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Introduction

In June 2000, a project to achieve greater convergence between NACE and NAICS, the
industry classfications used by Europe and North America respectively, was initiated under an
agreement signed by the heads of the statistical agencies of Canada, the European Union and
the United States. The agreement outlines a series of phases towards the achievement of the
objectives of the project, the first of which calsfor the preparation by aworking group of a
report on the technica and cost implications of convergence. As the results of thiswork are
expected to be rdevant for the next revision of 1SIC, areport on convergence will be tabled at
the UN Statistical Commission in March 2002. This paper presents asummary of the current
work of the working group as regards the implications of convergence for services statistics.

What does convergence mean?

Convergence can take two fundamental forms. the adoption of the same structure or an
improvement over existing concordances between NACE and NAICS. The needs of andysts
interested in transnationd studies and comparisons could be satisfied by better concordances
between the two classfications, while those of organizations, enterprises or ingtitutions, which
code their congtituent units, clients and/or suppliers according to industry, would be better
served by the adoption of acommon structure and coding for both classifications.

The objective of the better concordance form of convergence would be the establishment of 1
to 1 links between NAICS and NACE, with minimal “noisg’, a an agreed target leve of the
classfications. Each of these gpproaches could be gpplied at various levels of detail of the
classfications a the top leve only; at the most detailed leve (defined for this purpose asthe
level a which the 3-country NAICS is harmonized, representing 478 classes) or at some middle
level. Together, these dimensions form a 2x3 matrix, yielding 6 possible options.

Samedtructure Better concordance
Top leve Top leve

Mid-level Mid-level

Detailed leved Detailed leve

Different variants of the middle level can be congtructed. All would be congtrained &t the bottom
by the 3-country NAICS level, as foreseen for 2007. For example, if it were foreseen that the
lowest level of NAICS harmonization in Public Adminigtration will be at the 2-digit leve, then
NACE-NAICS convergence would also go to thisleve only. A possible middle leve variant
would be a the NAICS sub-sector — NACE division leve, representing approximately 100
classes. NACE rev.1 only has 72 divisions currently but Eurostat has expressed adesire to
increase this number. Another mid-level variant would be at the NAICS industry group —
NACE group levd, for gpproximately 300 classes. This aso represents the level a which a




relationship would be established with 1ISIC rev. 4 and proposas will be made to the United
Nationsin this respect. A hybrid level combining the mid-level and the detailed leve for, a
minimum, the Information sector, and other sectors asidentified, can aso be defined. Each
middle level option includes the higher levels of the subject classfications. For example, the
same gructure-middle level 100 class option implies that the top leve is dso harmonized.

The working group agreed to examine two forms of convergence: 1) the adoption by NACE
and NAICS of the same structure at the top of the classification down to varying levels of detall
across the classification, yielding a common structure of about 400 classes, and, 2) an
improvement over existing concordances between NACE and NAICS at the most detailed
level (478 classes that are common to all three NAICS partners).

Assessng the impact of convergence

Initsfirst report in October 2000, the working group ascertained that were no fundamental
conceptua differences between NACE and NAICS standing in the way of convergence. It dso
defined the various forms that convergence could assume and established which specific options
would be further andyzed in the first phase of the project.

After theinitid meeting in Ottawain August 2000, Mexico was invited to join the working
group for the next meeting in Washington and the United Nations Statistical Divison was invited
to send an observer. In thisway, dl NAICS partners are part of the discussions and the UNSD
is kept gpprised of issues and changes that may affect the revision of 1SIC in 2007.

To asss in the analysis of differences and smilarities between NACE and NAICS, the working
group decided to produce and vaidate a new concordance between the two classfications
rather than try to use and reconcile exigting, often conflicting concordances. This was a massive
undertaking and the result is the best concordance ever produced between these classifications,
fully reviewed and validated by their respective custodians.

Analyses of differences and smilarities between NACE and NAICS were conducted based on
this concordance, sector by sector, according to an agreed upon division of labour. The results
of these analyses were circulated between working group members and were discussed at the
mesetings of the working group. At the first meeting in November 2000, in Washington, the
work process and divison of |abour was agreed. At the next mesting, in February 2001 in
Aguascaientes, afirst batch of anayses was reviewed and preliminary convergence scenarios
were developed for theses sectors. At the last meeting in June 2001, in Ottawa, most of the
remaining analyses were reviewed and the first comprehensive convergence scenario was
developed, which is il in the process of being finalized.

A scenario for services

A convergence scenario contains a combination of changes and restructuring that minimizes the
impeacts on either classification and maximizes comparability between them, while preserving an



andyticaly useful framework for industry satistics. It results from an in-depth review of al arees
of divergence between NAICS and NACE and an identification of which of the two, or both,
would require change for grester commonality to be achieved. The working group has made no
recommendations regarding the adoption of any changes at this time, nor should any aspect of
the scenario be construed as a commitment to change by any party. Rather, a scenario should
be considered as the basis for further consultation and negotiation with a broader community of
stakeholders.

While the services sector is not explicitly defined in industry dassfications, agiven set of high
level aggregates is often identified as comprising the services indudtries. In a convergence
scenaio, these might include the following:

High-leve groupings

Wholesdle and Retall Trade
Transportation and Storage
Information

Hotels and Restaurants

Finance and Insurance

Red Estate and Renta and Leasing
Professond, Scientific and Technica Services
Adminigtrative and Support Services
Education

Hedth and Socid Services

Arts, Entertainment and Recreation
Sanitation

Repair and Maintenance

Other Services

Public Adminigtration

At thishigh levd of aggregation, this scenario implies saverd important departures from the
current structure of both classfications, in particular for NACE. Aswill often be the case, many
of the changes that convergence would require are in fact changes that NACE would wish to
pursue, with or without convergence, which were adopted earlier in NAICS. Examplesinclude
the Information sector and Professional, Scientific and Technica Services. In the case of Repair
and Maintenance, these were grouped together in NAICS and this could be seen as a desirable
feature for the converged classfication. The scenario aso implies the adoption by the NAICS
countries of ahigh-level grouping for Sanitation, an exising NACE grouping. The
harmonization of the other high-level groupings can be achieved through a series of more minor
changes and moves, which are described below.

Wholesdle and Retail Trade



Except for repair and maintenance activities, which is the subject of a separate proposed
grouping in the convergence scenario, both NACE and NAICS cover essentiadly the same
activitiesin wholesdle and retail combined. However, different principles are used to determine
whether adigtributive trade activity iswholesde or retail. In NACE, this determination is made
according to the class of customer. If the customer is business or ingtitutiond, then the activity is
wholesde. Otherwisg, it isaretall activity. In NAICS, the production processis used to
determine whether an activity iswholesde or retall. If the activity is conducted in astore-like
facility, usng aretail business process, then it isretall, regardiess of the class of customer. This
difference in trestment crestes alarge number of incompetibilities between NACE and NAICS
s0 that the best that can be achieved, without a massive recoding exercise across al classes, isa
combined wholesdelretall high level grouping, with no further convergence a lower leves of the
classfication.

Transportation and Storage

Land transport

Water transport

Air transport

Scenic transportation
Support services

Courier and posta
Storage and Warehousing

The crucid issue to achieving convergencein this arealis the NAICS concept of Scenic
transportation, which cuts across modes of transport, the primary disaggregation logic in this
sector. The scenario assumes that NACE can adopt this concept, but the converse (i.e. NAICS
abandoning the concept) would aso result in Sgnificant convergence possbilities.

Information

Publishing Industries

Motion Ficture and Sound Recording Industries

Broadcasting, except Internet

Internet Publishing and Broadcasting

Tdecommunications

Internet Service Providers, Web Search Portals and Data Processing
Other Information Services

In this sector, the scenario assumes that the definition of the Information sector for the 2002
version of NAICS forms the bass of the converged classification.
Hotd's and Restaurants

Hotels



Other Traveler Accommodation
Food Serving and Specia Food Places
Drinking Places

In this sector the coverage and concepts are identical in NAICS and NACE. However, the
detall is different, without any clear judtification in any of the systems. The proposed scenario
can be achieved with no cost to ether system and the degree of detall, even if aggregated, may
be sufficient for the purpose.

Finance and Insurance

Finance
Insurance
Other Financid Industries

In this sector there is dready a high degree of amilarity. The main difference is the separate
identification of Reinsurance in NAICS. The scenario assumes that NACE can adopt this
concept.

Red Estate and Renta and Leasing

Red Edate
Rental and Leasing

NACE hastwo classes that fall outside the scope of redl estate in NAICS.

Development and sdlling of red estate by people that do not actudly do any physica
congtruction themselves falls under congtruction in NAICS and in redl estate in NACE. The
scenario assumes that NACE can accept to follow NAICS. NACE aso has Buying and sdling
of real edtate as a separate activity. The scenario assumes that most would be out of the scope
of an activity classfication. No further detail is possible, and perhaps not even necessary

For rentdl and leasing the coverage and concepts are identical in NAICS and NACE.
However, asin other sectors, the detall is different, without any clear judtification in any of the
systems. The proposed scenario can be achieved with no or little cost to ether system and the
degree of detall, even if aggregated, may be sufficient for the purpose.

Professond, Scientific and Technica Sarvices

Legd Services

Accounting Services

Architecture and Engineering Services
Computer Services

Management Consultancy services



Research and Development Services

Advertisng Services

Market Research and Opinion Polling Services
Photography Services

Trandation and Interpretation Services

Desgn Services

Management of Companies and Enterprises

Other Professona, Scientific and Technical Services

The scenario for business services is based on the fact that NACE would wish to pursue, with
or without convergence, relevance enhancing structura changesin line with that which were
adopted earlier in NAICS. Therefore, at the highest level the scenario proposes the split
between Professond, Scientific and Technical Services and Adminigtrative and support
savices. The detall in Professond, Scientific and Technicd Servicesis very amilar in the two
systems.

Adminigtrative and Support Services

Office Adminidretive Services

Facilities Support Services

Employment Services

Business Support Services

Cdl Centres

Travel Arrangements and Reservation Services
Investigation and Security Services

Packaging and Labeling Services

Searvices to Buildings and Dwellings and Indugtrid Cleaning Services
Convention and Trade Show Organization Services
Other Support Services

Thisareais presently under-developed in NACE and the scenario assumes that NACE can
accept anumber of NAICS concepts, especidly office administrative services, facilities support,
and travel arrangement and reservation services.

Education

Primary and Secondary Educeation
Higher Education

Other Miscdlaneous Education

This scenario is condgtent with the latest ISCED, which seemsto indicate thet dl learning
activities are congdered as education. This draft includes under education sport ingtruction and



education in recreationa activities. The scenario aso assumes that NAICS can accept to
suppress education support services.

Hedlth and Socid Services

Hospitd activities

Medica practice activities
Dentd practice activities
Other human hedth activities
Veterinary activities

Socid work activities

The scenario follows the NACE concept, which makes the distinction between medical services
by doctors, medical services by paramedicals and socid work activities without medica
treatment. Thiswould involve minor cost to NAICS. The crucid sructurd issueisthe incluson
of veterinary activitiesin this area. The concept and coverage is dready identica in NACE and
NAICS. The scenario assumes that NAICS can adopt this grouping, but the converseis dso
possible.

Arts, Entertainment and Recreation

Museums, Higtoricad Sites and Buildings

Botanicd and Zoologica Gardens and Nature Reserves
Gambling and Betting Activities

Other Arts, Entertainment and Recregtion Activities

For Museums, Higtorica Sites and Buildings, Botanical and Zoologica Gardens and Nature
Reserves as wdl as Gambling and Betting Activities the scenario supposes the NACE levd of
detall.

However, Arts, Entertainment and Recreation Activities is the mogt difficult areain services. In
the other sectorsit is mainly borderline adjustments or clearly defendable concepts. Here there
IS no common ground on what is art and whet is entertainment, and no clear underlying
principles. The best that can be achieved, without a massive recoding exercise across all
classes, ishigh aleve grouping, with no further convergence a lower levels of the classfication

Sanitation

Collection and Treatment of Sewage
Collection and Treatment of Other Waste
Sanitation, Remediation and Smilar Activities

Generdly the concepts and boundaries are matching, but the scenario implies the adoption by



the NAICS countries of ahigh-level grouping for Sanitation, an existing NACE grouping. This
would move sewage away from utilitiesin NAICS.

Repair and Maintenance

Repair and Maintenance of Motor Vehicles

Consumer Electronics Repair

Computer and Office Machinery Repair

Other Commercid and Industriadl Machinery Repair and Maintenance
Appliance Repair and Maintenance

Re-upholstery and Furniture Repair

Footwear and L eather Goods Repair

Other Personal and Household Goods Repair

This scenario presumes that the treatment of repair and maintenance follow the NAICS
concept.

Other Services

Services of Associations and Organizations
Personal Care Services

Washing and Dry Cleaning Services
Funeral and Related Services

Other Services (3)

The definition and a high degree of detail is common to both NACE and NAICS. To achieve
convergence only borderline moves,

Public Adminigtration

The definition of this sector is gpparently the same in both NACE and NAICS. However, there
are differences in gpplication. Included in this sector are activities that are traditionaly
performed by governments. Lately, however, this has not been a stable concept, with the
privatization of many activities previoudy performed by governments. While both NACE and
NAICS classfy to the appropriate activity outsde of Public Administration various “private’
activities performed by governments, there are some differences regarding privatized activities.
For example, in NACE, fire-fighting and fire protection is by definition in Public Adminidiration,
regardless of the nature of the service provider. For some NAICS countries, the tendency will
be to classfy private fire-fighting services outsde of public adminigiration. Thereisaneed to
harmonize the trestment of these types of activities, first, around agreed upon definition of the
activities of Public Adminigtration, and secondly by distinguishing between activity classfication
and SNA sector classfication. The latter is the appropriate framework for digtinguishing private
and public sector activities, not the former.



Conclusion

The foregoing isasummary of the types of issues that have been considered by the
Convergence working group as regards the servicesindugtries. Their report on the cost and
technica implications of convergence will be submitted to their Agency headsthisfdl, at which
time decisions will be made regarding what, if any, further steps towards the convergence of
industry classfications will be taken. From the point of view of services Satitics, it would seem
that having more comparable aggregates between Europe and North America, and aso through
ISIC, with the rest of the world, would be of great benefit in andyzing the structure and
evolution of thisimportant sector of the economy.



