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Foreword

Timely and reliable statistics are considered essential for evidence-based
policy and decision-making and for better support to policy implementation,
monitoring progress and evaluation of outcomes and impacts of development
initiatives such as the Vision 2020 Programme, the Economic Development
and Poverty Reduction Strategy (EDPRS), and the Millennium Development
Goals (MDGs). These initiatives have accordingly resulted in an unprecedented
increase in demand for statistics as policy makers and other stakeholders
seek information on national development.

One of the major challenges to successful implementation of the Rwanda
development agenda lies in the ability to measure progress and to respond
to data needs emerging from current national initiatives aimed at promoting
economic and social development in the country.

This classification manual is designed to serve as a standard tool for statistical
practitioners in their endeavours to produce required statistics on the social,
political, and economic situation of Rwanda. The aim of this publication should
be to serve as a convenient volume for statistical reference and as a guide to
other statistical publication and sources.

This first edition shows now the available codes for the International Standard
Classification of Industries (ISIC Rev. 4), adapted to Rwandan situation.

Users of the Classification Manual are urged to make their information needs
known for consideration in planning future editions. We are confident that this
Classification Manual will become key guidelines in furnishing a wide range of

Director General
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Chapter |

OVERVIEW

The International Standard Industrial Classification of All Economic Activities
(ISIC) consists of a coherent and consistent classification structure of economic
activities based on a set of internationally agreed concepts, definitions, principles
and classification rules. It provides a comprehensive framework within which
economic data can be collected and reported in a format that is designed
for purposes of economic analysis, decision-taking and policy-making. The
classification structure represents a standard format to organize detailed
information about the state of an economy according to economic principles
and perceptions.

In practice, the classification is used for providing a continuing flow of
information that is indispensable for the monitoring, analysis and evaluation of
the performance of an economy over time. In addition to its primary application
in statistics and subsequent economic analysis, where information needs to
be provided for narrowly defined economic activities (also referred to as
“industries”), ISIC is increasingly used also for administrative purposes, such as in
tax collection, issuing of business licenses etc.

This fourth revision of ISIC enhances the relevance of the classification by
better reflecting the current structure of the world economy, recognizing new
industries that have emerged over the past 20 years and facilitating international
comparison through increased comparability with existing regional classifications.

Main features of the classification

4.

The scope of ISIC in general covers productive activities, i.e., economic activities
within the production boundary of the System of National Accounts (SNA).?
A few exceptions have been made to allow for the classification of activities
beyond the production boundary but which are of importance for various
other types of statistics.!0

These economic activities are subdivided in a hierarchical, four-level structure
of mutually exclusive categories, facilitating data collection, presentation and
analysis at detailed levels of the economy in an intemationally comparable,
standardized way. The categories at the highest level are called sections,
which are alphabetically coded categories intended to facilitate economic
analysis. The sections subdivide the entire spectrum of productive activities
into broad groupings, such as “Agriculture, forestry and fishing” (section A),
“Manufacturing” (section C) and “Information and communication” (section J).
The classification is then organized into successively more detailed categories,
which are numerically coded: two-digit divisions; three-digit groups; and, at the
greatest level of detail, four-digit classes.

The classification is used to classify statistical units, such as establishments or
enterprises, according to the economic activity in which they mainly engage. At
each level of ISIC, each statistical unit is assigned to one and only one ISIC code,
as set out below. The set of statistical units that are classified into the same ISIC
category is then often referred to as an industry, such as “the furniture industry”,
which would refer to all units classified in ISIC division 31 (Manufacture of
furniture), or the “construction industry”, which would refer to all units classified

? The 1993 SNA has been
revised in 2008. New
concepts introduced in the
revised SNA have been taken
into account during the pre-
partion of ISIC, Rev.4.

All remarks citing SNA

refer to the revised version of
SNA as prepared in 2008,
However,since the final print
publication of the revised SNA
(2008 SNA) was not available
at the time of preparation of
this introduction, no references
to specific paragraphs or
chapters in 2008 SNA could
be given.

10 see para. 29 below.
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in ISIC section F (Construction). This standardized categorization or subdivision
of the complete set of producing units in an economy makes ISIC an important
tool for socio-economic statistics that need to be arranged in accordance with
the productive system of the economy.

Principles, definitions and classification rules

7. All categories at each level of the classification are mutually exclusive. The
principles and criteria that have been used to define and delineate these
categories have not changed from previous versions of ISIC and are based
on the inputs of goods, services and factors of production; the process and
technology of production; the characteristics of outputs; and the use to which
the outputs are put. Economic activities that are similar in respect of these
criteria have been grouped together in the categories of ISIC.

At the most detailed level of the classification, preference has been given to
the process and technology of production to define individual ISIC classes,
particularly in the classes related to services. At higher levels, characteristics
of outputs and the use to which outputs are put become more important to
create analytically useful aggregation categories. For many analytical purposes
and for reasons of historical continuity, a strict application of these criteria has
not proven useful.

The weight that has been applied to each of these criteria will therefore invariably
change throughout the classification. In addition, practical considerations, such
as the organization of economic production in most countries and the need
for stability of the classification, are factors that have also influenced the way
categories have been defined at different levels of the classification.

8. The content and scope of each category in the classification is defined through
a detailed explanatory note, which also highlights boundary issues by providing
examples of activities that may appear similar but are classified elsewhere in
ISIC.

9. In order to apply the classification to a particular statistical unit, information on
the activity in which the unit engages has to be obtained. This information is
then used to find the category in ISIC that corresponds to this activity, based
on the definitions provided in the explanatory notes.

0. In practice, it will often be the case that a statistical unit (no matter how
narrowly defined) engages in a variety of activities, which may be linked to
each other or be completely independent. In order to arrive at a single ISIC
code for these units, ISIC provides a set of rules that have to be applied in the
process of classifying a given unit. Section II.C below outlines these rules and
gives examples for their application in special cases.

Harmonization with other statistical classification systems
I 1SIC has a central position among existing classifications of economic activities, as
well as other economic classifications, such as those for products. ISIC provides
the interationally accepted standard for categorizing producing units within an
economy, which allows for data comparison at the national and international
levels.

During the revision process of ISIC, Rev.4, special attention was paid to improving
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the links between existing activity classifications, especially at the regional level,
to facilitate future intermational data comparison. In the course of this revision, a
review of other activity classifications was undertaken, and subsequent changes
to ISIC were introduced to further harmonize these existing classifications
with ISIC. This harmonization has led to the adoption of new concepts in ISIC
that were developed and tested in other classifications, as well as a review of
individual category definitions (in ISIC and other classifications) to improve the
comparability of these classifications with ISIC.

12 Harmonization of ISIC with other classifications that have conceptual linkages
to some part or all of the economic structure has also been considered in
the process of developing ISIC, Rev.4. This applies in particular to product
classifications.

Aggregates of ISIC

I3, ISIC disaggregates the economy into the more detailed levels of industries

and industry groups, as well as the more aggregated levels of divisions and
sections. It can be used to examine particular industries or industry groups or
to analyse the economy as a whole by disaggregating it to different levels of
detail. For analytical purposes,

it is important to implement ISIC at its lower levels of detail to be able to
observe and analyse the economic interactions taking place between the
different activities, allowing understanding of the interlinkages of the production
of an economy.

4. The categories of ISIC (especially higher-level categories) have become an
accepted way of subdividing the overall economy into useful coherent industries
that are widely recognized and used in economic analysis, and as such they have
become accepted groupings for data used as indicators of economic activity.

I5. While ISIC provides a standard way of grouping economic activities, there

is sometimes a need to provide data on other sets of economic activities that
may cross the boundaries of existing high-level ISIC categories but have become
of interest to the statisticians, economists and policy makers. An example of this
is the interest in measuring the information economy, which includes activities
from a wide range of ISIC sections, including section C (Manufacturing), section
J (Information and communication) and others. Since such groupings cannot
be built into the existing ISIC structure, additional alternative aggregations can
be created to serve these special data needs and provide a standard way of
presenting such data. The present publication provides a set of interationally
agreed alterative aggregations that have been defined for ISIC, Rev.4.

International acceptance of ISIC

16, ISIC was developed with rigorous consultation and collaboration among all
stakeholders—national statistical offices, intermnational organizations, academia
and others. Through this inclusive revision process, it has been possible to
include features in ISIC that make it useful and attractive for the majority of
countries around the world. ISIC has been recommended to countries as an
interational standard and model in the development and/or adaptation of
their national activity classifications.

International Standard Industrial Classification of All Economic Activities (ISIC), Revision 4



I7. While ISIC was developed with a view to categorizing economic activities for
national accounts and other economic analysis purposes, its use extends to
data collection, tabulation, analysis and presentation for a variety of social and
environmental applications, such as the link between the economy, education
and health sectors and the environment at the national and international
levels. Moreover, at the 6 International Standard Industrial Classification of
All Economic Activities (ISIC), Revision 4 national level, ISIC and its national
versions are increasingly used for administrative and business purposes, such as
the categorization of revenues and expenditures.

8. Previous versions of ISIC have been used—either directly or through
compatible national adaptations—by the majority of countries around the
world. It is expected that ISIC, Rev.4 will continue to play this role as the only
fully intermationally accepted activity classification. Apart from the increasing
number of countries that have adapted their national activity classifications or
can provide statistical series according to ISIC, the classification is used by many
interational organizations
when publishing and analysing statistical data by economic activity. Those
organizations include the United Nations and its specialized agencies, the
International Labour Organization (ILO), the Food and Agriculture Organization
of the United Nations (FAQO), the United Nations Educational, Scientific and
Cultural Organization (UNESCO), the United Nations Industrial Development
Organization (UNIDO), the International Monetary Fund (IMF), the World
Bank and other international bodies.

9. In its function as the internationally accepted reference classification for
economic activities and its strong link to other existing activity classifications,
ISIC can be viewed as an effective tool for the harmonization of economic
statistics.

Structure of this publication

20.  The present ISIC publication is organized into five parts, as follows:

Part one describes the underlying principles that are used in constructing the
classification. Apart from facilitating the understanding of the current classification
structure, the principles may assist in developing national classifications by
applying criteria consistent with those of ISIC. Part one also describes the
application rules that allow for the correct and consistent classification of any
given production unit in ISIC.

It concludes with a description of the relationship between ISIC and other
classifications.

Part two shows the complete structure of the classification in a condensed
form, allowing for easy viewing of the format in which ISIC subdivides economic
activities.

Part three provides a detailed description of the classification, with full
explanatory notes that describe the content of each ISIC category.

Part four shows a number of interationally agreed alternative aggregations
that provide standard ways of presenting data on special topics that cannot be
addressed in the ISIC structure itself.
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Part five outlines the major changes in ISIC, Rev.4 as compared to the previous
version (ISIC, Rev.3.1), covering both methodological and major structural

changes.

21. While it may be intuitive to immediately use the detailed definitions of part
three of this publication, users are strongly encouraged to first familiarize
themselves with the application rules set out in part one so as to correctly
understand and use the classification.

International Standard Industrial Classification of All Economic Activities (ISIC), Revision 4



Chapter I

THE UNDERLYING PRINCIPLES OF THE CLASSIFICATION

A. PURPOSE AND NATURE OF THE CLASSIFICATION

22.

23.

24.

| .General considerations

In the study of economic phenomena, taking all elements into account
simultaneously is not always possible. For the purposes of analysis, certain
elements need to be chosen and grouped according to particular characteristics.
Thus, all economic phenomena that are to be described in the form of
statistics require systematic classification. Classifications are, so to speak, the
system of languages used in communication about, and statistical processing
of, the phenomena concemed. They divide the universe of statistical data
into categories that are as homogeneous as possible with respect to those
characteristics that are the objects of the statistics in question.

ISIC is intended to be a standard classification of productive activities. Its main
purpose is to provide a set of activity categories that can be utilized for the
collection and presentation of statistics according to such activities. Therefore,
ISIC aims to present this set of activity categories in such a way that entities
can be classified according to the economic activity they carry out. Defining
the categories of ISIC is as much as possible linked with the way the economic
process is organized in units and the way in which this process is described in
economic statistics.

ISIC provides categories for the classification of units based on the activi-

ties carried out by these units, but it does not per se provide categories for
specific types of units. This conceptual underpinning has been retained in the
fourth revision for two reasons. First, naming actual units may be ambiguous
if the same title or name is used differently across countries. For example, a
“board of education” may have completely different functions and carry out
completely different activities in different countries. Another example is the use
of the term “Internet café”.

In some cases, this term refers to a restaurant that provides (wired or wireless)
Internet access to its customers as an amenity; in other cases it refers to a
business service centre renting time on PCs along with Intermet access
and related activities; while in still other cases, it refers to a unit providing
entertainment services by offering games that can be played over the Internet.
Such terminology may change from country to country or region to region.
Therefore, creating categories for “board of education” or “Intemet café” might
lead to the classification of units in the same class that should not be compared.
Second, the name or title of a unit may not reflect the activity carried out by
the unit. For example, a shipyard is usually engaged in the building of ships.

However, the same infrastructure can be used for the dismantling of ships.
If such a shipyard carries out mostly the dismantling of ships, it should not
be combined in the same class with other units that build ships. Therefore,
classifying a unit based on its characteristic as being a “shipyard” (e.g., based on
existing capital equipment) would be ambiguous.

Another example is gas stations that also operate convenience stores. A class
“gas station with convenience store” would allow an easy classification of such
units based on their appearance, but it would not reflect the actual activity
carried out. In ISIC, such a unit would be classified according to its principal
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25.

26.

27.

28.

29.

activity (see sect. lIl.C below), which could place it in “retail sale of automotive
fuels” or “retail sale in non-specialized stores with food, beverages or tobacco
predominating”. While both options may have merits, the consistent approach
of classifying according to activities carried out has been followed in ISIC.
Notwithstanding the above, in some cases a unit-type description has been
employed, such as in new ISIC classes that exceed the previous scope of the
classification.

In this context, it would be best if there were as many categories in ISIC as
there are possible activities or if each production unit carried out only one
activity, so that a unit could be unequivocally classified in a certain category. For
practical reasons, however, ISIC can have only a limited number of categories.
Carrying out only one activity may often be in conflict with the organization
of activities and, as a result, with bookkeeping practices. In addition, for units
undertaking several economic activities, some types of data, such as financial
data, are often only available for the unit as a whole, which consequently is not
homogeneous in respect of economic activity. Another aspect of homogeneity
is the distribution in geographical areas, which is particularly important for
regional statistics. Although the geographical aspect has, in principle, little to
do with the activity classification, it does affect the formation of statistical units.
Therefore, the homogeneity of units relates to both activity and location.

The requirements for homogeneity and data availability are sometimes in
conflict with each other because the smaller or more homogeneous the unit,
the less likely that the required data are available. It is suggested (see sect.
II.B below) that this problem be solved by using different units for different
statistics, defined in such a way that each larger unit consists of a number of
complete smaller units. As a result, comparisons can be made between the
various statistics even when they use different units.

The detail required in the classification of data by kind of economic activity
differs from country to country. Differences in the geographical and historical
circumstances and in the degrees of industrial development and organization of
economic activities result in differences in the degree of elaboration with which
various countries find it necessary or feasible to classify their data according to
kind of economic activity. National analysis often requires greater detail than is
required or possible for interational comparison purposes. Section IV below
explains how ISIC can be used or adapted for national purposes.

2. Scope of the classification

ISIC is a classification according to kind of economic activity and therefore its
scope has historically been restricted to the classification of units engaged in
economic production as defined by SNA, which states: “Economic production
is an activity, carried out under the responsibility, control and management of
an institutional unit, that uses inputs of labour, capital, and goods and services to

produce outputs of goods and services™!!

The scope of the present version of ISIC is defined by the production bound-
ary of the System of National Accounts, with one exception—activities in
ISIC class 9820 (Undifferentiated services-producing activities of private
households for own use). This type of activity, in combination with class 9810
(Undifferentiated goods producing activities of private households for own
use), is used for measuring subsistence activities of households that can not

I SNA still refers only to
goods and services and does
not explicitly recognize the
existence of products that
fail to meet the strict
definitions of goods or
services in its classification.
The revised CPC, however,
now recognizes such proucts
and includes a more detailed
discussion of them. When we
refer to products or economic
production in ISIC, we use
this expanded understanding
of “goods and services”.
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30.

31

32.

33.

34.

35

otherwise be captured in the classification. These categories, however, cover
only a subset of all households, because households with clearly identifiable
economic activities (whether market or for own final use) are classified in other
parts of ISIC. These two categories have been created for special purposes,
such as labour-force surveys, to cover combinations of household activities that
would otherwise be difficult or impossible to assign to a single ISIC category.
These two categories are generally not used in business surveys.

3. Differences from other types of classifications

ISIC is a classification according to kind of productive activity, and not a
classification of goods and services. The activity carried out by a unit is the type
of production in which it engages. This is the characteristic of the unit according
to which it will be grouped with other units to form industries. An industry
is defined as the set of all production units engaged primarily in the same or
similar kinds of productive activity.

ISIC is distinctively different in nature and purpose from the classifications of
goods and services, ownership, institutional units or other types of classifications.

As it is in general not possible to establish a one-to-one correspondence
between activities and products, ISIC is not designed to measure product data
at any detailed level. For this purpose, a separate classification exists, namely,
the Central Product Classification (CPC). Although each category in CPC is
accompanied by a reference to the ISIC class in which the goods or services
are mainly produced (criterion of industrial origin), this does not imply that all
units producing these goods or services are classified here. By contrast, the
classification of products is based on the intrinsic characteristics of the goods
or the nature of the services rendered (see also sect. IV.C below), which results
in a classification structure that is different from that used for ISIC.

Notwithstanding the above, it is often possible to use the classification of
outputs in CPC as a tool for identifying the principal activity of a unit. The
Companion Guide to ISIC and CPC will include a more detailed discussion of
the link between ISIC and CPC.12

ISIC does not draw distinctions according to kind of ownership of a producing
unit, type of legal organization or mode of operation because such criteria do
not relate to the characteristics of the activity itself. Units engaged in the same
kind of economic activity are classified in the same category of ISIC, irrespective
of whether they are unincorporated enterprises, (part of) incorporated
enterprises or government units, foreign controlled or have a parent enterprise
that consists of more than one establishment. Therefore, a strict link between
ISIC and the Classification of Institutional Sectors in SNA does not exist.

Similarly, manufacturing units are classified according to the principal kind of
economic activity in which they engage, whether the work is performed by
power-driven machinery or by hand, or whether it is done in a factory or
in a household. The distinction between modern and traditional production
methods is not a criterion for ISIC, although that distinction may be useful in
some statis-tics. Special considerations are necessary in cases where a unit sells
manufactured goods under its own name but has the actual production (fully
on in part) outsourced to other units. Guidelines for these cases are described
in section II.C.5 below.

12 Companion Guide to

ISIC and CPC, Statistical
Papers, Series F, No.101
(United Nations publication,
forthcoming).
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36.

37.

In addition, ISIC does not distinguish between formal and informal or between
legal and illegal production. Classifications according to kind of legal ownership,
kind of organization or mode of operation may be constructed independently
of the classification according to kind of economic activity. Cross-classification
with ISIC can provide useful extra information.

In general, ISIC does not differentiate between market and non-market
activities. However, it should be emphasized that this distinction continues to be
an important feature of SNA. A breakdown of economic activities according to
this principle is useful wherever data on value added are collected for activities
that take place on both a market and a non-market basis. This criterion should
then be cross-classified with the categories of ISIC. Non-market services
are most frequently provided by government organizations or non-profit
institutions serving households in the field of education, health, social work etc.

B. PRINCIPLES USED IN CONSTRUCTING THE CLASSIFICATION

38.

39.

40.

41,

42.

The principles and criteria used to define and delineate classification categories
at any level depend on many factors, such as the potential use of the classification
and the availability of data. These criteria will also change depending on the level
of aggregation considered. In an activity classification, the criteria for detailed
levels of the aggregation will inevitably consider similarities in the actual
production process, while at more aggregated levels of the classification, this is
largely irrelevant.

ISIC is built on a production-oriented or supply-based conceptual frame-work
that groups producing units into detailed industries based on similarities in the
economic activity, taking into account the inputs, the process and technology
of production, the characteristics of the outputs and the use to which outputs
are applied.

The weights assigned to these types of criteria may vary from one category
to another and between different levels of the classification. The criteria were
intended to ensure that it will be practical most of the time to use the classes
of ISIC for the industrial classification of establishments, and that the units falling
into each class will be as similar as is feasible in respect of the kind of activity in
which they engage.

In general, the fourth revision of ISIC has tried to apply a more consistent
approach, namely the use of the production process to define categories at the
most detailed level. Thus, activities that share a common process in producing
goods or services and use similar technologies are grouped together. As in many
other cases, however, the strong need for continuity, i.e., comparability with
previous versions of the classification, may override changes in the classification
that could be made from the viewpoint of a consistent application of such a
rule.

In addition, in a number of instances, such as food manufacturing, the production
of machinery and equipment or the service industries, the various aspects of
activities are so highly correlated that the need to assign weights to the criteria
or restrict them to the technology of production only does not arise.

Since there is also a strong interest in relating activities and their outputs, the
classes of ISIC are defined so that as far as possible the following two conditions
are fulfilled:

International Standard Industrial Classification of All Economic Activities (ISIC), Revision 4



43.

44,

45.

(a) The production of the category of goods and services that characterizes a
given class accounts for the bulk of the output of the units classified to that
class;

(b) The class contains the units that produce most of the category of goods and
services that characterize it.

These conditions are required in order that establishments or similar units may
be classified according to kind of economic activity uniquely and easily, and in
order that the units included in a given class will be as similar to each other as
is feasible.

The two conditions set limits to the detail of classification that may be achieved
in the classes of ISIC. These classes must be defined in terms of the activities
in which establishments customarily engage in various countries of the world.
Establishments may, in practice, carry out a number of different activities, and
the range of these activities will differ from one unit to another even though
they engage in the same general kind of economic activity. These differences
will exist in the case of establishments within one country and will be more
pronounced in the case of establishments in different countries. It should be
emphasized that the fact that the organization of production differs from
country to country makes it likely that the classes of ISIC do not reflect the
structure in each individual country.

Another major consideration in forming categories in ISIC was the relative
importance of the activities to be included. In general, separate classes are
provided for kinds of activity that are prevalent in most countries, or that are of
particular importance in the world economy or at regional level.

Unlike for ISIC classes, the actual production process and technology used
become less important as a criterion for grouping activities at more aggregated
levels. Atthe section, division and group levels, not only the general characteristics
of the goods and services produced but also the potential use of the statistics,
for instance in the SNA, become more important. Attention was also given to
the range of kinds of activity frequently carried out under the same ownership
or control and to potential differences in scale and organization of activities
and in capital requirements and finance that exist between enterprises. Finally,
existing patterns of categories at various levels of national classifications have
been used as additional criteria in establishing divisions and groups in ISIC.

C. STRUCTUREAND CODINGSYSTEM OF THE CLASSIFICATION

46.

47.

48.

The fourth revision of ISIC provides substantially more detail at all levels than
the previous versions of the classification. This increased detail responds to
requests by both producers and users of statistics. However, the basic coding
system of the classification has not been changed.

New needs that had emerged during the fourth revision have prompted the
creation of more categories at the highest level—the section level—especially
for service activities. Since the number of sections exceeds 10, as in the previous
revision of ISIC, the use of capital letters for coding the sections was continued
in order to avoid having to change the ISIC coding structure to a five-level
structure.

While the need for more high-level categories was most prominent, it also
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49.

50.

51.

52.

53.

54.

emerged that for some specific purposes a high-level structure with less
categories, presumably about |0, was necessary. While this was further pursued
for the classification (see part four below), it was decided to make this high-
level structure not a part of the ISIC coding structure, therefore preserving the
four-level coding structure of the previous version of the classification.

The names given to the categories at the different levels in ISIC, Rev.4 remain
unchanged from those in the previous revision. The tabulation categories,
identified by letters, are called “sections”, the 2-digit categories “divisions”, the
3-digit categories “‘groups” and the 4-digit categories "classes”. As in the previous
version of ISIC, the use of letters for the section level of the classification is
complemented by the use of a purely numerical system at the division (2-digit),
group (3-digit) and class (4-digit) levels.!3

While some of the categories in ISIC have remained unchanged from the
previous revision, others have been split to give appropriate weight to new
activities, often elevating the level of existing categories.

At the highest level of ISIC, some sections can be easily compared to the
previous version of the classification. Unfortunately, the introduction of a
number of new concepts at the section level of ISIC (e.g,, section ], “Information
and communication”) make it impossible to achieve an easy overall
comparison between ISIC, Rev.4 and the previous version of the classification.
Correspondence tables to assist in this process will be provided separately.

Due to the increased number of 2-digit categories, the divisions are coded
consecutively. However, some “gaps” have been provided to allow countries
to introduce division-level categories without a complete change of the ISIC
coding. These gaps have been introduced in sections where the need for
additional divisions at the national level is most likely to arise. For this purpose,
the following division code numbers have been left unused: 04, 34, 40, 44, 48,
54,57, 67,76, 83 and 89.

While the sections are assigned capital letters, the Arabic numbers assigned
to a given category of ISIC may be read as follows: the first and second digits,
taken together, indicate the division in which the category is included; the
first three digits identify the group; and all four digits indicate the class. ISIC
now comprises 21 sections, which are then further subdivided into a total of
88 divisions, 238 groups and 419 classes. The added detail has considerably
increased the number of these categories compared with ISIC, Rev.3.1.

Whenever a given level of the classification is not divided into categories of the
next more detailed level of classification, 0" is used in the code position for the
next more detailed level. For example, the code for the group “Other personal
service activities” is 960 since the division "Other personal service activities”
(code 96) is not divided into groups. Again, the code for the class “Manufacture
of fumiture” is 3100 because the division “Manufacture of furmiture” (code
31) is divided neither into groups nor into classes. The class “Manufacture of
pulp, paper and paperboard” is coded as 1701 since the division “Manufacture
of paper and paper products” (code 17) is not divided into groups but the
group “Manufacture of paper and paper products” (code 170) is divided into
classes. !4

Bitis recognized that the

connection between sec-
tions, on the one hand, and
divisions, groups and classes,
on the other, is not very
intuitive, but it does allow the
preservation of a four-level
ISIC structure. The current
system uses letters only for
the high-level sections, while
coding and data entry are
carried out completely with a
numerical system.

Other options considered,
such as a purely umerical
coding system or a system
that combines section and
class codes (e.g, "AOI11"),
would either expand the
coding system to more levels,
expand the code itself to a
5-digit code or create mixed
alphanumerical codes that
might be difficult to use in
basic data entry.

4 computer applica-

tions, the “0” could also
indicate that a total of all
more detailed categories is
being used. Hence, the code
2810 could be used for the
total 2811-2819 and 2000
could represent the total

201 1-2030.

This could of course also be
achieved by using the next
higher level of the classifica-
tion, but in some instances it
may be appr priate to use
the same format (i.e, number
of digits) for all code numbers.
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APPLICATION OF THE CLASSIFICATION

A.

55.

56.

57.

58.

59.

60.

61.

PRINCIPAL, SECONDARY AND ANCILLARY ACTIVITIES

In ISIC, the expression “activity" is used to identify productive activities. These
activities are defined as the use of inputs (e.g., capital, labor, energy and materials)
to produce outputs. The outputs that result from undertaking activities can
be transferred or sold to other units (in market or non-market transactions),
placed in inventory or used by the producing units for own final use.

Some activities separately identified in ISIC are simple processes that convert
inputs to outputs, such as dyeing of fabric, while other activities are characterized
by highly complex and integrated steps, such as automobile manufacturing or
computer system integration.

The principal activity of an economic entity is the activity that contributes
most to the value added of the entity, as determined by the top-down method
(see sect. Il.C below). As a result of the top-down method, it is not necessary
that the principal activity account for 50 per cent or more of the total value
added of an entity or even that its generated value added exceed that of all
other activities carried out by the unit, although in practice it will do so in the
majority of cases. Products resulting from a principal activity are either principal
products or by-products. By-products are products that are necessarily produced
together with principal products (for example, hides produced when producing
meat by slaughtering animals). In section IIl.C below, it will be explained how, in
practice, the principal activity of a statistical unit should be determined when
classifying according to ISIC.

A secondary activity is each separate activity that produces products eventually
for third parties and that is not the principal activity of the entity in question.
The outputs of secondary activities are secondary products. Most economic
entities produce at least some secondary products.

Principal and secondary activities cannot be carried out without the sup-

port of a number of ancillary activities, such as bookkeeping, transportation,
storage, purchasing, sales promotion, cleaning, repair and maintenance, security
etc. At least some of these activities are found in every economic entity. Thus,
ancillary activities are those that are undertaken to support the main productive
activities of an entity by providing goods or services entirely or primarily for the
use of that entity.

A distinction should be made between principal and secondary activities,

on the one hand, and ancillary activities on the other. The output of principal
and secondary activities, which are consequently principal and secondary
products, is produced for sale on the market or for other uses that are not
prescribed in advance; for example, they may be stocked for future sale or for
further processing. Ancillary activities are undertaken in order to facilitate the
principal or secondary activities of the entity.

There are a number of characteristics of ancillary activities that can generally
be observed in practice and that help to identify them. The output is always
intended for intermediate consumption within the same entity and is therefore
usually not recorded separately. Although most ancillary activities produce
services, some goods-producing activities may, by exception, be regarded as
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ancillary. The goods thus produced, however, may not become a physical part
of the output of the main activity (examples are tools, scaffolding etc.). Ancillary
activities are usually fairly small-scale compared with the principal activity they
support.

If an establishment undertaking ancillary activities is statistically observ-

able, in the sense that separate accounts for the production it undertakes
are readily available, or if it is in a geographically different location from the
establishments it serves, it may be desirable and useful to consider it as a
separate unit and allocate it to the industrial classification corresponding to
its principal activity. However, it is recommended that statisticians not make
extraordinary efforts to create separate establishments for these activities
artificially in the absence of suitable basic data being available.

Under the definition given in paragraph 59 above, the following activities are
not to be considered ancillary:

(a) Producing goods or services as part of fixed capital formation. The type of
units most affected are those doing construction work on the account of their
parent unit. This approach is in accordance with the classification in ISIC of
own-account construction units for which data are available to the construction
industry;

(b) Producing output which, although also used as intermediate consumption
by the principal or secondary activity, is for the greater part sold on the market;

(c) Producing goods that become a physical part of the output of the principal
or secondary activity (for example, the production of boxes, tin cans or the like
by a department of an enterprise as packaging for its own products);

(d) Research and development activities, which are considered part of fixed
capital formation in the context of SNA.

B. STATISTICAL UNITS

64.

65.

|. General remarks

Economic statistics describe the activities of economic transactors and the
transactions that take place between them. In the real world, economic entities
engaged in the production of goods and services vary in their legal, accounting,
organizational and operating structures. To create statistics that are consistent
across entities and internationally comparable, it is necessary to define and
delineate standard statistical units (whether as observation units or analytical
units) that are suitable for data compilation and aggregation. The comparability
of statistics is greatly enhanced when the units about which statistics are
compiled are similarly defined and classified.

Economic entities have numerous characteristics and a variety of data are
required about them that may be classified in many ways, among the most
important of which are classification by (a) institutional sector, (b) activity and
(c) location. The need to classify statistical units by these characteristics requires
that they be as homogeneous as possible with respect to institutional sector,
economic activity or location, and this plays an important role in their definition.
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Statistical units may be defined as the entities about which information is sought
and about which statistics are ultimately compiled. These may be identifiable
legal or physical entities or statistical constructs.

Statistical units may be defined following many criteria, namely: legal, accounting
or organizational criteria; geographical criteria; and economic criteria. The
relative importance of these criteria depends on the type of unit concerned.
A legal or institutional criterion helps to define units that are recognizable
and identifiable in the economy. In some cases, legally separate units need to
be grouped together because they are not sufficiently autonomous in their
organization. In order to define some types of units, accounting or financial
criteria also have to be applied. The availability of accounting criteria requires
that an institutional unit maintain a complete set of accounts. In the case of the
organizational criteria of an enterprise, the defining characteristic is that the
organizational unit should have an appreciable degree of autonomy.

A unit can also be geographically identified. Observational and analytical units
are defined in such a way as to permit data to be compiled for local, regional
and national economies. The rule regarding geographical criteria is helpful in
order to permit consolidation and avoid omissions or duplications of units.

Activity criteria suggest that entities engaged in similar economic activities be
grouped together because this makes it easier to analyse goods and services
produced in the economy using a homogeneous production technology.

Economic statistics are required by different users for various types of
analysis. The System of National Accounts (SNA) is a principal user and it has
particular requirements, but there are also other users, including policy analysts,
business analysts and businesses that use economic data for studying industrial
performance, productivity, market share and other issues. Since different units
within an economic entity are suitable for the compilation of different types
of data, the type of data that are required is another factor that influences the
definition and delineation of statistical units.

(a) Legal entities

Most societies provide for the legal recognition of economic entities, under
laws that enable them to define and register themselves as legal entities. Legal
entities are recognized by law or society, independently of the persons or
institutions that own them. The characteristics of a legal entity are: they own
goods or assets, they incur liabilities and they enter into contracts. The legal unit
always forms, either by itself or sometimes in combination with other legal units,
the legal basis for the statistical unit.

An example of a legal entity is a corporation that owns or manages the property
of the organization, enters into contracts, receives and disposes of its income,
and maintains a complete set of accounts, including profit and loss accounts
and balance sheets.

(b) Institutional units

Institutional units are the core unit of SNA. All subsequent definitions embody
the definition of this basic unit. Institutional units are transactors in the SNA and
must therefore be capable of engaging in the full range of transactions in their
own right and on their own behalf.
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An institutional unit is defined as an economic entity that is capable, in its own
right, of owning assets, incurring liabilities and engaging in economic activities
and transactions with other entities. It may own and exchange goods and assets,
is legally responsible for the economic transactions that it carries out and may
enter into legal contracts.

An important attribute of the institutional unit is that a set of economic
accounts exists or can be compiled for the unit. This set of accounts includes
consolidated financial accounts and/or a balance sheet of assets and liabilities.

Institutional units include persons or groups of persons in the form of
households and legal or social entities whose existence is recognized by law or
society independently of the persons or other entities that may own or control
them.

2. Statistical units in the System of National Accounts

The systematic description of the economy, as represented by SNA, analyses
two interrelated types of transactors and transactions that require two levels
of statistical units. The establishment, in combination with ISIC and CPC, is used
for the analysis of transactions in goods and services and for compilation of the
production account. The enterprise is used as the statistical unit for compilation
of income accounts, accumulation accounts and balance sheet accounts, as well
as in the institutional sector classification of economic entities.

(@) Enterprise

An institutional unit in its capacity as a producer of goods and services is known
as an enterprise. An enterprise is an economic transactor with autonomy in
respect of financial and investment decision-making, as well as authority and
responsibility for allocating resources for the production of goods and services.
It may be engaged in one or more productive activities.

An enterprise may be a corporation (or quasi-corporation), a non-profit
institution or an unincorporated enterprise. Corporate enterprises and non-
profit institutions are complete institutional units. On the other hand, the term
“unincorporated enterprise” refers to an institutional unit—a household or
government unit— only in its capacity as a producer of goods and services.

The enterprise is the level of statistical unit at which all information relating to
its transactions, including financial and balance-sheet accounts, are maintained,
and from which international transactions, an international investment position
(when applicable), consolidated financial position and net worth can be derived.

(b) Establishment

SNA describes the statistical unit to be defined and delineated for industrial
or production statistics as the establishment. The establishment is defined as an
enterprise or part of an enterprise that is situated in a single location and in
which only a single (non-ancillary) productive activity is carried out or in which
the principal productive activity accounts for most of the value added.

ISIC is designed for grouping units engaged in similar activities for the purpose of
analysing production and compiling production statistics. Although it is possible
to classify enterprises according to their principal activity using ISIC and to

group them into industries, some of the resulting industries are likely to be
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very heterogeneous when enterprises have secondary activities that are
very different from their principal activities. It therefore becomes necessary
to partition large and complex enterprises into more homogeneous units,
for which production data can be compiled. This is particularly important for
enterprises that account for a large proportion of the value added of particular
industries or the economy as a whole.

Although the definition of an establishment allows for the possibility that there
may be one or more secondary activities carried out, they should be small in
magnitude compared with the principal activity. If a secondary activity within an
establishment is as important, or nearly as important, as the principal activity,
then the unit is more like a local unit (see paras. 86 and 87 below). It should
be subdivided so that the secondary activity is treated as taking place within
an establishment separate from that in which the principal activity takes place.

In the case of most small and medium-sized businesses, the enterprise and
the establishment will be identical. Large and complex enterprises that are
engaged in many economic activities belonging to different ISIC industries will
be composed of more than one establishment, provided that smaller, more
homogeneous production units can be identified for which production data
can be compiled.

3. Other statistical units

The concept of the establishment combines both a kind-of-activity dimension
and a locality dimension. The concept is based on the assumption that the aim
of the statistical programme is to compile data that is classified both by activity
and by geographical region. In circumstances in which precision in either the
geographic or the activity dimension is not required, there are other units that
may be used as statistical units for the compilation of production or production
related statistics.

(a) Kind-of-activity unit

A kind-of-activity unit is an enterprise or part of an enterprise that engages in
only one kind of productive activity or in which the principal productive activity
accounts for most of the value added. Compared with the establishment, in the
case of such a unit, there is no restriction on the geographic area in which the
activity is carried out but it is characterized by homogeneity of activity.

(b) Local unit

Enterprises often engage in productive activity at more than one location, and for
some purposes it may be useful to partition them accordingly. Thus, a local unit
is defined as an enterprise or a part of an enterprise (for example, a workshop,
factory, warehouse, office, mine or depot) which engages in productive activity
at or from one location. The definition has only one dimension, in that it does
not refer to the kind of activity that is carried out.

When the criterion of kind-of-activity unit and the local unit are combined, the
resulting concept corresponds to the operational definition of the establishment.

(c) Unit of homogeneous production

Units that are defined to be optimal for a particular type of analysis are
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described as analytical units. Establishments are designed to be units that are
more suitable for analysis of production in which the technology of production
plays an important role. However, the appropriate analytical unit for the
purposes of inputoutput analysis is a unit of homogeneous production that is
defined as a production unit in which only a single (non-ancillary) productive
activity is carried out. Units of homogeneous production are independent of
the location of the activity.

If it is desired to compile production accounts and input-output transaction
tables by region, it is necessary to treat units of homogeneous production
located in different places as separate units even though they may be engaged
in the same activity and belong to the same institutional unit.

4. Delineating statistical units

The universe of economic entities is composed of large and complex enterprises
engaged in many different activities, whether horizontally or vertically integrated,
that may be undertaken at or from many geographical locations, as well as small
enterprises engaged in one or very few activities that are undertaken at or
from a single geographical location.

Enterprises have production units at which or from which they undertake

the economic activity of producing goods and services. Production can take
place at a particular location—for example, at a mine, a factory or a farm, or
in the case of production of services from a certain location. For example,
either transportation services deliver the product from the farm or factory
gate to the purchaser or the product is delivered by means of a network
that operates over a wide geographical area. Either way, it is assumed that the
service originates from a certain location. Similarly, other services, such as those
of engineering consultants, originate at a certain location from which they may
be delivered to the location of the customer.

The need to delineate statistical units arises for large and complex economic
entities whose activities fall into different classes of ISIC or whose production
units are located in different geographical areas.

In large and complex entities, the units at which or from which production
takes place are grouped for management, administrative and decision-making
purposes into hierarchical structures. Higher-level organizational units own,
control or manage the lower-level production units where production decisions
are made or production takes place. Management of the financial affairs of the
business usually occurs at a higher organizational level than does management
of production operations. The accounting systems of businesses usually
reflect this management structure by mirroring the hierarchy of management
responsibility for the operations of the business.

The accounts required to support the management and decision-making
functions, whether financial or production, are usually maintained for the
corresponding level of management responsibility.

Enterprises also have a legal structure that may constitute units or groups of
units that form the legal base of the business. An enterprise derives its autonomy
from the common ownership and control of its resources, irrespective of the
number of legal units under which it registers them.

In small enterprises, the operational and legal structures often coincide and
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may even be embodied in a single unit. For large enterprises, the operational
structure may be different from the legal structure, coinciding with it only at the
highest level of the business. In such cases, the organizational and production
units of the enterprise’s operational structure may differ from the units of their
legal structure.

The statistical units of large and complex institutional units may be delineated
through a process referred to as profiling. Profiling identifies the enterprise, its
legal structure, its operating structure, and the production and organizational
units that are used to derive the statistical units. Once identified, the enterprise
and its con stituent establishments comprise the statistical units of the statistical
structure. In delineating the statistical structure, functional or other groups in the
organizational structure may be ignored and the constituent units regrouped to
form the units of the statistical structure. For multi-establishment enterprises,
the statistical structure may not coincide with the legal structure in which
ownership of assets is registered.

The source of information for production statistics and income statistics is

often the management and cost accounts of businesses. These accounts record
operating revenues earned from the sale of goods and services produced and
the associated costs, wages and salaries, depreciation and operating profits.
Countries that are more interested in the higher level of autonomy in the
structure of enterprises than in the geographical location of the activity may
prefer to delineate and use the kind-of-activity unit. On the other hand, if they
are more interested in compiling comprehensive production statistics at a
subnational level of geographic detail, then it will be necessary to delineate the
smallest unit (a) that is as homogeneous as possible in terms of activity and
geography, and (b) for which statistics on revenues from the sale of goods

and services, associated costs, value added and gross fixed capital formation
undertaken can be compiled or estimated. This is the level at which the
establishment (local kind-of-activity unit) is delineated as the statistical unit.

Whenever the legal structure and the statistical construct based on pro-
duction units do not coincide, statistical agencies will need to articulate the
statistical structure and compile data with the help of surveys. The legal structure
may consist of units created purely for tax purposes that are completely
irrelevant to the producing units of the enterprise. However, if it is necessary
to draw on tax records for the required data or if survey data need to be
supplemented with tax data, statistical agencies will have to decide whether (a)
they can find a way to map the legal and statistical structure of the enterprise,
or (b) they prefer to use the legal structure selectively as a proxy for the
statistical structure.

The statistical structure delineates and identifies the units about which data
are to be compiled. However, the data may have to be collected from higher-
or lowerlevel units, which are then described as collection entities. As a result
of globalization, some multinational global enterprises are keeping integrated
accounting records at the global or the regional levels only; it may thus be
increasingly difficult to separate and extract complete accounts for all the
activities taking place within each domestic economy if such data are not
obtained from the main or regional head office of the global enterprise.

5. National differences in selecting statistical units

An establishment undertakes an activity at or from a particular location.
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Thus, the concept of the establishment combines two dimensions—an activity
dimension and a locality dimension. The concept is based on the assumption
that the aim of the statistical programme is to compile data that is classified
both by activity and by location, e.g,, by geographical region. However, ISIC can
be used to classify many other variables needed to analyse production and
industrial performance. In examining the accounting and operating structures of
enterprises, it is possible that producing units with differing levels of homogeneity
with respect to activities and geographical precision will be found and that
they may be suitable for the compilation of data on selected variables, such as
number of persons employed; they may even be suitable for the compilation
of production statistics if all the information needed with respect to meaningful
operating profit is available.

Many different factors play a role in defining the best statistical unit for a given
form of data collection, such as the structure of the legal system in a country,
including regulations for the organization of businesses; the particular structure
of the industries involved; the type of data collection involved; and the purpose
and targeted level of data collection. The statistical units discussed in this section
can be taken to serve as models, but the actual choice of the type of statistical
unit to be used by countries would depend upon national specifics and the
type and the purpose of data collection involved.

Finally, it should be noted that in order to ensure reliability and comparability of
data in delineating statistical units, such units should be defined in a consistent
manner. The consistent definition of these units is equally as important as their
accurate classification.

CLASSIFICATION OF STATISTICAL UNITS

I. General guidelines

In the following paragraphs, a number of general rules of interpretation are
given that should be followed when classifying more complex statistical units. It
should be noted that the explanatory notes to some sections and divisions of
ISIC (see part three below) also indicate how to treat such cases.

A unit may perform one or more economic activities falling into one or more
categories of ISIC, Rev.4. Units are classified according to their principal activity.
In practice, the majority of production units perform activities of a mixed
character. The identification of a principal activity is necessary to allocate a unit
to a particular ISIC, Rev.4 category.

The activity classification of each unit is determined by the ISIC class in which
the principal activity—or range of activities—of the unit is included. All activities
are considered when determining the principal activity, but only the principal
activity is used to classify a unit. The principal activity of the unit in general can
usually be determined from the goods that it sells or ships or the services that it
renders to other units or consumers. However, the descriptions and explanatory
notes of the individual classes in ISIC (see part three below) should be used to
determine the activities carried out in terms of ISIC categories, using not only
the output structure but also the input structure and most importantly the
production process.

Ideally, the principal activity of the unit should be determined with reference
to the value added to the goods and services produced. The relevant valuation
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concept is gross value added at basic prices, defined as the difference between
output at basic prices and intermediate consumption at purchaser’s prices.

() Value-added substitutes

In order to determine the principal activity of a unit, the shares of value added
by that unit to the activities falling into different categories of ISIC, Rev.4 have to
be known. In practice, however, it is often impossible to obtain the information
on value added of the different activities performed and the activity classification
has to be determined by using substitute criteria, such as:

(a) Substitutes based on output, such as:

(i) The gross output of the unit that is attributable to the goods or services
associated with each activity;

(i) The value of sales or shipments of those groups of products falling
into each category of activity;

(b) Substitutes based on input, such as:

(i) Wages and salaries attributable to the different activities;

(i) Hours worked attributable to the different activities;

(i) Employment according to the proportion of people engaged in the
different activities of the unit.

Such substitute criteria can be used as proxies for the unknown value-

added data to obtain the best approximation possible compared to the result
which would have been obtained on the basis of the value-added data. The use
of substitute criteria does not change either the methods used to determine
the principal activity or the rules of the top-down method. Substitutes are only
operational approximations of value added.

The simple use of the above listed substitute criteria may sometimes be
misleading, however; this will always be the case when the structure of the
substitute criteria is not directly proportional to the (unknown) value added.

(b) Problems with output substitutes

When using sales (turnover) or shipments as a proxy for value added, it
immediately becomes evident that in certain cases turnover and value added
are not proportional. For example, trade turmnover usually has a much lower
share of value added than a manufacturing activity.

Other examples are turnover of forwarding agents or of general contractors.
Even within manufacturing, the relation between sales and the resulting
value added may vary between and within activities. If a significant portion
of production goes into inventory and is therefore not sold within the same
reporting period, the value of sales may grossly underestimate the value added.
In addition, in some cases a turnover figure makes no sense or does not
exist, e.g, for financial intermediation activities or insurance activities. Similar
considerations should be borme in mind when using gross output data as
substitute criteria.

Many units perform trade and other activities. In such cases, trade turnover
figures are the most unsuitable indicators for the unknown value-added share
of the trade activity. A much better indicator is the gross margin (difference
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between the trade tumover and purchases of goods for resale adjusted by
changes in stocks). The trade margins may vary within a single wholesale or
retail trade activity, however, and may also vary between trade activities. In
addition, the specific classification rules for retail trade should be considered as
set out below.

(c) Problems with input substitutes

Similar precautions have to be considered when input-based substitute criteria
are applied. The proportionality between wages and salaries or employment
and value added is not reliable if the capital intensity of the various activities
is different. Higher capital intensity normally implies higher depreciation and a
lower share of wages and salaries in the gross value added.

Capital intensity varies substantially between different economic activities and
also between activities of the same ISIC, Rev.4 class. For example, the activity
of producing items by hand will have a lower capital intensity than the mass
production of the same item in an industrial plant; both activities, however, fall
in the same ISIC, Rev.4 class.

2. Treatment of mixed activities

Instances may arise in which considerable proportions of the activities of a
unit are included in more than one class of ISIC. These cases may result from
the vertical integration of activities (for example, tree felling combined with
sawmilling orthe manufacture of textiles with subsequent production of wearing
apparel); the horizontal integration of activities (for example, the manufacture
of hides and skins in slaughterhouses); or any combination of activities that
cannot be separated at the level of the statistical unit. In such situations, the unit
should be classified according to the rules set out below.

Although typically applied at the class level, the rules set out below are valid for
applying the classification at any level of the coding structure.

(a) Treatment of independent multiple activities

If a unit is engaged in several types of independent activities but cannot itself
be segregated into separate statistical units (when, for example, manufacture
of bakery products is combined with manufacture of chocolate confectionery),
the unit should be classified according to the activity that contributes most to
the value added of the unit (i.e., the principal activity), as determined by the
“top-down” method described in paras. 123-131 below.

The “top-down” method also applies wherever a unit performs only one
activity or one activity accounts for more than 50 per cent of the value added.
However, in such cases the classification of the unit is rather straightforward
and no step-by-step application of the "“top-down" method is necessary. In such
cases, the unit will be classified to the single ISIC category representing the
activity carried out, or in the latter case, to the ISIC category that represents the
activity that accounts for more than50 per cent of the value added.

(b) Treatment of vertical integration
The vertical integration of activities occurs wherever the different stages of

production are carried out in succession by the same unit and the output
of one process serves as input to the next. Examples of common vertical

International Standard Industrial Classification of All Economic Activities (ISIC), Revision 4

25



26

I18.

9.

120.

121,

122.

integration include tree felling and subsequent on-site sawmilling, a clay pit
combined with a brickworks or production of synthetic fibres in a textile mill.

In ISIC, Rev.4, vertical integration should be treated like any other form of
multiple activities, so that a unit with a vertically integrated chain of activities
should be classified to the class corresponding to the principal activity within
this chain, i.e., the activity accounting for the largest share of value added, as
determined by the top-down method.

This treatment has changed from previous versions of ISIC. It should be noted
that the term “activity” in this context is used for each step in the production
process that is defined in a separate ISIC class, even though the output of each
step may not be intended for sale.

If value added or substitutes for the individual steps in a vertically integrated
process cannot be determined directly from accounts maintained by the unit
itself, comparisons with other units (e.g.,, based on market prices for intermediate
and final products) could be used.

The same precautions for using substitutes as listed above apply here. If it is
still impossible to determine the share of value added (or its substitutes) for
the different stages in the chain of production activities, default assignments for
typical forms of vertical integration can be applied. The Companion Guide to ISIC
and CPC provides a set of examples for such cases. 15

(c) Treatment of horizontal integration

Horizontal integration occurs when an activity results in end-products with
different characteristics. This could theoretically be interpreted as activities
carried out simultaneously using the same factors of production, in which case
it would often be impossible to separate such activities statistically into different
processes, assign them to different units or generally provide separate data for
them, nor would rules relying on allocation of value added or similar measures
be applicable. Altemative indicators, such as gross output, might sometimes be
applicable, but there is no general rule for identifying the single activity that best
represents the mix included in this horizontal integration.

Since pattems of horizontal integration have been considered in the preparation
of the classification, in many cases commonly integrated activities are included in
the same class of ISIC even though their outputs have quite different characters.

For example, the production of crude glycerol is classified in ISIC class 2023
(Manufacture of soap and detergents, cleaning and polishing preparations,
perfumes and toilet preparations), while the production of synthetic glycerol
is classified in class 201 | (Manufacture of basic chemicals). Crude glycerol is a
by-product of soap manufacturing and therefore the production process of
crude glycerol cannot be separated from the production process of soap; as
a result, both productive activities have to be classified in the same ISIC class,
even though their physical output is quite different.

On the other hand, the production of synthetic glycerol is a chemical process
quite distinct from the production of crude glycerol and these two activities are
classified separately even though their physical output is quite similar. Another
example would be the production of electricity through a waste-incineration
process. The activity of waste disposal and the activity of electricity production
cannot be separated in this case and ISIC assigns them, by convention, to class
3821.

In some cases, activities are carried out using the same factors of production

& Companion Guide to
ISIC and CPC, Statistical
Papers, Series F, No. 101
(United Nations publication,
forthcoming).
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but the activities also exist independently, i.e.,, neither one provides input into
the other nor could it be considered as producing a by-product of the other
activity.

An example would be the combined transport of passengers and freight. Since
both activities independently have a substantial size in most economies and are
separately of interest for analytical purposes, they have not been combined in
a single ISIC class.

In this case, value-added substitutes should be used to determine the primary
activity of the unit in question if both activities are carried out simultaneously.

(d) The “top-down” method

The top-down method follows a hierarchical principle: the classification of a unit
at the lowest level of the classification must be consistent with the classification
of the unit at the higher levels. To satisfy this condition the process starts with
the identification of the relevant category at the highest level and progresses
down through the levels of the classification in the following way:

Step 1. Identify the section that has the highest share of the value added.
Step 2. Within this section, identify the division that has the highest share of
the value added.

Step 3. Within this division, identify the group that has the highest share of the
valued added (see below for exception in the case of wholesale and retail
trade activities).

Step 4. Within this group, identify the class that has the highest share of value
added.
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Box |
Example: Identifying the principal activity of a unit using the top-down method

A reporting unit may carry out the following activities:

Share of
value added
Section Division Group Class Description of the class (percentage)
25 251 2512 Manufacture of tanks, reservoirs and containers of metal " 7
281 2816 Manufacture of liting and handling equipment " 8
2821 Manufacture of agricultural and forestry machinery " 3
C 28 2822 Manufacture of metal-forming machinery and machine 21
282 tools
Manufacture of machinery for mining,quarrying and "
2824 . 8
construction
29 293 2930 Manufacture of parts and accessories for motor vehicles "5
= n 461 4610 Wholesale on a fee or contract basis "7
465 4659 Wholesale of other machinery and equipment 28
M 71 711 7110 Archit.ectural and engineering activities and related 13
technical consultancy
The principal activity is then determined as follows:
Step 1.I  Identify the section
Section C Manufacturing 52
Section G Wholesale and retail trade; repair of motor vehicles and motorcycles 35
Section M Professional, scientific and technical activities 13
Step 2.!  Identify the division (within section C)
Division 25 Manufacture of fabricated metal products, except machinery and equipment " 7
Division 28 Manufacture of machinery and equipment n.e.c. 40
Division 29 Manufacture of motor vehicles, trailers and semi-trailers " 5
Step 3.!  Identify the group (within division 28)
Group 281 Manufacture of general-purpose machinery " 8
Group 282 Manufacture of special-purchase machinery 32
Step 4.!'  Identify the class (within group 282)
Class 2821 Manufacture of agricultural and forestry machinery " 3
Class 2822 Manufacture of metal-forming machinery and machine tools 21
Class 2824 Manufacture of machinery for mining, quarrying and construction " 8

The principal activity is therefore 2822 (Manufacture of metal-forming machinery and
machine tools), although the class with the biggest share of value added is class 4659
(Wholesale of other machinery and equipment).

If a “bottom-up” approach is used, the reporting unit would be classified to wholesale trade in

class 4659 (Wholesale of other machinery and equipment), based on the single largest share

of value added at the class level. This would result in a reporting unit with a value added share in
‘ manufacturing of 52 per cent being classified outside of manufacturing.
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The top-down method may apply to only a small part of the statistical universe,
depending on the selection of the statistical unit, especially if the selected units
are defined so that they carry out only one activity.

124. If none of the ISIC classes accounts for at least 50 per cent of the value
added, in the case of wholesale and retail trade activities, additional steps are
being considered in step 3 of the above process, which can be considered to
correspond to additional levels in the classification. For practical reasons, these
levels have not been reflected as separate levels in the classification structure
itself but rather consist of clusters of ISIC, Rev.4 groups.

For wholesale activities, these additional steps relate to (a) the distinction
between commission and own-account trade and (b) the distinction between
specialized and non-specialized trade. For retail trade activities, these additional
steps relate to (a) the distinction between store and non-store retail trade, (b)
the distinction between specialized and non-specialized trade (for in-store retalil
trade activities) and (c) the distinction between trade via stalls and markets and
other trade (for non-store retail trade activities).

These distinctions must be considered as additional levels (within step 3)
and must be applied when using the top-down method. After determining
the correct group in step 3, the determination of the class representing the
principal activity is carried out in accordance with step 4 above.

|25. Following the additional criteria provided in paragraph 124 above, the following

figure represents the decision tree to be used for the allocation of a unit within
ISIC division 46 (Wholesale trade, except of motor vehicles and motorcycles):

Wholesale trade on own account Wholesale trade on a fee or contract basis
462-469 461
Non-specialized Specialized wholesale
wholesale trade trade
469 462-466

462 463 464 465 466

(further subdivided according
to the range of products sold)

[26. Following the additional criteria provided in paragraph |24 above, the following
figure represents the decision tree to be used for the allocation of a unit within
ISIC division 47 (Retail trade, except of motor vehicles and motorcycles):
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127.

128.

Retail trade in stores Retail trade not in stores
471-477 478-479
Specialized Non-specialized Via stalls and markets Others
472477 471 478 479

472 473 474 475 476 477

(further subdivided according to
the range of products sold)

No attempt is made to reflect other possible aspects of retail activity, such
as the kind of service (eg, traditional service or self-service), outlets run
by voluntary services or purchasing associations, or to distinguish between
cooperative and other retail trade. Units whose main activity in terms of value
added is obviously retail trade from shop premises must be allocated to one of
the classes 4711 to 4774.

When choosing between specialized retail trade in ISIC groups 472-477 and
non-specialized retail trade in ISIC group 471, the outcome will depend on the
numberof ISIC, Rev.4 classes involved, irrespective of the group-level importance.
The following rules apply to make that determination (similar considerations
apply to specialized vs. non-specialized wholesale trade activities):

(a) If the products sold comprise up to four classes in ISIC, Rev.4 groups 472
to 477, none of which accounts for a share of 50 per cent or more in terms
of value added but each of which represents 5 per cent or more of value
added, a specialized trade is still involved. It is then necessary only to determine
the focus of the activities on the basis of value added. Selecting first the main
group and then the class within that group will determine the allocation of the
principal activity;

(b) If the products sold comprise five or more classes in groups 472 to 477,
each representing 5 per cent or more of value added but none of which
accounts for a share of 50 per cent or more, the unit should be classified as
a non-specialized store and allocated to group 471. If food, beverages and
tobacco represent at least 35 per cent of value added, allocation will be made
to ISIC, Rev.4 class 471 1. In all other cases, allocation should be to class 4719;

(c) The above allocation rules are always based exclusively on the retail activity
of the unit. If, in addition to its retail trade, a unit has a secondary activity that
also provides services or produces goods, the allocation of the unit to the
appropriate class of division 47 is determined only by the composition of its
retail activity. In other words, the 5 per cent rule provided above applies to 5
per cent of the value added of all retail sale activities, not 5 per cent of the value
added of all activities of the unit.
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Box 2

Example: Identifying the principal activity of a unit using the top-down method within wholesale and retail trade

A reporting unit may carry out the following activities:

Share of value

added
Section Division Group Class Description of the class (percentage)
Wholesale of computers, computer peripheral equip-
46 465 4651 ment and software 10
4741 Retail sale of computers, peripheral units, software and 8
e telecommunications equipment in specialized stores
4742 Retail sale of audio and video equipment in specialized 15
stores
G Retail sale of electrical household appliances, fumiture,
475 4759  lighting equipment and other household articles in 4
47 specialized stores
Retail sale of books, newspapers and stationary in
4761 - 3
o specialized stores
4762 Retail sale of music and video recordings in specialized 12
stores
479 4791 Retail sale via mail order houses or via Intemet 35
N 77 772 7722  Renting of video tapes and disks 13
The principal activity is then determined as follows:
Step 1.I  Identify the section
SectionG  Wholesale and retail trade; repair of motor vehicles and motorcycles 87
SectonN  Administrative and support service activities 13
Step 2. Identify the division (within section G)
Division46 ~ Wholesale trade, except of motor vehicles and motorcycles 10
Division 47  Retail trade, except of motor vehicles and motorcycles 77
Step 3.!  Identify the group (within division 47)
Step 3a.!  Identify store or non-store trade (within division 47)
Groups 471477  Retail trade in stores 42
Groups 478479  Retail trade not in stores 35

Step 3b.! Identify specialized or non-specialized trade (within groups 471-477)

Recalculate shares of value added relative to total retail trade:

Class 4741 =8%/77% 10
Class 4742 =15%/77% 19
Class 4759 =4%177% "
Class 4761 =3%/77% !
Class 4762 =12%177% 16

Only four classes account for a share of 5 per cent or more. Therefore the unit is classified to specialized retail sale.
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Step 3c.!  Identify the group (within specialized retail trade)

Group 474  Retail sale of information and communications equipment in specialized stores 23
Group 475  Retail sale of other household equipment in specialized stores 4
Group476  Retail sale of cultural and recreation goods in specialized stores 15

Note: To identify the largest share, it does not matter if the original or recalculated figures for value
added are being used

Step 4.!  Identify the class (within group 474)

Retail sale of computers, peripheral units, softiware and telecommunications

N . i n 8
equipment in specialized stores

Class 4741

Class 4742 Retail sale of audio and video equipment in specialized stores 15

The principal activity is therefore 4742 (Retail sale of audio and video equipment in specialized stores).

129.

130.

131

132.

133.

If value added cannot be determined for the activities involved, approximations
as set out above can be used, provided that their application to the different
activities is consistent.

The top-down method satisfies the principle that at the lower levels the activity
classification is in conformity with the principal activity of the unit from the
point of view of the upper levels of the activity classification. At lower levels of
the classification, the share of value added of the category of ISIC, Rev.4 that
results from using the top-down method will not necessarily account for more
than 50 per cent of total valued added of that unit. The more one proceeds
from the upper to the lower levels of the hierarchical structure of ISIC Rev.4,
the more often will this be the case. Theoretically, at the highest hierarchical
level of ISIC, Rev.4 no section might account for more than 50 per cent of the
value added of a unit.

In principle, the top-down method permits determination of the principal
activity of a unit down to the lowest level of the hierarchical activity classification;
in practice, it is only necessary to apply the method to the lowest level that
is actually used in a specific application, such as the division or group level,
depending on the respective rules of the specific application. Whatever the case,
the top-down method ensures that the classification of the unit is consistent
at every level.

3. E-commerce

Production units receive orders and transact the sale of goods and services
produced by a variety of means, such as by telephone, fax, television or over the
Intemet. Many countries have chosen to describe as e-commerce any business
transaction that transfers the ownership of the goods or service through the
Intemet or by other electronic means.

There are three stages in the transfer of the ownership of a good or service:
(a) the placement of the order, (b) the payment and (c) the delivery of the
good or service. E-commerce transactions may be defined to include situations
where only the first stage, only the first and second stages, or all three stages
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135.

136.

137.

138.

are conducted through the Internet or by other electronic means.

For many production units, e-commerce is just one of a variety of means
by which sales are transacted. The rules for the classification of such units in
ISIC remain unchanged: they are classified to the industry of their principal
activity. Increasingly however, business units that sell goods and supply services
exclusively through the Internet are coming into existence. Such units should
also be classified to the industry of their principal activity. Production units
engaged in e-commerce will therefore be found in any industry of ISIC. There
is one notable exception to this rule: in retail trade, units that undertake their
sales exclusively or predominantly through the Internet are classified within
ISIC, Rev.4 class 4791 (Retail sale via mail order houses or via Internet).

4. Repair and maintenance

ISIC, Rev4 now provides separate categories for the repair of all kinds of
goods. However, no single high-level category exists that would cover all repair
activities. Based on the type of good repaired, the activities are classified as
follows:

* Repair of motor vehicles and of motorcycles are classified in classes
4520 and 4540, respectively.

* Repair of computers and communication equipment is classified in
group 951.

* Repair of personal and household goods is classified in group 952.

* Repair of other machinery and equipment is classified in group 331.

* Repair of buildings and other structures is classified in division 43.

5. Outsourcing / activities on a fee or contract basis

In some cases, units sell goods or services under their own name but the
actual production, such as the physical transformation process in the case
of manufacturing, is carried out fully or in part by others through specific
contractual arrangements. This section describes how units involved in such
arrangements should be classified in ISIC.

In this section, the following terminology is applied:

(a) The principal '6is a unit that enters in a contractual relationship with another
unit (here called contractor) to carry out some part (or all) of the production
process;

(b) The contractor '/ is a unit that carries out a specific production process
based on a contractual relationship with a principal. The activities performed by
the contractor are denominated “on a fee or contract basis”.

(c) Outsourcing is a contractual agreement according to which the principal
requires the contractor to carry out a specific production process. The term
“sub-contracting” is sometimes used as well.'® In this context, the production
process also includes supporting activities.

The principal and the contractor may be located in the same economic
territory or in different economic territories. The actual location does not affect
the classification of either one of these units.

16 Elsewhere sometimes
known as “contractor” or
“converter”.

17 Elsewhere sometimes
known as the “subcontractor”.

'8 Elsewhere, the termi-
nology of “insourcing” and
“outsourcing” (referring to

relationships between units
involved) or “offshoring”

(referring to transactions

between economic territories)
may be used; those distinc-
tions have no bearing on the
guidelines in this section and
are not used here.
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139.

(a) Classification of the contractor.

Contractors, i.e., units carrying out an activity on a fee or contract basis, are
usually classified in the same ISIC category as units producing the same goods or
services for their own account. Exceptions to this rule exist for trade activities,
for which separate categories for such outsourced activities exist.

(b) Classification of the principal

Outsourcing of parts of the production process

[40.

[41.

If only part of the production process is outsourced, the principal is classified to
the class that corresponds to the activity representing the complete production
process, ie., it is classified as if it were carrying out the complete process,
including the contracted work, itself.

This applies not only to the outsourcing of support functions in the pro-
duction process, such as accounting or computing activities, but also to the out-
sourcing of parts of the core production process, such as parts of a manufacturing
process.

Outsourcing of the complete production process

142.

143.

|44,

145.

| 46.

In general, if the principal outsources the complete production process of a
good or service, it is classified as if it were carrying out the production process
itself. This applies in particular to all service-producing activities, including
construction. In the case of manufacturing, however, the following special
considerations apply.

In manufacturing, the principal provides the contractor with the technical
specifications of the manufacturing activity to be carried out on the input
materials. The input materials (raw materials or intermediate goods) can either
be provided (owned) by the principal or not.

A principal who completely outsources the transformation process should be
classified into manufacturing if and only if it owns the input materials to the
production process—and therefore owns the final output.

A principal who completely outsources the transformation process but does
not own the input materials is in fact buying the completed good from the
contractor with the intention to re-sell it. Such an activity is classified in section
G (Wholesale and retail trade), specifically according to the type of sale and the
specific type of good sold."?

6. Government activities

ISIC does not make any distinction regarding the institutional sector to which
a statistical unit belongs. For instance, there is no category that would describe
all activities carried out by a government as such. Activities carried out by
government units that are specifically attributable to other areas of ISIC should
be classified in the appropriate class of ISIC and not in division 84 (Public
administration and defence; compulsory social security). For instance, public
hospitals will be classified in class 86 10.

"9 The final classification
of the principal may also
depend on other activities
that are carried out in the
same unit.
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[48.

[49.

150.

I51.

152.

It is true that ISIC division 84 includes activities of a governmental nature
that are normally carried out by the public administration, including the
enactment and judicial interpretation of laws and their pursuant regulation;
the administration of programmes based on them; legislative activities; taxation;
national defence; public order and safety; immigration services; foreign affairs;
and the administration of government programmes. Nevertheless, the legal or
institutional status is not, in itself, the determining factor for an activity to belong
in that division.

7. Classification of enterprises

Since the activities of an enterprise sometimes cover a large variety of ISIC
groups or classes, it may be appropriate for certain statistics to classify them at
the division level only. In any case, when such a unit is to be classified at a lower
level of the classification, the top-down approach, as set out in paragraphs |23-
I31 above, should be used.

The classification of a multi-activity enterprise should be determined by the
value added generated by its constituent units. In other words, the ISIC category
should be selected according to the kinds of activity of the constituent units
that account for the principal share of value added, following the top-down
method.

8. Classification of households

ISIC includes a category for the classification of households when they are
employers of domestic personnel. This includes households employing maids,
gardeners, cooks etc. As employment is generated, data on these units have
been collected for various statistics, usually outside of general business statistics,
Le, using sample frames with households as collection units rather than
businesses as collection units.

Outside this existing category, the need to describe activities of households for
own use has emerged in data collections, such as in labour-force surveys. While
market activities should generally be described according to existing rules for
identifying the correct ISIC code for an activity, the application of these rules
for activities producing goods and services for own use has proved difficult.
These activities might combine a mix of activities undertaken by household
enterprises, such as agricultural activities, construction, textile manufacturing,
repair and other service activities.

In general, it is not possible to assign value-added ratios to these activities
and reasonably identify a principal activity. To provide a place for these mixed
activities in the classification, two groups in division 98 (Undifferentiated goods-
and services-producing activities of private households for own use) have been
designated. This division will not normally be relevant to business statistics but
rather applies to data collections covering household and subsistence activities.

9. Changes in the classification of units

Units can change their principal activity either at once or gradually over a
period of time. The principal activity may change within the year from one
statistical period to the next, either because of seasonal factors or because of a
management decision to vary the pattern of output. In each case, there will have
been a fairly sudden change in the balance of activities. Alteratively, a change
in the pattemn of output or sales may take place gradually over several years.
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While all these cases call for the classification of the unit to be changed, if made
too often such changes distort statistics to the extent of making interpretation
extremely difficult.

|53, To avoid frequent changes it is necessary to have a stability rule. Without such
a rule, there would be apparent changes in the economic demography of the
business population that would be no more than statistical artifacts. Such a
stability rule is intended for units that engage in a mix of activities that are almost
balanced and are thus subject to increased risk of changes for the principal
activity resulting from only small changes in the ratio of the activities involved.
In such cases, the ratio of activities over the past two to three years should be
taken into account when determining the principal activity of the unit.

I54. Changes in the classification of units for the purpose of statistical inquiries
are made not more than once a vyear, either at fixed dates or as information
becomes available. More frequent changes would result in inconsistency
between short-term (monthly and quarterly) and longer-term statistics.

D. CAPTURING INFORMATION ABOUT THE ACTIVITY OF
UNITS AND CODING IT ACCORDING TO ISIC

I55. The quality and comparability of the statistics produced according to ISIC will
depend largely on the correctness of the codes assigned to the statistical units.
In turn, the correctness of the codes will depend on the information available
for determining them and the tools and procedures used.

156. To some extent, the quality of the information will depend upon the type

of statistical source. The quality of information collected for administrative
registrations will depend on the extent to which that information has a function
in the administrative procedures for which the registrations are being made. It
will also depend on what kind of distinctions that function will require, such as,
whethertax rules, social security regulations, the rules for investment credits or
the services provided by employment agencies will require precise registration
of the type of activity undertaken.
The statistical offices will therefore frequently need to collect directly from
the units the information needed to determine the activity codes of the units,
even when the register used as the basis for their surveys is derived from, or
developed in cooperation with, one or more of the administrative agencies.

I57. Given the nature of ISIC, the information that is needed to code for the register
as well as the surveys will have to describe the main inputs, processes and
outputs of the units’ productive activities. For units with a wide range of products,
information about them will also be necessary to determine their contributions
to the value added or other relevant factors by which to determine their main
activity.

This information must be obtained from the units and care must be taken to
ensure that the individuals who provide the information on behalf of the units
understand the type of information needed so that they can obtain it from the
records of the units or their own knowledge.

Thus, the testing of question formulations is as important for establishment
surveys as it is for household surveys. For the registers as well as for the two
types of surveys, finding the correct codes on the basis of product information
will be greatly facilitated by a well organized and comprehensive coding index.
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Chapter IV

OTHER TOPICS

A.

I58.

[59.

160.

l6l.

162.

163.

USE OF ISIC IN ESTABLISHING RELATED NATIONAL
CLASSIFICATIONS

As an international standard classification, ISIC is the primary tool for collecting
and presenting internationally comparable statistics by economic activity. It is
therefore of great importance that data collected at the national level, and
therefore the classifications used at the national level, are compatible with ISIC.

The need forinternational comparability does not, however, imply that countries
must adopt ISIC as a whole, without modification. The intention is rather to
have countries use ISIC as a guide in adapting their national classifications to
the international standard. Countries may choose to either use ISIC directly for
their national purposes or develop their own national classification. Wherever
countries lack the infrastructure required to develop and maintain their own
activity classification, they may adopt ISIC as their national activity classification
with little or no modification.

This is often done by extending or collapsing the detail of ISIC while maintaining
its general structure. Other countries may have historically developed a
classification that suits their particular needs. Those countries should make
efforts to adapt their classification in a way that allows for the provision of data
according to ISIC without substantial loss of information.

In order to attain international comparability, it is suggested that all countries
adopt, as far as individual requirements permit, the same general principles and
definitions in their industrial classification schemes (for the principles and
definitions that were developed for this purpose and are embodied in ISIC,
see sect. Il above). As a result, it should be feasible to rearrange and combine
entire categories of national classifications so that they correspond to one or
more categories of ISIC, although this may not always be possible since certain
categories at the most detailed level of ISIC may not be distinguished in the
industrial classifications of some countries.

Adapting ISIC to the specifics of the national economy while maintaining
international comparability requires the observation of a number of rules as
set out below.

I. Aggregation and disaggregation of ISIC

When adapting ISIC to national circumstances, its categories may be aggregated
or further detailed to better reflect the structure of the national economy of
the country. If a particular economic sector is economically of great importance
or has developed important specializations that are not separately identified
in ISIC, the relevant part of the classification can be further disaggregated. If
some other sector of the economy does not exist or is still undeveloped or
unimportant in the economy as a whole, the relevant part of the classification
can be treated at a more aggregated level.

It is not the intention to suggest data collection for categories, which would
require all kinds of artificial or arbitrary splits of the existing statistical units.
The calculation of homogeneity ratios may serve as a tool in determining the
feasibility and usefulness of more detailed categories of the classification.20

In order to make a national activity classification convertible to ISIC, the

20 For g more detailed
discussion of homogene-

ity ratios, see Companion
Guide to ISIC and CPC
(United Nations publication,
forthcoming).
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| 64.

|65,

| 66.

167

categories at the most detailed level of classification in the national scheme
should on the whole coincide with, or be subdivisions of, the individual classes
of ISIC. In other words, any most detailed category of the national classification
should not cover selected portions of two or more classes of ISIC.

When national categories have to represent combinations of two or more
entire classes of ISIC, the classes should be part of the same group. In this way,
the convertibility of the national classification to ISIC would not be affected by
the position or the manner of grouping of the categories at the detailed level
of the classification in the national scheme.

To serve national purposes, categories in the ISIC structure may be
disaggregated by subdividing the relevant classes into subclasses. This may be
done by appending decimal places to the four-digit code that identifies each
class of ISIC. Alternatively, the subdivision of groups into classes in ISIC may
be expanded by replacing the existing classes with a greater number of more
detailed categories. In order to preserve comparability with the classes of ISIC,
the more detailed classes should be delineated so that they may be aggregated
to classes.

Extending the four-digit codes of ISIC may be unnecessary if, to meet national
requirements, the only classes to be subdivided are those that are identical to
groups. These classes of ISIC are identified by four-digit codes ending in “0”
and may be replaced by as many as nine classes, identified by specific four-digit
codes.

ISIC categories may be aggregated, for example, by combining the classes of
selected groups into fewer less detailed classes or by entirely telescoping classes
into groups. It may even, in certain instances, be desirable or necessary to have
categories at the most detailed level of the national classification that combine
classes of ISIC.

This may be because the kinds of activity segregated by selected classes of
ISIC are not important enough in a given country. Or it may be due to a much
smaller degree of specialization in the activities of the statistical units than is
required in order to use certain classes of ISIC in the national scheme.

For example, some countries may not establish categories in their national
classifications that are similar to the individual categories of divisions 26 to
28 (Manufacture of machinery), inasmuch as the majority of establishments
engaging in activities of class X also carry out the activities of class Y and vice
versa, thereby making it impractical to separate these activities in the national
classification.

They may need to combine some or all of the groups or classes into single
categories at the most detailed level of their national classification.

It should be kept in mind that combining classes into higher aggregates, either
at the group level or elsewhere, will limit the comparability of data at the
international level to that level or to even higher aggregates. The latter can
occur if countries decide to aggregate some of the four-digit classes within, for
example, group 281.

If two countries aggregate classes within group 281, the comparability of their
data may not be available at their respective aggregated levels but only at
the higher level of group 281. The combining of classes should therefore be
carefully considered in respect of its possible impact on the comparability of
data compiled according to these new categories.
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169.

B.

170.

71

172.

2. Level of international comparability

Ideally, countries would be able to provide data according to ISIC at all levels of
the classification for the purposes of international comparability. As mentioned
above, however, not all detailed categories of the classification may be suitable
for all countries and countries may wish to develop national classifications
based on their own priorities. Still, the problem of international comparability
remains and countries should make effort to use a classification that is as much
as possible compatible with ISIC and for which data can be collected and
reported.

At its thirty-seventh session, the United Nations Statistical Commission
recommended that countries adapt their national classifications in a way that
allows them to report data at least at the two-digit level of ISIC, Rev.4 without
loss of information.2! It is clear that the interest in more detailed internationally
comparable information will remain, especially for specific studies.

USE OF DIFFERENT LEVELS OF THE CLASSIFICATION FOR
THE PRESENTATION OF STATISTICS

It may be desirable to utilize less detailed classification categories of kind of
economic activity for some types of statistics than for other series, and the
number and size of the categories for which reliable statistics are presented may
depend on both their source and confidentiality considerations. For example,
it may not be feasible to present data on employment gathered in household
inquiries in as great detail as data on employment obtained from establishment
inquiries.

Or it may not be necessary to present data according to kind of economic
activity in as great detail in national accounting as in industrial statistics. By
providing for four levels of classification (sections, divisions, groups and classes),
ISIC furnishes a framework for comparable classifications of data at different
levels of detalil.

It is important to note, however, that the fact that a category has been defined
at the class level in ISIC will not prevent it from being larger in a particular
national economy than a category defined at the group level or even at the
level of division or section, as will be the case, for example, for class 852
(General secondary education) versus division 03 (Fishing and aquaculture) in
many countries.

Similarly, for specialized surveys on a limited number of industries, the detail
provided by ISIC, even at its most detailed level, will often not be sufficient for
the required analysis. In such cases, ISIC classes can be further subdivided for
specific purposes, as necessary. It is suggested, however, that the new detailed
categories still be aggregated to the existing ISIC classes for comparability
reasons.

RELATIONSHIP WITH OTHER CLASSIFICATIONS

|. General remarks

At its nineteenth session, the Statistical Commission had requested the
Secretariat to prepare a set of classifications that together would form an
integrated system for classifying activities, goods and services and could be
used in different kinds of economic statistics. Using the Integrated System of

2l See Official Records of
the Economic and Social
Council, 2002, Supplement
No.4 (E/2006/24), chap. |,
para. 3, item 37/105 (b).
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173.

|74,

|75.

Classifications of Activities and Products (SINAP) as a basis, the work resulted
in the revision of ISIC and SITC and the development of CPC.

These three classifications are strongly interrelated. ISIC represents the activity
side of the system, CPC is the central instrument for classifying goods and
services and SITC is the aggregated classification of transportable goods for
interational trade statistics for analytical purposes.

Both CPC and SITC use the headings and subheadings of the Harmonized
Commodity Description and Coding System (HS) as building blocks for their
categories. Subsequently, relationships with other classifications that may require
a degree of comparability with ISIC have been added to these considerations.

2. Relationship with product classifications: CPC, HS and SITC

The relationship between ISIC, on the one hand, and the product classifications
HS, CPC and SITC, on the other, is based on the fact that the product
classifications in principle combine in one category goods or services that are
normally produced in only one industry as defined in ISIC. In HS, this origin
criterion was respected as far as possible at the time of its development.

In some cases - for instance, when it seemed impossible that a customs officer
could make the distinction - the principle was not applied.

Still, most headings and subheadings of HS contain goods that are generally
produced in only one ISIC category. There are frequent exceptions in some
areas, however, where outputs do not enter international trade to a large
degree.

For instance, raw and processed agricultural products may be combined in HS
since the international trade of raw and unprocessed products is negligible. Still,
raw and processed products are outputs of distinct industries in ISIC, which
makes a strict link between these classifications impossible. In addition, the
arrangement of headings and subheadings of HS follows criteria that are quite
different from industrial origin and the structure of CPC or SITC.

The differences between CPC, HS and SITC result from the fact that they were
created for different purposes. HS is the detailed classification for interational
trade of transportable goods, while SITC is a more aggregated classification
for analytical purposes, with the same scope as HS. The scope of CPC exceeds
that of HS and SITC, in that it is intended to cover the production, trade and
consumption of all goods and services. Both CPC and SITC, Rev.3, regroup HS
categories, albeit in different ways.

SITC follows a traditional order in which the materials used, the stage of
processing and the end-use are the main considerations. CPC arranges its
categories in groups that are similar to ISIC categories. This does not mean,
however, that all goods are grouped according to their industrial origin.

Although origin had been an important criterion when developing CPC, it was
produced as a classification in its own right - one in which classification is based
on the physical characteristics and intrinsic nature of goods or on the nature
of the services rendered. For example, while meat and hides are both outputs
of slaughterhouses (ISIC class 1010, “Processing and preserving of meat”), they
appear in different sections of CPC. However, each type of good or service
distinguished in CPC is defined so that it is normally produced by only one
activity as defined in ISIC. As far as practically possible, an attempt is made to
establish a correspondence between the two classifications, each category of
CPC being accompanied by a reference to the ISIC class in which the good or
service is mainly produced.
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182.

3. Other derived and related activity classifications

The work on the fourth revision of ISIC has been driven by a strong desire to
improve comparability among activity classifications around the world.

In the process, the experiences obtained during recent or still ongoing revisions
of national and regional classifications have been taken into account. It is clear,
however, that needs for detail and structure, especially at the lower levels of the
classification, differ from country to country and from region to region.

The work of the Expert Group on Intemational Economic and Social
Classifications has continued these harmonization efforts in its work on
the Interational Family of Economic and Social Classifications. The need to
converge existing activity classifications has been stressed again by the Statistical
Commission and will be a key element in future work on these classifications.

The need for convergence does not diminish the need for regional classifications.
The work on improved and tailored regional activity classifications, based on
the reference classification as the international standard, is an important way to
further the application of ISIC. These regional classifications should be derived
from ISIC and adjusted to the regional specifics of a group of countries.

They will allow for data comparability within the region and serve as more
tailored guidelines for the development of national classifications.

The preamble of the International Family of Economic and Social Classifications
lays out the foundations of these relationships between reference classifications
(such as ISIC for economic activities) and derived and related classifications.

(a) Derived classifications

The revision of the General Industrial Classification of Economic Activities
within the European Communities (NACE) has been developed based on
the fourth revision of ISIC, continuing the strong relation between these two
classifications. Categories at all levels of NACE have been defined to be either
identical or to form subsets of single ISIC categories.

In addition, the coding systems used in classifications of the United Nations and
the European Community are as far as possible the same. As a result, the data
of both intergovernmental organizations have become widely compatible. ISIC
and NACE are identical up to the two-digit level (divisions) of the classification.
At lower levels, NACE has created more detail suitable for European users of
the classification. The additional detail created can always be aggregated to ISIC
categories at the three- and four-digit levels, within the same structure.

The Australian and New Zealand Standard Industrial Classification (ANZSIC)
has been revised in 2006 and broadly aligns with ISIC at the detailed level. As for
ISIC, the conceptual approach for ANZSIC has been re-evaluated. The revised
ANZSIC takes into account activities within Australian and New Zealand
economic units. The ANZSIC structure broadly follows the ISIC structure, so
that categories at the division and more detailed levels can be aggregated into
the two-digit categories of ISIC.

4. Relationship of other international classifications with ISIC
The following classifications developed by the United Nations or its subsidiary

organs have some relationship with ISIC or make use of parts of ISIC in defining
their own scope or categories; whether describing statistics on occupations,
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183.

184.

185.

186.

187.

employment, expenditures, education, tourism or the environment: the
Classification of the Functions of Government (COFOG), the International
Standard Classification of Education (ISCED),22 the Intermational Standard
Classification of Occupations (ISCO),23 the activity classification of the Tourism
Satellite Account (TSA)24 and the International Classification of Non-Profit
Organizations (ICNPO).25

COFOG, which was developed by the former Statistical Office of the United
Nations Secretariat mainly for use in the System of National Accounts, was first
published in 1980 and revised in 2000. The criteria of classification—function in
the case of COFOG and activity for ISIC—are conceptually rather similar.
COFOG is more appropriate than ISIC for classifying government expenditures,
however, because the COFOG list of functions is more detailed than the ISIC
list of activities, having been drawn up specifically to take account of the range
and diversity of government activities. Although there are similarities between
the criteria of the two classifications, problems may arise when comparing data
collected according to ISIC and COFOG.

For instance, COFOG covers not only direct outlays on government-owned
schools but also the subsidizing of privately owned schools and outlays on
subsidiary services to education, such as school transport, food and lodging for
students etc.

ISCED was developed by UNESCO as an instrument for assembling, compiling
and presenting statistics of education, both within individual countries and
internationally, and was last updated in 1997. It is a multi-purpose classification
of educational programmes to be used for statistics on student enrolment
and human or financial resources invested in education, as well as on the
educational attainment of the population as obtained, for example, from
population censuses or labour-force surveys. The statistical unit as classified in
ISCED at the lowest level is the programme or programme group.

Educational institutions are classified according to ISCED on the basis of the
type of programmes that they provide. In principle, these institutions may be
considered equivalent to the basic units to be classified by ISIC. The definitions
of the ISIC categories for education services have been defined in line with the
changes applied in the last ISCED revision.

The Intemational Standard Classification of Occupations (ISCO) has been
developed by the Interational Labour Organization (ILO). It provides a basis
for comparing occupational statistics for different countries and communicating
other occupational information, such as for the recruitment or admission of
migrant workers. It also serves as a model for countries when they develop
their national occupational classifications or revise their existing ones.

The primary units to be classified to ISCO are jobs. Jobs are classified to
ISCO on the basis of the type of work performed, that is, the task and duties
to be carried out. Since ISIC and ISCO have entirely different functions and
conceptual foundations - in other words, they measure very different aspects
of the economy - there is no need to harmonize their structures.

However, when similarities and differences between certain groups in ISCO are
based on the type of distinctions that are reflected in ISIC (i.e, between the
type of products, namely, goods and services, that are being produced or sold),
the ISCO groups are defined in a manner that is generally consistent with the
definition of these goods and services in ISIC and CPC. 191,

National Institute of Statistics of Rwanda



188.

189.

The World Tourism Organization has developed two international
recommendations on tourism statistics that are related to one another:
the new International Recommendations for Tourism Statistics 2008 (IRTS
2008)26—a revision of the previous 1993 Recommendations on Tourism
Statistics that was approved by the United Nations Statistical Commission
at its thirty-ninth session, in 2008; and the updated Tourism Satellite Account:
Recommended Methodological Framework 2008 (TSA:RMF2008)27—an
update of TSA:-RMF2000, presented to the Statistical Commission at the same
session.28 The concepts, definitions and classifications to be used for basic
tourism statistics, which conform with TSA:-RMF2008, are described in IRTS
2008. The concept of tourism characteristic products purchased by visitors and
the activities that produce them was first introduced in TSA:RMF2000. Tourism
characteristic activities are defined as activities that produce one or more
tourism characteristic products as a typical output of the production process
characterizing the activity.

Updated lists of tourism characteristic products and activities defined in terms
of CPC and ISIC, which are needed to compile basic tourism statistics and
TSA, are to be found in annexes 2 and 3 to IRTS 2008. The list of tourism-
related activities that appeared in annex Il to part two of ISIC, Rev.3 has been
superseded by these lists. 192.  ICNPO is the classification recommended for
delineating the non-profit

institutions sector in the Handbook on Non-profit Institutions in the System of
National Accounts. ICNPO was developed initially by an international team of
non-profit institutions experts because the level of detail available in ISIC, Rev.3
was not sufficient to differentiate important types of non-profit institutions and
permit their reaggregation to the classification structure common in treatments
of the non-profit institutions sector. ICNPO was subsequently applied in the
development of systematic empirical data on the non-profit institutions sector
in 40 countries throughout the world as part of the Johns Hopkins Comparative
Nonprofit Sector Project; was further verified in a pilot test of the Handbook
by | | statistical offices; and continues to be used by national statistical offices in
both data collection and Handbook implementation activities.

INDEXES TO THE CLASSIFICATION

Alphabetical and numerical indexes are very useful tools for further detailing
classification categories and greatly simplify their application. The indexes are
designed to be of assistance in adapting ISIC to the classification requirements
of individual countries, comparing national classifications to ISIC and classifying
data according to ISIC. They should also provide a guide to the correct
classification of statistical units.

New interpretations of the classification, usually related to new activities, can be
easily reflected in the index, while no change in the classification or its related
texts is usually necessary. Indexes for this new version of ISIC will be available
in machine-readable form only, published in the Classifications Registry on the
United Nations Statistics Division website at http://unstats.un.org/unsd/class.
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