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SUMMARY

At its nineteenth session, the Statistical Commission considered and approved
a general long—term programme of work on the harmonization of sconomic
classifications as outlined in E/CN.3/494, noting that the first step in the
programme should be the development of proposals for the revision of the
International Standard Industrial Classification (ISIC). It recommended the
establishment of an informal consultative panel to provide advice and guidance
over the time~span covered by the work programme. Accordingly, a Joint United
Nations Statistical Office/Statistical Office of the European Communities Working
Group on World-Level Classifications was formed and met at Brussels from 21 to
25 November 1977. The Commission also reguested that a progress report be
submitted at its twentieth session.

The present report deals with the progress of the work of revising ISIC by
summarizing the discussions and results of the first session of the Working
Group. Consideration of the general problem of harmonization led to the
conclusion that the Harmonized System of the Customs Co-operation Council (CCC)
could be a central element in the harmonization of classifications. The Working
Group considered a set of proposals for revising ISIC, prepared by the United
Nations Statistical Office. It concluded that many of the propesals were well
founded but that, because of the complications involved and the far-reaching
effects of changes in IS8IC, the proposals should be studied further. t was
agreed that the Working Group should meet again late in 1978. Because of
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scheduling problems, the meeting has been postponed until
report gives an outline of the matters that the Group is
sesgion.

early 1979, The present
0

to take up at the second

The report also describes the work of the Harmonized System Committee of
CCC and its working party and the extent of United Mationg Statistieal Office
participation. Finally, the report briefly reviews other work being done in the
field of economic classifications.
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INTRODUCTION
1 2 At its nineteenth session the Statistical Commiszsion considered and approved &

long-term programme of work in the field of economic classifications as outlined in
E/CH.3/404, A central element in the programme was a proposal to revise the
Tnternational Standard Industrial Classification of All Economic Activities

(18IC). 1/ 1In considering how best to carry out this work, the Commission
recommended that an informal consultative panel be convened to provide advice and
guidance to the United Nationg Statistical Office not only in connexion with the
revision of ISIC but, if possible, on the whole programme of work of the Statistical
Office in the field of classifications as outlined in E/CN.3/LoL. Accordingly,
such a group was formed and held its first session at Brussels from 21 to

25 November 1977. The sessicn was held at Brussels to minimize its cost, much of
which was borne by the Furopean Economic Community.

2y Secticn II of the present report summarizes the results of the first session of
the Joint United Nations Statistical Office/Statistical Office of the Eurcpean
Comnunities Working CGroup on World-Level Classifications.

3. An important reason for undertaking a revision of ISIC is to bring abkout a
greater degree of co-ordination (harmonization) between activity and commodity
classifications, including commodity classifications used for international trade
data. Recognizing that the Harmonized Commodity Degcription and Coding System (HS)
of the Customs Co-operation Council (CCC) could provide a bridge between
classifications of commodities by industrial origin and of commodities in
international trade, the Commission urged the Statistical O0ffice to intensify
participation in the work of constructing HS. 2/

i, Section IIT.A below gives a brief review of this activity.
B Section TII.B deals with other work in progress in the field of econcnmic
clasgifications.

I, ACTION BY THE COMMISSION

6. The Commission may wish to comment on the conclusions reached by, and plans for
a second session of the Working Group on World-Level Classifications; and on the
need for vigorcus participation by the United Mations Statistical Office and others
with similar objectives in constructing HS.

1/ United Nations publication, Sales No. E.68.XVII.S8.

2/ Official Records of the Fconomic and Social Council, Sixty-second Session,
Supplement No. 2 (E/5910), para. 128 (a).
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II. REVISION OF THE INTERNATIONAL STANDARD
INDUSTRTIAL CLASSIFICATION
A. Results of the first session of the Werking Oroup
on World-Level Classifications
Lo Background
7. The first session of the Working Group on World-Level Classifications met at

Erussels from 21 to 25 November 1977. The agenda centained two major items:

{a) the harmonization of statistical classifications and (b) proposals fcr the
revision of ISIC. For each of these items the Working Group considered several
contributed papers and had available a number of background documents. The agenda
and a list of documents congidered by the Working Group are included as annexes T
and II to the present report.

21 Harmonized activity/soods classifications

8 The Commission may recall that one reason for undertaking a revigion of ISIC at
this time is to make adjustments in its structure that would facilitate construction
of related goods classifications, including classifiecations of goodg in
international trade. The establishment of a close relationship between activity and
goods classifications has been termed harmonization. BRut harmonization has another
dimension, namely, the establishment of a close relationship between the same types
of classifications produced by different organizations. The first subject
considered by the Working Group was national and international experience in
harmonization,

2. The Group considered a report on the progress of the work of the Harmonized
System Committee (HSC). The main obJective of HS is to provide in one instrument
for the major needs of customs euthorities, statisticians (external trade,
industrial etc.), carriers and producers; these interests, among others, are
represented at HSC meetings. The instrument would consist of more detailed levels
of CCCN. 3/ Details concerning HS contents, structure and other aspects were
outlined.

10. Development of HS is taking longer than expected. By November 1977 some

35 per cent had been completed. It was reported that the target completion date was
the end of 1981; this included a year during which the work would be reviewed and
plans for implementation finalized. The Group was informed that comments on the
proposals before HSC were urgent if IS was to meet certain specific needs of
statistics such as classifications by industrial origin.

11. The Working Group considered the general design of HS and its suitability in

connexion with co-ordinated activity/goods classifications. It was noted that HS

3/ Custons Co-operation Council Nomenclature; formerly Brussels Tariff
Nomeneclature (BTH).



will probably be the most comprehensive international system for describing
products, that its detailed categories could be introduced into different types of
classifications and that these catepories would constitute elemental "building
blocks. As such it would be a basic tool in the development of many
classifications, including a general reference clagssification. It was suggested
that even if HS did not take fully into account the industrial-origin criterion it
would be desirable to use it as a reference base in United Wations classifications.

12. HNow that more than 35 per cent of HS is complete, the Group suggested that it
would be appropriate to carry out a test to determine what problems might be
encountered in using it for the purposes outlined in paragraph 11 above. The test
should be carried out as soon as possible: the part now complete would provide an
acceptable sample. Definite information was needed on the extent and importance of
the multiple-industrial-origin subheadings found in HS. Some of them would, of
course, be of negligible importance, but subhesdings containing important goods
would need to be studied further in co-operation with HSC and its technical team.

13. Although experience in constructing co-ordinated activity/goods classifications
appears to be limited. a number of national statistical offices have done work on
this and the Group considered several contributed papers and heard a number of
gtatements outlining ongoing work on such classifications. The need for
co-ordinated activity/goods classifications was emphasized; they were fundamental to
the work the Tood and Agriculture Organization of the United Hations was doing on
commodity statistics in the form of supply/utilization accounts and they were needed
by the Zconomic Commission for Europe in constructing comparison keys between United
Nations classifications and those of the Council for Mutual Iconcmic Asgistance
(CMEA) .

14. In the course of the general discussion of harmonization a number of
suggestions were made concerning the appreoach that should he adopted in revising
IBIC. For example, it was felt that work on activity and goods classifications
should be carried out conecurrently within the framework of a "ecentral goods
classification™ and, by a suitable regrouping of the "central goods classification”,
to determine the structure of ISIC at the first-, second- and third-digit levels.
The "central moods classification’ would be constituted by successive aggregations
of the "structured nomenclature™ of HS.

15. Among the conclusions reached by the Working Group on the question of
harmonized activity/goods classifications were: (a) that in the design of the
various activity/goods classifications with which the Group is concerned, and in the
definitions of categories making up such classifications, HS is central in that it
could provide the necessary "building blocks": (b) that submission of proposals
reflecting the views of statisticians concerning CCCN chapters still to be dissected
by HSC be treated as an urgent matter; and (¢) that consideration be given at a
future session of the Group to the proposal concerning the construction of a
"eentral goods clagsification” and that a paper outlining the proposal in detail
should be prepared for the session.
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3. Proposals for revision of ISIC
1&6. The Croup had before it a2 United Nations Statistical Office paper outlining

vroposals for revising ISIC, which dealt only with those categories of the
classification in which the activity results chiefly in the production of
transportable goods and these few groups in which the activity results in services
closely associated with transportable goods. Proposals for revising the categories
covering construction, trade, finance, government and other services were left for
future consideration.

17. Three main factors were taken into account in developing the outline:

(a) changes in the structure and organization of industry since the last revision

of ISIC, in 1968, (b) provision of an ISI structure that would facilitate
construction of closely related commodity clagsifications, including classificaticns
of goods in internaticnal trade and (¢) the need to harmonize, i.e. make more
compatible,; ISTC and activity classifications of other internationsl organizations.
It was understood, of course. that nothing would be done to impair the accuracy with
which ISIC reflected the structure of production, which is its primary purpose.
Other factors that tended to restrict the number and extent of changes proposed were
(a) the need to maintain continuity of statistical series based on TSIC and (b) the
fact that a number of countries had relatively recently changed from use of the 1958
to the 1968 version of the classification.

18. The classification of establishments producing transportable goods and energy
in the current ISIC is covered in four major divisions, 18 divisions, 40 major
groups and 100 groups. The proposal submitted to the Working Group contained the
same number of major divisions, 23 divisions, 49 major groups and 113 groups.

19. Among the proposals made because of changes in industrial structure were the
four-digit groups of ISIC-1968 covering shoe production, food production, artificial
or synthetic textile fibre production, furniture manufacture, among others. A
“change in structure” was defined as the appearance of establishments producing new
kinds of goods or of establishments combining raw materiasls to preduce products by
rrocesses that had become distinet and differsnt from those of the establishments
with which they ware classified in ISIC--1968. In the case of furniture manufacture
this evolutionary process led to a proposal to consolidate furniture manufacturing
into a single category, at least at the three..digit level. And in the case of food
manufacturing the same phenomenon led to a proposal to introduce a three-digit group
for "basic food industries’ that draw their raw materials chiefly from agriculture,
and another three-digit group for "other food industries™ that further process the
goods of the "basic food industries'. ISIC-1968 does not make this distinction.

The proposal refleets the trend towards more highly processed foods freguently
packaged for guick and easy vpreparation and consumption. Another example of an
industry that has become an entity with guite distinet characteristics iz the
synthetic textile fibres industry. In ISIC-1968 establishments producing artificial
or synthetic textile fipres were included in the four-digit group covering
manufacture of synthetic resins and plastics materizls. The synthetic textile
Tibres industry has not only grown very large but has also become distinct from the
general plastic meterials industry. This change in gtructure was reflected in &
Statistical Office provosal to raise a new group for synthetic textile fibre
nanufacturing establischments.

/o..
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20. In a number of instances in which change has occurred the Statistical Cffice
outlined the situation and reguested guidance from the Group. This was done in the
case of the industry in which office, data processing and computing machinery is
manufactured. The Group did not reach a& definite conclusion on the problem, which
is complicated by the fact that computing machinery in ISIC-1968 is found under
non-electrical machinery.

21. The question of bringing about closer co-ordination between ISIC and other
international classifications involves chiefly the General Industrial Classification
of Teoncmic Activities within the Buropean Communities (WACE) and the Classification
of the Branches of the National Iconomy of the member countries of CMEA. More
information was available to the Oroup about NACE than sbout the CMEA classification.

22, Perhaps the most important difference betwesn ISIC and HACE is the treatment of
fuels and energy. To move the two classifications closer together it was proposed
to set up in ISIC a major division in which would be found all the four-digit groups
engaged in the extraction and processing of energy materials and in the production
of energy. Other less radical changes were proposed to bring about closer
co-ordination. A number of possible alterations in WACE were alsc outlined.

23. The new major divisien for fuel and energy production was detailed in the
written proposals submitted to the Working Group by the United Wations Statistical
Office. In outline, the proposal involved grouping under a single major division:

1. Coal mining

2. Services to coal mining

3y Coke production

4.  Gas manufacture

Fo Eriquette manufacture

6. Nuclear fuels mining

Ta Muclear fuels processing and reprocessing

8. Crude petroleum and natural gas extraction

9, Froduction of natural gas liquids
10 Services to petroleum and natural gas producers

11. Petroleum refineries .
12, Production of electricity |
13 Distribution of electricity i
14. Water works and supply
15. Tewn gas digtribution
16. Producticn and distribution of steam and hot water
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24, The proposal to combine in one major division all fuel and energy-producing
industries was the subject of extended discussion. Some experts postulated that
such a change would not be in accord with ISIC basic principles of clasgsification
and that the concept suggested for energy ., if extended to other broad categories,
would change the nature of the classification. Others suggested that the proposed
structure would facilitaete the construction of energy balances. It was also
suggested that the existing structure was suitable for such purposes. On this
matter, as on a number of other proposals where there was a divigion of opinicn,

The experts agreed to supply the Statistical Office with their written views sc that
the matter could be studied further at the second session.

25. Many changes, mostly of a minor nature, were proposed in an effort to provids
an ISIC structure that would facilitate construction of related commodity
classifications. Many of these proposals were based on categories found in the
parts of HE that had been completed by June 1977 and on problems of relating
commodity categories found in the "International Standard Classification of A1l
Goods and Services (ICGE)" (E/CN.3/493) +o categories found in the Standard
International Trade Classification, Revision 2 (SITC, Rev.2). 4/ The proposals
considered by the Group were of two types: in a type-one propesal, an entire
four-digit group was transferred from its current three-digit major group to
another three-digit group; in a type-two proposal, only selected establishments
were involved and those selected were transferred from their current four-digit
group to another four-digit group.

26. A type-one proposal was put forward when the transfer of establishments to
improve harmonization or the combination of ISIC-1968 four-digit sroups for this
burpose would have disturbed the accuracy with which the revised ISIC would reflect
the structure of production. A type-one proposal seeks to overcome this difficulty
at least at the three-digit level. This is not a wholly satisfactory solution but
may be the best that can be achieved. The thres— and Tour-digit groups covering
agriculture and hunting in ISIC-1968 were rearranged by this approach.

27. As compared with type-two proposals, relatively few of type one were put
forward. A clear example of a type-two proposal is in the fishing industry.
ISIC-1968 provides two four-digit groups for the fishing industry; (a) ocean and
coastal fishing and (b) fishing not elsewhere clagsified. This division gives
rise to difficulties of harmonization with commodity classifications; it is also
not easy in working with ISIC-1968 to assign uneguivocally to one or the other
four-digit group establishments engaged in these industries. It was therefore
proposed to combine the two ISIC-1968 groups. Such a combination would solve the
problem of harmonizing activity and commodity statistics.

28. Not all type-two proposals invelved such straightforward situations. Much
more difficult problems are associated with the proper distribution of
establishments comprising the machinery-building industry. An important aspect of
the problem is the industrial origin of spare parts. In fact this problem affects

L4/ United Nations publication, Sales To. E.75.XVII.6.




zoods as well and, for a number of

1nt te much reduced by IS, because it frequ utly does not provide the
detsil for parts as for ccm lete goods. Within a single four-digit

be found goods produced by more than one ISIC-defined industry.
account of this by raising individual subheadings for the different
igin of the goods. Bubt for parts, the usual practice 1is te groun them

cabegories and other types o
Sl

&

) a subheading. The business in parts can be very large. When this is
so it is as imvportant Lo have data on parts by origin as to have data on the
complete goods. The treatment of parts in HS is not arbitrary. In many cases

Q

ustoms suthorities have difficulty in distinguishing parts of one machine from
10T

ng the outline, & number of experts expressed the view that it

wel l-founded Dronoqals for restructuring ISIC. However, in the

! lications involved and the effect changes in ISIC would have on
the stsrl 51c¢l grstems of a number of countries, it was suggested that the experts
cond written comments on the proposals made in the document as well as suggestions
for consideration by the U_lted Nations Statistical Office in revising ISIC. Such
information would be especially valuable in deciding how to treat fuels and energy.

30. Tt was felt that more time was needed to determine whether the proposed
changes were in conformity with national industrial structures, that more
information on the relationship hetween the proposed changes and HS would be useful
and +that the vroposals should be e€um1ﬂed to see what, if any, channes were possible
in the light of the discussion of a “central goods classification™

E. Plans for the second session of the Working Group
on World-Level Classifications

31. I ed that a second session of the Working Group should take place
during th quarter of 1978. However, it appears that, hecause of scheduling
problems, it will not he possible to hold it until early 1979a

of the session would be to continue work on the revision of
transportable goods and associated services. The three
ragraph 17 above would provide general guidelines.

33, Among other materials, the Group felt that information should be provided
showing:

(a) The degree of co-ordination between the proposed dissections of ISIC and

elationship between the proposals and the written comments

(p) The degre
e from members of the Group §/ (see para. 2l above)

and suggestion

0
=
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D
o]

j/ By June 1278 comments had been received from seven experts. A number of
others are expected shortly.

f'aon
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(¢) The degree of relationship between the proposals and the actiVity
classifications of CMEA 6/ and the Statistical Office of the Furopean Comrunities
(80EC) ;

(d) The degree of relationship between the proposals =znd comments from experts
familiar with the statistical problems of courntries where low technology industries
are COMMon.

34. Other matters that the Group wishes to consider and on which it raequested
individual experts to prepare papers are: (a) methodclogical considerstions for
working out aggregate classifications of activities and products and (b)
problems of goods classifications.

ITTI. OTHER WORK IN THE FIELD QOF ECONOMIC CLASSIWICATIONS

United Nations Statistieal O?fico participation
in the work of the Harmonized System Cowmlttee

'
v
B

35. The Statistical Office is a voting member of HZ(. HSC and its working party
meet three times a year. HSC benefits from a reasonably wide geographical
representation of Governments, a number of international organizations (United
Nations Statistical Office, General Agreement con Tariffs and Trade, Commission of
the European Communities etc.) and industrial, business and transportation
assoclations. HSC sessions are usually of short duration and are followed
immediately by meetings of its working party where the main business of constructi
HS takes place. HMeetings of the working party are open to observers, whe have the
same privileges as HSC members. Membership of the working party tends to vary with
the type of goods under consideration. The number of participants in a working
party may be more or less than in HEC but the working party usually has
representation from most of the regicns of the world and from countries at different
stages of ecconomic development and with different econcmic organization.

36. HSC is serviced by a technical team, composed of members of the sscretariat of
CCC. Vorking through CCCN chapter by chapter, the technical team prepares provposals
for consideration by the working party. The proposals consist of dissections of the
four-digit headings of CCCN chapters. ALmong the factors that the technical team
uses in preparing its proposals are the volume of trade ard the ability of customs
authorities to identify the commodity in guestion. The technical fteam undertakes
not to alter the structure of CCCHN in a way that conflicts with other essential ai
of the Nomenclature, which are: (a) technical reliability, (b) accuracy and lezs
precision and (e¢) clarity of definition. In a number of instances, especially 1
the commodity was of particular interest to a developing country, the working party
relaxed application of its guidelines.

w

6/ At its first session the Group had before it a summary of the work of
on activity/goods classifications. prepared hy the United Nations Statistical
Office from information in its files.
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37. The technical team has dissected all CCCN chapters and the proposals have been
distributed to HSC membere and cther participants. Up to MNovember 1977 some
35 per cent of the chapters had been approved by HS3C.

38. In order to conduct its work efficiently HEC has adopted a number of rules for
members and observerg to follow if they wish to modify or supersede proposals of the
technical team. The main requirement is that submissions be in writing by gilven
dates. A participant may speak to a question and, of course., may vote; oral
submigsicns are not accepted other than to resclve differences. Under certain
conditions participants may reserve theilr position, in which case the guestion is
put off to a subsequent session.

39, In the early vears of the work of HSC. the main interest of the United Nations
Statistical 0ffice was to ensure that, to the extent possible, H3 did not give rise
tc developments that disturbed the close relationship between SITC and CCCH; the
interest was shared by CCC. HMore recently, coincidental with the rise in interest
in establishing closer ties between activity and commodity classifications, and in
accordance with the wishes of the Statistical Commigsion, Statistical Office
participation has become more regular.

ko, The main thrust of its interventions has been to direct the working party's
attention to the need to take account of the industrial-origin criterion in HS
categories. In this matter it has had the support of a number of statisticians
from other delegations. At the same time, as the Commission undoubtedly knows, the
customs authorities are the majority of participants and their problems are
different frcm those of statisticians.

L1. A problem that the Statistical Office has to deal with in its work on HS is
the very heavy volume of documents produced by the technical team and by
participants. It should be stated that the Statistical Office has not contributed
to this documentation because of limited staff and the pressure of other work. It
ig possible that the pogition may improve and the Office may be able to produce
written comments and thus increase its influence on the remaining 65 per cent of the
work., Mational statistical offices might also become more invelved in the work by
providing to their HSC delegations briefs reflecting their views on the industrial-
origin criterdion.

L2, The extent to which IIS will meet the needs of activity/goods classifications
is the subject of a study to be prepared for the second session of the Working
Group on World-Level Clagsifications (see para. 33 (a) above). It is not expected
that the study will show that HS takes the industrisl-origin criterion into account
in all cases, but it is believed that the relationship between HS categories and
industry of origin will be close enough so that HS can be a most valuable
co-ordinating tool in activity/goods claszifications.

B. Other work

L3. In zccordance with a request of the Commission, work on preparing ICGS for
issue as a technical working dccument is proceeding in conjunction with work on
"ecommon groupings'. A preliminary list of "common groupings’ has been completed

Fans
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consisting of about 1,000 groupings of ICCS/SITC categories. It may be recalled
that "common groupings™ was one of the means for achieving closer co-ordination
between ICGS and SITC suggested by an expert group on harmonization that met at
United Nations Headquarters in 1974. Tt was believed that there were many points at
which exact or almost exact equivalence could be obtained by combining three or

four ICGS classes or subelasses on the one hand and three or four SITC items on the
other to produce meaningful aggregates. BSuch groups would reveal cases where gmall
changes in ICGS would strengthen the relationship between ICGS and SITC. More
important, the experts felt that the list of “common groupings"” would provide a
point of departure for establishing the content of the detailed levels of a Tgenera
purpose' goods clasgsification or of a trade/production classification. As stated in
E/CN.3/494, oreparing a list of "common groupings” would somewhat delay publication
of ICGS. Vork has not yet begun on the indexes to ICGS or on correlation tables
between ICGS and SITC. This work will benefit from the computerization of ICGS, a
task that is now under way.

L, Work is continuing on the development of a computer-based system of registers
for statistical use. The system has as its cbjective the establishment of uniform
and integrated definitions of entities and their attributes for statistical data
processing by the United Iations Statistical Office, other United Nations bodies
including the regional commissions and other international organizations wishing to
adopt the standards embodied in the registers.

45, The first subsystem covers countries and areas shout which data are reported
to the Btatistical Office and to seversl specialized agencies. Within the
Statistical Office the register of countries and areas 1s being emploved to
standardize the form and usage of country and area designations. In order to
encourage adoption of this register by others, a publication is being considered,
which would be distributed to current and potential users and a procedure is being
worked out for updating it as changes ocecur.

4. Other registers are required to complete a framework in which statistical data
can be organized. A register of statistical organizations is being planned. Such
8 register would identify reporters of statistical data and may ease administrative
Problems connected with data collection and make storage and retrieval procedures
more efficient.
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LIST OF DOCUMENTS BEFORE THE WORKING GROUP

AT ITS FIRST SESSION

I. Documents prepared especilally for consideration by the Working Group

Document Ho.

UNs0/80ECc/1/1
UNS0/SOEC/1/2
UNS0/8050/1/3

UWSO/SOEC/l/ﬁ
UNE0/S0EC/1/5

UNS0/S0EC/1/6
UNS0/80EC/1/T

UNS0/80EC/1/8

enda,

(U¥]

w

l_f

(=

w

Title

Proposals for the revision of the International
Standard Industrial Classification (ISIC)

A harmonized commodity description and coding system
for use in international trade

Selected problems in the harmenization of

classifications
Confrontation table: ISIC - NACE

The classification of goods in Danish external trade
statistics and in Danish industrial statisties

Provigional agenda

Complementary note on the Report Concerning the
Standard Commodity omenclature

Progress on the creation of bagic classifications and
nomenclatures of CMEA countries

TI. Other documents and publications considered by the Working Group
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(United Nations

document )

ST/FSA/STAT /78

(UNS0 document )
(80EC publication)

Qeries M, Fao.
Rev.2, Add.l

(United Nations

publication)

(etherlands
Central Bureau
of Statistics
publication)
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Sunmary of comments on the report of the Expert Group
on Harmonization of Statistical Classifications

The Harmcnization of Statistical Classifications:
report of an Ixpert Group

Ceneral Industrial Classification of Economic
Activities within the Buropean Communities (H B B )

Tndexes to the International Standard Industrial
Classification of All Eccnomic Activities

Report concerning the Standard Commodity Nomenclature



