REPLY from FRANCE (Final draft, 2001, December 28)

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

To understand the nature of criteria mentioned in the question, it may be useful to look at the definition of an activity. This definition is presented at §20 of the ISIC Rev. 3.1 introduction. There, economic productive activities are defined as the various processing of inputs resulting in outputs. Such a definition is particularly suitable for the description of manufacturing activities, i.e. of economic activities producing marketable commodities from raw material or semifinished goods.

In the following paragraphs of the ISIC introduction, all examples used to illustrate this notion of “process” exclusively refer to manufacturing activities such as: weaving, car production (§21), casting of pumps and gear boxes (§22), production of pens and pencils (§23), slaughtering animals (§25) and so on. Meanwhile, the ISIC introduction did not provide a single example of any service activity that could be described using that scheme “input - process - output”.

Apart from the manufacturing sector, the suitability of that scheme widely varies according to production activity: - from about perfect adequacy in the case of data processing - to irrelevance in the case of trade. As a matter of fact, trade corresponds to the purchase for resale of commodities left as they stand.

Even if the notion of process can be extended beyond the scope of traditional manufacturing activities, it is not a universal notion that suits to the description of the whole range of economic productive activities.

This means an activity classification is not to be designed in reference with production processes only. Building an activity classification requires to recognise the core business activity of each activity identified in the classification. In some cases, the determinant factor that brings an activity into being may be the market.

To conclude, it is suggested that the broader definition of an economic productive activity refers to the core business activity. This general definition can be accompanied by a set of short and specific definitions describing the core business of each major sector of activity.

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 classification 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?

A link should be kept between the product classification and the Harmonized System, but perhaps not so strict as it is today.

The existing interrelation between CPC and ISIC, as put forward in the Rev.3 introduction, should be maintained. The two classifications form an integrated system for classifying activities, that is to say the two classifications have to be set up in parallel in order to guarantee that the product classification will not prevail on the activity one and vice versa. We know however that a perfect correspondence can’t be assumed in every part, and so a bit of flexibility will be necessary.

Such a system can be profitably used in different kind of statistics. 
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?

May we remind that an international classification is for the use of developed countries and developing countries as well? From our experience of building up classifications for EU, France, Maghreban countries, CEEC and African ones we can assume that a common level of details is not workable. The conclusion is that a common level (available to any country) should stay between 100 and 150 items.

Further details depend on the size of economies and on the level of development as well. Further to this common level, a double optional structure could fit the need for the two types of countries, both branches counting about 250/300 items, with common classes when possible.

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 top tabulation level gives the structure of global indicators and is of very common use for publications, analysis, etc. That is to say, the highest groupings have to be of a limited number, and well designed for their use.  

As regarding the number, 17 categories seem sensible, as a balanced magnitude. 

Regarding the distribution of the existing categories, there are needs for adaptation, in the services part  in particular.

The highest tabulation categories are topping the classification, and represent the most aggregate level of the classification. That is central. But there is nevertheless an actual need of alternative groupings for economic analysis, the kind we use in France. Such groupings accommodate the classification to a macroeconomic view on economy which is more market oriented.

Alternative groupings are certainly not candidate for substitution of the central ones, but, since several countries would acknowledge their usefulness, they have to be put in annex to the central classification.

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?

For the general case where there is neither vertical nor horizontal integration but association of activities (e.g. manufacturing and trade), the top-down method remains the only coherent one.

Concerning the vertical integration issue, suitable answers have to be elaborated. Where even light information allows splitting the total value added when computing the main activity, the best is to use that information. 

On the border between manufacturing and construction, for instance, the employment criterion can be used for splitting the installation of self-made modules between manufacturing and installation activities.

When there is no information about intermediate stages along the internal production chain, the current use is to code the downstream activity, what is not entirely satisfactory. There are indeed some exceptions, and the question should be addressed in the process of revising the classification.

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

That is a crucial question. 

It is quite obvious that classification stability is highly appreciated and therefore requested by users (even if the same users are concerned by slowness in revising).

The best advise to be made would be not to postpone the point to the end of the revision process, when making a correspondence table, but to put it as a compulsory checkpoint within the process of defining new classes.
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?
For more than ten years, there has been a great interest in the creation of a new category for information activities.

Much work has been done on this issue, and many reflections have been led, particularly by the OECD’s Working Group on Indicators for the Information Society (WPIIS), but also by the Voorburg Group and by the Eurostat’s Working Group on Information Society. Though these reflections and works are not quite completed and there results or conclusions are not fully adopted by the concerned agencies, it could be considered to create two new categories at the highest level of ISIC.

First the 2007 revision of ISIC could include a new section, namely an ICT section, which could be labelled as "ICT sector". As presently defined by the OECD, the ICT sector gathers activities such as electronic equipment manufacturing (radio-TV equipment, instruments, control systems), telecommunications (services and equipment manufacturing), computers (hardware manufacturing, software and services).
It is worth noting that the creation of such a sector raises the question of the traditional separation between manufacturing and service activities.

Secondly the 2007 revision of ISIC could adopt the creation of a content section. Clearly content activities share strong and common features that justify to group them in one specific section of any activity classification. Up to now, content activities such as: book publishing, the press, record activities, database publishing, video game publishing, cinema activities, radio and television activities are scattered all along the spectrum of each international activity classification (ISIC and NACE). This is why statistical coverage of content activities is much below the average compared to other activities. In particular, product classifications relating content are out of date; as to content activity classifications, they also need serious improvements.

Thus an international framework for the description of the information economy could be set as follows:

ICT sector + content sector = information economy sector;

ICT sector = ICT manufacturing + ICT services sub-sectors;

(One will notice that ICT services + content sector = NAICS information sector.)

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.

The basic principle should remain that repair and maintenance have to be put under the sector which is delivering the goods concerned. 

Two opposite cases can be met:

Goods  issued from  manufacturing sectors which have not their own distribution network available (case of intermediate or equipment goods). Then repair and maintenance of those goods should be put to the original manufacturing sector.

Goods delivered through specialized distribution networks, which belong to retail trade sector (case of consumer goods). Then repair and maintenance should be put to the retail trade area, maybe in a specific activity class if repair are usually done by not selling units.

That general rule can’t apply to some sectors like computing where specific considerations have to be made.

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? 

See above

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?

Behind the locution “support activity” two  kinds of activity can be met, depending on the “distance” between support and clients.

When quite exclusive to a unique client sector, as in mining, printing, or transport industries, the support activities should be kept together with their client sector.

On a contrary, when the support is given to any sector, whatever the activity (business services), or when the financing of the support activity can be alternatively considered as coming upstream or downstream (interface businesses between senders and carriers), then the support activity should be accounted separately in a specific category.

Nevertheless that general principle doesn’t suit entirely to units offering complex services   as for water domain management or construction. Such global supports should be better treated in the future.

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 many cases, before being sold on the market, crops need to be prepared (through a first transformation). Textile fibers and wool are split in ISIC: raw in agriculture, prepared in the textile industry. Why different principles there?

When agricultural industries (primary industries more generally) associate downstream industries it seems necessary to classify them in Agriculture (or primary industries). When these downstream industries are realized alone, either as a service (no ownership of the input/output) or as an activity for own account, they actually are more “manufacturing” than “primary industries” (machineries, occupation types). Could it be possible to create items in the neighbourhood (pre-industrial output) of Manufacturing industries as “Preparation of …”? That would maintain a manufacturing sector in a lot of developing countries.

The question would have to be put as well to wholesalers who produce agricultural items by using manufacturing equipment. 

Nevertheless, pragmatism should be highly recommended. Where a manufacturing process can’t easily be made out of the whole primary or the trade activity, it’d be better not to go further in splitting the overall activity.

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 tradable? What industries are included in distributive trade? What criteria should be used for disaggregation?  

In order to properly address the point, a definition of what distributive trade exactly means would be highly desirable. The 2007 version of ISIC should incorporate such a definition.

Among other criteria, what we call “risque commercial” in France seems to us the most important criterion for a trade area definition. And even if, from an historical point of view, trade was first considered as dealing only with goods, it is quite common to recognize that  more and more services come to trade as well.

Depending on the definition adopted in the end, the distributive trade could incorporate a narrow or a larger part of service sectors.

Whatever distributive trade definition, electronic commerce should not be considered as a specific activity, which would be matter of a new category in the distributive trade area.

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

· Environmental industries?

· Tourism industries?

· Others?

As transversal groupings, those areas certainly need suitable details in specific parts of the activity classification. A necessary balance has to be made in order not to burden too much the classification with unrealistic details at class 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 these areas the correct ones? 

Are there other areas that should be addressed?

Information and communications are already matter of innovation in the perspective of the 2007 revision (see question B.1). That first area does include the Internet, and therefore, the two first items should be put together.

New forms of employment services have to be addressed in the revision, in order to deal with innovations at the border between salaried jobs and self-employment.

In the following items, we don’t see so much a need for dramatic change, whereas social activities come to us as an area where more significant economic changes have to be addressed in the coming revision.

Bio-technologies and “nano-techniques” could also be an issue to be dealt with in the revision.

5. Globalization, deregulation and information technology have introduced many changes in the organization of production. Industries that were previously integrated are being 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?  

Relationship between converters and sub-contractors need to be made clearer in order to have common definitions allowing more accurate comparisons from country to country. In that we consider that we can’t afford a general statement, a sectoral approach being certainly more likely to provide the right parameters to be taken in account. 

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

The present situation is the result of a convergence between

· the reality of the associations of industries in that domain (e.g. sales of cars + garages, wholesale + retail sale not so clear, sale of gasoline + garage), and

· a lobbying of the automobile profession.

What would imply a split of such a division?

· trade of cars and of gasoline in trade?

· car repairs (garages) in services?

There is no specific demand in France for not retaining Division 50 as such in the next revision.

7. In ISIC Rev.3, Division 37 was introduced for recycling industries. 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 industries? Are there more appropriate definitions for recycling industries?

Boundaries are not clear there (with manufacturing, with wholesale and retailsale trade, with waste industries).

French professionals think two steps have to be considered: 

· the “Recovering” step, which consists in “picking up and separation of materials by taking to bits (industrial sorting?)” . That activity is presently coded in a specific manufacturing Division (or grouping) as now 37,

· the “Recycling” step which consists in transforming in new raw materials. The coding of those raw materials refers to the industries producing equivalent raw materials.

In the first step inputs are wastes, outputs are sorted out raw materials (not presently identified as well in CPC as in HS)

In the second step, inputs are the sorted out materials of the first step, outputs are new (secondary) raw materials.
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