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ISIC REVISION 4: PROPOSALSFOR A HIGH-LEVEL (‘TOP-TOP’) STRUCTURE
FOR THE PURPOSE OF NATIONAL ACCOUNTSREPORTING BY ACTIVITY:

WHAT ARE NATIONAL ACCOUNTING NEEDS REGARDING THE REVISION OF
1SIC (AND CPC)?

Note by OECD Statistics Directorate

This paper sets out a Eurostat proposal (attached at Annex 1) for an aggregation structure for the reporting
of national accounts data by activity following the revision of the activity classifications. It seeks to draw
this to the attention of the wider OECD national accounts community to stimulate discussion on a future
internationally agreed reporting structure for activities applicable across OECD countries. It also raises
wider questions about national accounting needs for standard activity groupings, and whether nationa
accounting needs should be addressed more clearly in the revision of the Central Product Classification
(CPC).

A fully detailed proposal for the Revision 4 of the International Standard Industry Classification of Al
Economic Activities (ISIC rev 4) was circulated in May 2004 by the United Nations Technical Sub-Group
of the Expert Group on Economic and Social Classifications (TSG). This worldwide consultation
terminates in December 2004. ISIC rev 4 is expected then to be finalised by the end of 2005.

The proposed ISIC rev 4 has anumber of significant changes from ISIC rev 3.1. It reflects the outcome of
a convergence exercise between NACE (the European activity classification), NAICS (the North American
industry classification) and other regional industry classifications, such as ANZSIC and JSIC. It introduces
a new information and communication section and more clearly identifies the ‘information and
communication technology’ (ICT) activities in manufacturing and services. It also reflects the growing
importance of service activities generaly in economies over the last fifteen years since ISIC rev 3 was
created.

A prime use of ISIC is for the internationally comparable reporting of economic statistics by activity or
industry, for example, in national accounts. National accountants have evolved their own aggregations for
reporting. In ISIC rev 3 the so-called A6, A17, A31 and A60 aggregation structures have been used for
reporting national accounts data.

The A6 structure for ISIC rev 3 breaks out six activity groups asfollows:

AB Agriculture, hunting, forestry and fishing
CDE Industry including energy

F Construction

GHI Distributive trades, hotels and transport
JK Financial, real estate and business services

LtoP Other services.

A17 was the 17 sections of 1SIC rev3, A31 added a disaggregation of manufacturing activity and A60 was
the two-digit level of ISIC rev 3.
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ISIC rev 4, as proposed, has 21 sections at the top level, which is too many for aggregated national
accounts reporting and 87 two-digit divisions.

The Proposed Top-Top Structurefor ISICrev 4

The Eurostat proposed top-top structure has nine activity groups as follows:

Proposed Top-top breakdown Comprises new I1SIC rev4 sections

1. Agriculture, hunting, forestry and fishing A
2. Industry, including energy and waste management B,C,Dand E
3. Construction F
4, Tra_ld_e,.transport, accommodation and food services G, HandJ

activities
5. Information and communication K
6. Financial and insurance activities L
7. Real estate, rental and business activities M, N and O
8. Public administration, education and health T, PandQ
9. Other services activities R, Sand U

"Section | does not exist.
Thisrequires are-ordering of the sections of ISIC rev 4 to maintain hierarchy

The Eurostat proposal goes on to propose 65 sub-sections (set out in the Annex) less than the 87 two digit
divisions of the proposed ISIC rev 4. The Eurostat proposal also advocates a dight re-ordering of the
current 1SIC sections taking public administration up the order from its current penultimate position in
ISIC rev 4 proposal.

OECD National Accountants are invited to comment on the potential usefulness of this Eurostat
proposal for a top-top structure (A9) and for sub-sections (A65) for the purposes of internationally
comparable national accounts data reporting acrossthe OECD from their national perspective.

Isthere a need at this stage to elaborate the proposal to include the various intermediate levels, i.e. the
equivalent of the A17 and A31 aswell as the top-top structure and sub-sections?

These aggregations are related to | SIC, but supply-use tables require product information in principle,
should we request that the CPC revision address national accountants needs regarding product
groupingsin supply-use tables?

Who should properly take thiswork forward? OECD or UNSD? And in what timescal €?

As for Eurogtat, an OECD data reporting structure for activities cannot be finalised until ISIC rev 4 is
finalised, but national accountant comments could also influence final decisions on the ISIC structure.
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ANNEX 1

STATISTICAL OFFICE OF THE EUROPEAN COMMUNITIES

B1 Co-ordination of methods
Tel. (352) 4301-33410, Fax (352) 4301-33899

2 Yo EUROPEAN COMMISSION ‘ : \
EUROSTAT
R Directorate C: Economic and monetary statistics
* Unit C-1: National accounts eurostat

Unit C-2: Economic accounts

% X5
%o %

New ISIC/NACE
Top-top structure and subsections
State of play

Paper by Eurostat C1/C2
for 20-21 September 2004
Working Group on NACE/CPA

I ntroduction

This paper describes briefly the progress made to date concerning the proposals for a new “top-top”
structure and a new subsection structure for the revised 1SIC and NACE.

National accountants have been asked to make proposals for these new structures, as they will be used
mainly by national accounts. A first discussion on the new structures was held at the National Accounts
Working Party of May 2004 (see paper CN/549). After that, several Member States' national accountants
have delivered further detailed comments in writing to Eurostat. The current paper takes these comments
into account to the maximum extent possible.

Comments from the NACE/CPA Working Group are highly welcomed.
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Thetop-top structure

EU nationa accountants generally agreed with the top-top structure that was proposed in May, which was
asfollows:

Top-top breakdown Comprises new |SIC sections
1. Agriculture, hunting, forestry and fishing A

2. Industry, including energy and waste management B,C,DandE

3. Construction F

4. Trade, transport, accommodation and food services activities | G, H and J

5. Information and communication K

6. Financial and insurance activities L

7. Real estate, rental and business activities M, N and O
8. Public administration, education and health T, PandQ
9. Other services activities R, Sand U

"Section | does not exist.
“This requires are-ordering of the sections of 1SIC rev 4 to maintain hierarchy

Note that this structure is conditional on the re-ordering of section T (Public administration and defence;
compulsory socia security). If the re-ordering is not accepted in the fina version of ISIC, other
aggregations have to be made.

Some countries have argued in favour of separating out section C (Manufacturing), since many users
would welcome this. However, this is not possible to achieve within the current ordering of sections,
because it would imply separate headings for section B (Mining) on the one hand, and sections D
(Electricity, gas, steam and air conditioning supply) and E (Water supply, sewerage, waste management
and remediation activities) on the other hand. These sections are however too small to warrant separate
headings in the top-top structure.

Theoretically, one could consider a re-ordering of the sections in order to make it possible to separate out
section C, but the resulting classification would not be an improvement to the current one.

One country wished to see larger aggregates in the service branches, effectively reducing the number of
headings bringing it back to the current A6 level, in particular because of doubts on the feasibility of the
“Information and communication” heading (on a quarterly basis). Eurostat thinks that the revision of the
NACE is an opportunity to improve the relevance of our national classifications in particular in the domain
of services.

In conclusion, the existing proposal is maintained for the moment. A further discussion may take place at
the National Account Working Group in November 2004. In the end, the fina version obviously depends
on thefinal version of I1SIC.
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The subsection structure

Several countries have supported Eurostat’s view that the current number of divisions in the new ISIC and
NACE (87) would be too high for regular use in the EU’'s ESA95 national accounts transmission
programme. Some countries remarked that for them, the 87 divisions would give no problem because it is
still more aggregated than what they regularly produce domestically. However, the ESA95 transmission
programme is designed to deliver internationally comparable data, which implies that often less
disaggregated classifications need to be used than what is possible in some countries.

At the same time, EU national accountants have indicated that they wish to maintain the current close
connection between NACE (and CPA) and ESA95. Thus, the idea of creating a subsection level in NACE
was generally welcomed, and Eurostat will continue elaborating this structure.

Several countries commented in detail on individual positions of the subsection structure as proposed in the
May meeting. On the basis of these comments, Eurostat revised the structure, which is attached here in the
annex. It goes too far for this paper to elaborate in detail on the comments and the changes made, but in
general one could say that several breakdowns in manufacturing have been re-introduced, while some
proposed new breakdowns in services have been withdrawn. The total number of subsectionsin now 65.

This proposal is still subject to change. It may be discussed again at the National Accounts Working Group
in November, and of course it depends crucially on the final version of I1SIC.
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