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Questionnaire on main issues for the revision of ISIC and CPC for 2007

Introduction

The United Nations Statistical Commission has at its sessions in 1999 and 2000 agreed to a timetable and set goals for revising the International Standard Industrial Classification (ISIC) and the Central Product Classification (CPC). Considering the relationship and timetable of revisions for other classifications, it was recommended that updates or revisions of the classifications be carried out in 5 year intervals, specifically an update in 2002 and a revision in 2007. A goal for the ISIC revision for 2007 is to bring about convergence between major existing activity classifications. As this would likely have a major impact on the structure of ISIC, it was agreed to carry out only a limited update in 2002, to avoid two major revisions of the classification in a five year interval. The update was intended to address some immediate needs of data users and producers, such as those relating to the newly evolved Information Sector.

The Expert Group on International Economic and Social Classifications has at its last meeting reviewed the final proposal for the update to the International Standard Industrial Classification (ISIC Rev.3.1) and will recommend that the United Nations Statistical Commission adopt this classification as the new international standard.

At the same time the preparation for the revision of ISIC in 2007 has begun. This questionnaire represents the first step in a world-wide evaluation process to define the scope of the revision to ISIC in 2007.

What is the purpose of this questionnaire?

The preparation of a strategy and a proposal for a future classifications revision requires an assessment of the need for change to the classification. ISIC, CPC or national classifications based on these are used in a large number of countries for a variety of statistics. The changes in the economy since the last revision of ISIC have led to the desire to update the classifications.

To ensure that the classifications remain useful tools for compiling statistics at the national level and for international comparison, input from a variety of users of the classification into the revision process is necessary.

This questionnaire is a first solicitation of proposals, description of problems and general comments on the current version of ISIC that countries and other users wish to be considered in the revision process.

The Technical Subgroup of the Expert Group on International and Social Classifications has discussed an initial list of issues that are deemed important for the revision process and will need investigation and discussion. At this point, this list is only illustrative and does not attempt to be exclusive. It can only serve as a guideline for input from countries into the revision process.

This questionnaire has been divided into three sections, dealing with:

1. Conceptual and structural issues;

2. Cross-cutting issues;

3. Boundary definition and detail issues. 

This distinction has been made for structural reasons only and should not preclude other categories of problems or proposals. Problems may cut across these areas and can be listed in any of these categories or separately.

What should you do with this questionnaire?

The responses to this questionnaire will serve as the basis for the discussions on purpose and scope of the ISIC revision in 2007. Your input is therefore extremely important.

This questionnaire should be discussed with a wide range of users of the classification in your office or in your country. This can include classifications experts as well as producers of statistics using ISIC.

The responses should address, whereever applicable:

1. opinions on the issues raised in the questionnaire;

2. additional issues in each of the three sections outlined below;

3. listings of new activities that are not covered in the current version of ISIC

Your response to this questionnaire should be sent to the United Nations Statistics Division by 1 October 2001 to allow for inclusion in the list of working issues for the 2007 revision of ISIC.

While the main focus of the questionnaire is on ISIC, your feedback will also be useful in the revision of the CPC. Any additional comments that you might have regarding the revision of the CPC will also be welcomed.  

Issues related to ISIC

A. Conceptual and structural issues

1. ISIC is a classification of economic activities, which are grouped together into categories from lower to higher levels of detail. Different criteria can be used to group activities, including inputs, production process and outputs. Currently, ISIC uses a mixed approach, depending on the sector. Should one or more of these criteria be applied more consistently in the revised ISIC? 

The production function criterion for delineation of industries in ISIC would be a significant improvement over the current mixed approach.  The production function criterion provides relatively homogeneous industrial data since similar establishments doing similar things in a similar way are classified to the same industry.  

A consistent conceptual approach to the classification also significantly reduces maintenance and interpretation problems, eases the classification of new activities, and creates a classification system that is more transparent and more easily understood by a wide variety of users.  Currently, various classifications in use throughout the world use a mixture of concepts and there is very little comparability or consistency in definitions.  This leads to significantly different treatments for new and emerging industries.  A conceptually consistent classification system, that agrees with concepts used in related classifications will lead to greater international comparability, more consistent evolution, and require less disruptive changes in the future.  Our experience with NAICS supports these observations.  As classification questions arise, there may be different characterisations of the production function, but all parties are relatively close when coming to the table to set North American decisions. 

The use of the term activity creates some problems when using a production function approach.  In NAICS, the units performing similar activities in similar ways are classified together in industries.  The use of the term activities makes it difficult to distinguish between industries and products in any given context.  The production functions of establishments are classification determining in NAICS, not specific activities as currently used in ISIC.  

2. There is a relationship between economic activities and products. The former lead to the production of the latter. The definition of products in existing or revised product classifications, such as the HS and CPC, can be used to define the boundaries of activity categories. The relationship between the two can range from complete independence to strict linkage on a one-to-one basis.  To what extent should the ISIC revision take into account relevant product classifications?

The industry classification must take relevant product classifications into account but should not necessarily be defined based on the product classifications.  During development of NAICS, it became clear that activities and products are not necessarily linked in a one to one relationship.  For example, a tee shirt can be produced in a knitting mill or can be produced from purchased fabric in a cutting and sewing operation.  The tee shirt may be the same but the activity or production function used to manufacture the tee shirt is very different.  When choosing the production function criterion for NAICS, the parties to the work stated their intent to create a demand based product classification, the North American Product Classification System (NAPCS).  All parties participating in NAPCS agree that NAPCS can provide valuable information to future revisions to NAICS.  The combination of industries defined on a production function basis and products defined on a demand basis meets a wide variety of needs.  The development of NAPCS is underway in North America. 

3. The application of these principles leads to the definition of categories at various levels of detail. Is the level of detail in ISIC adequate? Should more detailed categories be introduced and if so, in what sectors and for what purpose? Should more detail be added to better reflect the informal sector of the economy? Are there areas of ISIC in which there is too much detail? Which ones?

NAICS United States incorporates significantly more levels of detail than are present in ISIC Rev. 3 or would be anticipated in ISIC Rev. 4.  For the purposes of the United States, it is not necessarily the level of detail present in ISIC but rather the concepts that are used to create the details in ISIC that are of interest.  If groupings are created using production function criteria, our current NAICS United States industries would match much more closely to the less detailed categories of ISIC.  For example, if the production function distinctions between cut and sew apparel and knitting mills are incorporated into ISIC, current NAICS groupings will match much more closely than a grouping of apparel produced by all methods.  Similarly, if ISIC makes distinctions for electrical equipment vs. electronic equipment as is done in NAICS, not only will our systems be more comparable but ISIC will gain the ability to identify “new” electronics industries from the older, heavy industrial electrical industries in a more meaningful way. 

4. Currently ISIC has 17 tabulation categories, which are the highest level groupings in the classification structure. Are there too many high level categories? Should any be combined? Alternatively, should any new high level categories be added? Which ones? 

NAICS currently has 20 sectors (roughly equivalent to the tabulation categories in coverage but not content).  The 20 sectors were created to adequately and separately identify important groupings of activities.  There will always be major groupings for agriculture, mining, manufacturing, wholesale trade, retail trade, etc.  NAICS has created some new “sectors” that we believe would be useful for a variety of ISIC users.  These include new high level groupings  for Information; Professional Scientific, and Technical Services; Administrative and Support Services; Remediation Services, etc.  Tabulation K is too broad in the opinion of the United States.  In addition, NAICS has separately identified repair and maintenance activities outside of manufacturing.  These differences more accurately reflect the realities we see in our economy.

5. The application of the classification requires that certain rules be followed to classify units correctly. Certain rules deal with units engaged in multiple economic activities. Should the rules regarding the classification of units engaged in vertically integrated activities and other types of combined activities be changed? What about the rules for top down coding? Or the use of value added to determine which activities will determine the code for a unit engaged in multiple activities?

NAICS United States uses a variety of rules for the classification of establishments engaged in multiple activities.  The default rule is to classify to the last step with vertically integrated activities.  However, due to the production function orientation of NAICS, there are numerous exceptions to the vertical integration rule.  Some examples include articles of paper mills.  NAICS treats the production of the paper as a decision making rule.  If an establishment is a paper mill and further converts the paper, it is still classified as a paper mill.  Similar treatments are used for steel mills, fabric mills, and other cases where the majority of plant investment is at the earlier stage of production.  This is consistent with the production function approach used in NAICS.  The US will provide a more thorough list of the exceptions to vertical integration classification rules if you wish such a list.  The issue of top down or bottom up coding is a hard one to address.  Most programs in the US use a bottom up coding technique.  In practice and in automated systems, this is easier to implement consistently in our opinion.

As for rules regarding combined activities, NAICS has treated these on a case-by-case basis.  One general rule for combined activities is establishments engaged in both the retail sale of new goods and the repair of those goods are always classified in retail trade.  While this meets the production function requirements of NAICS, it also reflects the desire to have units remain in the same industry during normal fluctuations in the economic cycle.

For each of these issues, please provide your views concerning the importance and relevance of the issue. Please add any other structural and conceptual issues you would like to see addressed in the revision.  

B. Cross-cutting issues

Cross-cutting issues are issues that affect many parts of the classification. They concern economic activities that are spread throughout the economy.

1. How should ISIC reflect the growing importance of “information” in the economy and in society? Should a high level category be introduced to deal with this? What should the boundaries be? The OECD has defined Information and telecommunication technologies (ICTs) whereas NAICS has adopted the Information sector (division 51). To what extent should the ISIC revision be guided by these examples?

NAICS has an information sector that groups the providers of content (publishers, motion pictures) with the providers of information infrastructure (telecommunications).  NAICS has also identified industry groups and subsectors in manufacturing for “high-tech” devices used in communications infrastructure.  Our feeling is that this is the most appropriate way to group these activities in an industry classification that is based on the production function criterion.  While there is great analytical usefulness in a combined grouping of manufacturing, sale, use, etc. (OECD’s ICTs), our position is that this is more appropriately aggregated separately from the actual industry structure.  With that said, it is important that the most detailed levels of ISIC allow reasonable aggregation of classes to reach an alternate or analytical aggregation such as ICT.  The United States would prefer to see ISIC incorporate the concepts of NAICS when developing ISIC and notes that this does not inhibit the ability to generate separate ICT type data.  A similar example of using building blocks to generate a separate analytical aggregation is the tourism satellite account.  While NAICS has industries for passenger transportation, restaurants, accommodations, recreational activities, and other things that might be considered tourism related, the demand-based aggregation of tourism is not present in the NAICS structure.  The components that make up tourism have separate and distinct production functions so they are classified based on those production functions rather than on how they are consumed.  NAICS groups substitutes or complements in production rather than substitutes or complements in consumption.

2. How should repair and maintenance activities be treated? They are currently mainly included in the manufacturing sector in ISIC but are in a separate sub-sector in NAICS.

Repair and maintenance should be treated separately from manufacturing in all cases where the repair and maintenance is being performed by a separate establishment.  The United States recognises that certain durable goods, such as manufacturing machinery or locomotives are often rebuilt at the factory where new versions are made.  This type of rebuilding or remanufacturing performed in manufacturing establishments should remain in manufacturing based on the production function of the facilities.  In the United States, the production function of separate repair facilities does not resemble the production function of the OEM facility.  For example, a television repair shop would not be easily confused with a television manufacturing plant and an electrical hand tool repair facility does not resemble the factory that originally produced the electrical hand tools.  

3. How should installation activities be treated? Should they be part of the manufacturing of parts or of equipment, part of construction or in other areas of the classification? 

Installation of machinery, when performed by separate establishments, should be treated as a construction activity while installation performed inseparably from the manufacture of a good should be treated in manufacturing.  The processes of installing a conveyor system in a factory and an escalator in another building are much more closely related than manufacturing and installation overall.    ISIC currently classifies the installation of an elevator in construction but the installation of a conveyor system in manufacturing.

4. How should support activities be treated? Some industries include service activities specific to them, while in other cases service activities are separately accounted for. Should there be a more consistent treatment of service activities as a separate category, closer aligned with the industries they support or should the treatment be depending on the type of industry and service?

NAICS recognizes separate groupings for support services in agriculture, mining, and transportation.  In all of these cases, the support activities are activities that are closely related to a specific sector and have little or no application outside of that sector.

For each of these issues, please provide your views concerning the importance and relevance of the issue. Please add any other cross-cutting issues you would like to see addressed in the revision.

C. Content and boundary issues

1. There are many gray areas at the boundary between primary industries and manufacturing. For example, in the case agriculture and manufacturing, is cotton ginning an agricultural activity or a manufacturing activity? How can such issues be dealt with? Are there any guiding principles that can be used?

The treatment of gray areas such as crop or mineral preparation will always cause problems in classifications applied to more than one nation.  Most of these determinations are made on a customarily performed by basis.  If the crop preparation activities are customarily performed on the farm or at the mine, they are considered agriculture or mining activities.  However, the customary way these activities are performed varies throughout the world.  While it is possible to create an industry for an activity like cotton ginning, the placement of that industry within the structure is going to cause problems.  In the US, cotton ginning is generally done for farmers at separate establishments that are often cooperatives.  This leads to a treatment of cotton ginning as an agricultural activity.  In other countries, the cotton ginning is done by the textile producers.  If those textile producers are ginning cotton in separate establishments (not vertically integrated with the production of fabric) there would be an argument for treating those units as manufacturing.  

There are several options that could be considered.  Since cotton ginning is a mechanized process, it might lean toward manufacturing.  However, harvesting is often highly mechanized and that is not controversial in agriculture.   Alternatively, a focus on steps that produce a suitable input could be considered.  Cotton is not useful as in input to textle production until it has been ginned.  Ore is not a useful input to primary metals until it has been screened, sized, etc.  This will lead to the classification of most gray areas as they are currently handled in ISIC.  Cotton ginning would be classified as an agriculture activity, mineral preparation would be classified as a mining activity, etc.  For the most part, the US supports the current ISIC treatment of these activities.

2. In the area of distributive trades, changes in the organisation of trade, including electronic commerce, have introduced many new complexities in terms of what is traded, and by whom.  What products are tradeable? What activities are included in distributive trade? What criteria should be used for disaggregation?  

NAICS still maintains a traditional coverage in the trade areas.   NAICS trade includes transportable goods but excludes trade in utilities (electric power wholesalers), trade in communications services (telecommunications resellers in Information), etc.  At this point in time, the United States is not considering a change in that treatment.

3. Should new detailed categories be introduced to facilitate the compilation of: 

· Environmental activities?

· Tourism activities?

· Others?

The areas of environmental activities or tourism activities are not clear production function distinctions but often are demand-based groupings.  The industry classification should acknowledge the analytical usefulness of these concepts and incorporate the desires of those wishing to create separate aggregations of these things when developing the industry structure.  One way to accommodate this is to incorporate passenger and freight distinctions in transportation, separately identify hotels from apartment houses, and similar things.  However, the United States feels that demand based products defined in NAPCS (or possibly in the CPC) would be a more appropriate method of identifying tourism in the hotel industry or environment activities from the larger engineering activities class.

4. The following list includes areas in which there are significant economic changes that can be addressed in the revision: 

· Information and communications

· Internet activities

· Employment services

· The provision of health care services

· Government services and public administration

A revision of ISIC should address all areas where economic change or structural change is occurring.  As stated above, identification of both Information and high tech manufacturing are important for many countries.  Employment services are also growing in importance.  The US would like to address two specific areas on the list above.  The first is Internet activities and the second is public administration.

Internet activities provide a complex classification problem from a production function standpoint.  When does using the Internet change the production function enough to go from red apples and green apples to apples and oranges?  NAICS has struggled with this over the past five years.  In some cases, the distinctions have been relatively easy to justify.  For example, using the Internet is a productivity tool for many businesses.  Since we did not change the classification of accountants because they used computers instead of paper journals, we should not change the classification of stock brokers or real estate agents because they operate on the Internet.  There are also new activities that would not exist without the Internet.  Internet service providers and web search portals are classified to information.  There is no traditional counterpart to these activities.  Where the real problems come up is in the treatment of Internet publishing, Internet Broadcasting, and Internet Retail.  The production of a newpaper is the same regardless of the dissemination method.  There are still reporters creating stories, editors, advertising sales representatives etc.  However, how do you treat things like chat rooms, interactive game sights and similar Internet driven innovations?  NAICS created classes for Internet Publishing and Broadcasting but limited those classes to establishments with no traditional publishing counterpart.  If a single establishment produces the evening time and the evening time on-line, they are classified to Newspaper Publishing regardless of the relative number of subscribers or readers.  The same holds true for retail establishments that have a traditional retail presence as well as a web page or catalog sellers that also have a web page.  The electronic shopping industry is limited to those without a traditional retail presence.  To some extent, this is a pragmatic approach to the treatment of rapidly growing (and sometimes just as rapidly disappearing) activities.  There is a great desire to identify Internet activity or e-commerce.  Once again, this may be better handled through the use of a product classification than an industry classification in cases where the Internet is more of a productivity tool than a new activity.

In the case of public administration, ISIC uses a mixed treatment of public administration and operations that are undertaken primarily for the public good.  For example, private and public fire fighting activities are classified under Public Administration in ISIC.  The US would prefer that in all cases where separate establishments can be identified that are performing activities that can be provided by private enterprises (now or in the future) the activities be classified outside of public administration.  So all fire fighting would be classified outside of public administration.  In this way, the grouping would be limited to the management and oversight locations of government but those actually providing goods or services that have a market counterpart would be classified outside of public administration.  The US would also include certain operating functions of government, such as national defense, police, courts, and similar in government.  The desire of the US is to avoid private ownership in government, avoid an activity being classified to two different places because of ownership, and create a relatively homogeneous grouping of management and administrative activities of governments.

Are these areas the correct ones? Are there other areas that should be addressed?

5. Globalisation, deregulation and information technology have introduced many changes in the organisation of production. Activities that were previously integrated are being sub-contracted more frequently. This leads to the creation of specialised units as sub-contractors and can also change the nature of the activity of the contracting businesses. What changes need to be made to ISIC to reflect these changes?  

To some extent, these are already addressed in ISIC and NAICS although not in the terminology used above.  Special trade contractors in construction reflect specialization and subcontracting.  The discussion of support services in agriculture, mining, and transportation also recognizes areas that traditionally have subcontracted portions of an overall service or activity.  The discussion of public administration also reflects in its very definition the fact that activities can be subcontracted out.  Almost all business services could be viewed as subcontracted activities.  ISIC should be aware of these changes, particularly in manufacturing industries, when defining classes.  If the production function is used to develop industries, decisions will have to be made when determining if the production function of a particular step is different enough from the full production function to separate it in the industry structure.

6. In ISIC Rev.3, Division 50 was introduced for the various selling and repairing activities related to automobiles. Is there any value to this approach? Should it be retained for the next revision? 

The United States does not see any value in this grouping if a production function criterion is used to define industries and the concept is not present in the basic structure of NAICS.  This again is a demand-based grouping that may be better suited to a demand-based classification system.

7. In ISIC Rev.3, Division 37 was introduced for recycling activities. This division was narrowly defined and creates boundary problems with Manufacturing and Wholesale trade, as well as the general notion of recycling for many policy issues. Should recycling be redefined or grouped with other activities? Are there more appropriate definitions for recycling activities?

NAICS incorporates a similar grouping but in the area of wholesale trade.  The actual definition of this class appears to be the treatment of recyclable materials such as sorting, grinding, and similar steps that make the recyclable material marketable or transportable but does not take it far enough to be used directly as in input to another process.  Since the units are acquiring the recyclable material, performing minor operations (possibly seen as similar to blending, sorting or grading for foods) and reselling the outputs, NAICS has treated this as wholesale trade.  Rather than calling the activity recycling, NAICS calls the establishments performing this function recyclable materials wholesalers.  If attempting to create a grouping for recycling, NAICS would have to pull parts of transportation, waste management and remediation, and wholesale trade together.  As currently structured, an alternate aggregation could be created from trucking, waste collection, waste treatment and remediation, as well as recyclable materials wholesalers.

For each of these issues, please provide your views concerning the importance and relevance of the issue. Please add any other content or boundary issues you would like to see addressed in the revision.

Issues related to the CPC

There is no pre-drafted list of issues relating to the CPC at this time. However, you are requested to list any issues, in categories similar to those described above or others. The issues received will then form the basis for the revision process of the CPC.

Many of the industry issues discussed in the responses above mention that a demand based classification system would be an appropriate vehicle to address the questions presented.  Currently, the CPC is a combination of demand and supply groupings in services and uses the HS as the basis for manufactured products.  The CPC is linked to industry of origin.  That direct relationship will not work well with an industry classification system that is based on production functions.  The US would prefer that both ISIC and the CPC be addressed based on decided underlying concepts.  As our work on NAPCS advances, we will provide our results to the UN for review and analysis.  NAPCS is being developed with the cooperation of businesses.  We have worked with volunteer businesses and associations to identify the most important products as well as what can generally be reported by businesses.  Our focus through 2005 is on service sector products.  

The United States will provide a more thorough overview of the NAPCS development process and results if there is interest in response to this questionnaire.  Results to date, along with background information on NAPCS can be found at www.census.gov/napcs.  Our results to date expand on the products identified at the CPC level.  The United States would need a product classification system with greater detail than the detail currently available in the CPC.

