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I. INTRODUCTION

le In accordance with thc request made by the Statistical Commission at its
tenth session,;/ the Statistical Office has continued 1ts examination of the
definition of various types of statistical units and the relationship between the
choice of a particular statistical unit and the collection, compilation and
analysis of data springing from various economic inguiries. Since the Commission
examined and discussed the original documentg/ on this subject, a number of
written comments have been received by the Secretariat, a considerable qu ntity of
country material has been analysed and a detailed study of the suggestions and
observations of the Sxpert Group on the Statistical Unit in Lconomic Statisticsi/
has been made,

2 The purpose of the present paper is to set out the factors bearing on the
choice of a particular statistical unit, or combination of statistical units,

in an economic inguiry, the practical consequences of that choice and some of the
ways of defining and interrelating the various statistical units. Particularly
important in the discussion of the choice of a statistical unit are the items of
data required and the uses for which these are destined = and the kinds of data
required, of course, vary with the type of inquiry. It should be noted, too,
that the uses to which data may be put can be both analytical and operational in
charactersand this leads quite naturally to the question of the relationship
between sets of date collected in different inquiries and for different
statistical units, Lqually important in choosinz a statistical unit for which
a particular item of data or group of items is to be collected, is a consideration
of the organization of activities within the kinds of enterprises to be surveyed
and the probability of finding that these enterprises summarize and record the

data required at the level desired.

;/ See Report of the Tenth Session of the Statistical Commission, 5/3126a

2/  3/Ci.3/244.

;/ The Statistical Unit in .conomic Statistics = Report of the _xpert Group,
Conf. sur.Stats/8l, 17 4pril 1959,
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3 In examining the material emanating from the various countries, one is
struck by the fact that the choice of a particuler statistical unit or units for
economic inquiries has been based largely on assumptions regarding the structure
and record keepin: practices of enterprises, but only recently has there appeared
evidence of a growini interest in systematic 1nvest1gatloné/ of these factors

go amportant to defining and choosing the appropriate statistical unit or units
for specafic items of data, kinds of business and types of inguiries. Some of

the observations and suzgestions contained an this document, therefore, are

rather tentative = boing themselves drawn from a composite of limited national
experimentation in this field. ~‘here ever possible, of course, these observations
are buttressed by bringang to bear the relevant experience of the national
statistical oifices. 1th these points an view 1% 1s perhops unnecessary %o
emphasize th.t 1t is not the purpose of this paper to set out draft stendards
with regard either to the definition or the use of the several statistical units
discussed.ﬁ/ Also such standards sre probably best for .ulated in conjunction
with recommendations concerning all aspects of the different types of economic
inguiries into specific subject fields . Rather this paper is a co-ordinated
exploration of the many problems related to that of the statistical unit with

the emphasis on the importance and desirability of establishing interrelationships
between the several types of economic incuiriss and statistical units in common
use.,

4. It should be pointed out thot the term "statistical unit" should be understood
to mean "the unit for which data are collected". It is distinguished from the
"reporting unit" (1.e., "the unit from - hich data are collected') and the "tabula-

5ion unit" (i.e., "the unit for which deta may be as,regated and classified

4/  See, for example, A Survey of necord Leepinz Practices of l.anufacturing
Companies in the United States, -/CN.3/244/xdd.1. Also the Metherlands has
patterned 1ts new annu.l questionnaires for the paper, textile and wearing

anparcl 1ndgstﬂles on a study of the organization and record keeping practices
of %ﬁese industries.
“/ With the possible exception of the "establishment" = the definition of

which is embodied in other standards adopted by the Statistical Commission.
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in compilation"). This definition of a statistical unit differs from that

adopted by the Expert Group of the Conference of Iuropean Statisticians, In

very many cases all three of these units will be identical, but since this is

not always the case, 1t will be useful to make the distinction.

Be At the outset it should be stated that a number of the practical problems of
defining various statistical units and determining the items of data appropriate
for collection from each =~ problems to which much of the following discussion is
devoted - are of quite a different nature in the countries of _astern Europe which
have a completely managed economy. This is a result of the fact that the produc~
tion units in these countries are established by the State and given certain

forms of organization and certain responsibilities. This organizational framework
in turn provides the craiteria for defining the units to be used for statistical
purposes. Further there is a standardized accounting and record keeping system -
a system strongly influenced by statistical requirements. Consequently it is
knovn at which level within the enterprise any item of data is summarized, or, if
the collection of a particular item of data is considered sufficiently important,
the enterprises can be required to maintain new or changed records. Other
problems, such as the statistical unit required in light of the uses to which data
are to be put or interrelating lata gathered for various levels of the organization,

associated with the choice of certain statistical units are, however, equally

challenging in either a centrally controlled or a free economy.

6/  Conf.lur.Stats/8l, para. 6. There the statistical unit is defined as the
tabulation unit.

1/ In the USHLR,; for example, the enterprise is defined as followss an enterprise
1s regarded as administratively distinct from other enterprises if it includes:

a) A single administration, i.e., headed by a director, possessing the
rizght to conclude contracts with other enterpraises;

b) An independent production plan approved by a superior agency:

¢c) A current account at the State Bank;

d) A self-contained system of bookkeeping, of balance sheets and of profit
and loss statements.

This administrative distinctness is,in most casesy;dictated by the technical

unity of the production processes for which the enterprise is responsible.
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II. USIS OF LCOMOMIC DATA

6. before embarking on a detailed examination of the role of the statistical
unit in econcmic inguiries, it may be well to restate briefly the purposes for
which economic data are collected and the implication of these objectives in
terms of the detail in which the data are wanted and the desirability of
collecting relatable sets of data.

Te Bvery productlveé/ enterprise must be concerned with both the techniques,
means and "real' results of production and the financing of this production.
While these two preoccupations of the enterprise are certainly related, this
relationship is not necessarily simple or dairect and the management of each 1is
frequently carried on at quite different levels. Obviously information is needed
on both the real and Tinancial aspects of production in assessing economic condi-
tions and the factors from which these stem. Although this point has been well
understood, investigations into the financial side of economic activity in many
countries have been quite independent of investigations into the real aspects of
production, and little attention has been devoted to the co~ordination of these
separate surveys. In recent years, however, increased use of systems of economic
accounts and increased concern with projection of economic conditions has led to
efforts to interrelate real and finencial data systematically and to eliminate
discrepancies between the two sets of data that might be caused by differing
coverage or shifts in definitions from one survey to another.

8. Thus the Expert Group of the Conference of European Statisticiamspointed out
that = "For economic analysis and economic planning i1t was desirable to have not
only isolated data on different items, but also to know the relationship between
these 1tems, e.g., between production and income, the distribution of income,
consumption and investment as well as the financing of these items"s The DIxpert
Group concluded that to show these relationships the various items of data should

be based on the same statistical unit or on statistical units that were relatable.

§/ 1.8., including services, etc, Vhile the precise scope of the term
"productive' depends on the economic system embraced, these diiferences are
not important to the present discussion.

9/  Conf.lur.Stats/8l, para. 7.
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Beyond the desirability of clarifying the relationships between these aggregates
for the economy as a whole or for breoad areas of the econcmy, however, there 13 a
real need for knowing the character of these relationships between and within
individual industries as well as the varying rates of change over time in the
activities of each industry. In the study and projection of business cycle
patterns, for example, 1t 1s generally accepted that the course of events will
differ among industries and that conditions in certain industries - basic steel,
various durable goods, etc. = will often indicate the path which the whole

economy 1s likely to follow. In fact, in business cycle analysis, sconomists, in
their efforts to understand the basic fectors behind the changes in broad
statistical aggregates, have been much concerned with the detailed analysis of

the conditionsg in indavidual indusiries and their relationship to one another

and to the general trend of business conditions. Similarly, study of the
character and trends of production, prices, employment and productivity as well

as the study of capital and othzr expenditures, sources of finance, etc. has
required analysis of indavidual industries, In view of the foregoing, 1t is
apparent that economic inquiries should be designed to produce data covering the
same or relatable statistical units and that, as far as possible, the datd produced
should be allocable to specific industries. In addition, of course, economic
analysis or development plans must frequently take account of regional differences
within a country. Where this is true, the data needed must be allocable to
geographic regions as well as to specific industries.

9. Statistical analysis involves the summarization or condensation of raw data
1nto an analytical framework thet can illuminate questions under study by reveal-
ing the relationship of pertinent items of data - be the relationship between two
different 1tems or between different periods of tame. The frame one chooses for
the analysis of a given set of data will, of course, depend on the problem posed.
For thc market research analyst or the govermment agency or businessman interested
in the construction of a new factory, both economic and demographic data in a
wealth of industrial and regional detail may well be required. And for economists
interested in the structure of production and the variation in the efficiency and
the problems of different kinds and sizes of business units, data classified by

size of unmit, as well as by kand of business and location, will be needed. It is
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t0 serve purposes such as these that many countries publish infrequent econcmic
census data in great detail. At quite another level there are those interested
in studying the flow of goods and services through the economy with a view to
clarifying and quantifying the interrelations between various segments of the
system. For this, input-output matrices have been constructed which can -~ 1f

the matrices have sufficient industry detail - provide many of the technical
coefficients useful in designing systematic and realistic development plans or in
predicting the impact of particular policy decisions on the economy. A number of
countries, too, provide, in addition to the summary national accounts, detailed
subsidiary tables showing the contribution of the various industry groups to the
total product, to capital formation and to income, And in recent years, interest
in the process of financing production has led to the construction of source-and-
use=~of-funds, liguidity and flow-of-funds accounts which, to be most useful for
analysis, reguire sectoring according to type of economic activity to the greatest
extent possible.

10. This brief summary of the uses of economic datea as a background, the following
sections are devoted to a discussion of various possible statistical units and
their relation to the problem of collecting information in a useful form for
particular purposes. Consideration is also given, of course, to the organization
of economic actaivities and the practical limitations this imposes on the free

choice of a statistical unit.
IIT. THS LNTORPRISE

A, The Bnterprise As a Statistical Unit

11. Until relatively recently the enterprise was used primarily as a statistical
unit for the collection of a limited range of financial data. And in many cases
these data emanated not from special inquiries, but from the administration of

tax and other laws. The data, therefore, related to the enterprise as defined in
these laws and were subject to the definitions appropriate to their administration.
while a number of countries gtill rely on financial data derived from such
administrative sources in establishing benchmark figures for current estimates of
certain aggregates such as are included in national accounts, the pressing demand

for improved timeliness and accuracy in these estimates, the interest in the
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concentration of industrial control and the growing demand for current and forward
looking i1ndicators such as inventories, unfilled orders, proposed capital invest-
ments, etc., has stimulated the expansion of special inguiries designed to provide
these data i1n convenient form. Benchmark figures for many of these data would come
not from tax or other administrative sources, but rather from the usual infrequent
and anaual economic inquiries into industry, distribution, etc. And these inquiries
have, more or less traditionally, made use of statistical units other than the
enterprise - or, 1f the enterprise has appeared in these surveys, its definition
has usually deviated from that used by the various administrative authorities. It
is, in fact, probably safe to say that an important area of disagreement among
gtatisticians concerning the "best" definition of the enterprise exists because

of a difference of opinion on whether it is best to fit the statistical unit to

the administrative unit for tax and other administrative purposes, or to define

the enterprise 1n terms more in accord with the objectives of economic inquiries
and analysis.

12, In the following sections possible and suggested definitions of the enterprise
are discussed,and ths question of formulating a definition of the enterprise that
mizht be useful internationally is examined.

B, Definitions

13 There are basically two approaches to defining the enterprise. One of these
is to view the enterprise, and to try to define the enterprise, as an economically
independent unit which is the active participant, and the final arbiter of its

own actions, in all transactions with other enterpraises or consumers. Implicit,

of course, is the idea that the management of such a unit is also the ultimate
authority for all decisions concerning the internal operation of the unit, although
such authority may be, and often is, delegated. The second approach to defining
the enterprise 1s somewhat more formal. Here the enterprise is conceived of as

the smallest unit for which certain records - usually balance sheets and profit

and loss statements = are maintained, generally as a result of legal stipulation.
In the great majority of cases application of either of these concepts is easy and
leads to the definition of identical units. There i1s, however, particularly in the
highly industrialized countries of the , an important number of cases where the
difference in approach leads to appreciable differences in the units defined and

where reduction of either concept to a practical, operating definition poses a

number of problems.
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14. In several countries the enterprise is defined as the smallest legal entity -
which, in most saituations, 1s the smallest unit for which it is possible to

obtain most of the financial data. There are certain difficulties attaching to
this definition, however. There are sometimes, for example, two or more statutes
which define the enterprise in diffe ent ways. In Vestern Germany, for example,
the "turn-over tax"™ law defines the enterprise = in terms of its responsibility
for reporting - in a different manner than does commercial law. And in any
complex of legally separate enterprises all of which are owned by a single parent
enterpraise there would be certain activities and resources that would only with
congsiderable difficulty ve allocated to the subsidiary operating enterprises.
General office expenses (e,gn, wages and salaries), transactions in claims on
other enterprises and frequently certain of the advertising costs would be borne on
the recorde of the head office of a combine of enterprises and be unallocable in
any definitive way to the subsidiary enterprises. If the "smallest legal entity"
18 used as the defining criterion of the enterprise, there could be four alternatiw
ways o1 handling this problem; i) ignore the activities carried on solely by the
parent enterprise, ii) attempt to allocate, or have the parent enterprise attempt
to allocate these activities and resources auwon: the subsidiary enterprises in
some arbitrary fashion, i1i) assign all of these activities and resources to the
lcrgest of the subsidiary enterprises, or iv) treat the head office of the combine
as though 1t were an independent, separate enterprise = which in many cases it
would be in legal fact. It should be noted too that often within a single legally
constituted enterprise will be found both a section that functions as a central
adminastrative office for a combine of enterprises and a section which corresponds
in most essential respects to any of the other subsidiary operating enterprises.
“here this 1s the case, trecting the legally independent enterpraises as the
statistical unit could introduce gerious distortions = particularly in the

relationship between the "real' and financial items of data related to each legal

enterprise.
15, In addition to the points mentioned earlier, the mejor advantaze ascribed

to defining the enterprise to coincide with the smallest legally defined entity
15 that this delineates the most homogeneous unit for whaich it i1s possible to
collect the full range of economic data - financial and physical. It 1s claimed,

therefore, that the enterprise so defined 1s uniquely fitted to be the point at
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which all 1tems of economic data are mede to converge. here two or more legal

entities are owned subsidiaries of a parent enterprise, however, certain difficul-

ties appear. hile all necescsary data may be available for each of the subsidiary

legal entities, these data are not uncommonly rather artificial - particularly
as they reflect transactions between the units belonging to the same parent

enterprise. Tax or other legal provisions may, for example, make 1t advantageous

to vaelue all transcctions between member units = fainancial as well as in goods

and services = well below that which would obtain in the open market. Aggregated

over the whole parent enterprise, of course, such distortions would tend to

offset each other, but 1f the subsidiary entities are independently classified
and fall into different groups (for example, into different industry categories)
these distortions will be carried along and tend to distort the aggregates for
these _roups. 11th respect to transactions 1n real goods and services, this
valuation problem is entirely analogous to that discussed below for sub-division
ol the enterprise and would be amenable to the same - albeit somewhat arbitrary -
treatment. The problem of copaing with artificial financial transactions would,
however, be considerably more serious. Further, of course, where the enterprise

1s defined as the smallest legal entity, little li-ht is shed on the question of
concentration of owrnership or control.

16. In the United States a broader approach 1s taken in defining the enterprise.
The operating definition is couched in terms of ownershap and/or admitted control.
That is, a sroup of legally inde.endent eatities are considered a single enterprise
1T 51 per cent of the assets of each one i1s owned by another member of the group,

or if - 1n the absence of 51 per cent ovmership - each admits to being controlled

by
D, - they would be considered one enterprise 1f A owned (or controlled) 51 per cent

another member of the group. Thus if there are four legal entities - 4, B, C,

of B, C and D, or if & owned 51 per cent of By, B owned 51 per cent of C, etc.
This defination of the enterprise approxamates the economically independent unit
concept mentioned above, although 1t leaves out of considerction certain types of
control thot may be exercised without being admitted or without bensfit of darect
ovmership. This unit i1s then quite well suited to the study of concentration of
industrial ownershiy and control, and an appropricte relationship between the
"real" and financial aspects of the enterprise can be formed. The enterprise so

defined; however, is poorly suited for detailed industry analysis.
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17. Uith reference to the general problem of defining the enterprise in terms

of control, the expert group of the Conference of luropean Ltatisticians

noted that "while in some countries legal enactments provided a basis for defining
control in convenient and reasonably satisfactory terms, this was not true of

all countries and that in some cases 1t was likely to be difficult or impossible
to obtain the necessary information on the facts of control either by reference

to a legal situation or by direct questions to respondents", Tarticular reference
was made to the difficulties encountered where an enterprise was controlled from
abroad.

18. It appears from the foregoing discussion thet serious problems are
encountered with both the very broad definition of the enterprise in terms of
o-nership or control and the much narrower definition relating the enterprise to
legal provisions. 1t remains to be seen, then, whether some definition falling
between these extremes might not be worth investigation.

19, In formulating a definition of the enterprise it 1s necessary to bear in mind
both the purposesrfor vkich enterprise data are required and the’practical gquestion
of the level.or levels within a ccmplex business organization where,such data
might normally be available. Of course, where a legally independent entity exists
which 18 not owned or controlled by ony other legal entity, we have what might be
called a "clean' enterprise. If, hovever, this legally independent entaity is
ovmed or controlled by another, two questions arises i) would the accounts of

the owned or controlled entity reflect the "true' facts of 1ts operations or would
they contain an element of artificiality, and 11) would consolidated accounts be
meaintained reflectins the transcctions of both the owning (or controlling) and
ovneds (or controlled) entities with outside enterprises. There is some evidence
to i1ndicate that i1n the case of complete ownership, or even majority ownership,
the accounts of subsidiary leg.l entitieg tend to be rather artificial and that
there is a tendency to maintain consolidated accounts for the combined owning and

owned entities, However, in those cases where control is exercised by means other

10/ Conf..ur.Stats/81l, para. 15.
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than ownership, certeinly it would not be common to find consolidated accounts
which would yield the kainds of data required. In some cases a holding company
may own a majority of stock of one or more enterprises and exercise its ownership
prerogatives only through the election of the enterprises' directors. Here too
it would be rare to find the holding company compiling consolidated accounts

for the group of enterprises under 1ts control or ownershap. It should be noted
that where no consolidated accounts are maintained, the holding company itself
would be considered a financial institution regardless of the activities of 1ts
controlled enterprises.

20. Vath these poaints in view it 1is suggested that a definition of the enterprise
based on ownership criteria may prove to be the most fruitful. That is, the
group of legally independent entities wherein at least 51 per cent of the assets
of each 1s owned by other members of the group might be considered a single
enterprise. And in practical, operational terms the definition may best be made
to depend on the existence of consolidated accounts = i.e., that group of legally
independent entities, bound together by ties of ownership, for which consolidated
profit and loss statements and balance sheets are maintained may be considered a
single enterprise.

21l. It should be emphasized, however, that insufficient information i1s yet
available on the facility with which ownership relations can be traced in various
countries., It may well be that in some countries only wholly owned subsidiaries
could easily be identified, or that only where the interlocking ownership relations
are complete, consolidated accounts would normally be maintained.

22, While the above approach to defining the enterprise falls short of the
"economically independent unit" concept and is a less homogeneous unit than the
"smallest legally defined entity", 1t i1s probably fair to state that the first of
these concepts represents a statistically unattaiaable objective while the second
may sacrifice a certain "reality™ in favour of a homogeneity that could better be
obtained by using a suitable sub—division of the enterprise as a statistical unit.
23. The definition of the enterprise adopted has implications also for inquiries
in which sub=divisions of the enterprise serve as the basic statistical unit., It

has been recommended, for example, that in basic industrial inguiries establishments
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be classified by type of economic organization = 1.e., according to the number
of establishments owned by the same enterprise. Such tabulations are interesiing
in analysing the concentration of ownership, but quite obviously they are directly

affected by the enterprise definition employed.

IV. SUB~-DIVISIONS OF THE ENTERPRISE

A, Why Sub~daivide the Interprise

24. As indicated earlier, many of the most common and most useful analyses of
economic data involve the i1solation of reasonably homogeneous industry groups; and
often the segregation of these data by relatively small regions. A glance at

the national publications containing the results of basic economic inquiries offers
convincing evidence that these classifications are almost universally considered
important., Fortunately a great majority of enterprlsesll/ carry on their
activities in one identifiable location and are sufficiently specialized that

data relating to the enterprise can be assigned a relatively narrow industrial and
geographic classification. There are, however, more complex enterprises, diver=
sified with respect to activity and dispersed over a wide geographic area, and
though comparatively few in number, such enterprises usually account for a large
proportion of total economic activity. If, then, geographic or industry by
industry analyses are wanted, some way must be found to carve up these complex
enterprises into statistical or tabulation units more amenable to such analyses.

In this section the discussion centers on the problem of sub-=dividing the enterprise
into more homogeneous statistical units.

B. The Establishment

25. In concept, the establishment is equated to the simple enterprise which
carries on a fairly specialized set of activities at one location. The establish-
ment, then,; encompasses not only those activities specifically related to the

main marketable production of the enterprise, but also those supporting or
ancillary activities without which there would be no production and which themselves
exist only because there 1s a marketable production., Data related to the estab~

lishment,; therefore, provide a picture not only ol the truly productive activities

1l/ Defined in any of the ways discussed above.
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of the enterprise, but also of the peripheral activities which the main produc-—
tion must support. In extending the establishment concept to the complex enter—
prise, therefore, the objective is to sub-=divide the enterprise into a collection
of units,; each of which is as nearly as possible like a simple enterprise. Such
an approach, to the extent th.t 1t is successful, has the virtue of producing
statistical units whaich can not only be meaningfully classified by industry,
location and size, but, particularly when analysed by industry, the data relating
to these units provide a complete view of the activities and resources, both
direct and indairect, attributable to each of these groups.

26, In very many instances the multi-unit enterprise is organized into management
units that are acceptable approximations to the establishment concept and often
records exist for these units that can be the source of data concerning at

least the direct factors of production. There are, however, both conceptual and
practical dafficulties in sub~dividing the multi-unit enterprise into establish-
ment units. Most important of these is that not all of the activities of the
enterprise can be uniquely assigned or allocated to one or another of its
subsidiary ecstablishments. In general, these would be ancillary activities -
activities carried on to facilitate, or in support ofy, the productive activities
of two or more of the subsidiary establishments, or transactions the profits or
losses of which accrue to the enterprise as a whole. llany of the financial
transactions of the enterprise fall in the latter category, and since these bear
little or no relation to the kands of productaive activaiiy engaged in nor to the
physical dispersion of the productive facilities, 1t 1s virtually impossible to
allocate these transactions to subsidiary establishments, It is for this reason
that items of data relating to financial activities are not recommended in the

Draft Revisions fto the International Standards in Basic Industrial Statistics or

in the International Recommendations in Statistics of Dlstripptlonlg/ which

suggest that the establishment be the basic statistical unit.
27. The ancillary, supporting activaties carried on centrally by all multi-unit
enterprises, has been dealt with in a variety of ways. Examples of these ancillary

units are central administrative offices, central warehouses and electric

gensrating stations, etc. The common characteristic of these units a1s that they

12/ E/CN.3/L.40/Rev.l and Statistical Pepers, Series 1, o. 26.
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provide goods or services to more than one subsidiery establishment -~ goods or
services which do not enter into the final, marketable product of the enterprise.
To avoid the difficulties of allocating the adéitaivities of these central
ancillaries among the serviced establishments, it has been recommendec’t~13 that
such units be conventionally treated as separate establishments, classified %o
the main activity of the establishments served. 4 number of countries follow
this practice with but manor variations. In other countries -~ Canada, for
example = these ancillary activities are conventionally allocated to the most
important of the establishments served. In st1ll other countries an attempt 1s
made to have the enterprise allocate the ancillary activities among the estab-
lishments served.

28. In most cases the magnitude of the central ancillary functions of an
enterprise are relatively so small that there 1s little practical significance
attaching to the kind of treatment accorded them. In a few instances, however,
and for some kinds of ancillary activities this may not be trus. Own account
production of electricity and capital construction for own use constitute, in
gome countries,; an important part of the toftal of such activities. Vhere this is
the case, treating ancillary construction units and power sitations as though

they were separate establishments has obvious advantages in that these units can
then be clagsified either to the activity of the establishments served or, by
supplementary classification, to their own activity, depending on the purpose for
which parfticular tabulations are being made. A further advantage of treating
central ancillary units as separate establishments i1s that 1t assures that these
units are not overlooked. This may be important where both the enterprise and
the establishment are used as statistical units and 1t is desirable to establish
lanks between the two.

29. Another, sometimes serious problem can arise when the multi-unit enterprise
has been sub-divided into establishments. The problem occurs primarily for

the vertically integrated enterprises where transfers of goods and services
between the subsidiary establishments are important. The difficulty 1s that in the

records of the subsidiary establaishments these intra—enterprise transfers are often

13/ See E/CN.3/L.40/Rev.l
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valued in an artificial way that bears little or no relation to the market value
of the goods transferred or to their actual cost of production. At times this
failure (from the economist's point of v1ew) of an accounting system to yield

the kind of value figures desired reflects simply the accounting convenience

of the enterprise. In other cases ftax legislation conditions accounting

practice in this respect. This problem has been noted i1n a number of countries,
but the responses to the problem have varied rather widely. From Fainland, for
example, 1% is reported that the sales tax provisions occasionally make 1t more
profitable for a multi-unit enterprise subject to this tax to value intra=-
enterprise transfers at the smallest possible figure = the result being that an
extraordinarily large margin appears at the point where goods leave the enterprise
while the subsidiary establishments show & very low, and often negative margin.
On the other hand, in areas where the sales tax does not apply, the manufacturing
establishments may, for samplicity's sakesrecord their shipments at retairl values.
In the Netherlands this same problem has been encountered, and in the new system
of anaual inguiries it 1s avoided by requesting only quantity figures for intra-
enterprise transfers of goods. rresumably value figures for these fransfers are,
if needed, to be imputed by the statistical office. The United States has
probably gone to greater lengths in trying to effect a solution to this dafficulty
in those 1ndustries where intra—~enterprise transfers are important - in the
petroleum and peper indusiries, for example. The United States Census Bureau has
in these cases worked closely with the large companies in an effort to revalue
these transfers in economically realistic terms.

30. Aside from the practical difficulty of getting the kind of value figures
desired for intra-enterprise transfers, it is not easy to decide precisely what
value figures should apply. Often the approach taken has been to value these
internal transfers at the open market price of the same commodities, but it is

by no means certain that this represents an economically meaningful valuation

for these goods when they are flowing through an enterprise. Possibly an "ideal®
solution would be to value such goods at the direct cost of their production plus

all overhead costs, including an appropriate proportion of the general overhead
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costs of the enterprise and an appropriate proportion of the profits. It is
apparent, however, that this approach simply transfers the problem to defining
what 1s "appropriate” when 1t ecomes to allocating general overhead costs and
profits amonz a group of subsidiary establishments.

as The opsrational definition of an establishment

31. To apply the establaishment concept effectively in practice, a reasonably
clear idea of what is meant by "single activity" or "kind of business" is requared.
Quite obviously "single actaivity" should not be so narrowly defined that only

the most specialized unit qualifies as an establishment. On the otherland, a
definition that would allow tco broad a grouping of diverse activities would
defeat the objective of producing data assignable to usefully homogeneous industry
groups. The problem here, then, is essentially the same as that attending the
compiletion of an industrial classification - in both cases 1t is desired to
define the narrowest, most homogeneous groupaings of economic activities that can
relatively easily be delineated in the real world. To be able to isclate a
particular grouping of activities in practice implies that in the great majoraty
of cases, industry is organized and records are maintained in such a way that the
data related to the technical aspects of this group of productive activities are
separately available. Approaching the problem of defining the establishment
along these lines, some countries have created the headings of an industrial
classification through an investigation of the usual groupings of activities and
then defined the establishment in terms of the narrowest headings of that clagsi-
fication.

32. Similarly the problem of defining "separate location' is solved 1n a
practical way by reference to the record keeping and organizational arrangements
of industry. One of the most important results of the imposition of the single
location restriction, of course, is that 1t allows for analysis of the collected
data by small areas. This attribute can often be retained, however, with a
relatively broad interpretation of 'single location" so long as the unit defined
falls entirely within the smallest area by which the data are to be classified.
In other respects, however, varying definitions of "“single location' may have a

marked effect = e.g., on the number of units counted and, of course, on size

tabulations.
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In order to meke clsar to enumerators and respondents that the basic estab-

33

lishment concept should be modified, where necessary, to fit the actual

organization and records of a particular enterprise, some countries have found it

necessary to include in their establishment definition an explicit statement

relating the establishment to existing organizational and record keeping arrange—

ments of the enterprise.
terms, the dependence of the definition on business organization and records and

ith a view to defining the establishment in operational

on the types of data sought might be phrased in the following manner.
"That group of activities, carried on under a single ownership or
control at one location, which contribute indirectly as well as directly
t0 the production of the most homogeneous group of products or services for
which separate records are maintained (or separate estimates can be made )

that can provide the data concerning production and the materials, labour and

other resources (both direct and indarect) going into the production of this

group of products or gervices."
In some cases records - most commonly those relating to employment, payroll and

the like ~ will be kept only on the basis of separate plant location, without
regard to the similarity of the separate activities carried on at that location

(a "Mocall unit). Other records such ag sales, might be maintained for separate

activities without reference to the separate locations at which these activities

are carried on (a "kind of activity" unit). In the limiting case 1% may be that

the enterprise maintains no separate records for either separate activities or

separate locations. In very many cases, however, the enterprise will delegate

some authority to the management of a "single kind of business" carried on at a

“single locetion', and this delegation of authority will generally ocarry with

1t an obligation o maintain at least some operating records.
34. hile it is suzgested that the establishment definition, for practical
reasons, be geared to the record keeping practices of the usual multi-unit

enterprise, 1t is not intended that the establishment be defined simply as the

14/ BSee also Draft Revisions to the International Standards in Basic Industrial
Statistics, L/CN'}/L AO/Rev 1, annex Iy and the International Standard
Industrial Classificetion of All Uconomic sctivities, Statistical Papers,

Series I, No. 4, Rev.l,
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Yunit for which each respondent wishes to report". Once a definition to which
most respondents can conform has been established for each industry group, 1t 1s
important that all respondents conform in all major respects to that definition.
Of course, where devictions are minor 1t would not be worthwhile to attempt to
eliminate them.

Ce The Technical Unit
35. An establishment is composed of both technical and ancillary units. The

technical units within the establishment comprise all those activities going
directly into the production of the particular types of goods and services that

in toto constitute the main business of the esgtablishment, whereas the ancillary
unit provides goods or services to the establishment which do not themselves enter
into any of the products of the establishment,lj

36. While there have been atiempts to use the technical unit as a basic statistical
unit, the dafficulty of relating all the required items of data to this sub-
division of the establishment and the lack of consistency in the way production

1s organized in different establishments have led to the abondonment of this
approach. Attenpts to use the technical unit as a supplementary statistical unit,
however, have met with much greater success. A4s pointed out earlier, the estab-
lishmeunt is best defined operationally in terms of the availability of records

for the 1tems of data needed. /ith the establishment so defined, there will be,
within each industry group, a variation between establishments in the precise
scope of their activities. Thus, one estcblishment manufacturing machine tools
may produce castings in its own foundry while another may purchase its castings
from an independent unit. If, in this situation, certain key items of data
(particularly numbers employed and, possibly, output) can be obtained regarding
the foundry as a technical unit, the two original establishments can be more
meaningfully compared and a more complete picture capn be drawn of all foundry
activities. oven when the  ragm.tic establishment definition yields a set of
homogeneous units within an industry group, the broad range of activities
encompagsed within each establishment may prompt the use of the technical unit for

the collection of certain items of data concerning the separate subsidiaryactivities.

15/ Bee ILIC, Statistical Papers, Series I, No. 4, Rev.l, P. 3.
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Dstablishments i1n the basic steel industry, for example, may enzage in blast
furnace operations and steel making and rolling operations. Even though every
establishment in this industry covers all of these operations, 1t may be of
considerable interest to collect some data regarding each activity. The
Netherlands has used the enterprise, local unit and technical unit 1n this kind
of combination for their regular decennial census of industries with considerable
success.

37. Another and important reason for using the technical unit as a supplementary
rather than as a basic statistical unit is that by definition 1t excludes all
those activities which depend on, but are not directly connected with the main
productive function. Were the technical unit,; therefore, to be used as the sole
statistical unit, only a partial accounting of the totality of industrial
activities would be obtained.

38. What has been said above concerning the use of the technical unit as a
supplementary statistical unit is, of course, equally applicable to the ancillary
units of the establishment.

D., The Local Unit
39. As mentioned above, the local unit is that portion of an enterprise occupying

a single location. Unlike the establishment, no restriction is placed on the
range of activities to be included in the unit. In practice, of course, the local
unit and the esteblishment are most often identical. There are in most countries,
however, enough cases of local units engaged in diverse activities that are
separately reportable that the systematic adoption of the local unit as the sole
or the most narrowly defined statistical unit can result in the collection of data
for less homogeneous industry classes than would be desarable or necessary.

40. While from the point of vicw of the analytical use of industrial statistics
it 1s undesirable to give up a restriction on the range of activities, practical
consideration of the level at which the necessary rccords are maintained may
dictate considerable relaxation of this restriction. Even in those countries where
the establishment approach is accepted i1n principle, the conditions under which
any attempt 1s made to split the local unit are limited. The United States, for

example, specified these conditions in the followinz manner:
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"Where a single physical location encompasses two or more distinct

and separate activities for which different industrial classification codes

seem applicable, such activities should be treated as separate establishments

and classified in separate industries, provided it is determined that:

(1) such activities are not ordinarily associated with one another at

common physical locations; (2) no one industry description in the United

States Standard Industrial Classification includes such combined activities;

(3) the employment in each such economic activity is significant (usually

100 or more employees in mining or manufacturing activity, and 50 or more

employees in activities other than these); (4) reports can be prepared on

the nuwber of employees, their wages and salaries, and other establishment

type data."
It is apparent that, operating under specifications such as these, an attempt to
split the local unit would be made only where the secondary activities of the unit
are particularly important and the record keeping practices of the unit make
possible the split.
41, Among those countries making specific use of the local unit, definitions vary
congiderably. In the Federal Republic of Germany, for example, the local unit
(Arbeitsstédtte) is defined as that part of an enterprise occupying a single piece
of land undivided by any public street, road or railroad. Such a piece of land
could, in some instances, be sufficiently large to contain several buildings and a
number of activities. It could, for example, have a mine and smelter. Where this
kind of situation occurs it might in fact be easier for the enterprise (assuming
that the enterprise consists of more than this one local unit) to provide a separate
set of data for each of these quite different and separately housed activities.
42, The local unit, while it is both practically and conceptually suited for
certain operational uses - e.g., as & sampling unit where area sampling technigques
are employedié/ - it is probably best viewed as the closest approximation to the
establishment which it is generally desirable to try for. This should not obscure

the fact, however, that the overriding importance of "kind of activity" analysis

16/ Even here, of course, certain conventions must be adopted for those cases
where an indivisible (statistically) industrial unit falls in more than one
defined area.
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will require the examination of the local unit in each important instance to make
sure that avoidable and undesirable mixtures of activities are not included by
the too ready acceptance of the local unit as the statistical unit. A number of
countries using the local unit as a basic statistical unit recognize these
difficulties and take steps to avoid the undesirable results of unqualified
acceptance of the local unit. The Federal Republic of Germany, for example, in
its monthly industrial survey uses the "Betrieb"” (a local unit except that all
auxiliary units whether or not separately located are included) as the basic
statistical and reporting unit. The "Betrieb”, however, is requested to provide
certain items of data separately for each of its lines of activity. Yugoslavia
uses the local unit in a similar manner in some of its inquiries.

E., The Kind of Activity Unit

43, 1In essence, the definition of this unit retains the "single economic activity"
idea of the establishment and discards the single location restriction. As in the
case of the establishment and the local unit, the determination to use the kind of
activity unit should be based on a knowledge of the organization and the record
keeping practices of industry.

Lk, The most obvious application of the kind of activity unit is in those
industries having, by their nature, no fixed location for thelr activities.,
Construction and transport and communication are industries of this type, and for
them the kind of activity unit has commonly been used. A second use of this unit
has been in current industrial and other inquiries where there is an emphasis on
analysis of the data by homogeneous industry groups, but where structural
information and classificaticn by area are unimportant. In this case, of course,
its use depends on whether the respondent enterprise maintains its records along
kind of activity lines for the items of data required. In the Netherlands, the
kind of activity unit is now being used as a supplementary statistical unit in
annual inguiries into employment and certain inputs and outputs of the pulp and
paper industry, and the textile and wearing apparel industries., The use of the
kind of activity unit for these items of data was based on an investigation of the

organization and records of the industry.
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45, A third area in which organization and record keeping have called for some
use of the kand of activity unit has been wholesale and retail trade. The

United kingdom in the 1957 Census of Distribution and Cther services, for

example, obtained all data (except employment and salaries) on a kind of activity
basis for multi-unit retail enterprises with more then 10 outlets. he United
otates, while accepting the kind of actavity unat in special cases, has specified
no general conditions for its use -~ treating 1t rather as an acceptable devigtion
from the estcblishment when necessary. #Also, 1t should be noted, recent studies
in the United States indicate that wholesale enterprises are organized and
maintain their accounts along kind of activity lines - 1.e., the enterprises tend
to be departmentalized according to the kand of commodities handled. This and
other studies in the United States suggest thot in that country 1t may often be
possible to use the activity unit for the collection of the entire range of real
and financial items of data.

46. There are two ways of defining the activity unit in current use. The defini-
tion used by the United I'ingdom, the United otates and Finland makes an activity
unit equal to the sum of all of the establishments within an enterprise that
would be classified to a particular industry. In the lletherlands, on the other
hand, the activaity unit 1s defined to be the sum of all technical units that would
be classified in one industry group. In reality this variation in definition
produces two quite dafferent statistical unmite. One of the advantages of defining
the activity unit as the sum of the establishments in each industry group 1is

that, with the exce)tion of the central ancillary activities of the enterprise,
the 1tems of data relatin, to each acotivaty group add up to the total for the
enterprise, In other terms this means th.t more of the enterprise's activities
and resources are allocated to specific industry sroups. This would be true, for
example, in the case of employment. Using the Netherland's approach only the
operatives directly engaged in technical units are included in the activity units -
other operatives or manual workers and administrative, clerical workers being
grouped together for the whole enterprise. On the other hand, a finer and more
homogeneous davision of the enterprise’s darectly productive activities may be

possible using the Netherlands' approach, and vhere very detailed data regarding
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narrow industry groups are wanted - as, for example, in certain productivity
studies = this has advantages. There is, howevsr, the factor that with the
growing automation of industrial processes, the line between operatives and
overhead technical personnel is becoming increasingly less clear, Because of
thig, 1t has been suggested thet the direct relationship of the technical staff
to the proper functioning of any process khould be taken account of in
productivity analyses. It should be noted thet the activity unit defined as a
collection of technical units must be used as a supplementary statistical unit
1f the aim 1s to cover all activities. In the Netherlands, of course, it is

used as a supplement to and in conjunction with the enterprise.

Ve TH. ST.TISTICAL UNIT D INTLRUATIONAL CUMPARABILITY

47. The definition of the various statistical units - to the extent that they
vary from one country to another -~ will affect international comparison of
economic data in several ways. Llost importantly, comparison across national
boundaries of individual industries is of great interest and in so far as the
statistical units employed vary with respect to the mixtures of activities

carried on withain the units chosen, the comparison will be rendered less meaning-
ful. Classification of econocmic data by the size of the units to which these

data refer is also of considerable importance. And here the effect of varying

the definition of the units employed is apparent. It is quite impossible, for
example, to compare size distributions of enterprise data from two countries

one of which defines the enterprise in terms of the smallest legal entity while
the other defines this unit in terms of ownership or control. Such differences
would be immensely important in studies of the comparative concentration of control
of business. Similarly it would be impossible to compare the size distribution of
units within indavidual industries where the unit used was in one came the estab-
lishment and ain the other the activity unit - even though in respect to the
mixture of activities the two units were identical. Such analyses as these are
of considerable importance to the study of the structure of productive activities.
The definition of the statistical unit will also, of course, affect geograyhic
clagsification, but while this is often an important counszderation within a

country, it is of no consequence for the international comparison of data.
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48, As the establishment 1s defined in terms of the combinations of activities
for which records are avallable on all or most of the items of data recommended
for collection and compilation in annual and benchmark surveys, differences will
occur between countries in the "activaty" composition of establishments. In
calling attention to thais fact, the Cxpert Group of the Conference of Luropean
Statistlclansll/ suggested that 2t would be helpful if countries could "indacate
which combinations of activities were importani'. lﬁ/ As sugzested by the Expert
Group, publication of a detailed list of commodities produced or services
rendered by the establishments classified to each industry category provides
both an indication of the kands of combinationsthat exist and a measure of the
magnitude of secondary activities. A number of countries do in fact publish
commod1ty output classified in this way from their industrial inquairies, and the
United States specaifically segregates the output of commodities belonginz to the
industry in which the establishment i1s classified from those that are the result
of secondary activities. In addition, the United States computes and publishes
"specralization ratios' for each separately tabulated industry group - i.e., the
ratio of the value of output in commodiaties belonsing to the defined industry
group to the total value of output of the establishments classified to the industry
group. Such measures of the degree of specialization of establishments in each
country would provide not only a useful tool in assessing the comparability of
data, but would also be internally helpful in indicating the practically atitainable
depth in the industrial classification of establisiments.

49. With regard to the industrial classification of the enterprise, the Lxpert
Group concluded that = "Bven 1f, for national purposes, the enterprise would
yield useful information, one could not ezpect to obtain industrial groupinzs of
enterprises which were comparable internationally". ;2/ This may be true, but
there 1s not as yet very much organized data which would show for each country
the activity composition of 1ts enterprises - particularly for enterprises

similarly defined. A technique roughly similar to that described for evaluating

17/ See Conf.Dur.Stats/81, 17 april 1958.
18/ Op. Cit., para. 38.
;2/ Op. Cit.,; para. 14.
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the activity composition of establishments might be used to study the extent and
kind of activity mixtures that exist within enterprises. Thus, a cross classifi-
cation of multi-activity enterprise (classified by main activity) that would show
the main activaty of the constituent establishments, would provide an excellent

tool for the design of a meaningful industrial classification for enterprise data
and at the same time would furnish a basis Tor determaining the feasibility of
maling internationcl comparisons of enterprise data classified by industry. It
would not, of course, be practicaeble to croes classify more than a few items of

data on such a basis - perhaps only enploiment and velue added.

VI. THE RELATIONSHIP BETWEEN THE STATISTICAL UNIT AID THE ITEMS OF
DATA TO BL COLLECTLD

50. The foregoinz discussion has emphasized the role played by the record keeping
practices of the business enterprise in determining the kind of statistical unit
that can be succegsfully employed for an economic inquiry. In the present section
gpecific 1tems of data are prescnted together with the reasons, or conditions
under which, records might be expectaed to exist at the level of the various
statistical units already described.

5l. It is well to bear in mind that the problems discussed here are; in a sense,
rather lamited. For the typical enterprise that carries out its business at a
single location and engages in a narrow range of activities, no problem of split-
ting the enterprise exists. Such enterprises = numerically speaking = constitute
the vast majority of the business community in every country. As pointed out
earlier, however, the multi-location, multi-activity enterprises are often very
important in terms of the magnitude ol their operationszo - though there 1s, even

here, a tendency to specialize activities at particular locations.

gg/ In this connexion it mcy be 1nteresting to note that tabulations from the
1954 Censuses of Business, hanufactures and llineral Industries in the United
States reveal that of the 2,783,977 companies (enterprises) included in the
census only 68,133 (i.e., 2 per cent) were considered multi-unit. These
multi-unit companies, ho rever, employed approximstely 52 per cent of the
29,5 million persons employed by all companies within the scope of the census.
See Company Statistics, 1954, Censuses of Business, lianufactures and iMineral
Industries, Bulletin CS~1, United oStates Department of Commerce, Bureau of

the Census, Washington, D.C.
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52. In view of the economic importance of the multi=unit enterprises and their
relatively small numbers, a detailed investization of their r=cord keeping
practices would seem to be both practicceble and highly desirable. Certainly a
knovledge of these practices would greatly facilitate the design of a realistac
system of economic inquiries. In addition, 1f these studies were carried out in
a number of countries, 1t would aid meterzally in drawing up realistic inter-
national recommendations regardinzy the choice of an appropriate statistical unit

for the collection of specific items of cconomic datae

Ao Items of Data Appropriate to the _stablishment,; the Local Unit or the Kind
of Activity Unat

53. The items of data suggested as appropriate to the establishment, the local
unit or the activity unit (defined in terms of the establlshment), are employment;
wages and salaries; capacity of power equapment; expenditures for fixed assetss
inventoriess salesy21 shipments and productions purchases,gl/ deliveries and
consumption of goods and materials the cost of industrial services (repalr,
maintenance, etc.) and transport and communicetion supplied by others and the cost
of sub-contract work let outugé/ These 1tems of data are frequenitly wreferred to
as "establaishment type'" data.

54. The subsidiary statistical units chosen for an enterprise for which the fore~
going items of data are to be collected, should meet two conditions: (1) in oxrder
to be able to relate establishment and enterprise based data as well as to obtain
complete coverage of the enterprise's activities, the azsregation of each item

of data over all the subsidiary statistical units should be equal to that which
would be reported for the enterprise as a whole and (ii1) for each subsidiary sta-
tistacal unit, summary rescords must be available which provade the i1tems of data
required. the first problem - thet of covering the whole of the enterprise's
activities = can be solved by maling provisions to ensure thet the activities of
each element of the enterprise are included in onz or another of the statistical
units delineated. Thiscan often be accomplished by treating central administrative
offices, -varchouses and other ancilleries serving more than one subsidiary unit of

the enterprise as independent statistical units as suggested earlier. The second

21/ '"Sales and purchases of a subsidiary establisiment' are understood to mean
"sales to or purchases from other enterprises®.

22/ A list of these 1tems of data will be found in the .nnex L.
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condition can only be met with certainty through a knowledge of the record keeping
practices of the enterprise. “~'here an investigation of the record systems of
respondents andicates that the records vary with respect to the kind of unit for
which different items can be provided, either the list of items must be truncated
to fit a narrowly defined statistical unit or the definition must be broadened

to the point where the whole list of items can be uniformly related to the same
kind of unit. In view of the fact that the relationship between the various items
of establishment—type data are of considerable interest, the second alternative

has advantages. If, then, in certain areas of industry, this more broadly defined

statistical unit encompasses too heterogeneous a zrouping of activities, a
restricted number of items of data may be obtained on the basis of a sub~unit more
restrictively defined. The specific i1tems of data and the kind of sub-unit to
which they mizht be related in particular cases can, of course, be ascertained
from an investigation of the available records.

55. Almost of a necessity, records regarding employment and wages and salaries
are maintained on a local unit level = except, of course, in the highly mobile
industries such as construction, transtort, etc. To collect these data on an
establishment basis, however, may sometimes require the splitting of a local unit
along kind of activity lines., Here there may be = problem of allocating to each
kind of activity the personnel engaged in ancillary activities -~ administratave
and technical personnel, persons engeged 1n maintenance, ancillary power plants,
gtc. In the majority of cases, however, since it is only rarely that it 1s neces—
sary to splat the local unit, 1little difficulty has been encountered in obtaining
labour data on an establishment basis.

56. To a number of these items of data (e.g.; i1nventories; shipments and produc-
tion, deliveries and consumption, current expenditures on fixed assets, etc.) both
physical and value measures apply. Of these two 1t 1s a realistic value measure
that may be difficult to obtain. To the extent that shipments of products and
deliveries of goods and materaals involve transactions of the subsidiary estab-
lishment with other enterprises, the valuation problem is no different than for a
single unit enterprise. Frequently, however, the subsidiary unit obtains 1ts

materials and ships its products to other subsidiary units of the enterprise and
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no realistic market value attaches to these transactlonsgé/ 25/ In certain
countries, for some lines ol activaty = nofably wholesale and retail trade -~ use
of the kind of actaivity unit has proven better than the establishment in that it
better fits the usual arrangsment of accounis. In both the United Kingdom and

the Unaited States, for example, 1t has been found that records of the type needed
to provide all the data requared are not generally maintained on a locational
basis by wholescle and retail enterprises. On an activity unit basis, however,

1t has been found not only that data were more readily available, but that the
valuation problems mentioned gbove largely disappeared.

57. In addition to presenting the same lkind of valuation problems as shipments

and deliveries, the valuation of production and consumption involves ascertaining
the price or value appropriate to the time at which production or consumption takes
place. In general, this value can only be approximated and the degree of approxi-
mation is independent of the statistical unit chosen.

58. hen dealins with statistical units that are sub-divisions of an enterprise,
the problem of incomplete coverage of the enterprise's total activities has been
most acute i1n terms of the reporting of expenditure for or value of physical assets
" and inventories. A problem occurs when assets such as trucks or other mobile
equipment are shared between two or more units or more than one unit draws upon

a common stock of materials. The suggested treatment of ancillary units serving
more than one unit of an enterprise as independent statistical units frequently
provides a solution to this problem. Similarly complete coverage of the sales and
purchases of an enterprise can be assured b, treating the central sales or purchas—
ing organization of the enterprise ag a separate statistical unit.

59. Ixcept for sub-contract work let out, the cost of industrial services (repair,
maintenance, transport, etc.) may, in many cases, be more difficult to collect for
sub=divisions of the enterprise than the items discussed above - more difficult
because, being less directly related to the production units in a physacal way,

there may be a greater tendency to maintain summary records only at the enterprise

level.

24/ In the United States, however, i1t has been found that, to a much greater extent
than has been commonly supposed, multi-unit companies tend to approximate

market values in their internal records of inter-plant transfers.

25/ See also para. 30.
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B. Items of Data Appropriate to the .nterprise

60. Most of the items of data appropri.te to the establishment or other sub-
divisions of the enterprise are also appropriate to the enterprise, in the sense
that such data could be summarized at that level. In many cases, however,
reporting details on labour, production, wagcs and salaries at the eaterprise
level would prove 1o be burdensome on the resvondents -~ particularly i1f the
enterprise has been broadly defined. In addition, as already mentioned, the
establishment-type 1tems of data are considerably more meaningful when collected
on a basis that allows for the maximum possible distinction between kind of
activity and location.

61, A list of the items of data specifically appropriate to the enterprise 1s
included in ~nuex I to this paper. These items relate primsrily to activities
assoclated with the functioning of the enterprise as a whole. One of the most
1aportant areas covered by these data 1s net income and 1ts distribution. Related
to these, of course, are the costs and receipts of the enterprise. A number of
the sources of costs and receipis are also included in the list of i1tems appropriate
to sub-units of the enterprise. However, certain costs - advertising, business
services, interest, etc. = are noi generally allocated among constituent units of
the enterprase. Similarly,there may be elements of the total gross income that
arise out of purely financial transactions and these, in general, would not be
allocated to the sub-units. Iinancial data of the kind found in a balance sheet
are also included in the list of enterprise statistics — indebtedness, net worth,
capitalization, etc., all of which are meaningful chiefly at the enterprise level,
It should be noted, however, that financial data, such as found in balance sheets
or profit and loss statements, and general overhead costs will oiten be allocated
among the leg.l entities or even the kinds of activity units (e.g., divisions
mcking up the enterprise). If this is so, 1t would, of course; be desirable to
take advantage of the possibality of classifying the data into more homogeneous
categories according to kind of industrial activity than when the enterprise is
utilized as the statistical unit.

62. Another area covered by the list of enterprise statistics relates to intended

activities -~ inteanded investment in fized assets and planned changes in inventory

holdings, for example. These data ars of increasing interest to economic analysts
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and considerable effort is going into a refinement of the survey techniques in
order to make these statistics reflect future actions more accurately. These
data, as in the case of many of the items of financial and over-all cost data,
may also be available for sub-divisions of the enterprise into kind-of-activity

unitese.

C. Items of Data Appropriate for Collection From Both the Lnterprise and Its
sub=Divisions

63. 4s noted earlier, the .xpert Group of the Conference of _uropean Statisticians
suggested thet in major economic inguiries at least the main i1tem of data should
be tabulated on the basis both of the enterprise and of one or more sub-units of
the enterprise. llormally, of course, such tabulations would be made on the basis
of sub~-units of the enterprise that were actually used as statistical or tabula-
tion units for th:z various economic surveys conducted., These tabulations would
provide both a description of the internal structure of enterprises and benchmark
data which could be the base for subsequent surveys employing a variety of
statistical units. 4nd; as suzzested earlier, they could be used for inter—
relating cets of data collected for different units and for analysis of the
activity composition of thz enterprise.

64. In most countries 1t 1s only at infrequent intervals that economic inquiries
of sufficiently broad coverage are conducted in which 1t would be profitable to
collect the same data on the basis of both the enterprise and one or more sub-
units of the enterprise. 4nd in broad, general economic inguiries, 1t is the
usual practice to gather a very limited range of information. These considerations,
plus the fact that relatively few i1tems of data are readily collected 1in a
consistent fashion at both the enterprise and sub-unit level, malke it apparent
that very few items of data should be collected and tabulated on more than one
basis. In addition, of course, i1tems of data to be collected for both the
enterprise and 1ts sub-units will generally be those which can be gathered from
the sub=units in such a way that the sum of the sub-units will equal the totals
reported for the enterprise as a whole. liogt important of such i1tems of data are
employment and sales. Ilot only 1s employment a good measure of the importance

and size of ths enterprise and of the various kinds of sub-units within the
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enterprise, but it 1s an item of data for which good records are most likely to
exist at all levels of the multi~unit enterprise. Further, requesting employment
data on two or more bases provides a convenient check on the completeness of

coverage of the survey. Also, data on sales and emplo;ment that are gathered

for both the enterprise and 1ts sub-units mcy be useful in sub-dividing figures
gathered for the enterprise only amonz 1ts constituent units,
65, Other items of data too could usefully be gathered on more than one basis

1in major economic inquiries, Value of inventories and expenditures for fixed
assets are two items of data that collected and ftabulated both on an enterprise
and sub=unit basis could provide veluagble benchmark figures for current inguiries.
In current surveys, for example, actual and planned chanzes in inventories are
frequently collected on an enterprise basis. In basic inquiries, however,
inventory data have commonly been gathered for the establishment. Data relating
to actual and planned expenditures for fixed assets have been similorly gathered,
but in both cases there has been considerable interest in obtaining more detailed
industry distinctions for current and forward lookinz series = particularly with
regard to what might be called the sensitive industries. Data, therefore, that

could serve asg a benchmark for both enterprise and establishment based surveys

would be most valuable.

VIT. RUL.LTIONSHIP BETVCZy THo CHOICS OF A STATISTICAL UNIT AND OTHER
SURVDY FACTORS

A, Statistical and Tabulation Units

66, The end point of any economic inquiry is the compilation and publication of
a set of tables setting out the data from the inguiry in some useful form. In
most systematically planned surveys, the design of these tables is one of the
farst, and certainly one of the important steps in that 1t serves to codify the

objectives of the survey. In addation to specifying the i1tems of data to be tabu-

lated, the tsble plans indicate the chearacteristics by which these items are to

be analysed. This,of course, determines the kinds of tabulation units that will

be needed. Haviny estcblished the tabulction units to be used, 1t remains to

decide whether each item of data can be or must be collected for an equaivalent
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statistical unit. In some instances a single, narrowly defined statistical unit
can be utilized which by successive aggregation will produce the tabulation units
required. “here, however, the list of 1tems of data to be collected includes
those that are collectable only at the enterprise level and the proposed analysis
of such 1tems calls for tabulation by more detailed kind of activity, for example,
some means must be found to effect the distribution of such atems amonz the various
activities of the multi-activity enterprise. This i1s not an uncommon problem. A
numver of countries, for example, show domestic or national product by aindustrial
origin = often 1n considerable detall. Frequently this distrabution is based on
the value added data by industry whach are a product of various economic surveys.
In general, however, certain elements of cost that go into the computation of the
contribution to the domestic or national product may not be collectable at a kind
of activity level. For this and other reasons, i1t has been argued that the value
added concept i1s apvropriate only to the enterprise, but this contention does not
eliminate the need felt by most countries to know in which activities their
national product or income is generated. Facing this and similar problems,; the
usual practice has been to collect as many of the items of data relevant to the
aggregate desired for a statistical unit that matches as closely as possible the
tabulation unit to be used, thus reducing the magnitude of the allocation problem
to those marginal items that can only be obtained on an enterprise basis. It
should be noted, however, that this requires that certain items of data be avail-
able both for the enterprise and i1ts sub-units.

B, Relationship of the Statistical Unit to the Type of Inguiry and to the
Problem of Co-ordinating a System of Economic Inguiries

67. A system of economic inguaries is intended to cover a nation's economy in

two dimensions = it should provade, on the one hand, a picture of all econcmic
activities and, on the other, a view of the change and development of the economy
over tame. To produce this overall picture a number of countries have relied on

a series of i1ndependent censuses = cach covering a different segment ol the economy.
Particularly with such a system of independent surveys 1t is 1mportent o make

sure not only that no segment of the economy remains uncovered, but that there 1is

no overlapping of the surveys. ‘his means that the statisticel units chosen for
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each inquiry must be consistent with one another. So, for example, it would be un~-
wise to adopt an establishment approach in a census of manufacturing and then adopt a
purely enterprise approach in the census of distribution. If the statistical units
were so chosen, it 1is probable that the very appreciable portion of the distribu-
tion activities carried on by essentially manufacturing enterprises would escape
both inquiries.

68. The choice of a statistical unit to define the field of coverage of a survey
is also important. Ify, for example, there is to be a survey of manufacturing,
defining the field to be covered as "all enterprises whose main activity is manufac-
turing' would result in something quite different from defining the faeld as

"gll establishments whose main activity is manufacturing”. In many instances,
partacularly for surveys that are intended to cover only one sector of economic
activity, one would like to choose as a basic statistical unit that one which
covers as completely as possible the activities to be surveyed and as little else
as possible. Since in most cases the ranse ol related data required can only be
obtained on an instatutional basis, and since 1t is usually desirable to cover all
activities of the units in question, a statistical unit is chosen whose total range
of activities generally includes several different kinds of activity in addition

to those of primary interest. Only in this way can the totality of the activities
associated with the main activity be covered and a broad range of items of data
collected. In some cases, of course, the range and kind of data reguired may be
such that use of a unit as broad as the enterprise is indicated, in other cases
only establishment type data may be needed and a sub-division of the enterprise
chosen as the statistical unit. This choice of a basic statistical unit would not,
of course, preclude the use of supplementary units for certain items of data. The
United States, for example, in the 1954 and 1958 censuses of business, manufactures
and mineral industries, defined the faield of coverage in terms of the establishment,
but in addition collected employment data for the enterprise concerning both in and

out of scope establishments.
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69. TWhen designing an annual survey, which 1s generally on a sample basis, it s
a common practice to use the results of a previously conducted census as the basis
for plamning the inquary and for inflasting the results to cover the whole field of
inguiry. Such a technique 1s, of course; much more efficient than that of taking

a sample independent of the census. BSimilarly, current inquiries and surveys of
intentions may be rooted in both the annual and benchmark surveys.

70. To be able to interrelate these various surveys, however, impliss that the
statistical units used for each are relateble. Thus, if the enterprise 1s the
statistical unit employed for a programme of sample inquiries on intended
expenditures for fixed assets, it would be highly desirable to be able to relate
the sample estimates to the actual expenditure for fixed assets of all enterprises
in the field under study during some base year. This can only be done, however,

1f data in the base year have been collected or can be agaregated on an enterprise
basis for the same set ol enterprises to be included in the field of study.
Similarly, it may be required to plan a survey of all enterprises whose main activity
is wholesaling based on the results of a more general inquary that covered all
establishments engaged in wholesaling and manufacturing. To be able to do thas
effectively, hovever, and to be able to relate the data from the survey of whole-
saling to this more general inquairy would require a knowledge of the distribution
of the dafferent kinds of establishments within enterprises classified according to
their own major activity. It is for this among other reasons that the LDxpert Group
recommended that national statistical offices should consider publishing key data
for two or more tabulation units in major or bhenchmark incuiries and "should study
the possibility of preparing common registers in which would be listed both
enterprises and their sub-units, or of adding such information to existing registers
of wvarious unltsa2

71. A register of enterprises which also delineated the important sub-units of
these enterprises and contained a few key items of data tabulated on each basis
would be extremely useful. .ith such a register a system of individual inguiries

could be designed and carried out on a consistent basis and the results of these

26/ Op. Cit., para. 12 and 13,
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different surveys could be brought to bear on problems of allocating, comparing
and classifying various kinds of data. Thus, for exemple, data on new orders or
anticipated capital expenditures gathered on a current basis for the enterprise
could be related to actual sales and capital expenditure data collected on an
establishment or kind-of-activity basis in a basic economic inquiry. Similarlys

a register of this type would afford a basgis for allocating to the constituent

kind or ectivity unit or establishment, items of data such as profits, costs of
business services, adveritising, etc., which in most countries are only rarely
collectable on other than an enterprise basis. Further, 1t would make possible

s more consistent codain- and classafication of the variocus statistical units in
that each unit could be coded i1n terms of the classification of 1ts constituent
elements. It would, too, provide an excellent basis for analysis of the concentra-
tion of ownershi in the various branches of economic activity.

72. Many countries have made no systematic attempt to establish statistical links
between the enterprise and its constituent elements - often viewing establishment
and enterprise based data as the products of unrelated statistical programmes
designed for different purposes. Increasingly, however, with the growing interest
in 1nterlocking systems of national accounts and other analytical tools. there is
recognition of a need to determine with some precision the structure of the
enterprise and the relationship between i1tg activities and the activities of 1ts
constituent elements.

73. An investigation of bookkeepins practices would make possible a more precise
delineation of appropriate statistical units within the multi~unit enterprise and
provide a qualitative picture of the organizational structure of these enterprises.
In addition, however, certain facts or items of data are needed concerning each
multi-unit enterprige and each identified sub-unit of these enterprises in order to
furnish the bridges across which enterprise and establishment type data may be
Joined and to provide a frame Tor the design of a subsequent system of 1interrelated

economic surveyse.
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T4. Since the enterprise i1tself can, and often does, span two or more major
divisions of economic activity, a general economic census programse could be
an excellent channel for obtaining the data needed for constructing a general

directory of economic units showing the structure of the economy and the internal

structure of the enterprise. & number of countries already include an infrequent

general economic census in their survey system, but few to date have utilized this

census to describe the structure of the enterprise. Through such a census the

structural items of data as well as selected flow 1tems can be requested both for
the enterprise and for i1ts constituent elements, and these could provide the

necessary links between subsequent surveys and between sets of data based on the

enterprise and its sub-units.



B/CN.3/L.50
onglish
Page 38

ANNEX I

ITEMS OF DaTA APFROPRIATED TO TH.J 1iaJOR TYPLS OF STATISTICAL UNITS

A, Establishment Type Data
1. Shipments (including shipments of indaividual goods)
2., Production (including production of individual goods)
3. Deliveries (includinz deliveries of individual goods)
4. Consumption (1ncluding consumption of i1ndividual goods)
Ba Cost of industrial services
6. Cost of sub-contract work
To Duties and indairect taxes
8. cmployment
9. llan=hours worked
10. Vages and salaries
B. Enterprise Type Data
1. Intended capital expenditures
2o Planned chanzes in inventories

3. New orders

4. Cost of business services such as advertising
5e Rent received

6. Rojalties paid and received

Te Interest paid and received

8. Dividends received

9. Capital gains and losses
10, Daistribution of income

a, Direct taxes

be. Dividends paid

¢, Undistributed income
11, Financial assets

a. Cash

b, Investments

c. Loans

d. Other financial assets
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12, Intangible assets
13. Financial liabilities — loans and other indebtedness
14. et worth
a. Paid-in capital
b. Darned surplus
C. The Fnterprise, the Establishment or Related Statistical Units
1le Value of inventories
2. Value of and expenditures on fixed assets
3. Sales (including sales of indaivadual goods or services)

A, Purchases (including purchases of individual goods or services)
5 Unfilled orders

6, Rents paid

T Accounts payable

8, Accounts receivable



