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and Summary of Comments received from Governments 

(Report by the Secretary-General) 

1 . At its tenth session, the Statistical Commission took note of the 

compl etion of A Manual for Economic and Functional Classification of 

Government Transactions (ST/ECA/49), requested the Secretary-General to draw 

the document to the attention of the statistical offices of Member States and 

to submit a progress report on cl as:;ification of government accounts to tbe 

Commission at its e l eventh session, together with a summary 0f the comments 

received from governments and interested regional and international 

organizations . 

2. In accordance with the resolution 486D (XVI) adopted by the Economic 

and Social Council at its sixteenth session and in response t o the request 

of the Commission at its ninth and tenth sessions, the Ma.nual was circulated 

to the national statistical services and national fiscal au·t;horities as ''ell 

as t o interested regional and international organizations for their 

information, observations and comments . A summary of the comments r ecej.ved 

is included under part B of the paper. 

A. Progress Report 

3. Subsequent to the meeting of the Statistical Commission in April 19)'0, 

the French and Spanish editions of the Manual were publ i shed . Another 

opportunity to test the applicability of the classification schemes of the 
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!•:2.~1:. presentee. itself at the Budget :-Torksho:p for South America which was 

held in Santiago from 26 ~ay to 6 June 1959 . The Workshop expressed the view 

that the Ham1al contained the information required for the gradual development 

of' classification of governrnent transactions according to economic and functional 

cat:~gories, Such ;:lassificatiGns •N'ere considered indispensable for the 

formulat ion of e conom:lc a,nd nscal policies of governments. The report adopted 

at the ~!orkshop "Semina:cio de Clasificaci6n y Administraci6n Presupuestarias en 

Sudamerica11 (ST/TAO/SER.C/39) has been issued in Spanish in December 1959· An 

English edit.ion i s under preparation . 

4. The discussions at the South American Workshop as well as at preceding 

vrorkshops in<U1.:e.ted that economic: and. functional classifications of government 

tn:msaci;ions ;,~(.rL1lCl. have to reflect the institutional framework of a given 

country t o be o:f u_s~::- towarcl determining :Lts fiscal policy. The United Nations 

document 11Re clai:\S~.fication of Government Expenditures and Receipts in Selected 

Co~t£1~s." ( ST/EGA/52) published in English in August 1958 and in Spanish in 

October 19513 s hO'N'S ho1-r the basic concepts ot' classihcation :presented in the 

~~~~ bave already been adopted in a number of countries but wi th a considerable 

finding practicable solutions to problems of classification. 

5. At the regiom~.l budget workshop held in September 1957 in Bangkok, it was 

reporting of budgetary data on a regional. basis . It was realized, however, that 

::;u ch a :reporting syst;em woul•l b.ave to be rather simple to be of practical use 

for data collectien. A draft public finance questionnaire was prepared i n 

1959 by the Secretariat of the Economic Commission for Asia and the Far East 

in collaborat~.on with the Fiscal and Financj_al Branch of the Department of 

Economic and Social .Affairs at Headquarters. i.Jhile the questionnaire is 

essentially based on the cla,ssification schemes developed in the Manual, it 

sil:ilplifies them in several important respects. Emphasis is :put on a 

consolidated statement covering the whole cent ral government sector. The 

completion of tbe numerous subsidiary accounts which form :part of the manual 

cl assification schemes is not required. The most important deviation from 
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the Manual is probably 1.rith regard t o the trea tment of general go ve rnment 

t r ansactions . Here the draft questi onnaire doe s not require impt'ta:t.~:-J r : ,~ c-!' 

i tems not recorded in the gove:rnment accounts . Other simplif ica tions r efe:- to 

the basis of reporting transactions, t he treatment of own-a ccount :pr0c"l-uc t1on 

of capital goods, the treatment of contributions t o gove r r..ment e:::;l:p::._ ,_. .,.,::~:: < 3-'e.n:::~ i:•r. 

funds etc . The draft questionnaire has been circulated to goverllmt:E t~ vf.' i_.he 

region for their comments and suggestions. 

6. The third regional budget workshop is scheduled to be h~ld ::n Ea.r:gh:~-r-:arc: 1. ::! 

in August/September 1960. The major emphasis there will 1)e en :probl~rn :; of 

budget management, particularly on programme and :perf ormance budgeting, but t he 

wor kshop will a l so discuss the progress made by the governments of t tie region 

in the field of budget reclassification and will have before i.t the dr a.:i't 

public finance questionnaire together with the comments receive d frc~ ~he 

governments . 

7. It is further expected tbat a budget workshop rrill be he ld ia -:_90 1. fo t· '~h~ 

countries of Africa which 1-1ill discuss reclassification of government 

transactions on the basis of economic and functional criteria a s well a c 

programme and performance budgeting . 

8 . Considerable work in budget rec::..assification has been un(ier: t e.} .. e r, lr~ !.'<-:cent 

years in a number of countries; the Manual ·and the Regional :i3udget :!o:k::;h:.;p s 

were a contributing factor in this development . This reclassificatior. wor k has 

resulted in a significant improvement in the repor ting of government 

transactions . In Asia for i nstance the Government of India is now· submitting 

at the budget time to the Legislature an "Economt c Classification of t he 

Budget" . Similar classifications were prepared by the ~finistries of Fin~nce 

of Burma and Japan, the Budget Directorate of Viet-Nam and the Central Banks of 

Ceylon and of the Republ i c of Korea . In Austria the hudget a s well a s t be 

closed accounts contain an e conomic- f unctional cross cl assifi cation of 

government transactions. The Nethe rlands' memorandum on States' financ~s and 

the Finnish economic survey are further examples of this type of present -ation 

of budgetary data . Italy provides similar information in t he j oi nt sr~ual 

economic survey of the Ministries of the Budget and t he Trea sury , The 1·ecent 

! I •. , 1 
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E"rench budget reform has resul ted in a new budgetary presentation vhich gives 

e qual emphEiais to e conomic as vTell as to functional criteria. In Latin America 

e:!.gnificant prog:r·e~s bas been made in Chile, Colombia, Ecuador, Honduras and 

Venezuela. On the be.sls of these improvements i t has been possible to revise 

a nw;;be•~ of tt~ •:ou~11:r-y t ablt:>s i ncluded in the public finance chapter of the 

United. !IJati om' Stati8t.ical Year.·book . Bee;inning with the 1958 edition, an 

er~onomic c:L:::.s.sifi cst:i.on supplemented by a functi onal cl assification of 

f!;OVeYr!InE'~lt 0xp~ndi tu:!'F.:S is sho~m. Tabl e s based on the new classification ar e 

r"o•r shoHr: for Gha.1a, Honduras , Chile, Ecuador, Venezuela, Ceylon, India (Central 

Go\'eX'l"'..mer~t.); R<?public of Korea, Austria, Fin land, Fr ance, I taly, Netherlands, 

Nonray, Sl.feden alld i\e,·r Zealand . As further improvements in this f ield are made, 

:.t :l.s expected. that an increasing number of country tables can be presented 

IL S1.!lli-:u~ry of Comments on 11A f\1.anual for Economic and Functional Classificati on 
oi Gcv:Crn:ment-':fra.nsa.e tions " 

9. Repl:i es from t'ifteen governments have thus far been received commenting 

on ~~ !•i;.n~;"ll fO.l' ~~~1c and Functional Classificat ion of Government Transact i ons . 

transc.. ct·Lc:c.:~ 2.cco:rd.ing to economic and functi onal criter ia a re highly desir able 

f or :pu . .rr~ose s of· formulation of economic a nd fiscal policies . I n a number of 

- .ill.<::.,.,. ~o::.~:~:i.i.'=~, n::it:::I·~::w.:!:! was mecie "to ,;oe worK accompLished or in progress i n 

supplementing conventional budget :presentations Hi. th economic and functional 

classi fications prepared along the lines developed in the Manual. 

10. Various comments were concerned with the practical difficulties of 

providing the information in the classification system presented in the ~Anual, 

particular l y with regard to the rather detai led economi c classification, the 

number of subsidiary accounts covering trading and non-t r ading activities of 

the government, the use of imputations etc. In t h is connexi on , it may be noted 

that i t was not the expectation t hat countries would be in a position to 

impl ement complet ely all aspects of the clas sification schemes presented i n 

the ~anual, This is bor ne ou t by the results of the work on reclassificat i on of 

government tl·e.nsactions undertaken in r ecent years in a number of countri es . 

I · .. 
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They confirm general agreement on underlying pri nciples but also show wide 

variat i ons in the scope of activities covered, the treatment of public 

enterprise activities and the methods of presentation adopted. 

11 . A number of t he comments indicated that the Manual is frequently consi dered 

as a new international standard of reporting in the field of public finance . 

It may be noted that the primary purpose of the Manual is to assist governments 

i n prepari ng economic and functional classifications of government transactions 

as a supplement to t he information contained in the conventional budget 

documents and t hat it should not be considered as a new standard classification . 

Differences with S.N.A. and scope of government sect or 

12 . Comments were also received which pointed out the differences in concepts, 

definitions and in the system of accounts presented i n the Vanual as compared 

with those given in the United ·Nations "A System of National Accounts and 

Supporting Tables" . Reference was made to t he definition of the government 

sector in the Manual which embraces trading and production activities of the 

government as well as activities of a general government na ture. This appeared 

to be in conf lict with the treatment of the government sector in many of the 

existing systems of national accounti ng as well as in S .N.A. where the 

transactions of government enterprises are allocated to the enterpri se sector .!/ 

13. Si nce the Manual presents an economic class ification scheme (Table 16) which 

is equally applicable to trading and production activities and to gene~al 

! / In reali ty there is no such conflict . The ~anual does not purport to 
deal with government as a national account ing sector . Its main object 
is to facilitate the task of the government administrator and l egislator 
i n analysing the economic impact of the government transactions on the 
economy. I n many countries, government budgets cover enterpr i se activities 
and transactions in financial assets and l iabil i ties as well as transactions 
of a genera l government nature . Classification schemes as presented in the 
~anual therefore cover the whole field of government activitie s . The 
Manual also serves the useful function of providi ng building blocks for 
t he construction of Account 5 (General Government) of SNA as well as t he 
data required for some of the supplementary t ables, in par ticul ar Table IX -
General Government Revenue and Expenditure . 

I . .. 
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governmf:'nt acti v:L ties, it was assumed in some of the replies that the gross 

t;-oensa.ctions of general government agencies were to be consolidated vith the 

gr oss transactions of government enterprises.g/ 

111. . One :ro::ply made reference to the countries where stat e enterprises represent 

tte dominan-t~ part of the economy and. t o many other countries where state 

enterpr ises ~epresent a considerable share of their productive facilities. In 

these countr i es , it would not be practicable to i nc lude within t he scope of the 

government sect or government enterprise activities since this would result in 

the inclusi on of the greatest part of the economy in the government sector. In 

another repl y, the advantages of a narrower definition of the government sector 

were pointed out since the extent to which governments are engaged in production 

and trading activities varies from country to country. Internat ional comparisons 

wculd therefore best be limited to general government activities. 

15. Some of the repli es stressed the importance of independent public 

institutiona which are outside of the government sector proper. One reply 

suggest ed the prepar ation of additiona l statements covering the most important 

aspects of the activities of i ndependent public enterprises; independent public 

institutions pl aying an important rol e i n certain fields such as education and 

public healt h should s imilarly be covered. 

~~~u ior ~ simpiirien econom~c cLass1r1cat1on 

16. Some of the communications indicated that the economic classification of 

the Manual was considered too highly r efined and t o have been drafted without 

full consideration of the feasibility and of the cost of carrying out some of 

the refineme~ts. In several of the replies, reference was made to toe more 

immediate need of. countries with less developed statistical prog~ammes for a 

considerably simpler system, not involving imputed or constructed items not 

However, such a consolidation is not provided for in the Manual. In 
the consolidated current account ( Table 22a) only the net trading 
pr ofits resulting from the current transactions of government 
enterprises are included. In the consolidated capital account (Table 22b) 1 
net fixed capital formation of trading enterprises and of general 
government agencies are shown under separate beadings. 

I . .. 
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directl y derivable from official accounts. In one reply it wa s suggeRt.P\'t ·~. hat., 

in recogni tion of the wide variety betvreen countries in st at.i .>ti,;6;l cesoux(:~S 

and experience, schemes of varying compl exity should be prepa r ed from which 

each country could make its choice. 

Emphasis on central government transactions 

17. One reply from a country wi th a federal system of government and whose 

provincial and local expenditures are financed by shared taxes w:i.th government 

authorities at these levels considered it doubt ful whether it is poss ible by 

a "suitable analys i s of central goverfi.J:lent transactions t c fo rm an appr,.:>ximate 

pi cture of the activities of all government bodies'', 

The basis of recording transactions 

18. One country did not favour , for practical r easons, the r ecording o~ an 

accrual basis of transactions of general government agencies since ir~ most 

instances these accounts are kept on a cash basis . Another reply !'efe r red to 

the reporting basis of receipts f r om taxes. In most budget accounts, r~0eipts 

from taxes are shown on a cash basis but sometimes t hes e payments r e fer- to taxes 

assessed on i ncomes earned one or two years earlier. Var ious possib:i.J.i ties for 

solving this pr oblem were pointed out. 

Imputations 

19 . Several countries questioned the advisabi lity of introduci ng in th':! ect)nomic 

cl a ssi ficat i on i mp•.1ted or calculated H ems, particularly when appli eo. t :: the 

activities of general government agencies. Reference was made in this c:onnaxion 

t o the provisi on for depreciation of fixed capital owned, the imputed cost 

of capital ownedJ the value of goods and services pr ovided free t y one government 

agency t o another, the accruing government liabilit i es in r espect of pens i ons: 

the calculat i on of the net change in working ~tocks. Three countries corr.mented 

that such imputations cannot easily be introduced in a system of account s 

covering general goverument activities and one r eply stated that the imputat i on 

of the yield on capital owned by the govern.'lient was premature i n t he Heht of 

the present state of theoretical insight and the nature of the data available. 

I 
i . .. "' 
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Co~nt_s o~ other _Jtems of the economic classification 

20 . Two countries quest i oned the exclusion f rom capital f ormation of office 

buildings and office equipment serving military purposes . One r eply pointed 

to the diffi culties of segregating expenditure on new capital formation from 

p .-r cbases of -exi sting assets and other corr.ments found the treatment of pension 

cont rihu·cion for government employees too complex. One country bad reservati ons 

on the proposal to classify the current surplus or losses of government enterprises 

into profits proper, indirect taxes , or subsidies, partly because of gaps i n 

the primar y data but chiefly because of lack of objective criteria for doing so . 

I n one reply, the different nature between regulatory charges and other sales 

and non- regulatory charges vas emphasized. In the ttanual, both regulatory and 

non-regulatory charges ar~ deducted from gross current expenditure on goods and 

serYices to arrive at net curr ent expenditure . 

21. One repl y r eferred to the inclusion of transfers in kind to the income 

account of households since in S.N.A. the pur chases of such goods and services 

should be introduced as an expenditure of the sector vhich has initiative in 

determining the level of this kind of expenditure.L/ Other comments suggested 

supplementary accounts for transactions in financial claims in whi ch l ong-ter m 

borro·wings should be shown on a gross basi s. 

Functional classification ------- ---
22. Several countries questioned the usefulness of broad functional groupings 

such as general services , community services, social services and economic 

serv:f.ces. The disadvantage of such broad groupings is that they are usual ly 

not clearly definable and that they often combine matters which do not have 

much in common. Specifically the division of transportation services among 

·· community services (roads and railways) and economic services (ports and harbours) 

·. was questioned as well as the general usefulness of the category entitled 

"community services" . In this connexion, reference may be made to the reports of 

2/ In the revised (1959) edition of S. N.A. this treatment bas been altered 
to the effect that purchases should be entered as an expendi ture of the 
sector (government or households) which actually makes the purchase. 

; ... 
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the second budget workshop in the ECAFE region held in 1957 and of the 

South American budget workshop held in 1959 where it was suggested to abolish 

the category ncomm.unity servicesn and to include 11roads and waterways 11 together 

with other transportation services under "economic servicesn. It was further 

suggested to distribute the functions included under "other services" of 

ncomm.unity services" between 11general services 11 and "social services". One 

reply suggested that a functional classification should be a fairly :rre.t;catic 

scheme which cannot be developed with a rigorous logic like that applied to 

the economic classification and should allow for variations in accordance with 

the relative importance these specific activities have in each country. In 

one reply, preference was expressed for the inclusion of all administrative 

overhead expenses under the heading of "general administration" instead of 

classifying admin~strative overheads under the various functions to which they 

relate, e.g., education, public health etc. 

Possible recommendations for future action 

23. The Commission may wish to recommend: 

1. That the ~anual for Economic and Functional Classification of 

Government Transactions should be considered as a standard vork of 

reference for guiding future reclassification work in member countries. 

At the same time it may draw attention to the fact that the classification 

schemes and the pattern of accounts presented in the ~anual should in 

no way be considered normative but be applied with a considerable degree 

of flexibility taking into account the specific needs of each country. 

It may wish to request the Secretary-General to circulate to the national 

statistical services the summary of the comments received from member 

countries together with the summary records of the present session of 

the Commission. It may further wish to refer in this connexion to the 

document "Reclassification of Government Expenditures and Receipts in 

Selected Countries" in which the experiences of a number of countries in 

applying economic and functional classifications of government accounts 

have been summarized. 

I . .. 
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2 . That the Secretary- General develop some si mplified schemes of 

economic and functional classification of government transactions, with 

emphasis on t he part i cular requirement s of the economically less 

developed countries . 

3 · That the SecretarJ-General submit to the twelfth session of the 

Statistical Commission a progress report on this subject . 




