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INTRODUCTIION

1. This paper deals primarily with the character, structure and application
of a scheme for classifying enterprises, or equivalent units, according to
kind of economic activity. The thirteenth and fouriteenth sessions of the
Statistical Commission reguested that an anternational scheme for purposes of
classifying enterprises be developed. Thig scheme is reguired for purposes of
classifying data on income and outlay and capital transactions and on balance
sheets accerding to kind of economic activity, in the context of naticnal
accounting and other programmes of compiling fineancial and related statistics.
2. The proposals concerning a scheme for clagsifying enterprises according

to kind of economic activity are based con studies of nalicnal practices and
consultations with national statistical offices. National schemes for the
industrial classification of enterprises and establishmert s have been examined
1n relaticn %o cone another: and the patferns in which establishments of similar
and differing kinds of activity are combined into enterprises, have been
gtudied. Information has been gathered on national practices and views in
regpect of the relationship between gchemes for the industrial classification
of enterprises and establishments as part of the comments on the reviged ISIC

set out in document E/CN.5/559Q,3;/Andj the first and gecond session of the

i; The Draft Revision of the International Standard Classification of A1l Fcono-
mic Activity, Statistical Commission, Fifteenth session, E/CN.3/359.
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Working Group on sctivity and Commodity Classification of the Conference of
Eyropean Statistacians discussed the nature, principles and use of an indus-
trial classification scheme for en_terprises“g

5. After the discussion of the industrial classifacation scheme for enterprises,
this report oublines the character and principles of a commodity classification
gcheme which is based on the reviged ISIC. Such a scheme for classifying
commodities is wanted for use in nationsl accounting (e..g..j in the reviged

SNA) and in other studies concerning the links between commodity and establish-

ment data.

Ii. PURPOSE AND CHARACTER OF THE CLASSIFICATION SCHEME FOR ENTERPRISES

4. The scheme for classifying enterprises according to kind of economic activity
ig intended for use internationally in lhe reporting and compilation of profit-
and-loss and balance~sheet data praimerily. Tt is the enterprise which controls
and manages the income and other sources of {inance investment and similar
outlays, and financial resources in respect of all the egbtablishments of a

legal entity, Not infrequently, the property and financial affairs of ftwo or
more legal entitieg which are owned and contrclled by the same interests

are managed in common. A scheme for the industrizl classification of enterprises,
or similar unlts, 1s also needed for such purposes as compiling data on the
digtribution and concentration of the ownership of various industries.

5. A number of the uses of data concerning enterprises involve linking these
statistaics with data in respect of the constituent estsblishments. An increasing

number of countries are slso bunlding registers of economic units which delineate

[

g/ Report of the meeting held 1n Geneva, 16-20 May 1967, Conf,Eur.Stats/WG°28/5
and Report of the meebing held in Geneva, 8-19 January 1968, Working Group

on Activaty and Commodaty Classification, Conference of Buropean Statisticians.
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the struciure of these units in terms of enterprises (e.g., legal entities

and in addation, sometimes groups of lezal entities which are owned and conteol-
led by the same interests) and their constituent establishments. In order to
best serve these purposes, the international scheme For the industrial
classification of enterprises should be as closely linked with the reviged ISIC
as 1ls possible. ALs enterprises may consist of twe or more establishments
engaged in differing kinds of activities, the industrial classification acheme
for enterprises must necessarily be less detailed than the industrial
classafication scheme for establishments.

6. It is proposed that the twe most summary levelg of the revised ISIC - the
major divisions and divisions - be utilized as the international scheme for
the industrial classification of enterprises, or similar units. This proposal
emerges from the practices and views of national statistical offices and was
recommended by the second session of the Ruropean Working Group on activity
and Commodity Classification. A number of countries utilaize the lesgs detailed
levels of classifiecation of their natvional schemes for purposes of classafying
enterprises according to kind of economic activity:; and congider that the same
practice ghould be followed in the case of the international classification.
The second session of the Burcpean Working Group considered that the division
of the dralt revised IBIC reflected the pabierns in which differing kinds of
aebiviiies were combined in the same enterprises well enough to be uscd as
international guidance for the industrial classification of enterprises.

It was congidered That 1n any case, categories of at lezst the level of the
divisions cf the draft revised ISIC are reguired in order that the industrial
classilication of enberprise statistics may provide useful data [or most
analytical purposes.

7. It is recognized That intevrnational guidance in respect of an industrial
classification scheme must be more tenbtative in charscter din the case of
enterprises than in the case of eatablishments. The manher 1a which economic
activities are combined and digtributed arong statistical units is far less

uniform in the case of enterprises than in the case of establaishments. The
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enterprises are not only much larger units than establishments but also are
not constrained in their range of activities by technological factors. Further,
experience with an internationz} standard industrial classification scheme for
enterprises is lacking.

8. If the major divisions and the divisions of the revised ISIC are to be
used as international guidance in respect of the industrial classificabtion of
enterprises, the publication on the revised ISIC should be extended to deal
with this topic. This will involve elaboration of the purposes, nature and

use of the revised ISIC, the principles of constructing the internaticnal
classification, and the criteria of classification according to the revised
ISIC in the case of enterprise and similar typesof statistical units. It will
8180 be necessary to add definitaoons of the enterprise-type units to be

classified to the discussion of the underlying principles of the revised ISIC.
IIT. DEFINITION OF THE ENTERPRISE

9. In the case of countries with market economies, the narrowest definition
of the enterprise is the single legal entity (e.g., the corporation, joint
stock company, co-operative association, incorperated non-profit association,
partnership, individual proprietorship) which engages in economic activity.

The legal entity owns and manages the property of the business, enters into
contracts and receives and disposes of all of its income, and maintains
independent profit-and-loss and balance-sheet accounts and other records. Tt
may consist of more than one establishment (i.e., mine, factory, shop) though
a large number of legal entities will own one egtablishment only. The establish-
ments of multi-unit tusiness entities may engage in differing kinds. cf economic
activity but these kinds of activities may be related, cne to the other.

10, In the case of countries with centrally planned economies, the enberprise
is the management and bookkeeping unit of limited scope. It enters into
conbtracts, has an independent plan of production, receives and disposes of
income, maintainsg a separate bank account and an independent, complete et

of accounting records, for example, profit-and-loss and balance-sheet accounts.
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Though the enterprise may consist of a number of shops or factories, it
nsually engages in a single class of activities. TIn other words, the kind

of actavities of the enterprise 1g often as homogeneous in character as the
kind of activities of eshtablishments in the countries with market ecoromies.
13. Some of the countries with market economies {e.g., the Netherlaads,
United Kingdom, United States) employ an enterprise-type unit which is broader
in scope than the individual legal entity. It consists of the group of legal
entities which are owned or controlled by the same interests. This anit

may be defined as a group of legal entities where a consolidated palance sheet,
as well as profit-and-lcss statement, is maintained or where the majority of
the equity (shares or other forms of capital participation) of each number

of the group is cwned by the same interests. In thege cases it is likely

that the property and financial affairs of the group of legal entities will

be conftrolled and managed together.

12. BSome countries with certrally planned economies appear to utilize the
combine or trust or other groups of enterprises for certazin purposes. In the
cage of the USSR, for example, enterprises are grouped together inte breader
management units in the case of such industries as metal mining and manufactur-
ing, leather and footwear production, and small-scale manufacturing in rural
areas. Iimited statistical use appears to be made of these groups of
enterprises.

13. BRoth legal entities and families of legal entities constitute useful
statistical units.

4. Where the analysis of financial experience and behaviour is the focus of
attention, it is valuable to employ families of legal entities as statisticel
units. As was noted above, tne finances and investment of the legal entities
of a given family are likely to be planned, controliled and managed together.
There may also be a number of formal financial links between the members of

a famlly of legal entities which are of little, if any, real significance. The

family of legal entitieg is of course the most suitable statistical umt {or
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purposes of studies of the distribution and concentration of ownership.

15. On the other hand,the use of the famlly of legal entities is likely to
increage the degree of heterogensity in respect of kind of economic activity

of the enterprise-type statistical units. Turther, some countries may fiad

it impracticable to identaify families of legal entitaes and gather consolidated
data in respect of their profit-and-losgs and balance-sheet accounts. For these
regsons, a aumber of countries use the legal entity as the enterprise-tyve
statistical unmat. The legal entity is also the appropriate enterprise-type

unit for purposes of studies of the marketing and pricing of goods and services,
value added and the links between production, income and the disposition of
inconme.

16. In the case of government bodies, departments or ministries might be

taken as the equivalent of the enterprise-type vnits for purposes of industrial
classif ication. While each organ of government (e.g., the central government,
each state, municipality) will plan, contiol and manage the finances of all

of 1ts constituent bodies collectively, the organg of government are of

course unsuitable units for purposes of industrial clagsification.
IV. CRITERTA FOR CTASSIFYING ENTERPRISES

17. The classification of each enterprise should be determined according to
the category of the industrial eclasgifacaticn in which the principal class of
activities of the enterprise is covered. In concept, the kinds of activity
0of the enterprise to be considered for purposes of the classification sheould
be determined from the products scld or the services rendered to others.
Activities carried on in cne establishment of an enterprise to produce goods
or render services for other establishments of the same enterprise should in
general not he congidered dlstinct kinds of activaty for purposes of
classification. Instead, these activities are to be considered part of

the chain of actzvities linked with the output for sale to other economic
agents of a given class of goods and services. Ideally, the relative

value added by the enterprises to the goods and services sold should furnish
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the basis for ascertaiming the principal class of activities.

18. 1In practice, the lack of data on the distribution of the products of
egtablishments between other establighments of the same enterprise and other
economic aggents, may result in identifying the kinds of activaty carried on
by the enterprise from the full range of goods and services produced by its
constituent establishments. In a number of instances, 1t will be necessary
to base the principal class of activity of enterprises on data in respect of
the kind of activity assigned to each of their constibuent establishments.
Under these circumstances 1t is important ihat the data used furnish net
measures of the activity of the esgtablishments. Grosgs measures of activity
can be seriously misleading in respect of the relative i1mportance of the cons-
titvent units. If figures of walue added are not available, data in respect
of numbers of persons engaged or wages and sslaries paid might be used.

1G. Enterprises will engage in kinds of actaivity in addition to their principal
activity. In order to indicate the degree of specialiration of enterprises

in thelr priancipal activity 1t will be useful to compile data on homegeneity
ratios. These vatios may be compiled in respect of aggregated data for enter-
prises grouped according to principal kind of activity or in respect of
individual enfterprises. In either case it wall probably he necessary to
ntilize data on the value added, employment, etc. of the vhole of the
individual constituent establishments of enterprises in compiling thesge

homogeneity rstios.

V. CIASSIFICATION SCHEME FOR COMMODITIES

20. It 1s proposed to develop a scheme for the clagsification of commodataes
in terms of kind of economic activity in which the various types of goods and
services are characteristically produced. The first four digits of the code
for each clags of goods or gervices wwould represent the group of the revised
ISIC where the goods or services are characteristically produced. The next
levels of the classilication would consist of successively more detailed
gub-divisions of the ISIC groups in terms of types of goods or services. Uze

would be made of at least one, and perhaps two, levels of classification for
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Lis purpose; and each level of classification would involve the addition of
two more digits to the code for categories of goods aznd services. Thus, at
least a six-~place code, and perhaps an eight-place code, would be used.

21. It is proposed that the five-digit categories of the Standard International
Trade Classification (SITC), Revised, be used as the point of departure

in defining the sub-division of the ISIC groups into commodity ¢lasgses. This
approach will facilitate the forging of links between external trade and other
commodity statistics and between commodity and establishment statistics.

The preparation of the index to the revised ISIC, which will also be a key
between the industrial clessification and the SITC, that 1ls described in
document E/CN.3/300,will furnish the basis for this work. In a number of
instances, 1t will no doubt be essential to adapt the five~digit categories

of the SITC for uge an subdividing ISIC groups into commodity classes. This
will be necessary not only because single five~digit 8ITC categories may
encompass commodities which are the characteristic products of more than

one ISIC group, but also because some of the five-digit SITC categeries may not
be suitable for the general-purpose commodity classification.

22. The Buropean Working Group on Activity znd Commodity Classification
approved on the whole of the proposal to develop a commodity classification
gcheme baged on the revised ISIC. Questions were however raised concerning

the considerable number of categories such a classification might involve and
the appropriateness in some instances of five-digit SITC categories for
purposes of constructing The classification. It was suggested that national
gtatistical offices be consulted cohecerning the commodity classification scheme

as the planning of the work vreaches an advanced stage.



