BRAZILIAN RESPONSES TO THE QUESTIONNAIRE ON MAIN ISSUES FOR THE REVISION OF ISIC IN 2007

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, such as the inputs used, the nature of the production process and the type of outputs produced. Currently, the criteria used by ISIC differ in various parts of classification, depending on the sector. Should one or more of these criteria be applied more consistently in the revised ISIC? 

               As general criteria, we consider that the process of revision of ISIC should aim better coherence in grouping economic activities through the application of the principle of similar function (process) of production. However, it might be necessary  some flexibility when other criteria or compromises are relevant, like the comparability with ISIC  3rd revision.  

               Although  we consider that the similarity of the functions of production (the nature of the productive process) should be the main criteria to group the productive units, we know that there are limits in the implementation of unique criteria. In our opinion (and experiences) there are no pure solutions for the definition of the structure of the economic activity classification. The activities of wholesale and retail are good example of this problem. Which elements of the function of production of the commercial activities should be taken into consideration to define the level of detail of these activities? 

                So, in our point of view, an important contribution of ISIC revision should be to make more explicit the criteria adopted.

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 Harmonized System - HS and CPC, can be used to define the boundaries of activity categories. The relationship between the two types of classifications 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?

                There is no doubt that it is important that ISIC revision take into consideration  relevant product classifications as CPC, SH and NAPCS (still in elaboration).

                 In our opinion, when the product classification is related to the classification of activities there is a better comprehension of the boundaries between classes and this procedure helps to define more clearly the explanatory notes.

                 Although we recognize that product classifications constructed independently of the activities classifications are theoretically more appropriate, in practice we observe that for collection and organization of the information at product level, it is simpler and quicker when the product classification is related to the activity classification.  

                  The Statistical System in Brazil has a longer tradition in the use of classifications of economic activities compared to product classification. Only in the past two years we have started to work in the definition and implementation of product classifications, although IBGE has experience in the collection of information at product level using non-structured lists of manufacturing and agricultural products. 

                  IBGE has recently started to develop structured lists of products related to the classes of activities of the national classification of activities as the first step to develop a national product classification.

                  This work is being developed by steps and we already have developed structured lists of products for manufacturing, agriculture and some selected activities of Services.

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 and why?

We divided this question into the following parts:

Is the level of detail in ISIC adequate?
               To answer this question it is necessary to distinguish two relevant roles for ISIC: first the role of allowing the international comparability of statistics establishing standards; second the pedagogic role serving as a reference to the countries to develop their own national classifications.

                The level of detail of four digits in ISIC had a very important pedagogic role considering the Brazilian experience of building the National Classification of Economic Activities - CNAE,  giving a better comprehension of the content of the groups and divisions. It would have been very arduous and would have taken a longer time to discuss and define the national classification without the reference of ISIC detailed into three and four digits. Subsequently with the appearance of United Nations Classifications Hotline we often solve our doubts related to the attribution of codes consulting this service through e-mail. The Hotline has been giving us an important support to our decisions of codification of economic units.

                 As a standard for international comparison of statistics, we believe that it would not be necessary a four digits level of detail for ISIC; maybe a level of detail similar to the current two digits seems, in our opinion, to be sufficient.     

                 When the countries form economic blocks there is a necessity of more detailed data for comparison and in this case it is necessary a compromise of adopting a common classification with more detailed level. This has happened with the European Community using NACE and  the North American Free Trade Agreement - NAFTA using NAICS.

                 For MERCOSUL there are not yet agreements or propositions considering  the use of a common classification. The fact that the countries belonging to this economic block have adopted national classifications derived from ISIC rev 3, although at the present time in different stages of implementation in the statistical system, makes possible the comparison of economic statistics at a three digit level of ISIC.   

                  We consider very important that ISIC continue to be detailed at the 4 digit level in order to support the development of national classifications and the definition of relevant alternative aggregates. It is important to remark that for international comparison the two-digit level would be more adequate (the current two digits or a new version with more details for the service activities). We would like to remark that for the household surveys, ISIC at four-digit level is considered very detailed. Many countries collect information for household surveys at four-digit level, but disseminate the results only at more aggregated level (usually two-digit level).   

Should more detailed categories be introduced and if so, in what sectors and for what purpose?

               Possibly for "business activities", which concentrates a great part of the new services that appeared as a result of sub-contracting and outsourcing, it should be introduced more detailed categories.

               In the current structure of ISIC rev3, class 7499 is the "scape root" to the classification of these services but becomes a too heterogeneous category for analytical purposes. Therefore, the  activities of the group 749 “ Business activities n.e.c” should be redefined.

               Another activity that needs to be more detailed is telecommunications, which in ISIC rev3 form a unique class. In the decade of 80 this class was composed basically by the telephonic companies (fixed telephonic activities) and nowadays we find an enormous diversification of the activities included in this class. It should be considered, however, that the treatment of telecommunications in the revision 4 should suffer a deep change, if it shall be included in the Information Sector.

               Finally, in our opinion, it would also be convenient to create specific codes for usually combined activities, like gas stations and convenience stores and others. 

Should more detail be added to better reflect the informal sector of the economy?
               In our opinion, the structure and the level of detail of ISIC should not be influenced by the necessity of better reflecting the informal sector.

                In an ISIC annex, the questions related to the informal sector should be treated, detailing ISIC classes usually related to informal activities, with the indications of additional breakdowns needed to better caracterize these activities.

                This annex would have a pedagogic role to the countries with strong presence of informal activities, indicating the level of detail that they should introduce in their national classifications to better organize the statistics of the informal sector, maintaining at the same time the comparison with the formal sector in the country and  with other countries.
Are there areas of ISIC in which there is too much detail? Which ones and why?

               In our opinion ISIC presents some lack of balance in its more aggregated levels, sections and divisions.

               Considering the divisions, we believe that division 12 – "Mining and uranium and thorium ores" should be aggregated to division 13 - Mining of metal ores. It would be a change from division level to group level once scarce productive units compose these categories. Because of this problem statistics for these activities usually can not be presented at this level of detail.  

               Considering Section D – "Manufacturing", that nowadays is detailed in 23 divisions, it seems to us, that some aggregations could be made, although we do not have a proposal for grouping them, or at least it should be created more aggregated sub-categories for the purpose of disseminating statistics like the sub-categories in NACE1 which are coded with two-digit alphabetic signs.

               The creation of divisions 96 - " Undifferentiated goods-producing activities of private households for own use" and 97 - "Undifferentiated service-producing activities of private households for own use" was considered an excess, specially the division 97, which content is not considered in the concept of economic activity in SNA 93.  

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 categories be created at the highest level? Which ones? 

               In the development of an international classification it is fundamental to preserve the structure balance and avoid an excessive number of categories. Therefore the definition of the structure and level of detail of the international classification should be defined according to the following criteria:

· balanced categories

· importance in the productive structure

· avoid an excessive number of categories

               On the other side, considering the dynamic of the economy, new categories should be included in the classification every time new activities or new arrangements for the existing ones arise and when these changes are considered relevant and have a perspective of quickly growing.

               Taking into consideration these criteria, we have some doubts in relation to some sections of ISIC. Should Section P - "Activities of private households as employers and undifferentiated production activities of private households” and Section Q - Extra-territorial organizations and bodies", in spite of their specific characteristics, have this emphasis and receive a treatment of section?

               We think NAICS has given a more proper treatment to these activities grouping Section Q to Section L - "Public administration and defense; compulsory social security (changing from section to division level); and section P to division 93 - Other service activities (changing from section to group level).

               Even in the countries where the labor force employed by households is relevant, the visibility of these categories would not be damaged or lost, once they would constitute a separate category in division 93.  

               Finally, we agree with the inclusion of a new section for information activities like defined in NAICS, taking into consideration the new form of organization of the activities related to the creation and dissemination of information and their growing relevance in the economic structure, more specifically the growing convergence of the activities of telecommunications, television and computers.   

5-The application of the classification requires that certain rules be followed to classify observed 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?

To answer this question we divided it into two parts:

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?

               Rules are necessary to classify units correctly and to follow the same rules is essential to guarantee the comparison among statistics from various sources and countries.

                ISIC in the revisions 3 and 3.1 defines some rules for the treatment of the units engaged in multiple economic activities, in vertically integrated activities and in combined activities. In our opinion these rules are written in a very generalized manner.  For ISIC revision it should be examined a great number of examples of real situations of integrated activities in order to formulate more complete and detailed rules. It would be important, too, that ISIC revision includes the elaboration of a guide for the implementation of the classification, as an instrument for technical support. 

                Our experience of implementing these rules in real situations has implicated in a strong interpretation effort and the definition of many conventions.

                 In Brazil we have defined some rules and developed an operative guide to support the implementation of the national classification.

Or the use of value added to determine which activities will determine the code for a unit engaged in multiple activities?

               We agree that the variable "value added" should continue to be used as a conceptual reference (theoretical) to define the codification of units engaged in multiple activities. In practice, however, we do not have information about value added to determine the principal activity and we use other variables, usually the "revenue of the activity” or "volume of employment", in substitution to the value added.

                In Brazil we have been using the variable revenue to measure the importance of the activities in the units with multiple activities and for the determination of the principal activity. We have made some experiments with the variable "number of employees" but have concluded that the variable "revenue" is more adequate for this purpose. 

                Again we want to emphasize the necessity of  deep explanations of rules and conventions, through a guide for the implementation of the classification of activities. For example, in the situations that commerce is combined with other activities of services or manufacturing and one is using revenue as a variable substitute of value added, it is necessary the definition of some convention to make these values comparable, once for commerce activity it is the concept of margin that is comparable with the revenue of the other activities.  

6-Considering time series, what are the requirements for stability of the classification in 2007 revision, whether in terms of codes, at certain levels of detail or the ability to link with the current version of ISIC?

                The classification should reflect the current organization of economic activity, being able to incorporate the transformations in real world. The adequacy and update of the classification should not, in principle, be postponed due to the stability of time series, once statistical information based in obsolete classifications is not very useful.

                The conception of ISIC in use is more than twenty years old and, in this period, economies have gone through deep and extensive changes. Therefore one can expect that revision 4 brings substantial changes in ISIC structure. On the other hand, the compromise with the comparability of time series can not be completely ignored, as well as the cost of implementation of a new classification.

                 Maybe it would be possible to select areas with significant changes in their productive organization and, therefore, to introduce structural changes for them in the next revision. For the other parts of the classification we should try to maintain the same structure and respective codes.

                  Independently of the level of changes in revision 4, we consider of fundamental importance to guarantee the comparability between the revised and the previous version of the classification.      

B. Cross-cutting issues

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?

               We consider the introduction in ISIC of an "Information Sector", as defined in NAICS, relevant, but consider necessary to discuss the extension and update of this segment.

               In relation to the proposal of the sector of "Information and telecommunication technologies", as defined by OECD, we consider that it should nor be part of the ISIC structure, but it should be included as an alternate aggregation in a annex in revision 4 of ISIC to support the countries that have the intention of measuring it. This aggregate was defined according to the criterion of productive chain, which is a different criterion from the ones used in classifications of activities.

                In Brazil we have developed a very preliminary exercise to measure the Information Sector, based in NAICS definition, using the results of the Annual Survey of Manufacturing and  Services. It represents around 3.2% of GDP, and the activities that integrate it have been demonstrating a high potential of growing. 

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.

               In our opinion repair and maintenance activities should be treated separately. The Brazilian experience points out some problems related to the treatment of the activities of repair and maintenance of machinery and equipment together with the producing industries due to the fact that they have different functions of production and size. Informal economic units may even develop activities of repair and maintenance.

              For the organization of economic surveys this lack of similarity inside the class causes some problems. On the other hand, this kind of business is growing  as a result of the intensification of outsourcing process. 

    For Fiscal Administration registers another argument reinforcing the need of separating the activities of repair and maintenance from manufacturing is the difference of fiscal treatment. Taxes related to manufacturing activities are regulated by federal and state (province) governmental agencies while taxes related to services activities are under local governmental agencies. 

               Therefore, in the Brazilian case, there is a consensus about the treatment of repair and maintenance of machinery and equipment in separate categories from the activities of production. but we have different opinions concerning how to group them. In an unique category of the services (solution similar to NAICS) or in separate classes for the production and the maintenance and repair units of machinery and equipment, keeping the treatment of maintenance and repair of vehicles units in division 50, the repair of personal and household goods units in division 52 and the repair and maintenance of computers and office machinery units in division 72.

                For the Statistical Office, solution similar to NAICS will impact the continuity of time series, once the current manufacturing survey includes the units of repair and maintenance of machinery and equipment. On the other hand, it is important to mention the additional problem of establishing the boundaries between the activities of repair and maintenance in division D and the ones that should be treated at division 52.

               For the Fiscal Administration there is a preference for treating all the activities of repair and maintenance in a unique group, like in NAICS. For the household’s surveys, the best option is a unique group for all the repair and maintenance activities.  

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? 

               Nowadays installation activities are treated in various parts of the classification: 

· in construction: the units that have as principal activity the installation of materials and equipments that are part of buildings and civil construction;

· in the communication activity: when it is related to the installation of telephonic equipment for consumers;

· in manufacturing: in the case of installation of other  equipment and machinery; 

· in commerce: when the commercial unit makes the installation service.

               We would point as a problem in the treatment of the installation activities the lack of better explicitation of the rules and conventions about what should be grouped to each of these segments.

               At national level and according to the interest of identifying or differentiating these activities from the typical manufacturing activities, it should be created specific codes for the units primarely engaged in installation activities.   

4-How should support activities be treated? In ISIC Rev3 there are some industries that 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?

                We recognize that the treatment of support activities is a very important item in ISIC. We have been facing codification problems due to the proliferation and diversification of the units of support activities.

                We have adopted the following rules for the classification of these support units: in a specific service class where it can fit; or in the same code of the activity it serves, if it is a support service specific to this activity; or, as last choice, at the code 7499.

                This treatment has advantages and disadvantages. One problem is to group in the same class units not similar in process and in scale of production. In the solution of this question we considered important the distinction of two types of support activities: 

· the ones that are part of the productive process of the activity they serve, representing a part of the productive process of this activity; and 

· the ones that produce services that are not necessarily specific to the activity they serve, or even related to some specific activity, they do not require a specific process or qualification of the labor force. 

                 To the units of the first type, the more adequate solution, in our opinion, would be to create a class or a specific group to these support services, by group or division (solution of this kind was given to the support services for agriculture, to the activities of financial intermediation and transportation). For the other support activities, the solution should be tried through the revision of the ISIC structure in business services activities.

                 As an example of the first case, we would mention: in the dressing activity, the emerging of units that have the specific task of sewing collars and sewing buttons; in hotels activities, we find units that are developing only hotel management. As an example of the second case we have the changes in the electricity activity where the enterprises belonged to the government and used to be responsible for all the stages of the productive process: production, transmission, distribution, measurement of the energy consumed, etc. After the privatization process, the new private energy enterprises started a process of outsourcing. As a result, new kinds of business appear in the market like the ones engaged in measuring electric energy consumption. They started operating just in the electrical energy field, but nowadays they work doing the same service for enterprises of gas, water, etc.   

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, should cotton ginning be classified as an agricultural activity or a manufacturing activity? How can such issues be dealt with? Are there any guiding principles that can be used?

               In Brazil we had developed the following rule for the mentioned situations: when the activities of preliminary processing are developed in the agricultural unit (cotton ginning, preliminary processing of cereals, manufacturing of animal products) the unit is classified as an agricultural activity.

               The same rule is applied for the combination of mining and preparation of crude materials in the same unit.

               When preliminary processing activities are developed in independent units, those are classified as manufacturing activities.

                Therefore, to achieve international homogeneity, ISIC should define clearly the rules and the principles to the treatment of boundary situations, which always are difficult to solve in the implementation of classifications. Once more, we would like to remark the relevance of a guide of practices in coding process.

2-In the area of distributive trades, changes in the organization of trade, including electronic commerce, have introduced many new complexities in terms of what is traded and the form the trading activities take place, and by whom. What activities are included in distributive trade? What criteria should be used for desegregation?  

                A problem that worry us when classifying the units of retail commerce which sells through Internet, exclusively or the major part of its products, in group 525 “retail trade not in stores”, is the fact that we do not have the kind of product sold, as we have for the units of retail trade in stores.

                Therefore, a question that we consider relevant is the definition of the production function in trade. What should be assumed as a priority in detailing retail trade: the identification of the kind of market (by product) or the kind of trade (in store or not in stores)?

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

· Environmental activities?

· Tourism activities?

· Others?

               ISIC, as an international classification should not be more detailed to serve to specific needs, but, at national level, the  classifications could be detailed according to the relevance of certain subjects in the economy.

               The measurement of the environmental activities and tourism activities need different criterions of grouping the activities. In the specific handbooks for measurement of these areas, it should be included the necessary detailing to ISIC structure in order to support the specific needs of each area.

                Before defining detailed categories is necessary to know the specific demands of these areas. The sectorial demands should be satisfied as far as possible, at the national level. 

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

Are there other areas that should be addressed?

               Besides the mentioned activities we would include: business services, assembling activities, construction and electricity. Another relevant point in ISIC revision should be the treatment of auxiliary activities, due to:

· the growing importance of the headquarters of the enterprises;

· the new strategies of management and spatial organization;

· the questions related to the measurement of the regional revenue.

              We also suggest considering the treatment of assembling units. The current orientation is to treat assembling units in manufacturing activities, since they group different parts and components, transforming them in a new product. This criterion results, in many cases, in classifying units in manufacturing activities, when they would be better considered as trade activities, since their functions of production are not similar to industrial plants. Considering that the units dedicated to all kinds of assembly have been growing rapidly, special attention should be given to the treatment of assembling activities and to the criterion that defines the boundaries between manufacturing and trade. 

5-Globalisation, deregulation and information technology have introduced many changes in the organization of production. Activities that were previously integrated are being organized separately and sub-contracted more frequently. This leads to the creation of specialized 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?  

               The treatment in ISIC for converters and sub-contracted units need to be re-analyzed and its implications should be re-evaluated taking into consideration the situations in which the relations between these parts happens in different geographic spaces. Undoubtedly these questions need to be better explicited.  On the other hand converter cases occur not only in manufacturing activities but also in services.

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? 

                Division 50, specific to sale of motor vehicles and motorcycles, its parts, maintenance and repair services and the retail sale of automotive fuel, has some interest but also some disadvantages. Its main advantage is the non-separation of retail and wholesale in the commerce of motor vehicles, once the businesses sell indistinctly to persons and enterprises. The disadvantage is the loss of the total of wholesale and retail sale sectors, important categories for analytical use (divisions 51 e 52, remain as a part of, not as the total, of wholesale and retail sale, respectively). 

               In the case of Brazil, the presentation of the annual information for commerce and the monthly indicator for retail trade include the sale of fuel in retail as a part of a great category of retail. We are completely favorable to treat the gas stations in division 52. Considering the units which deals with construction materials, there is a similar  difficulty to identify if a unit is retail or wholesale.

               Therefore, in our point of view, the disadvantages of division 50 are stronger than the advantages and in this case it seems to be proper to re-think its existence.   

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, and does not reflect 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?

                 The present definition in division 37 does not reflect the general concept of recycling, it is very narrow and of hard comprehension. Besides it creates boundaries problems between the activities of division 37 and the ones of commerce of waste and scrap.

                  We understand that this form of treatment of recycling is not satisfactory but we do not have at the moment an alternate proposal.    
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