UK Response to UN questionnaire on main issues for the revision of ISIC and CPC for 2007

14 December, 2001 

General Comments

1.
Although we have consulted fairly widely within the UK, it should be noted that, within the time allowed, it has not been possible fully to consult the business community. Nevertheless, various themes have emerged. For example, there is a conflict between the needs of different types of users. Those closer to businesses, trade associations and the like tend to prefer a more detailed classification system; bodies responsible for broader economic analyses would generally like to see a fairly aggregated system. A significant minority would prefer to see hardly any change at all. One clear message is that each individual change proposed should be fully justified.

2.
Users are also divided on the issue of stability. There is a tension between the fundamental requirement that a classification system needs to be fairly stable over time, for example to allow reliable time-series to be calculated and for the operation of business registers, and the need for a system to incorporate modern industries, products and processes.

3.
One consideration is whether the main need is for industry or for product statistics. It may be that there is inappropriate pressure for more detailed industrial classification systems when users are really seeking better product information. We believe the argument for moving towards product rather than industry statistics is becoming stronger.

4.
We have found the EU CPA system inadequate for services. Often, businesses do not recognise the products listed. We have a number of suggestions for product classifications within services based on our experiences with SERVCOM, for computer services, and with our Corporate Services Price Index.  In particular, we could provide information relating to:

·
telecommunications

·
freight transport and freight forwarding

·
real estate services

·
legal services

·
bus and coach hire

5.
For manufacturing, there are several cases where the classification principle appears to differ depending on the particular industry. Repair, maintenance and installation, for example, are included in some industries but coded separately for others. Another apparent inconsistency is that mining and quarrying appear separately from the associated further processing which, for EU PRODCOM purposes can lead to some information being missed, and yet for other industries further processing is directly linked. There may be a need to seek more input from people with a real knowledge of the activities and industries concerned.

6.
There are numerous methodological issues. Ideally, a new classification system should be based on a single, clear classification principle. One possibility might be to base the system on chains of supply, an approach similar to NAICS. Currently, several principles are applied within ISIC and these appear to be given different weights in different parts of the system. In addition, the ‘case law’ approach can lead to decisions which do not reflect these underlying principles particularly well – although the case law solution often better represents the economic reality. We would like to see a move towards a more consistent methodological approach, while recognising the need to depart from it for special cases. A clear methodology would make the system more accessible to non-experts.

7.
One consideration is whether a classification system is unnecessarily detailed in places. When conducting business surveys there are issues related to stratification and estimation and it is often not possible to produce reliable data for Classes with small populations. One possibility would be to consider setting a threshold for a Class, whether based on activity level, population or both. Classes above the threshold would be retained or added; those below a, possibly different, threshold might be deleted. A system which is broadly based, rather than detailed, may be better able to cope with changes in economic activity. On the other hand, some users suggest accepting explicitly that some ISIC categories should be defined purely in order to construct aggregates built up in different ways, with no expectation of producing publishable data for the categories themselves.

8.
Perhaps one way of dealing with the tension between users’ requirements for a detailed classification system and the arguments for a more aggregated system might be for ISIC to provide just a fairly broad overall framework, leaving individual countries to create a more detailed classification at lower levels of the hierarchy. Less detail at the ISIC level would improve the ability to code a business unambiguously and would also make the system less sensitive to small changes, providing a measure of stability. However, less detail would reduce the ability to compile internationally comparable alternative aggregations that are becoming increasingly important; the ICT sector is a good example.  At whatever level national flexibility is permitted, there is a good argument for the variations being notified to the UN, so that the national classifications do not develop differently simply because of lack of knowledge of developments elsewhere.  Whatever the approach, there do need to be mechanisms to allow expansion of the classification system in a timely manner to reflect unanticipated developments. 

9.
It may be useful to consider whether an industrial classification system could have more than one dimension and, in particular, whether it could better reflect how businesses organise themselves. For example, we recognise the ‘Tourism Industry’ but many businesses will often not know the tourism element of their business. This is sometimes termed a ‘sector’ approach and sectors would not necessarily have to be mutually exclusive. More generally, it would be useful to avoid vague headings such as ‘tourism’ or ‘information’. If there is a need to have data on the ‘information industry’, say, for analysis purposes then this should be done by defining the content in terms of industries and products.

10.
The system has to be sufficiently flexible to allow for different groupings of activities to be built up. An approach worth considering is identifying and targeting key sectors for more detailed treatment. Additionally, an ability to distinguish between type of customer, businesses or households for example, would be useful. It may be that a hierarchical structure is not necessary at all. A multi-dimensional structure may be more flexible.

11.
 One major concern is that the service sector is underrepresented in the main industrial classification systems. The problem is exacerbated by the innovative nature of the service sector. We have the relatively new activities of warehouse shopping and ‘e-tailing’, for example, which blur conventional industry boundaries. There is also the problem that many ‘products’ are no longer manufactured. These ‘information-based’ products, videos, books, entertainment and the like, are increasingly important.

12.
Outsourcing is increasing, encouraged by a number of factors such as deregulation and the use of information technology. This has led to the development of supply chains that bring together several sub-contractors and which may cut across industries. In terms of measurement there may be a number of effects, for example on industry turnover when no real change has occurred or on industrial structure where the nature of a business changes and new types of business emerge. Again, this points to the need for a system to be flexible, perhaps multi-dimensional rather than hierarchical.

13.
Today we can observe what might be termed ‘vertical disintegration’. Utilities were vertically integrated, for example from electricity generation to reading a meter. Now, in the UK, there are at least three areas of specialisation: generation, distribution and supply. Similarly, most companies managed all their administration in-house. Now, many use consultancy firms, accountancy firms and similar support. The impact of this can be seen in business statistics. Average value added / sales ratios are falling. As value chains grow wider they also get thinner. Perhaps a classification dimension which also defined activities in terms of levels in the vertical chain would solve this?

14.
The UK is co-ordinating an EU Fifth Framework R & D project called Clamour. One of the Clamour outputs is a report on classification system users’ needs in the UK and several other European countries. The users’ needs report is available on our website or could be forwarded to the UN. The questionnaire used is currently being revised based on feedback from survey administrators and respondents. The revised questionnaire will also be available on the website shortly.

15.
Does the UN plan to revise the SITC in 2007? Some users feel it is currently over-detailed and that a reduction and rationalisation of the detail in the goods part of the SITC would be desirable (though others would not favour this) as would a corresponding increase in the coverage of trade in services.

16.
We are already beginning to receive a number of detailed proposals, for example from the Forestry Commission relating to arboriculture and related activities and from the Low Pay Commission identifying areas of the classification that are of particular interest and proposing some useful updating. We do not use ISIC very much for agriculture. For farms we use the Farm Typology and it may be sensible at some stage to consider the possible convergence of ISIC with this. To make the 2007 exercise manageable for all concerned, we are retaining the details of such proposals until the formal proposal stage of the UN, and related EU, 2007 process is reached.

17.
However, it may be worth mentioning now that the construction sector is not specifically addressed in the questionnaire. Eurostat has produced a construction classification based on 'type of work' and this may be a more useful approach. The product dimension seems to be of more interest than the industry. There are also issues to do with separating repair and maintenance from new work.

18.
Any change to leading classification systems is costly. The potentially major revision of ISIC in  2007, and the parallel revisions of NACE and of EU national systems, would be exceptionally expensive not just for national statistical institutes but widely both inside and outside government. The benefits could of course also be large, and there are areas of ISIC for which the disbenefits associated with a lack of change simply cannot be borne.  We hope there will be extensive consultation and thorough justification of all changes to ensure that the benefits justify the costs. 

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, 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 the classification, depending on the sector. Should one or more of these criteria be applied more consistently in the revised ISIC?

Ideally, the concept of a single, clear classification criterion is attractive. Consistency helps to make the system more intelligible to the non-expert. In the Clamour project, inputs, processes and outputs were all seen as important with outputs being the most popular basis for classification. Alternatively, we can also envisage a process-oriented approach to ISIC, with provision for ‘new’ processes such as biotechnology, that have developed since the current classification was put in place. Some users have also suggested that the criterion “the uses to which the goods and services are put” which is currently applicable to the higher aggregations of ISIC could usefully be applied at the four digit class level. There is a difficult balancing act between a methodologically consistent approach and a pragmatic solution relevant in the real world and some users are opposed to the move to a more consistent application of principles, at least as an end in itself. They feel that whilst some sort of underlying framework is desirable, complete conceptual consistency could produce results in some sectors that do not reflect reality as perceived by trade associations and other users of the classification outside of government.   

One possibility might be to try to use criteria more consistently to build chains of related activities. For example, there might be a wood, paper and printing chain starting with the growing of wood, extending through various activities such as saw milling and wood chipping manufacturing, and ending with printing and publication wood products, furniture and so on.

A clear plan should be developed in relation to NAICS. Is it the long term intention of the UN (and Eurostat) to line up ISIC with NAICS? Various issues arise, such as whether it is more efficient to move towards NAICS, if at all, piecemeal or to make a single fundamental revision. There is a need to clarify what the UN expects to achieve by 2007 and what is really for the much longer term. This clarification will help to avoid unnecessary methodological discussion within the 2007 process. 


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?

Links with product classifications should be maintained or strengthened. Relatively, there is increasing interest in the product dimension. It is not clear whether this implies a more or a less aggregated industrial classification and this is a key issue meriting particular attention.

Users seem to be primarily interested in product rather than in industry detail. Because industry data can be collected more easily, it tends to be used as a proxy for product-based information. This can be very misleading when businesses are arbitrarily classified to one of two or more industries in which they have significant activity.


3.   The application of the classification 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?

Virtually all users want more detail for services and in developing areas such as ICT (Information, Communication and Technology). With some exceptions, for example the lack of distinction between manufacture of cars and manufacture of commercial vehicles,  users seem generally content with the level of detail in manufacturing but one perspective is that a system is too detailed if a Class or Subclass is so small that reliable stratification and estimation is impossible. Additionally, disclosure constraints are important. The higher the level of detail, the more data has to be suppressed for confidentiality reasons. This is currently seen as a major drawback of the current PRODCOM list classification. 

This also raises a fairly fundamental issue and what might be viewed as a counterbalance to the traditional argument.  Traditionally, each building block of the classification has tended to be seen as one for which it should be possible to produce data, within a one-dimensional structure.  But there is an increasing demand for drawing together data for special groupings such as the ICT sector, content industries, creative industries, knowledge-based industries and so on.  There may be a case for building sufficient detail into ISIC to support tight definitions of such sectors, while accepting that for some of the smaller categories data will only contribute to larger aggregates rather than be output in their own right.  If there is less detail available, sharper choices have to be made between the major axes of the classification. 

In a UN classification system such as ISIC, care should be taken in removing ‘older’ codes for apparently defunct industries as often the defunct industries of developed countries have become important in less developed countries. 

It may be useful to review the inclusion of ‘Private households with employed persons’ and ‘Extra-territorial organisations and bodies’ in the classification. The former relates to households rather than businesses; the latter is not really a type of industry but another characteristic of a business, like size.


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

The number of high level groupings seems about right, although the possible addition of new groupings, ‘Information’ for example, to reflect the modern economy should be considered.

See comments elsewhere on alternative approaches (multi-dimensional; cross-cutting; sector; more flexible groupings; possibly non-hierarchical...).


5.   The application of the classification requires that certain rules be followed to classify observed units correctly. Certain rules deal with the classification of 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?

The rules for vertical integration seem to reflect the best compromise in a situation which does not have an ideal solution. However, it should be recognised that partial classification error is an unavoidable consequence of the current rules.

The top down approach should be retained, although close attention should be paid to the distinction between market and non-market activities to ensure that only the former are counted.

Value added is a good theoretical basis for determining principal activity, but it should be recognised that, in practice, value added data are frequently unavailable. Consequently, classification is more usually decided based on a proxy such as employment or turnover. Such proxies will distort the classification as compared with pure value added. More work is needed on the nature of such distortions and on how classification procedures might be adjusted when using a particular proxy to achieve a result closer to value added. 


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

Users require both change and consistency and getting the balance right will be very difficult. Accurate correlation tables to allow links to previous classifications are vital and should be in place well before the new classification is implemented. Users need to know the exact nature of any changes planned far in advance of the implementation of those changes.

Some of the users consulted argue that the need to reflect and take account of important structural change is more important than comparability over time.  These contributors feel that the 2007 ISIC should have an element of flexibility so that it can incorporate and reflect:


rapidly changing industries


new developments involving completely new industries, which start up between successive versions of ISIC


the need to accommodate additional cross-cutting classifications (the future equivalents of the ICT sector)

The failure to cope with biotechnology was also mentioned under Issue 1.

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.

The key points are: 

·
the service sector is underrepresented

·
important new industries, particularly ICT (Information, Communications and Technology) industries must be identified, possibly as separate headings or perhaps using a more flexible classification structure

·
users appear to be increasingly interested in product rather than industry data

·
 methodological issues should be addressed at an early stage. These include possible alternative   approaches such as sector, multi-dimensional, aggregated with satellites... and the extent to which ISIC should move towards NAICS, if at all, in 2007

·
 Classes, whether existing or new, should reflect the realities of survey sampling,  stratification and estimation and should not be unrealistically small

·
 time-series are important. Users need early notification of changes and correlation tables linking the new system with its predecessors

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?

See above. ‘Information’ is very important and must be separately identifiable and dealt with in detail. The approach might be by inclusion of new headings or alternatively by new approaches such as multi-dimensional or by sector.

The specific OECD and NAICS approaches would have to be the subject of full consultation between national experts. Certainly, they should at least inform the ISIC process.

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. 

If maintenance and repair were separated from manufacturing this would help correlation with product classifications, something users seem to want. However, one issue is whether, generally, the maintenance and repair function could realistically be described as a separate industry or business. In practice, it may be necessary either to include repair and maintenance with manufacture or, alternatively, to use a ‘case law’ approach and allow a different solution for different parts of the classification system based, say, on the level of integration of the manufacturing with the repair and maintenance functions. The methodology adopted should be described explicitly in the introduction to ISIC.  

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

See response to Q2. We do not regard installation as construction The choice, pragmatically, appears to be to count it with manufacturing or to adopt a case law approach. Installation of process plant is a good example of an activity which ought to have a separate classification of its own, in this case within the 'engineering' area of manufacturing. 

4.   How should support activities be treated? In ISIC Rev.3 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?

The treatment should reflect the economic reality. There should be consultation with the individual industries and the allied services should either be treated together or separately in special cases depending on the level of integration as seen by the industry experts.  There is a view that the distinction is almost an anachronism in some sectors, for example, the IT or information industries,  goods being sold with a strong service element or vice versa.

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

The key points are:

·
information, communications and other new areas are very important and need to be separately identifiable, either as separate headings or using an alternative, perhaps multi-dimensional, 
approach

·
repair, maintenance, installation and support services should either be classified to the main activity with which they are associated or individually on a case law basis and after seeking advice from experts on each industry

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?

The way forward may be seek an improved understanding of how individual industries are structured and operate.

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 products are tradeable? What activities are included in distributive trade? What criteria should be used for disaggregation?

All activities involving re-sale, without transformation, of new and used goods should be included. The primary breakdown should be by type of product, but flexibility to allow breakdown by mode of sale might be useful.

Electronic commerce is undertaken by most traditional retailers and, in its business to business form, potentially by enterprises in any industry. It is a process, not an industry. Its likely universality by the end of this decade makes it an unsuitable criterion for defining ISIC.

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

 •Environmental activities?

 •Tourism characteristic activities?

 •Others?

There is a user need to measure such activities, but generally these are not industries. Moving from a strictly hierarchical structure to something more flexible allowing different groupings according to users’ needs may be the way to approach such activities.

Environmental concerns are increasingly on the agenda of world governments and classification systems might reasonably anticipate a growing need to provide statistics in this area. It might be helpful to expand its coverage in the 2007 accordingly.

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?

See previous comments. Additional possibilities are: call centres; cultural and creative industries; '‘broker'’ or intermediary activities (increasingly absorbing freelance professionals); financial services; leisure; tourism; and any areas affected by regulatory moves away from vertical integration (UK examples are railways and energy).

5. Globalization, 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?

Different ways of organising ISIC, possibly non-hierarchical, should be considered. Possibilities (sectors; cross-cutting; multi-dimensional...) have been mentioned above.

The real world structure and organisation of industries should be studied and pragmatic solutions that best reflect the reality sought.

If of sufficient economic significance, for example, if they employ large numbers of people) such activities may merit their own code in the classification.  Call centres are a good example.

One of the users consulted also questioned whether the greater use of sub-contracting is necessarily an inexorable trend or whether changing fashions over a relatively short period might necessitate changing the classification back again. They thought input-output analysis might be a better way of approaching these issues than analysis by SIC.  

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 current approach does not appear to present any problems. However, it does represent an inconsistency as, for example, other wholesaling and retailing are treated together in separate Divisions. It is difficult to weigh more methodological consistency against the undoubted value of minimising any unnecessary disruption of the system. Such disruptions have costly downstream consequences.  It was also felt by some users that the industry sees itself as a distinct entity.   

It will be easier to make a judgement when the overall scale of the 2007 changes becomes clearer. 

  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?

Whether there should be a separate industry might depend on the extent to which there are recycling businesses using different production processes to produce the recycled product or whether ‘traditional’ manufacturers are undertaking the activity.  

There does seem to be sufficient interest in recycling for ISIC to address the issue and to seek some way of identifying total recycling activity, perhaps split by associated industry and by the product emerging from the recycling process where possible.  

Difficulties are foreseen in obtaining data on recycling within manufacturing industries, where this will most likely be a minor activity and one which may not be explicitly valued. Where recycling is carried out by the same unit that collects the waste, a similar problem could exist in that the recycling may be the minor activity and not explicitly valued. 

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.

The key points are:

·
electronic commerce is important but it is not in itself an industry. It is undertaken by most traditional retailers

·
consider alternative, perhaps non-hierarchical, classification system structures

·
some of the theoretical problems could best be resolved by an improved knowledge and   understanding of how each industry operates in practice, reflecting this in the structure of the system 

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.

There is an increasing interest in product rather than industry statistics. This should be reflected in the attention devoted to further developing the CPC,which is considered to be very poor and out of date for services.
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