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1. Request for advice
Draw up a list of terns, concepts, sectors etc., which we think present

difficulties. Submt this list tothe invited countries; supplenent it;
prepare a kind of multilingual glossary. This note should be considered as a
sinple practical guide and not a “scientific” project.

2. Determ nati on of the principal activity

Two trends are observed, not only between countries but also within a
given institute, between departnents or between sectors:

- Overal | assessment concerning a unit (cf. “enterprise” unit);
- Cal cul ation of the principal activity fromthe avail able data
(cf. registers);
The “units” regulation favours the “cal cul ati on” trend.
Concept of “basic” activity
(1) Rel ati onship with classification of activities : part of the activity

of awunit that falls within a single class of NACE (or of the national
nomencl at ure) ;
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(2) Rel ati onship with product classification (questions of
vocabul ary, details etc.): ogenerally used for describing a “basic” activity,
whet her single or otherwi se.

Rol e of the principal activity in the country's overall statistical system

(1) Rel ati onshi ps between statistical instruments: structura
surveys, production surveys, weighting of industrial indices etc.

(2) Uses of administrative data (register): fiscal data, information
derived fromthe social welfare systemetc.

3. Criterion for deternmining the principal activity (value added/ nunber of
enpl oyees/etc.)

If there is a “criterion”, “calculation” of the principal activity is
the method used (see 2 above).

In theory, value added should be the criterion. This is the indicator
that nmakes it possible to nmake an unbi ased assessnment of the rel ative weight

of the activities carried out, fromthe point of view of econonic analysis.

In practice, it is difficult to obtain this indicator (cf. registers).
It can be nmeasured by nmeans of “structural” surveys, but these surveys are not
exhaustive (sanpling; field; etc.). Qher indicators can be substituted:

nunber of enpl oyees, turnover, etc.

One rule must be laid down: different indicators cannot be used for
simlar units. It is preferable to select a criterion that has been
establ i shed to be proportional with value added, both statistically and for a

given field (see 4 bel ow).

The presence, in the regulation, of several “substitute” criteriais
intended only to permt different nmethods. Under no circunstances should this

be understood as an invitation to take the easy way out.

4, Can the criterion for determining the principal activity vary between
sectors within the same country?

It is essential that the nmethod of determ ning the principal activity
shoul d provi de honbgeneous results. In particular, at the borderline of
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different sectors, the nmethod sel ected should not “favour” either of them
There can therefore be different nethods if the basic data used so require.

Inthis case it is inportant to define the areas of application of the
different criteria very clearly and to nake the rule for separating these
areas very explicit.

In very broad terns the follow ng equation applies:

nunber of enpl oyees (i ndustry) 1/ 3rd turnover (trade)

Val ue added Val ue added

Mor eover, personnel nunbers are fairly easy to obtain for industry, but
for other sectors it tends to be the turnover which is known.

In the case of public services it will again be easier to make use of
nunber of enpl oyees (the concept of “turnover” and even nore the concept of
val ue added have hardly any operational significance in this area, which we
neverthel ess have to deal with).

The direct conparison of turnover figures |eads to various “errors”.
The retail price of the goods produced is the sane whatever the “length” of
the production process. On the other hand, the nunbers of enployees will be
different. Conversely, in sone services the direct conparison of nunbers of
enpl oyees al so |l eads to incorrect assessnents (programm ng and data input, for
exanpl e) .

There does not need to be a single criterion for determning the
principal activity within the same country. On the other hand, the
honmogeneity of methods for determning the principal activity bet ween
countries appears to be an issue that has not been tackled, despite its
i nport ance.

In any case, precise rules are needed for the everyday managenent of
the register. Such rules may be converted into an algorithmof determnation
integrated into the utilization of structural surveys.

5. Stability rules

A stability rule is essential, but this termconceals tw entirely
di fferent problens:

* Stability of the classification of a unit during a survey canpai gn
* Preserving the classification of a unit, under certain conditions,
even between successive survey canpai gns.
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To this issue nay be added the converse issue: the need to nodify the
classification, even during a survey canpaign, under certain conditions.

(1) Stability during a canpai gn

This is necessary to ensure that the sane popul ation of units is
qguestioned t hroughout the canpaign, whatever the subjects of the surveys.

If a “pilot” survey used for deternmning the principal activity reveals
a change in activity, this change is considered to have taken place at the
start of the canpaign. On the other hand, in rmanaging the register, if the
information on the units is received continuously (as is the case with
inter-admnistration registers), the change is nmade i mediately but will not
be taken into account in the statistical register until the follow ng

canpai gn.

Finally, if an error in classification is reveal ed during any kind of
alteration to the register, the correction should be nade and reflected
i medi at el y.

(2) Preserving the classification

This concerns units conducting two or nore activities. Wien the wei ght
of the current principal activity is very close to that of the |argest of the
secondary activities, a randomfluctuation between those two activities nay
take place, without any inplications for the unit in question.

The classification is kept as it is for several canpaigns. If the
change in wei ghti ng beconmes extensive, the nodification is carried out after
(three years). The nodification is nade if the gap between the two activities
exceeds a certain threshol d.

(3) Modi fi cation required

This case only arises in the event of najor restructuring of a unit:
for exanple, acquisition of a local unit.

(4) Pur pose of these rules

The statistical register is an instrunent designed for the organization
of statistical work. One of the inportant rules of such work is the annua
nature of information. W therefore need to provide ourselves with the nmeans
of ensuring the stability of the units present in the register during each of
t he years concerned.
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6. Specific classification rules

(1) Hol di ng comnpani es

These are legal units which do not “produce” anything but sinply
provide the legal and financial conditions so that the other legal units
associ ated with themcan produce. Wiere |arge groups are concerned, a
conventional classification based on a “principal activity” of the group has
been considered unrealistic. NACE ass 74.15 is designed for the
classification of these units.

Since the “financial conpanies” sector is distinguished as a priority
in the Systemof National Accounts (SNA), hol ding conpanies that are al so
“financial conpanies” will be classified according to this characteristic
wi thin division 65.

When a legal unit is known as a hol di ng conpany but carries out a
production activity of its own, it will be classified according to that
activity.

(2) Associ ati ons and voluntary groups of people

The general rules apply to these units despite their special |ega
form There is one restriction, however: rmany associati ons have no activity
in the economc anal ysis sense. They “render” services but do not *produce”
services. The termnology here is unsatisfactory.

If these “groups” have a real specific activity they will be classified
according to that activity. On the other hand, if the only purpose of such
groups is to bring people together they will generally be assigned to
class 93.05. As an exception, it is possible in this very special case to
base the classification on the registered purpose of the group: an
associ ati on whose only purpose is to organize visits to historic sites for its
menbers, with no outside participants, could be assigned to class 92.72.

(3) Pr of essi onal organi zati ons and trade uni ons

Pr of essi onal organi zations and trade unions come within division 91 in
all cases. Anything they “produce”, on the other hand, is classified in the
appropriate class. This inplies that in this case no principal activity is
sought for the legal unit. Local units that conme under them on the other
hand, are classified in accordance with the general rules.
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(4) Public institutions with several activities

First of all there is a need to agree on what is understood by “public”
in this precise instance (cf. exanple given by Hungary in 1992: “Mnistry of
Wt er” covering everything concerned with the production, treatment and
various uses of water, including swinmng pools).

The public “status” of a unit is not a criterion for classification in
NACE. On the other hand, for units whose activity comes under division 75,
one operational solution to be considered could be to determne the
classifications within this division through Iists of national bodies.

There remains the case of nmultiple activities. Cenerally this will
occur when an institution has a variety of purposes and a nore “functional”
approach will therefore be required. |In France there is the case of certain
groups of communes which for public accounting purposes are recognized by only
one of their activities. These groups may in fact act in different areas,
while their field of action is defined solely by the docunents |ending them
official status. Al the statistician needs to do is to try to find a
practical solution.

7. Di stinctions between public and private

(1) Institutional distinctions

In each country the | aw nay provide for the exi stence of many
internedi ate types of |egal status between pure “public”, in the sense of the
central State administration, and pure “private”. Mny associations which
receive no public resources are in this situation, inasmuch as they do not
“sell” their services. There are therefore distinctions in the |egal status
of units which have to be reflected in the register.

On the other hand, in terns of classification by activity, the ordinary
rules apply in nost cases. Units may be encountered for which classification
presents a problem it is up to each country to find the best solution, as
these units have their own characteristics according to the |egislation on
whi ch they are based.

N.B. It mght be conceivable for Eurostat-B6 to keep a kind of
“register” of these country-specific legal fornms, with any necessary
expl anations. But this would be an onerous task ..

(2) Econoni ¢ di stinctions

The distinction between nmarket and non-narket no |onger forns an
integral part of the classification of activities. This distinction is
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applied to the units thenselves. It is therefore expected to be handl ed
within the register.

This distinction is based solely on the gross operating results. A
unit classified as “narket” may very well be “non-profit-making” according to
its articles of association. The convention is that, when over 50 per cent of
the operating account is balanced by the sale of the unit's products, the unit
is regarded as “market”.

On the other hand, if the operating account is only bal anced by
operating subsidies in excess of 50 per cent, the unit is regarded as
“non- mar ket ”.

Mor eover, since the SNA no | onger defines the subsectors where these
two forms of trading may occur, this |eads to double accounting for each
famly of units.

8. I nadequat e consi deration of the services area

(1) General case

This is a failing inherent in statistical classifications. In al
countries the statistical work devoted to industry is at a fairly advanced
stage and serves as a basis for all statistical studies in all sectors. It

qui ckly becornes cl ear, however, that the concepts used are only approxi nate
once they are taken out of their own specific area. A simlar difficulty is
emerging for certain types of “non-standard” industrial production

From the viewpoi nt of econom c anal ysis, exchanges of services do not
have the sane character as exchanges of goods, whereas in reality they occupy
an entirely conparable place in the productive fabric of each country. But it
is not possible to tell how rmany | egal consultations or how many procedures by
a research departnent are needed to produce a given good. This kind of
consi deration applies to the production of all services.

Since statistical studies are confined to the bal ance sheets of the
units concerned, it has not becone custormary to designate services as
products. Mreover, partly because of the absence of such termnol ogy, the
di stinction between market and non-narket is made even nore quickly for these
products than for goods. The result is that the statistical services tend to
give up on this area. Yet the problemis not much nore conplicated than the
nmeasur enment of industrial production around the year 1836 ..

Devel opnents are now taking place. The work that led to ISIC Rev. 3 and
to CPC (Central Product O assification) has produced some progress, not yet
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enough perhaps but real progress all the sane. The studies of the Voorburg
group have al so proposed several ways forward

(2) Specific case of the countries of Eastern Europe

It would seemthat in these countries statistical studies in the area
of services have been even nore limted than in the western countries.
Mor eover, since services are by their nature one-to-one exchanges (in the
sense of the “one-to-one dial ogue” between patient and physician), it seens
l'ikely that the operation of the econom es of these countries was not
conduci ve to the autononous energence of well-devel oped services activities.

9. Enpty (or unused) classes of NACE or CPA (O assification of Products by
Activity)

(1) General situation

The nechani smwhereby the | SIC and CPC are constructed, by seria
splittings of generic categories, frequently |lead to the appearance of a
category terned “other”, the content of which is unknown but which seens
i ndi spensable in order to ensure the inclusion of everything contained in the
initial set.

This aimis praiseworthy but unattainable: |ogically, inclusion of
everything contained in the initial set would only be possible if the set were
defined in a conpl etely conprehensive way. But in nost cases the set is
defined approximately, in an extensive way. The content of these “other”
itens then becomes particularly dangerous. “Qher” is no |onger sinply an
“ill-defined” itembut an entire set.

NACE cl ass 72.60, “other conputer related activities”, provides a
particul arly good exanple of this. First of all, its title could give the
inpression that it covers activities which are different but “rel ated”,
wi thout any indication of howthey are related, to conputers. A simlar
difficulty was encountered in the past with “el ectronic” equi prent (1970s) or
still earlier with articles nade of plastic (1960s). In the absence of a
sufficiently precise and clear generic definition of the sets concerned, any
itemcalled “other” is inconprehensible in itself and disrupts the
significance of the aggregate category to which it bel ongs.

Furthernmore, an exaggerated desire to make the precedi ng cl asses
honmogeneous wi Il cause everything excluded fromthe preceding itens to be
assigned to this last item |If there is insufficient information on the
activities actually performed, their forns of association, and their precise
place in the productive fabric (relations with client enterprises, “clusters”
of basic services etc.), this leads the classifiers to include only the things
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they are sufficiently certain about in the first items. Then, to be on the
safe side, they assign anything remaining to the “other” item

Where the content of such itens cannot be nmade clearly explicit, and at
the same tinme cannot represent a statistically significant set by virtue both
of its own weight and of a real differentiation fromother itens, it is
advi sabl e not to use such itens.

(2) Speci al cases

NACE Rev.1, at one level, and ISIC Rev.3 at another level, are
international classifications. It may happen that sonme activities which are
important in some countries are only margi nal or altogether non-existent in
other countries. This obviously occurs in agriculture, where the products are
very much a function of the climatic zone. It also applies to the “size” of
countries or to certain highly specific activities (nuclear industry,
treatment of toxic wastes etc.).

In contrast with the situation described above, these cl asses shoul d be
preserved in the countries concerned. It is useful infornmation, for the
pur poses of international conparison, to know whether a given activity is
present or absent in a particular country. This does not oblige these
countries to publish “enpty” data in all their publications. Mre aggregated
| evel s can be used in certain cases.

10. Strength and weakness of the case-|aw procedure

The case-| aw procedure consists of deciding officially, within the
CPS- NACE- CPA Committee, on the classification of certain activities, generally
m nor ones.

In principle, this procedure tends to ensure honobgeneous interpretation
of NACE in all user countries, which constitutes its strength. However, the
need for the Commttee to provide a clear reply, together with an often
limted description of the problemto be settled and with differences in
sensitivity between the nenbers of the Conmittee, leads to a formal voting
procedure, which constitutes its weakness.

At this kind of level of detail a majority decision is rarely carefully
consi dered, not because the participants are inconpetent but because speed is
of the essence and there is little time for serious consideration. There is
no protection at all against contradictory decisions sol ely because the
question may be asked in different terns.

Mor eover, these formal decisions increase the rigidity of the overal
system which is not necessarily beneficial. It would be preferable for the
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majority of such decisions to be reached in a sinpler way. The Committee
secretariat could itself reply, without prior discussion within the Commttee,
to the majority of the questions raised. These replies would then be approved
en bloc by the Commttee unl ess one of themwas disputed. Such a nethod would
place all countries using the classifications drafted by the European Union on
the same | evel, which would only be advant ageous.

11. I ncreased interdependence of the international system

The basic data on the production apparatus are interdependent. The
architecture of the international systemof classifications of activities and
products reflects this interdependence through its own neans.

This leads to formal interdependence of the various conponents of the
system As a result of this, an individual conmponent is not interpreted
wi t hout taking account of the inplications that the interpretation mght have
for the other conponents.

This state of affairs has its advantages but also its drawbacks.

It has advantages i nasmuch as the overall systemis mobre honogeneous
than if it were constructed of unlinked pieces, and al so because it sinplifies
the tasks of data collection and collation.

It has drawbacks inasmuch as this interdependence increases the overal
rigidity of the system we are no longer “free” to make our different
interpretations, for these interpretations have to take into account the
systemin its entirety, not just the only part that concerns us here and now.
But is this last point truly a “drawback”?

12. How to manage the rel ationshi ps between classifications

Thi s headi ng covers two entirely different questions:

* how to set about the everyday nmanagement of one of the
classifications in the systen?
* what technical resources are available for automating this

managenent to a greater or |esser extent?
a. Everyday managenent

This is what mght be called “everyday interpretation”, i.e. all the
qguestions that arise concerning the classification of a unit or the
classification of a product without calling the general structure into
questi on.
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The general nechanism which links the custons classification to the
nost aggregated |levels of the statistical classifications of products and
activities, can usually supply the answer to this question. Coviously this
procedure only applies with regard to “transportabl e’ goods. By anal ogy there
could be a simlar procedure for services in general (divisions 50 and above)
and construction. In fields that are sufficiently well known to
statisticians, where the explanatory notes are sufficiently well devel oped,
this could indeed be applied without giving rise to new difficulties.

In areas that are less famliar, the very structure of the network of
statistical classifications could be called into question. Special attention
needs to be paid to such situations. These problens take us back in fact to
the “design” stage of the system The difficulty is particularly pronounced
when the issue questions the borderline between two | arge sectors (for
exanpl e: dissem nation of a “newspaper” by information technol ogy: does this
conme under “publishing of newspapers” [NACE22.12] or under division 64 or
72?).

b. Techni cal resources
It is for each individual to choose the technical system correspondi ng
to his needs, resources and organization. There is no entirely general method

that can be inplenented in all cases.

Sone general principles can be stated

(1) Centralization of interpretations

It is essential that within a given statistical system all everyday
interpretations nmade are centralized at a | ocation accessible to all. This is
the only way to ensure that, when the sane question is repeated, it receives
the same response, even if an inperfect one.

(2) Ceation of a “coordination site”

For somewhat nmore difficult questions, contact between the various
statistical services concerned is often essential. This nmay take the form of
a phone call or a chat in the corridor, and in some cases this is sufficient.
However, it is preferable to place these contacts on a formal basis so that a
record of themrenmains. The purpose here, as is often the case, is to ensure
adequate continuity in interpretations.
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Use of information technol ogy

Inits present formthe network of statistical classifications covering
the field of economcs lends itself particularly well to processing by
conputer. It is also inportant to define it in such a way that it conplies
with the general needs within the statistical institute and not with the
i di osyncrasies of the drafters of classifications.

Various systens are possible, using the managenent softwares avail abl e
on the narket, software designed to specifications prepared within the

institute, or sonme other solution.

In all cases the system shoul d incl ude:

* the links between the national and international classifications

* the titles of the itens at each |evel

* the expl anatory notes concerning these itens, not only the
official notes but also those resulting fromthe interpretations
made.

It is not essential to include all these in a single file, provided
that it is possible to access the information fromany entry point.

It would be desirable to include in the system

* an area for recording unconfirned interpretations

* electronic mail for statisticians and classification drafters so
that all of themcan give their views on probl ens encountered by
either party.

13. Questions specific to countries outside the EU

These are countries which use the NACE- CPA systembut are not |egally
subject to EU regulations. Two topics nay be of common interest:

* How di d each country organize the transition fromthe old to the
new system of classification?

* I's the information concerning changes in the NACE- CPA system
i ncl udi ng nodi fications affecting the NC, available in tine (and
can the specific needs of these countries be expressed and taken
into account)?
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a. Transition fromthe old to the new system

It is assunmed that the national classifications constructed on the
basis of NACE Rev.1 and CPA have been conpleted and that their relations with
the EU systemare correct.

The foll ow ng questions then ari se:
* What choi ces were nade to achieve this objective and why?

* What specific problens were encountered, apart fromthe
difficulties associated with any modification in classification?

* What are the difficulties arising fromthe structure of the
previous statistical systemand what difficulties have arisen
fromthe introduction of an unfamliar approach? How do these
difficulties conpare with any that have been encountered by the
countries which recently joined the European Union?



