish control in some cases, but in other cases, a
number of separate indicators may collectively indicate control. A decision based on the totality

of all indicators will necessarily be judgmental in nature.
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4.77 A corporation is a public corporation if a government unit, another public corporation, or

some combination of government units and public corporations controls the entity, where
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control is defined as the ability to determine the general corporate policy of the corporation.

The expression “general corporate policy” as used here is understood in a broad sense to mean
the key financial and operating policies relating to the corporation’s strategic objectives as a

market producer.

4.80 Because the arrangements for the control of corporations can vary considerably, it is

neither desirable nor feasible to prescribe a definitive list of factors to be taken into account.

The following eight indicators, however, will normally be the most important and likely factors

to consider:

a. Ownership of the majority of the voting interest. Owning a majority of shares will normally
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constitute control when decisions are made on a one-share one vote basis. The shares may be
held directly or indirectly, and the shares owned by all other public entities should be
aggregated. If decisions are not made on a one-share one-vote basis, the classification should
be based on whether the shares owned by other public entities provide a majority voice.

b. Control of the board or other governing body. The ability to appoint or remove a majority of
the board or other governing body as a result of existing legislation, regulation, contractual,
or other arrangements will likely constitute control. Even the right to veto proposed
appointments can be seen as a form of control if it influences the choices that can be made. If
another body is responsible for appointing the directors, it is necessary to examine its
composition for public influence. If a government appoints the first set of directors but does
not control the appointment of replacement directors, the body would then be part of the
public sector until the initial appointments had expired.

c. Control of the appointment and removal of key personnel If control of the board or other
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governing body is weak, the appointment of key executives, such as the chief executive,
chairperson and finance director, may be decisive. Non-executive directors may also be
relevant if they sit on key committees such as the remuneration committee determining the
pay of senior staff.

d. Control of key committees of the entity. Subcommittees of the board or other governing body
could determine the key operating and financial policies of the entity. Majority public sector
membership on these sub-committees could constitute control. Such membership can be
established under the constitution or other enabling instrument of the corporation.

e. Golden shares and options. A government may own a “golden share,” particularly in a

corporation that has been privatized. In some cases, this share gives the government some
residual rights to protect the interests of the public by, for example, preventing the company
selling off some categories of assets or appointing a special director who has strong powers
in certain circumstances. A golden share is not of itself indicative of control. If, however, the
powers covered by the golden share do confer on the government the ability to determine the
general corporate policy of the entity in particular circumstances and those circumstances
currently existed, then the entity should be in the public sector from the date in question.
The existence of a share purchase option available to a government unit or a public
corporation in certain circumstances may also be similar in concept to the golden share
arrangement discussed above. It is necessary to consider whether, if the circumstance in
which the option may be exercised exists, the volume of shares that may be purchased under
the option and the consequences of such exercise means that the government has “the ability
to determine the general corporate policy of the entity” by exercising that option. An entity’s
status in general should be based on the government’s existing ability to determine
corporate policy exercised under normal conditions rather than in exceptional economic or

other circumstances such as wars, civil disorders or natural disasters.

f. Regulation and control. The borderline between regulation that applies to all entities within

a class or industry group and the control of an individual corporation can be difficult to
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judge. There are many examples of government involvement through regulation,
particularly in areas such as monopolies and privatized utilities. It is possible for regulatory
involvement to exist in important areas, such as in price setting, without the entity ceding
control of its general corporate policy. Choosing to enter into or continue to operate in a
highly regulated environment suggests that the entity is not subject to control. When
regulation is so tight as to effectively dictate how the entity performs its business, then it
could be a form of control. If an entity retains unilateral discretion as to whether it will take
funding from, interact commercially with, or otherwise deal with a public sector entity, the
entity has the ultimate ability to determine its own corporate policy and is not controlled by
the public sector entity.

g. Control by a dominant customer. If all of the sales of a corporation are to a single public

sector customer or a group of public sector customers, there is clear scope for dominant
influence. The presence of a minority private sector customer usually implies an element of
independent decision-making by the corporation so that the entity would not be considered
controlled. In general, if there is clear evidence that the corporation could not choose to deal
with non-public sector clients because of the public sector influence, then public control is
implied.

h. Control attached to borrowing from the government. Lenders often impose controls as

conditions of making loans. If the government imposed controls through lending or issuing
guarantees that are more than would be typical when a healthy private sector entity
borrows from a bank, control may be indicated. Similarly, control may be implied if only the

government was prepared to lend.

Although a single indicator could be sufficient to establish control, in other cases, a number of
separate indicators may collectively indicate control. A decision based on the totality of all
indicators must necessarily be judgmental in nature but clearly similar judgements must be

made in similar cases.
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22.28 To be considered as a market producer, a unit must provide all or

most of its output to others at prices that are economically significant.
Economically significant prices are prices that have a significant effect on
the amounts that producers are willing to supply and on the amounts

purchasers wish to buy. These prices normally result when:

a. The producer has an incentive to adjust supply either with the goal of
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making a profit in the long run or, at a minimum, covering capital and

other costs; and

b. Consumers have the freedom to purchase or not purchase and make the
choice on the basis of the prices charged.
(%) TE S A9 manual on government deficit and debt] IZHIT5EE
5.2. The 50% rule

In the ESA95, the concept of economically significant prices 1is

22.29  These conditions usually mean that prices are economically
significant if sales cover the majority of the producer’s costs and consumers
implemented on the basis of a 50% criterion: are more than 50% of are free to choose whether to buy and how much to buy on the basis of the

production costs covered by sales? prices charged. Although there is no prescriptive numerical relationship

between the value of output (excluding both taxes and subsidies on

In distinguishing market and other non-market producers by means of ]
products) and the production costs, one would normally expect the value of

the 50% criterion, “sales” and “production costs” are defined as follows: ] .
goods and services sold (the sales) to average at least half of the production

a) “sales” cover the sales excluding taxes on products but including all ] ] .
costs over a sustained multi-year period.

payments made by general government or the Institutions of the

European Union and granted to any kind of producer in this type of ) ) ) ) )
22.33 The question arises whether units supplying goods and services to
activity, i.e. all payments linked to the volume or value of output are
] o government should be treated as market or nonmarket producers. The
included, but payments to cover an overall deficit are excluded. ) o ) ] o
essential question is whether the unit provides the goods and services in

b) “production costs” are the sum of intermediate consumption, o ] ] ] o
competition with private producers and the choice of supplier is based on

compensation of employees, consumption of fixed capital and other ] o o ]
price. This is true whether the supplier is the only supplier and whether
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taxes on production. For this criterion other subsidies on production the government is the only customer of the supplier.

are not deducted. To ensure consistency of the concepts sales and

production costs when applying the 50% criterion, the production | 22. 34 In order to assess whether a producer is a market producer, it is
costs should exclude all costs made for own-account capital necessary to carry out a comparison between the receipts from sales and

formation. the production costs of the products. Sales are measured before any taxes

applicable to the products are added. Sales exclude all payments received

The 50% criterion should be applied by looking over a range of years:

from government unless they would be granted to any producer

only if the criterion holds for several years or holds for the present year

and is expected to hold for the near future, should it be applied strictly.

Minor fluctuations in the size of sales from one year to another do not

necessitate a reclassification of institutional units (and their local

undertaking the same activity. Own account production is not considered

as part of sales in this context.

22.35  Production costs are the sum of intermediate consumption,
KAUs and output). ] ] ] ]
compensation of employees, consumption of fixed capital and [other] taxes
The 50% criterion decides also when a government unit can be treated on production. Further, if the unit is to be treated as a market producer, a
as a quasi-corporation (owned by the government): a quasi-corporation return to capital is included in production costs. Subsidies on production
can be created only if it meets the 50% criterion. are not deducted.
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4.124 Social security schemes are social insurance schemes that

cover the community as a whole or large sections of the

community and are imposed and controlled by government units.
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[...] There is not necessarily a direct link between the amount of the

contribution paid by an individual and the benefits he or she may
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8.77 [..] Social security schemes are schemes imposed, controlled
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and financed by government units for the purpose of providing

social benefits to members of the community as a whole, or of

particular sections of the community. [...] Their receipts consist

mainly of contributions paid by individuals and by employers on
behalf of their employees, but they may also include transfers from
security

other government funds. The payment of social

contributions by, or on behalf of, certain specified individuals, such

as employees, are generally compulsory by law, but some other

individuals may choose to pay voluntarily in order to qualify for the
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receipt of social security benefits.
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.65  Social insurance schemes are schemes in which social

contributions are paid by employees or others, or by employers on
behalf of their employees, in order to secure entitlement to social
insurance benefits, in the current or subsequent periods, for the
employees or other contributors, their dependants or survivors.
They may be organized privately or by government units. Social
insurance benefits may be provided in cash or in kind. They
become payable when certain events occur, or certain
circumstances exist, that may adversely affect the welfare of the
households concerned either by imposing additional demands on

their resources or reducing their incomes. [...]

.66 Social benefits may be payable under social insurance schemes

or social assistance but similar circumstances may be covered

under both.
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8.67 Social benefits may be divided into two main classes; pensions
and all other social benefits, described in the SNA as non-pension

benefits. [...]

8.68 Six kinds of circumstances illustrate when non-pension social
benefits may be payable as follows:

a. The beneficiaries, or their dependants, require medical, dental or
other treatments, or hospital, convalescent or long-term care, as
a result of sickness, injuries, maternity needs, chronic invalidity,
old age, etc. [...]

b. The beneficiaries have to support dependants of various kinds:
spouses, children, elderly relatives, invalids, etc. [...]

c. The beneficiaries suffer a reduction in income as a result of not
being able to work full-time. [...]

d. The beneficiaries suffer a reduction in income because of the
death of the main income earner. [...]

e. The beneficiaries are provided with housing either free or at
prices that are not economically significant or by reimbursing
expenditure made by households;

f. The Dbeneficiaries are provided with allowances to cover
education expenses incurred on behalf of themselves or their
dependants; education services may occasionally be provided in

kind.
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4.98 Financial corporations consist of all resident corporations that are principally

engaged in providing financial services, including insurance and pension funding
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services, to other institutional units. [...]

.101 Financial corporations can be divided into three broad classes namely, financial

intermediaries, financial auxiliaries and other financial corporations. Financial

intermediaries are institutional units that incur liabilities on their own account for the

purpose of acquiring financial assets by engaging in financial transactions on the

market. They include insurance corporations and pension funds. Financial auxiliaries
are institutional units principally engaged in serving financial markets, but do not
take ownership of the financial assets and liabilities they handle. Other financial
corporations are institutional units providing financial services, where most of their

assets or liabilities are not available on open financial markets.

. 111 Financial auxiliaries consist of financial corporations that are principally

engaged 1n activities associated with transactions in financial assets and liabilities or
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with providing the regulatory context for these transactions but in circumstances that
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do not involve the auxiliary taking ownership of the financial assets and liabilities

being transacted.
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4.53 Two quite different types of units exist that are both often referred to as holding

companies. The first is the head office that exercises some aspects of managerial control over

its subsidiaries. These may sometimes have noticeably fewer employees, and more at a

senior level, than its subsidiaries but it is actively engaged in production. These types of

activities are described in ISIC rev 4 in section M class 7010 as follows:

This class includes the overseeing and managing of other units of the company or enterprises
undertaking the strategic or organizational planning and decision making role of the
company or enterprise; exercising operational control and manage the day-to-day operations

of thelr related units.

Such units are allocated to the non-financial corporations sector unless all or most of their

subsidiaries are financial corporations, in which case they are treated by convention as

financial auxiliaries in the financial corporations sector.

.54 The type of unit properly called a holding company is a unit that holds the assets of

subsidiary corporations but does not undertake any management activities. They are

described in ISIC rev 4 in section K class 6420 as follows:

This class includes the activities of holding companies, i.e. units that hold the assets (owning
controlling-levels of equity) of a group of subsidiary corporations and whose principal
activity is owning the group. The holding companies in this class do not provide any other
service to the enterprises in which the equity 1s held, 1.e. they do not administer or manage

other units.

Such units are always allocated to the financial corporations sector and treated as captive

financial institutions even if all the subsidiary corporations are nonfinancial corporations.
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Figure 4.1: lllustrative allocation of units to institutional sectors
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