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Intraduction

1. This paper was prepared for the Round Table on Business Survey Frames,
organized by the Bureau of Labour Statistics in Washington, D.C., at the
request of the organizars. The work of the UDuited Nations Statistical Office
in the field of economic atatistics and activity claasifications is closely
related to the work on business registers because both must concecrned with the
statistical units used, In view of the fact that the Office is in the process
of revising its industrial classification (ISIC) as well as the System of
Mational Accounts (SNA) each of which contains guidelines on the statistical
units, it gratefully accepted the challengs to prepare a paper on these

units. The Office hopes to benefit from the presentations and discussions in
the wmeeting,

2. The paper focusses first on the history of the ISIC and its usa and goes
somewhat deeper into the development of the third revision of it and the
harmonization with other international classifications, It is stated that the
fizst part of thia revision dealing with agriculture,'mining and manufacturing
is almost in its final stage whereas the part dealing with services is still
very preliminary. Still, it is intended to present a complete draft to the
Statistical Commission at ita 25th mession in 1989.

3. The paper then treats scme general aspects of the atatistical units which
sccording to the Statistical Commission needed some updating and modernization -
in ISIC. It emphasizes the interaction between an activity classification and
the statistical units for which the classification is developed as wall as the
importance of the definitions of these units for the results of the relevant
statistics and the problems that can occur in difficult situation such as
vertical or horizontal (des)integration., The question is raised whether an
aultinational company or enterprise classification could be developed and
whether it is bettaer to maintain the current terminclogy of ualts in IBIC or
to replace it by new names, Lastly the issue of business registera and their
use in demographies of economic units is briefly discussed.

4. The annex to the paper contains a first proviaional draft of the new
chapkter in the ictroduction to ISIC, dealing with the statlistical unie. This
paper contains of course much of the current text of ISIC, but also a number
of paragtapha and sentences were borrowed from national classificaticns,

Thess aCUrces are not mentionsd in the paper. However if a country would like
to claim copyright, it could bae accommodated. Comments an the paper and

especially o0 its aanex wauld be very much appreciated either during the
sesting or in writing.

The author of the paper wishes to express his thanka to all who helped
him with the drafting and editing.



Background of ISIC

5. The original version of tha Internaticnal Standard Industrial
Classification of All Economic Activities (ISIC) was adopted in 1948, At that
time the Bconomic and Social Council approved the following resolution:

"The Econcmic and social Council

Taking note of the recommendation of the Statistical Commission regarding the
need for international comparability of economic statisties and,

Taking note of the International Standard Industrial Classification of All
Economic Activities which the Statistical Commission has developed with the
advice and assistance of Member Governments, '

Recommends that all Member Governments make use of the Internaticnal Standard
Induatrisl Classification of All Econcmic Activities aither by:

{a) Adopting this system of classification as a national standard, or

{b) Rearranging their statistical data in accordance with this ayten for
purposes of international comparability,”

&, Wide use has been made, nationally and intermationally, of the ISIC in -
the classification of data according to kind of economic activity in the
fields of population, production, employment, national income and other
econcmic statistica. Most developing countries and a number of smaller
developed countries have utilized the Intarnational Stsndard Classification as
the basis for their industrial classification schemes with little or no
change. Substantial comparability has been attained between the industrial
clasaificationa of many additional countries and the ISIC by ensuring, as far
48 was practicable, that the categories at detallad lavels of classification
in national schemes fitted into only one category of the International
Standard Clasaification. An incressing number of countries have arcanged a
number of their statistical series according to the ISIC. The United Nations,
the International Labour Office, the Food and Agriculture Organization, the
United Nations Educaticnal, Scientific and Cultural Organization, the United
Nations Industrial Development Qrganization and other international bodies
have alsc utilized the International Standard Clasaification in publishing and
analyzing data classified according to kind of econcmic activity.

7. Experience in the use of the 1SIC has revealed the need for periodically
reviewing the stfucture and dafinition of the catwgGrien. Changes taks place
in the organization of aconomic activity and new typss of sconomic activity
become ilmportant. Mew analytical requirements for dats classified according
ta kind of sconcaic activity develop. The Statistical Commission undertook a
feview and revisicn of the ISIC in 19%6-1958 and agaln in 1965=1968. 1In sach
instance the Commission emphasized the need to maintain as much comparanilicy
betwean the revised and preceding versions of the ISIC as was poasidble while

introducing the alterations, modifjcations and other improvements wnich were
Eequired.

4. The current ISIC, Rev.2, much mcote than its previocus versicons, i3 based



on detailed comparisons between it and the national industrial clagsificaticuns
af countries with differing economic systems and at various atages af economic
and social development. Ia view aof the central position of the ISIC in the
interaational comparisou and analysis of a wide range of statistics, a great
dsal of attention has been devoted to ensyring that the ISIC is fully
comppatible with the economic structure and the atatistical practices and needs
of the differing countries of the world.,

rhe third revision of 1SIC

9. In the early sevanties a number of countries and internaticaal
organizations realized that the next revision of ISIC should be part of 3
larger long-term project, i.s. to harmonize existing activity classiflcationa
of different internaticnal organizationa and to establish a classification of
goods and services closely linked to ISIC, belng a kind of master
clagaification which can be used for statistics of output, trade {domestic as
well as internatiomal), prices, consumption etec. In order to examine these
possibilities the gtatistical Office of the United Nations established an
expert group which met in 1974 and whose repert was presented to the
gtatistical Commission in 1976. At the recommendation of tha Commission a
Joint Onited Nations Statistical Office (ONS0) /Statistical Office of the
Purcpean Communities (SOEC) Wworking Group on World Level Classifications was
formed, To date this group has met five times in Brussels and Luxembourg and
discussad praoposals for the ISIC, Rev.3 and for tha related Central Product

Clasaifiication (CPC). A sixth meeting of this OUNSO/SOEC working group is
schedulad for December of this year.

10. Parallel to the work of this group, the UNSO also convened two working
group meetings at ita headquarters in New York to discuss the proposals made
by the Sacretariat, For practical reasons the membership of beth worklag

groups was almost identical. A third and hopefully last meeting of this group
is scheduled for April 1984, )

11. To date, as a result of these meetings, which raflect the input of the
Secratariats of UNSO and SOEC and of many experts of national and '
{nternaticonal crganizations, the Statistical Commission at ita 24th asesaion
early this year digcussed the first complete drafts of 1SIC, Rev.3 and CPC.
Concerning the first parts of the classifications dealing with agriculture,
mining, manufacturing and energy distribution in the ISIC and their relacive
ouzputs (goods) in the CPC, it was strassed that thase could be conaldered as
almost final., Minor improvements may still be introduced in tha texts as well

as in tha explanatory notea but the sain structure of thess pacts should not
ba changed anymore.

12. Hi3rmonization with othar classifications has been egstablished in a
teagzonable way. One of the main advantages of working closely together with
SOPC is that while tavising their sconomic activiky classification {NACE) they
committed themselves to use the same categocties as in ISIC with probably some
further breakdown. Harmonizatica betwaen CPC and the Standard Intecnatiomnal
rrade Classification (SITC)}, Rev.3 - which was approved by the Statistical
Commission in 198% - is established such that sach cateqoly of the CPC
consists of one 3r more whole categories of tRa SITC. Moreover both the CPC
and the SITC use the categorisas of the Harmounlzad Commodity Description and



Coding System (ES} of the Customs Co-cperation Council as building blocks
which links these thres classifications even closer togethaer.

135, The second parts of the drafts of ISIC and CPC which deal with services
are still very tantative. Although all work om classificationa in general was
given higheat priority by the Commissjion, it was understood that most of the
time spent on 1t by the Secretariat should be devoted to the secvice area.
Bapecially in a time where more and more data ace needed ou services, e.q. in
the fields of internatignal trade, price and quantity measurement and theic
ahare in the balance of payments, all efforts mhould be made to establish a
classification on sarvices as a tool to collect data on them. Not only in the
UN and BEC but also in individual countries the classifications in the sarvices
area have proved to ba particularly complicated.

1¢. In view of the rather limited financial and persoanel cesources in
international corganizationa in general and in the ONSO in particulac, an
attempt wam launched at the initlative of Statistics Canada to share the
worklosd by distributing it among some volunteering countries. During an ad
hoc meeting in Voorburg, the Netherlands, in January this year, several
countries committed themsalves to contribute a firat draft of ISIC and CPC for
a specific service area. A second meeting of the same group plus some cother
interested countriea and organizaticns isa schedulad for early November this
yesr. Hopafully thase efforts will resule in 3 batter and more up=to-date

draft of ISIC and CPC which then will be discussed during the sixth UNSGZSOEG
meeting and the third UN expert group meeting, '

15. A new complete draft of ISIC, Rev.3 and CPC will be presented to the

Statistical Commission at its session in 1989 when, according to its request,
the Commiasion intends to approve it.

Statistical unita in ISIC, Rev.3

16. One of the subjects that, apart from the content of the classification
itself, was discussed several times in working groups and in the Commission,
was the definition of the statistical unita, =¥ Although the Commission
emphanized that the scope and vse of ISIC should nat be altared, it agreed
that the definitions of the statistical units need some ypdating and
modernization. It is important to have thesea definitions established becavuse
they may serve as guidelines for those who use ISIC as their national
clasaification or as an instrument for international comparison of atacistics,

1/ It should De noted that the tarm “"statistical unit® is sometimes used to
refer to the unit of measurement of transactions or observation according
to which etatitical informaticn im reported. FPor the purpose of this
PAper, Ovwaver, it is used anly to refer to the transactors, i.e, the
organizations that engage in producing goods or mervices,



17. On the cne hand it could be argued that the definition or delineation of
units could be cmitted from an activity classification such as ISIC and indeed
several national classifications do omit such a chapter., Oun the other hand
the ISIC is used by atatisticlans and economists as a tacl to subdivide the
economy intc parts which contain elements that are mutyally comparable
according to certain criteria such as industrial activity. In order to enaure
the usefulness of ISIC it is necessacy to know how activitias are organized
within the uaits that aze supposed to be grouped in a certain ISIC category,
i.e. what kind of activities are often carried out together in one unit and
which activities are never or very seldom carrled out together. Thus when
talking about classificaticns of units, one has &to have at hand a definition
of the units and while defining the units, <ne has to keep in mind the

structure of the classification. Unfortunately, this cesulis in a kind of
arguing in a circle.

18. The way in which statiatical units are defined is extremely important for
the cutcome of statistics. tsually units are classified according to their
primary economic activity. Por statistical purposes an "industry” is defined
as the total of all units mainly engaged in a aspecific range of activitiesthat
can be identified or labelled by raference to the detailed classification.
Therafore the ocutcome of industry statistics depends strongly on the kind of
vanlts used. Recantly it has become more and more commou practice to create
separate legal units for parts of enterprises or companiea that angage in
secondary or ancillary activities. It is clear that if this practice ware to
be followed by statisticians, creating as many statistical units as there are
lagal units, the outcome of industry statistics would be seciously affected. -
The tranaformation of what was previously -part of an existing uvait into a
ssparate Unit creatas a new flow of trade between the old and new ona.

19. Statistical information must be organized into categories suitable for
economic analysis. This can be done by classifying unita and all data
pertaining to them according to characteristics such as econcmic activity,
institurional sector, lagal structure, size, geographical distributicn
{location), nature of ownership, type of operation, types of financing etc.
The ISIC deals with only one of these characteristica i.s. econcaic activity
whereas separate classifications exist for most of the other characteristics.
This means that although single ownership and singla location are more or lasa
prarequisites for the definition of the units, the homcgeneity sconomic
activity should be the predominant factor when establishing them. A clesar
exampla for why activity is impcrtant is vertical and horjzontal iategratioca.

20, An entity which produces grapes for the macket is completaely different
from one which produces the grapes and then at the same locatioan makes wine of
thea, Their contributions to value sdded and smployment of the industry ace
very differant although their classification in terms of ISIC may be the

same. Ideally the latter entity should ba aplit into two units, one being
classified in agriculture and the other ln manufacturing. Alternatively, a

separate categocy for the combined activity (grape growing and wine making)
could e established in ISIC.

2l. The same problem arises with different forms of horizontal inteqgration
GL, 38 has Dacoma more popular recently, desintegration. As lndicated above,
industrial companies gquite often decidea to house parta of their business in



separate legal units which then, la turn, are classified in a different
industry, nowadays usvally being a sezvice industry. Although such actious
often concern ancillary activities or units, they do of course disrupt time
series. It may be sssumed that at least part of the recent rapid growth of
the service industries is dve to this phenomencn, Alsc the fact that the
growth of intarnaticnal trade in services stays behind the domestic growth of
the sarvice industry can be explained in part by the circumstance that the
latter data are obtained from statistics on transactors and the former from
{lack of} data oo transactions. The creation of a new unit has & direct
impact on dcmastic trade but not on international trade in services.

22. The question could be raised whether in cases of desintegcation as
mentioned above statiaticians should try to maintain existing time serles by
reshaping these "srtificial* split-ups into the original combinations ot
should they follew industry practice by treating the newly created units
separately and thus transferring them to other industries, In eaither case

explanatory notes should accompany the relevant publicstion in order to make
Clear what policy is followed,

23. On the other hand, in order to compile maaningful statistics, some legal
units need to Be separated into two or more statistical units, This is
particularly so whers the significant activities of a single legal sntity span
two Or more broad activity categorfies, Also, in situations where separate

parts of a legal entity cOperate more or less independently, combining them fo%
atatistical purposes would be avoiding realism.

24. 1ISIC is always conceived an being an instrument for claasifying
establishments. In principle, however, it can as well be used for classifying
broader units such as enterprises or local units or even families of
enterprises or companies since all of thess units have by definition a primacy
activity. Especially the less detailed levels of classification should meet
the requirements of clasaifying such larger units. Some countcies have,
however, developed spacial classifications for comrplexy astructured companies.
It is questionable whether such a classification can be developed at the
internationsl level since practices differ greatly across countries,

The terminology for statistical vnits in ISIC

23, The terms enterprise and establishment have been used for many yvears in
different contexts to cover very differant sitvations. Por this reasacn ik has
Been argued that thess terms better be dropped all together and replaced by
naw terms in order to avoid ambiguity and confusion. In fact, several
couttries have already doune 30 in thelr nationsl classifications. Por use in
internaticnal statistics, however, it seemsa more convenient to retain the
existing terminology becausa many users of the systans and statistics of DNSO
are familiar with them. It is therefore suggested to malntain these tecms for
international use, This, of course, does not prevent countzies from ysing
their cwn terminology and definitions alehaugh the latter should preferably
not deviate too much from those suggested in intscnational gquidelines.

26. It should be noted that, although in most statistics that reach the UNSO
it iz 2aid that the establisnment was the statistical unit employed, morse
detailed reseaccn showed that in many cases the definitions applied to it



differ strongly from country tc country and that in several cases completely
Aiffarent units were effectively used. Especially large countries tend to
interprat the local boundaries requirements of the establishment in a
different way than smaller countries which may lead to different treatment of
secondacry and ancillary activities. This of course hampers the international
comparablility of induatry statistics.

Registers and demography

27. One of the receat concerns of statiaticians in the field of economic
statistics is te develop and maintaln up-to-date records of statistical units
and to publish a kind of demography about them registering their birth,
growth, changes in atatus such as activity, location, cwnership, etc. and
eventually death. This is not only of impoctance for statisties on the
existence, lifetime and maobility of statistical units or as basis of surveys,
but alse for the ability of explaining certain data obtained in industrial
surveys or censusea, This issue has cecently become more important aiace,
especially in the service industries, small units are born very fregueatly.
They then either grow guickly iato large companies or die almost as quickly as
they appeared, Very often it is hardly pogsible to obtain economic data from
tham but if records can be obtained through a register of unita (statistical

or non—-statistical) then at least scme estimations could be made about their
activity.

28. Many of the registers now receive their data from non-statiatical sources
such as the Chamber of Commerce, depactments of government, tax records, .
social security etc. where companies have to register themselves, In order to
transform such data into a useful register of statistical units a whole series
of activities has to be carried out, sometimes called profiling., Since the
ONSO does uot itself collect data from individual units, it has no experience
whatscever in this fleld. Moregver, since practices and legal requirements
differ greatly from cauntry to country, it seems unlikely that international
guidelines could be developed in the acea of business registers. However, it
is boped that national guidelines will not be in conflict with the

recommendations givea in ISIC concerning the definitions of the statistical
ynits.



Annex: First provisional draft of the introductory part to ISIC, Rev.3

STATISTICAL DNITS

INTRODUCTION

1. The most convenlent way to cbtaln statistical data is to cellect them
from entitias that keep complete sets of records., This would allow
statisticians to take advantage of information available from the accounting
records of producing entities, from administrative sources related to them and

from empirical studies. It alsc might resul. in statiatics that serve best
the interasts of usecs,

2, Howaver, since unfortunately record keeping practices in most countries
are not standardized asnd since differsnt statistica need different sets of
data, it is unavoidable that guidelinea are prepared ac that comparable
national and international statistics caa be produced. While the argument is
often heard that standardization resuvlts in rigidity of format and

interpretation, it is in fact a baamic toul in a acientific approach to awuy
aitvation.

3, The benefits of internaticnally integrated statistics cannot be realized
unless standardization is applied to all dimensions of both definitions and
classifications of transactors as well as transactions. For transactors the -
reasons for thia are two-fold. If two or more statistical collections cover
the same industrial area, comparison betweean datas cannot be made unless the
collections cover the same units., In other words, the statistical unit serves
as a tool to measure in an unduplicated and yet exhaustive fashion several
aspects of the economy. Secandly, the utility of using standard
classifications of activitiea, institutional sectors and locations iz weakened

it they are applied to sats of transactors which are not defined in a atandard
H!}' -

i, In this context it seems useful to make a distinction between statisiical
units and other (non-statistical) entities, The first group includes those
units for which data are assembled and statistics are compiled whereas the
latter group includes all other kinda of organization such asa legal entities,
local entities, administration entities atc., which have not gone through a
statistical selectica process and which may or may not coincide with '
statistical units. In other words the entities that are found in the rma)
{sic) world may have to ba rearcanged (recombined or split) or profiled in
order to create atatistical units that meet the requiremsnts of integrated
atatistics. Besides, thers are sntitias being statistical units themselves
which do the bookkeeping and reporting for not only themsslves but for other

statistical units as well. Such entities are often callad reporting or
accounting entitiaes.

5. Adainistrative resquirements diffar from one kind of statistics to the
cther, Scae ceed very detailed information on e.q, Qquantity and prices of
Sutputs and inputs, on lanour, stocka, assets etc., others only collect rough
daca such as gross output, capital formation or so, 1la order te mest these



different regquirements a hisrarchical met of atatistical units ia defined in
this chapter each of them aimed at a special set of data that might be
avallable for them, The definitions have been formed such that thay allow

internaticnal comparability but at the same time that respondents can provide
the infarmation requested,

§. The statistical units in economic statistics are (parts of) businesses,
government or private-non-profit organizations which engage in economic
activitiea, They are transactors buying and/or owning goods or services,
including labour, to produce an output that may be acld,.provided free of
charge or vtilized for future producticn. They may lncur financial
liabilities and may own real and intangible assets,

7. - The basic concept of tha statistical unit is determined by two
conarraints i.e. control and location. In other words, the ideal statistical
unit cannot belong to mare than one ownear and cannot cross regiconal
boundaries. Por certain atatistics an additicnal constraint relating to
sconomic activity is also applied namely when statiatics are axpected to
publish data on certain induatries or on sets of uniks which are homogenecus
in teras of the activity they carry out. Other characteristics may be
attached to each statistical unit such as size, legal organization, mode of
financing etc. but these characteristics should not influence the
classification or definition of the unit.

8. Unfortunately, the economic world does usyally not organize itself
legally in such a way that it fits in the constraints set out by statiatical
institution. The set of legal entities under a aingle control chaangas
frequently. The reasons for this include the acquisition of new antities,
sale of own operations, creation of new entities as shells for financial
Operations or as tax shelters, sasigoment of existing legal entity from one of
the previcus categories to another including a catagory of dormaut entities.
Also entities do oftan cross local boundaries or Carry out mars than one
activity in one location, praducing many different producta and using
different production techniques and raw materials. In order to obtain

Beaningtful statistica, =such complicated entities must be reassembled or splik
inte more homogensous statistical units.

3. One of the prableas which are oftan encountsred by statisticians when
eatablishing the statistical units they collect data from, 1s that the
appropriate records are not always availadble for the units they want to
inquire. If this problem cannot be solved by discussions betwsen the
authocity and the entity (entities) concernad, there are only two optiona
left, i:e. whether to stick with the statistical unit that was originally

envisaged and £o £ill the data gaps with estimations or to fall bsek to the
hlerazchically next higher type of unit.

10, %{th the above in aind, the following hierarchical sst of statistical
unita can be distinguished and defined. It sbould be Kept in mind that in by
far the wost cases all of these units will coincide, i.e. thare is one oOwner
who at one location catcies gut only one activity. Thus sntarprisa aquals
local unit, equala kind-of-activity unit and equals eatablisnment, In only 5
to 10 pearcent of the cases one needs to introduce thne separation between the
diffarent units descrioed below. The type of unit to be used in the
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presentation of atatistical series will depend on the nature of the
information being presented and the data being avallable. This choice is to
be made by the statisticilans wbo deal with a particular kind of statiatics.

GEFINITICHS

The enterprise-type unit

11. The entecprise is the smallest legal entity or famlily of legal entities
that ancloses all necesaary functions to carcy aut its economic businessa., In
the arsas of business or private-non-pzofit organization, the enterpriss is 2
legal entity or a family of legal entities which manages the property of the
organization, enters into contragts, recaives and dimposes of ite income and
maintains separate pank accounts anrd an independant, complete sat of
accounting records, including profit-and=loss and balance sheet accounts.

Non-operating (darmant) legal entities are not conaidered as being statistical
units.

12. 1In the case of market eccuomies the legal entity may be a corporatiom,
trust, joint stock company, co-oparative assoclation, {incorporated non-profit
asssociation (joint venture) partnership, individval proprietorship, or some
other form of association, The family of legal entities conslsts of a group
of entities which ars ownad or countrolled by the same intarests, i.e. vwhere
the majority of the equity of each legal ynit ils cwned by the same intereats.
In the case of centrally planned economies, the equivalent of the legal eatity
is the management and bookkeeping eatity known as the anterpcise. The

equivalent of the family of legal entities is the combine, trust or similac
groupings of enterprises.

13. Common ownership in the case of a family of legal entities does not
always need to be control By the same interest of 50 percent or more of the
squity, In soma lastances effective control exista {(e.g. through commaon
directorship and other management structuras, control of patents and brand
names) even though the controlling sntity doss not owa 50 percent or mora of
the cantroled entity's equity. Im other instances, it may not be feasible to
{dentify families of legal entities in terms of owners of squity in businessas
but it may be common practice to compile consolidated profit-and-loss and
palance shest statements for the group of legal entities which are owned by
the same interest. Under thess circuastances, gamilies of legal entities may
be defined as the group for which such statemants ace prapaced.

14. A combine or trust may be made up of eaterprises sngaged in various
stages in a chain of production or la the ioput of different claasss of goods
in which similar saterial is used, or in the production of the same goods,
Examples of the first type of grouping of anterprises into broader management
units are common in the case of metal mining, refining and fabrication, and
the lesther and footwear industries, Small entecprises manufacturing the same

consumer gooda are not infrequently grouped together into trusts primacily for
purposes of markating thelc products,

1S. In the area of government organizations the appropriate eatity is, in
genscal, the crgan of governmant (e.g. the cantral government, the state or
pravincial governaant, the county, municipality or town} which plan, control
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and manage the finances of all their constitvent bodies collectively (e.9.
aloistriea, departments, bureaux, agencies and offices).

The "location=typa unie

16, In socme instances a2 single legal entity or family of legal entities may
engage in more than one kind of sconomic activity at a single lecaticn ar at
twe or more nearby sites. If the organization and record keeping practices of
the enterprise are such that data in respect of the outputs and related inputs
of the differing classes cannot be separately compiled or if the relevant
statistics do not require such separate data, it will be necessary to use the
local vait as the statistical unig, The local unit is thea defined as all the
econcaic activities carried on by an enterprise at or from a single physical
locatian, Each enterprise by definition must have at least one local unit,

17. 1In several cases the anterprise may engage in economic activitles at two
Or DOre oearby sites 4.9. in the same municipality, township or similar
restricted geographic areas and may not maintaia complete records for each
site, Covering all of these sites in one single local unit will usually not
tepresant & siguificant departure from the ldeal concept of the local unit,
Howaver, in general the non~contiguous zite= covered in the game local unit
should at least be restricted to locations falling within the moast detailed
geographic area for which series of data are compiled, In cother words, all

sites which ate to be grouped lanto a single local unit should be located
within the same mesh block,

The kind-of-activity type unit

18. Where tha local unit results from a breakdown of an enterprise according
to regional criteria, regardless of the economic activities carried ocut in the
local unit, the kind-of-activity unit does the opposite. The kind-of-activity
unit is therefore defined as the part of an enterprise which engages ian one or
predominantly one kind of economic activity without being restricted in
raspact Of the geographic ares in which that activity is carried ouvt. Again,
e¢ach enterprise by defiaition must have at least one kind-of-activity unit.

The tutabllshment—tzgg'unit

19. The astablishment is, ideally, a part of an anterprise which engages in
one, or pradominantly one, kind-of-activity at a aingle physical location,

e.3. an individual farm, mine, factory, workshop, store or office. This ideal
concept is applicable in most of the situvations encountered in inguiries into
sgriculture, mining, manufacturing and services. In thesas sitvations, a
single legal sntity angages in one class of economic activity at a single
physical location, i.e. in ona contiguous ares. Each enterprise,
Kind-cof-activity unit and sach local unit must have at laast one sstablishmant.

The taschnical vnie

20. The technical unit is a section or department of the establishment which
engagas directly in the production of a class of the goods made, or services
tendered, by an estabiishmant, or in a stage in the production of these gocds
Or services, Departments of a meat packing plant which produce lard, cure
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bacon Qr can meat, sce illustrations of the former type of technical, i.a.
thoss horizantally integrated in an estaplishment. The departments of a
rextile mill which apin yarn, weave cloth and dye the cloth, are exanples af

the latter type of technical unit, i.a, those vartically integrated in an
astablishment,

The ancillary unit

21. Ancillary vaits provide non-durable goods or services primarily, or
entirely for the ugse of the parent preducing unit(#s). These goods and
services do not bacome & physical patt of the output of the parant units and
are cuatomarily provided by syhsidiary and supporting activities which are an
tntegral pact of the activitics of most establishments, Generally speaking

ancillary units owe their whole existance toc the other sctivities of the
anterprise.

APPLICATION AND CHOICE OF THE UNIT

The enterprise

22. In genecal it will be desirable to use the {individual legal entities, or
the egquivalant, for some pUCposes and the families of legal entities, oI the
equivalent, for cther purposes, whether it will be feasible to use baoth types
of entarprise units will largely depend cn the ways in which businesaes keep

and summarize thelr accounts and are required to register with, and report ta,
govermsent bodies.

23. The legal entity, or its equivalent, is likely to bae the moat haomogeneousd
unit in respect of kind of economic activity for which data will be available
on all aspects of the business. The available data may relate ta production
and employment, incomas and disbursements, physical capital and financial
assets and liabilities. The legal entity may therefore be the preferable
enterprise-type uait to usa whan ralatively bhomcgenecus induserial
classifications of a wide range of financial and other statiatics are
required. This may be the case, for example, in describing and comparing the
scurces and uses of funds of vacicus industries o relating data on the
finance of production with data on the level of, and income from, preductiaon.

24. 1In the case of legal entities which are mambers of a family of entitles
cuned or controlled Dy the same intersats however, the disposition of the
incomes, the investment and the financing of the group ace likely to be
planned and managed collectively. There may also be 3 number of formal
financial links betwasn the members of the JIoup which are of little, if any,
significance. Tbe use of the family of legal entities is tharefore prefescable
whan the focus of attention is on data for purposes of analyzing the financial
behaviour Of entacprises and understanding their financial experience. The

data required for these purposes relate to the sources and uses of funds and
balance=sheat accounta,

26, In certain situations it will alsc be appropciate to use the family of
legal entities as the atatistical unit in compiling data on selected aspects
of the production and receipt of income ot enterprises. For example, some
sembers of the families of legal entities may not actually engage in business
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activities; they will have been established for reasons of convenience only.
Or, many of the groups of legal entitisa may be highly integrated vertically
or horizontally; and the subject of major interest may be production for sale
on the market. Pamilies of lagal entities must of course be used in studies
of the distribution and concentratiocn of the ownership of business,

26. Whether a given country will find it as feasible to gather statistics in
respect of families of legal entities as to collect statistics in respect of
individual legal entities, will depend on the anterprise-type units commonly
usad in the available busineas reglstars, accounts and other recordsa, Where
the individual legal entity only is in common use, the extent to which the
records reveal the ties of ocwnership between individuval legal entities ia an
lmportant determining factor. Such information may be used to devise frames
for purposes of the direct collection of data about families aof legal entitles.

27, The enterprise unit used, and the information on ties between these
units, in the taxaticn, business regismtration and other adminigtrative records
of the goverument, are of Apecial importance in the collection of gstatistics
of suterprises, Thede racords are frequently usSed in complling data in
respect of the profit and loss and balance-—sheat accounts of enterprises. The
records age also vsed to construct frames for purposes of carrying out direct
enquirfss into enterprises, The extent to which it ia common for business
units to maintain and issue consolidated profit-and-loss and balance-sheet
aceounts for families of legal entities, is also an (mportant factor in

determining the feasibility of gathering data in respect of these statistical
unitsa.

28, In the cass of government corganizations a number of organs are likely to
be conalderably more hetercgeneous in respect of kind of economic activity
than are legal business entities, While many of the major parts of an organ
of government will be classified under the category of tha ISIC for public
administratian aad defence, cther major bodies may primarily engage ia
activities which should be classified to cther categories of the Iaternational
Classification, «.9, social and related commuanlty servicea, services
inclidental to transport, or agricultural ssrvices. Where seriss of data
relating to legal business entities and government bodies which are classified
according to kind of econcmic activity are to be combined, it 1s desirable to
uss a statistical unit for the government bodies which approximatea the legal
business entity in scopa. Combination of these series may be wanted in the
case of wages and salacies, smployment or value added. The ministcy,

departzent ocr similar govermment unit may be 3 suitable statistical unit for
these purposaes.

Splitting

29. Although the concept of » sepacrate legal unit at 3 sepacate physical
location has been used as ona of the basic critaria for definiag the
statistical unit in intsgrated economic statistcica, a aumbaer of modifications
will be found nacessary. One of these modifications invcilves splitting of
snterprises and local units into two or more kind-of-activity units or
establisizents respactively., The rationale for thia splitting has its origin
in zha desire to have statistical units which are realatively homcgensous in
twrms af aceivity. This desire is based, in tucn, on the more fundamental aim
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to form industries (aggregates of statistical unilts for which data are
published} which are as homcgenecus as possible in terma of acrivity. This
ain tends to often canflict with another goal, i.e. to rspresent in
statistical series aa realistically as posaible the industries aa they are
actually organized and structured. It is reconmended to balance these two
aims as well as posaible for national as well as international statistics and
to use the kind-of-activity unit and the establishment whenever the anterprise
or the local unit are not homogeneous enaugh in terma of economic activity.

The local unit

30. If each of the various kinds of activity of a given local unit are
aubstantial and are usially carried on in distinct establishments, or if most
lagal entities aze ir a position to report on the activities separately,
efforts sbould be made to subdivide the local unit iato statistical unlts

which ace comparable to the establishments which can be delineated in mesc
instances.

The kind-of=activity ynit

31. In the case of economic activities such as coustruction, transportation
and communication, a single legal entity will carry on the same kind of
activity over a wide geographic ares; and will probably not keep recards on
the output of, and the inputs into, goods and services classified according to
given portions of the area, In scme cages it may be desirable and feasible to
une kind-of-activity units which refer te the individual reglons, states or °
ather large segments of a country in which the enterprises engage in
construction, transport or communication activities, This of course depends
¢on the extent ta which geographic data ara wanted in respect of these

activities, as well as the manuer the anterprises organize and maintain their
records,

32. Similar problems are enccuntered in delineating the appropriate
statistical unit in the case of the production and distriburion of electricity
and gas, logging and fishing. 1In the case of electricity and gaa, it may be
feasible to utilize statistical units consisting of each network of producing
units and the assoclated system of distribution of a single enterprise,
instead of all of its networks, The traasformec and booster stationa of each
electricity network should of course be encompassed by thess statiscical
units, It may alse be advantagecus and feasible to subdivide the activities
of logging or fishing enterprismes into statistical uniks consisting of .
individual logging camps or teanms and individual fishing vessels or fleets of

vessels which are oparated together, respectively, regardlass of the territory
in which they carcry on these activities.

33, In cartain instances it may be found expedient to employ the
kind-of-sctivity unit instesd of tha establishment in moathly or quarterly
ingquiriea. Por exaople, monthly or quarterly data in respect of fixed capital
formation, stocks, new orders of Sales may ba available rapidly in caspect of
kind=of=activity units, but not satablishments; snd intarest in tha
classification of these series of data accocding to the geographic acrea or the
#ize Of tne statistical unics may be minimal., 7Tan chese cases it will bDe
valuable to dalinesate the connestion Datusan the kind-of=activity units
erplovyed and the establishments used 1n arner imguirias,
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The establishment

34. The establishment a3 defined in para. 19 above is the most ideal
statistical unit since it carriea out only one activity at orly one site. 1In

practice, however, the ideal concept of the establishment cannot always ba
employed atrictly.

35. Thbe organization and record-kseping practices of units engaged in
production, and the consequent limitations on the availability of data, must
cbviously be taken into account in defining tha establishments to be used in
practice. The establishment is therefore dafined in operaticnal terms aa: the
combinatiun of activities and resources directed by a single owning or
controlling entity toward the production of tha most hemegeneous group of
goods and services, often at one location but sometimes spread over 3 number
of nearby aites, for which separate records are available that can provide the
data coacerning the production of these goods or services and the materlals,
labour and physical rescurces (both direct and Indirect) used in this
production, This definition of the eatablishment should make it poasible to
use the sapme vnit in the case of various series of statistics on the
production of goods and services and intermediate inputs, labour and physical
capital resources uaed for this purpose. Where the establishment is used it

sbould be defined identically in each case in order that the various series
will be comparable,

36. Tying the sub—division of multi~activity legal entities into
establishnents to the availability of separate records and data results in
most cases in establishments and local units which are co-extensive, one with
the other. 1In other words, the records maintained usvally do not permit the
gathering of the required data on more homogenecus combinationa of activities
than is vsually carried on by aingle legal entitiea at separate locations,
Thisa results in estadlishments which often embrace a range of related
activities. 1In the case of very large local units which engaga in a number of
kinde of activity, efforts should be made to divide them iato saparatae

satablighnents 80 as to limit the range of activities covered under each unit
to that usually included in distinct establishments.

37. 1t should be noted that the activity code (ISIC) of aa establishment musk
be always the sane as the kind-of-activity unit to which it belongs. Howevar,
it bas not necessarily the same code as the local unit to which it belongs.

Technical vnits

38. The technical unita of an establishment do not cover all the aceivitisa
of the enterprisa; the activities of the ancillary units are excluded., Tha
technical unit is used in some countries (a order to collect data cn the
output of given classas of goods or services and the direct inputs of
materials and labour into this output, The technical unit is thecefore
felavant to the construction of coosmodity classification schemes which detail
the categories of industrial classification schemes such as the [S5IC. The
techalcal uait may furnish an appropriate basis foc dividing the
characteristic products of a given kind of economic activity into categories
it the level of the community classification scheme whares the groups of the
industrial claasification scheme ara firse subdivided,
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Ancillary units

39, Strictly speaking, this type of unit does not fit within the hierarchy of
atatistical units as set out above. They are of a different order in sa far
that once considered as being part of a certrin enterprise, they wlll never
become a separate kind-of-activity unit, establishment or technical unit and
they do not sccount in determining the activilty code for the other uuits,
Under the definition given in pars, 21 sbove the following types of unita are
naot to be considered ancillary units,

11} Ounits producing goods or doing work which are pact of fixed capital
formaticn, If separate data are available in respect of these goods
and activities, the units should be treated as separate )
estab)ishments, or kind-of-activity units; and sbould be clasaified ko
their own activity. The type of units most affected are those doing
coastruction work on the account of their parent wait. This approach
is in accordance with the classification in the I8IC of owa-account

construction units for which data are available, to the coastruction
industry.

{i1) oOnits which in addition to producing goods or services for the use of
thelr parent unit, sell a significant portion of the product or
servica to othersm. If separats data are available on this activity,

the unit should be regarded as a separats esatablishment; and should be
claasified tc ita awn activity.

(11i) ©Units producing gooda which become a physical part of the ovtput of
the parent unit, e.g. the making of boxes, tin cana or the llke by a
department of an entarprise, as packaging for its cwn products, As in
the preceeding instances, the units engaged in these activities
should, if separate data are available, ba treated as separate
establishments and be classified to their own activity.

If separate data ace available, these units ahould be treated as
separate astablishments and be clasaified to thair own activity
category. It is characteristic of an ancillary activity that records
making pesasible the delineation of a separate unit are nat available.
Where the only statistics misaing is a measure of grosa output,

{isputation by the respondant or the Statistical Office may De
acceptable.

40, The clearast example of an ancillary unit is & cenktral adminiastrative
office. Other examples of ancillary units are warehousas, garages, cepaic
shops or electric power plants and accounting or computecr depactments which
primarily sarve their pacent units, Classification of these ancillary unita

may involve maxing distinctions according to function, and not aind of
activity as in vhe ISIC,

Al. If the ancillary sctivities acre carried on for the bensfit of a single
statistical unit, thess activitiss, and the rescurces involved ia the
activities, should be included as an integral pact of the activities and
resouzces of the pactent statistical unit. However, whers the main activities
of the statistical unit and the supporting anclillacy activities are located in
differsnt geograpnic aceas, in terms of the areas used for staciscaical
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purposes, it will be desirable to gather separate supplementary data in
respect of the ancillary unit concerning the items which are to be claasified
according to these geographic areas.

42. Wherae ancillary activities are organized in support of two or mora
statistical units of a multi~unit enterprise, thay constitute a central
ancillary unit, If the required data can be supplied in respect of this unit,
it might be treated as 3 separate unit. It should in genaral be classified to
the same category of the ISIC as the predominant kind of activity of the units
which it serves. 3imilarly, a large separately located ancillary unit for
which the appropriate data may be gathered, might ba treated as a separate
statiatical unit though it serves 3 single statistical uait only, As in the
case of the central ancillary vait, it should ba classified to the activity of
the statistical unit which it serves. However, in bath cases, 1l.e. the
central ancillary unit and the large, separately located ancillacy unit,
classification of the units according to their own activities is naot precluded
for purposes of supplemantary tabulations.

41. The classification of central aneillacy umits, particularly ceatral
administrative offices, according to the predominant kind of activity of the
establishments served by them, may in some cases, be qQuestionable or
difficult. The predominant kind of activity may acccunt for much leas than
half of the total activity of the establishments Sarved, or these
establistments and the central adminiastrative office may be located in :
different countries, Thia has led to the proviaion of a special category for
central administrative offices in the case of some natfonal industrial
classifications, The special category is included under the equivalent of the
activities, business services, in the ISIC, ot is provided for under
manufacturing, whclasale and retail trade and parhaps under other major
divisions of the national classification, In the second case, the central
administrative office is classified to the special category under the major
division in whch the predominant activities of the parent enterprise fall.

CLASSIFICATION OP STATISTICAL UNITS

44. The activity classificaticn of each unit is determined by the group of
the ISIC in which the primacy activity, or clasa of activities, of the unit is
inclvded, secondary and ancillary activities are usually discegarded when
classifying a unit. Tha primary activities of the unit should in general be
determined from the products which it salls or ships or the services which it
rendezs to other units or consumers. 1deally, the principal praducts ot
sarvices of the unit shauld be ascertained by reference ta the value added to
the products sold or services rendarad. In practice, however, it is genecally
impossible to obtain this information for individual producta or ssrvices,
Thus it becomes necessary to adopt some other ctiterion which may be expected
to give approximately the same cesults. Tt is therefore recoxmended that in
BOAT cases, tha major kiod of activity or class of activities, of unikts shoula
be determined by the propartion of the gross output of the unlt which is
attributable ko the goods or sarvices associated with theza kindg of

activity. The major portion af the gross output oOf tha unit shoyld be
#ccounted £Or by these goods aOr services. Ia cases whera iz 1a clear thag
this principle is not applicable, the major kinds of activirty ashauld be
ascartained from the proportion of employment in thess activities, Thnis
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situation will arise wbere the proportion of gross output accuunted for by the
value added in tha establishment or kind-of-activity unit in question, differs
considerably from one class of its end products to angther.

45, Inatances may acise where considurable praportions of the activities of 2
unit are included in more than one grodp of the ISIC. The numbec at such
cages should be small since the scope f sach of the groups corresponds to the
conbination of activities normally found ln these units in the varicua
countries of the world. These casas pay result from the vertical integration
of activities, &.g. tres felling combined with saw-milllng, a clay pit
combined with a brickworks or the production of synthetic fibres combined with
A textile milly or the horizontal integration of activities which can not he
segregatad into separate statistical units, e.g. the sale at retall of shoes
purchased from others as well as shoes made by the unit itself or the
manufacture of bakery products combined with the manufacture of chocelate
confectionery., In eithar situation the only practical approach is to classify
the unit in the group of ISIC in which are covered the goods or services which
account far the prapanderant part of its gross output. In many instances of
vertical integration practically the only goods or services included in gross
gutput will be the end products of the unit, Thua for exampla, a unit
combining tres-felling with saw-milling would be classified to gaw-milling;
and & clay pit combined with s brickworks should be classified to brick making.

46. The classification of a multi-activity or local unit enterprise should in
general be determined from the value added in its constituent units. Such
unit should ba classified to the division of the ISIC which covers the kinds
of activity of the constituent units which account for the prepanderant amount
of valus added. The use of this principle sets up a8 close links as i3
possible betwesn the kinds of activity of their parent units, For exanple, in
the case of establishments of the same enterprise which make up a vertical
chaln of production, it gives equivalent weight to eatablishments or
kind-of-activity units included in sach porticn of the chain. The use of thae
principle also makes it feasible to determine the category of an induatrial
classification to which an anterprise is toa be assigned directly from the
categaries of the classification ta which its constituent units are classified.

47, If data are nct available on the value added in the constituent units of
enterprises, figures on employment, or wagea and salaries paid by these ynits
might be used in order to determine their preponderant clasas of activities.
It is isportant that use be aade of neat measures of the activities of the
establishments or kind=of-activity units. Pigures of the gross qutput of
thess units can be misleading concerning the relative importance of thelr
Kinds of activity. The portion of the gross output of each establishment

which is accouated for by the value added there, can vary marxedly from cne
unit to -another,
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