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THE CHOICE OF Ak AFFROPRIATw 3TallsTICzL UNIT FOR
ECOnCMIC In UIRIES

I. INTRODUCTION

1, The Statistical Commission, at its ninth session, requested the Secretary-
General to study the question of the statistical unitl/ most appropriate for
different types of economic data, with particular reference to the use of the

establ ishment and the enterprise.2 The question of an appropriate statistical

unit is of interest for several reasons, First, in certain practical situations

the establishment, which has been a commonly used unit for the collection of
econcmic statistics, has been difficult both to define and to identify. In addition,
the collection of certain items of data on an establishment basis has sometimes
proven difficult. imoreover, there are a number of items of economic data appro-
priate only to the enterprise and it would be highly desirable to be able to relate
such items of data to those most appropriately gathered on the basis of the estab-
lishment or some other sub-division of the enterprise. In this paper the discussion
will be centered on the appropriateness of various statistical units, having in
mind the items of data to be collected anc their usss, the kind of business organi-
zation to be found in different segments of the economy and the type of inquiry
to be undertaken, Together with the general discussion, the lines along which
certain countries are attempting a solution to the statistical unit problem will be
indicated and suggestions for further investigations that may prove fruitful will

be set out, The attributes of four possible statistical units will be examined -

the establishment, the local unit, the "kind of activity" unit and the enterprise.

I

The. term "statistical unit", as used throughout this vaper, is synonymous with
the term "reporting unit" as previously used.

See Report of the uinth Session of the Statistical Commission, 4/2876,
Resolution 6 (IX) pge 8.

3/ See Annex for list of items of datas that have been considered,

NS
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2. In terms simply of the number of business units, those that present a problem
with regard to defining an appropriate statistical unit are relatively few, It is,
however, true that the few multi-unit, multi-activity business enterprises that
provide these problems are usually important in & nation's economy out of all pro-

L/

3. The choice of a statistical unit for the various economic inquiries - bench-

portion to their numbers,

mark, annual, current and surveys of intentions -~ is of considerable importance for
several reasons. The kind of unit or units chosen will, (i) determine the way in
which data can be compiled and analysed and hence the uses to which these data may
be put, (ii) determine the extent to which ths results of one survey can be related
to the results of other surveys in the system, (iii) have a definite impact on the
ease or difficulty with which respondents are able to provide the required data and
(iv) determine the speed and cost of the data collection.,

L. It should be noted that in the sections which follow, the comments pertaining
to each unit apply when that unit is employed as the onasic statistical unit for

an inquiry. No matter which unit is chosen as the basic statisticalunit- i.e., the
ideal which one would like to approximate — it may at times be necessary toaccept

some other unit as the only practicable approximation to the basic unit chosen,

IT, STaTIsTICaL UNITS In USE

4, The sstablishment and the Technical and ancillary Unit

5. The basic concept of an establishment has been that of a single economic unit
engaging in a single kind of business under a single ownership at a single location.
The store, workshop, mine ana factory that are often found in mining, manufacturing
and trade -~ independent economic units that control their own activities and make
their oom decisions ~ are close approximations to this simple concept, 4lso, the
organizational arrangement of the multi-unit enterprise into management units often
provides sub-divisions of the enterprise that meet quite aéequately'the separate
location and single activity criteria of the simple establishment concept. In
addition these manacement units, while not economically independent, usually
retain a considerable degree of autonomy with respect to the utilization of the

direct factors of production.,

é/ The problem of statistically isoclating the separate economic activities of haise-
holds, while an important consideration in some countries, is of a guite
different character from the problem posed by the multi-unit enterprise and is
not dealt with in this paper,
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b, In addition to the fact that the establishment is usually a practical
statistical unit, its merits are twofold: (i) being restricted, conceptually in

any event, to a single kind of activity, data related to the establishment are
readily classifiable to homecgeneous industry groups - a form in which economic data
are partipularly useful for analysis; (ii) because of the single location require-
ment, establishment based data are readily aggregated at virtually any level of an
area classificetion for thz purpose of r:gional analyses., These two characteristics
are very real and desirable arnd to them can be attributed, in large measure, the
general popularity of the establishment concept, Related to these attributes 1is

th: fact that the establishment provides a useful unit for examining the relation-
ship between size or other characteristics and technological efficiency as well as

a unit by which to measure business births and deaths related both to kind of
activity and region. '

7 The establishment is distinguished from the technical and ancillary units of
which it is composed, The technical units comprise all those activities going
directly into the production of the goods or services that are the main business

of the estallishment, while the ancillary units - administrative offices, power
plants, warehouses, etc. - provide services exclusively, or largely, for the
establishment, or produce goods and/or supplies for the use of the establishment,
which goods or supplies do not themselves become ar integral part of any product

of the establishment., DBoth the technical unit and ancillary activities carried

out by and for the establishment are included within the usual establishment
definition,

8. While there have been attempts to use the technical unit as a basic statistical
unit, the difficulty of relating all the required items of data to this sub-division
of the establishment and the lack of consistency in the way production is organized
in different establishments have led to the abandonment of this approach. attempts
to use the technical unit as a supplementary statistical unit, however, have met
with much greater success., 4as is pointed out in the following section, the establish-
ment is most practically defined operationally in terms of the availability of
records for the items 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 establishment 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

can be cobtained regarding the foundry as a technical unit, the two
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original establishments can be more meaningfully compared and a more complete
picture can be drawn of all foundry activities, .ven when the pragmatic establish-
ment definition yields a set of homogeneous units within an industry group, the
broad ranze of activities encompassed within each establishment may prompt the use
of the technical unit for the collection of certain items of data concerning the
separate subsidiary activities., istablishments in the Hasic steel industry, for
example, may engage in blast furnace operations and steel meking and rolling
operations. itven though every establishment in tnis industry covers all of these
operations, it may be of considerable interest to collect some data regarding each
activity.

9. Certain ancillary activities have very commonly received special treatment,

Cwn account or force account construction5 units and ancillary powsar plants, for
example, often produce such a large percentage of the total construction or electric
power of a country that data concerning these ancillaries are necessary to a complete
coverage of these fields, In fact, a number of countries, finding that certain of
these important activities are commonly carried on simply as an adjunct to other
lines of business, have adopted a functional rather than the more common institu-
tional approach in the investigation of these activities.,

a. The operational definition of an establishment

10. To apply the establishment concept effecctively in practice, a reasonably clear
idea of what is meant by "single activity" or "kind of business" is required., Quite
obviously "single activity" should not be so narrowly defined that only the most
specialized unit cualifies as an establishment, On the other hand, a definition
that would allow too broad a grouping of diverse activities would defeat the objec-
tive of producing data that is assignable to usefully howogeneous industry groups,
The problem here, then, is essentially the same as that atteniing the compilation

of an incustrial classificationé/— in both cases it is desired to define the narrow-
est, most homogeneous groupings of economic activities that can relatively easily be

delineated in the real world. To be able to isolate a particular grouping of

5/ Construction undertaken by the establishment with its own labour for its own
use.

é/ See, for example, Draft Revisions in the International otandard Industrial
Classification of all cconomic sctivities, £/CN.3/243.
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activities in ovractice implies that in the great majority of cases, industry is
organized and records are maintained in such a way that the data related to the
technical aspects of this gzroup of productive activities are separately available.
Approaching the problem of defining the establishment along these lines, some
countrizs have created the headings of an industrial classification through an
investigation of the usual groupings of activities and then defined the establish-
ment in terms of the narrowest headings of that classification,
11. oSimilarly the problem of defining "separate location' is solved in a practical
way by reference to the record keeping and organizational arrangements of industry,
Cne of the most important results of the imposition of the single location restric-
tion, of course, is that it allows for analysis of the collected data by small
areas, This afttribute can often beretained, however, with a relatively broad
interpretation of "single location' so long as the unit defined falls entirely with-
in the smallest area by which the data are to be classified., 1In other respects,
however, varying Jefinitions of ''single location" may have a marked effect - e.g.,
on the number of units counted.
12. In order to make clear to enumerators and respondents that the basic establish-
ment 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 thzir establishment definition an explicit statement relating the
establishment to existing organizational and record keeping arrangements of the
enterprise, With a view to defining the establishment in operational terms, the
dependence of the definition on business organization and records might be phrased
in the following manner.,
"That ¢roup of activities, carried on under a single ownership or

contrel at one location, which contribute indirectly as well as directly

to 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 indirect) going into the

produciion of this zroup of products or services,"

=

See section IIT below for a discussion of the items of data appropriate to the
establishment.

Q

For discussion of a simllar definition, see the Jraft hevisions to the Interna—
tional Standards in Basic Industrial Statistics, #/Ch.3/L.40,
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In some cases records 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 "local" unit), In other enterprises the records 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 it
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 location", and this delegation of authority will generally carry with
it an obligation to maintain at least some operating records.
13, It is apparent from the discussion above and the proposed definition that the
ease of isolating an establishment, narrowly defined with respect to kind of activity
and location, is a function of the list of items of data to be collected, Hecords
concerning certain items of data may be universally available for units very
restrictively defined in terms of industry and location, while the record keeping
practices concerning other items may make it impossihle to obtain the required data
except for fairly broad aggregations of activities. Confronted with a list contain-
ing items of data for which records are commonly maintained at varying levels within
the enterprise, the question arises whether it is better to limit the list of items
of data in the interest of maintaining homogeneity of industry and area classifica~
tions, or to broaden the definition of the establishment sufficiently that all the
desired items are collectable for ths same unit, accepting thereby the resultant
blurring of industry and/or area lines. The relationship between specific items of
data and the establishment is discussed in Section III below,
14, It was stated earlier that in principle an ancillary unit is included as an
interral part of the establishment which it serves. However, an ancillary unit
attached to a multi-unit enterprise, serving more than one subsidiary unit of that
enterprise, is probably best treated as a separate statistical unit, This approach
not only avoids th: difficulties of allocating the activities of the ancillary unit
among the serviced establishments, but assures that such ancillaries are covered in
the inquiry. The United States adopted this approach for the 1954 census of busi-
ness, manufactures and minine and the government statisticians of the Scancinavian
countries are considering, inter alia, this same treatment for all large ancillaries

in future ingquiries in their countries.
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B, The Local Unit

.

15, As mentioned above, the local unit is that portion of an enterprise occupying
a single location. Unlike the establishment, nc restriction is placed on the range
of activities to be included in the unit. In practice, of course, the local unit
and the establishment are very often identical, There are in most countries, how-
ever, enough cases of local units engaged in diverse activities that are separately
reportable that the systematic adoption of the local unit as the basic statistical
unit can result in the collection of data for less homogeneous industry classes
than would be desirable,
16, VWhile from the point of view of the analytical use of industrial statistics
it is undesirable to give up a restriction on the range of activities, practical
consideration of the level at which the necessary records are maintained may
dictate considerable relaxation of this restriction, FEven in those countries where
the establishment approach is accepted in principle, the conditions under which
any a ttempt is made to split the local unit are limited, The United States, for
example, specifies these conditions in the following manner:
"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 Stardard 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); and

(4) reports can be prepared on the number 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 secordary activities of the unit
are particularly important and the record keeping practices of the unit make

possible the split,
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G, The Kind of activity Unit

17. In essence, the definition of this unit retains the "single economic activity"

idea of the establishment and discards the single location restriction. A4s 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.

18. The most obvious application of the kind of activity unit is in those industris
having, by their nature, no fixed location for their 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
classification 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 basic statistical unit in annual inguiries into the
employment and certain inputs and outputs of the pulp and paper industry., The use
of the kind of activity unit for these items of data was based on an investisation
of the organization and records of the industry.

19. A third area in which organization and record keeping have called for some
use of the kind of activity unit has been wholesale and retail trade. The United
Kingdom in the 1957 Census of Oistributicn and Other Services, for example, wWill
obtain all data (except employment and salaries) on a kind of activity basis for
multi-unit retail enterprises with more than 10 outlets., The United states, while
accepting the kind of activity unit in special caces, has specified no general
conditions for its use,

D, The Enterprise

20, The most commonly used definition of an enterprise is in\terms of the legal
entity — i.e., the smallest, legally defined entity engaging in economic activities.
There is, however, much to be said for the use of a broader definition of the
enterprise couched in terms of ownership or control. Certainly such a definition is
more meaningful in determining the structure and distribution of industrial owner-

ship and the concentration of economic influence., also if it is desired to gather



I/CN,3/204

fnglish

Page 10

data relating to industrial combines, for each of which there is central policy
deternination — those combines which are the real econdmic units in a broad sense -
the ownership and/or control definition is preferable,

21, From an operational view, too, the broader definition of the enterprise has
merit, The United States, for example, early adopted a definition based on ocwner--
ship or contrel in order to make possible the prepublicatlion disclosure analyses
reguired by law,

22. There can, however, be serious operational difficulties in determining precisely
what is meant by "control", The problem stems, of course, from the fact that
considerably less than 51 per cent ownership of the stock or net worth of a

company may constitute an effective control of that company and that there are kinds
of control exercised without benefit of formal ownership. To avoid this operationa
difficulty, the United States Bureau of the Census uses the concept of "admitted
control! — i,e., a legally independent entity is considered as owned or controlled
by a parent enterprise if 1) a majority of the stock is held by the parent enter—
prise or 2) the parent and the subsidiary legal entity state that there is control.
Little investigation of a systematic nature has been undertaken to determine the
best of the alternative ways of defining the enterprise, although such an investi~
gation might well prove worthwhile,

23. The enterprise, as the smallest legally defined entity, is the narrowest

unit from which 1t is possible to obtain purely financial data. Other items of
data, too, may he more conveniently reported on this basis than for any of the
sub—~divisions of the enterprise.g/ The adoption of the enterprise as the sole
statistical unit for economic inguiries, however, would result in considerable

loss in terms of clear industry and geographic distinctioné and thus severely limit
the uses to which the data might be put,

24, Considerable attention has been devoted to the problem of the classification
of enterprise data -~ particularly to the problem of establishing a meaningful
industrial classification, The difficulty in developing a reasonable industrial
classification arises because the diversity or homogeneity of enterprise activities
is often quite unrelated to technological considerations. There is, on the contrary,
considerable evidence to suggest that financial and economic considerations are

the determining factors, Further, the evidence suggests that in many countries

9/ See Section III below,
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the larger enterprises, particularly, tend to consciously diversify their acti~
vities in an effort to stabilize their financial position and decrease their
deperdence on the economic fate of any single product or line of activity.

25, ilost commonly enterprise data have been assigned an industrial classification
at the broad levels of an industrial classification, based on the main activities
of the enterprise., The United States, for example, uses this approach and
classifies the enterprise at the two-digit 1evell9/ of their normal industrial
classification., In Western Germany, however, a somewhat different approach is
under study. There the possibility of classifying the enterprise in terms of
combinations of activities is being investigated. The success of this approach
will depend on whether there are specific combinations of activities common to
various enterprises or whether the combination of activities encompassed within

each enterprise is more or less unique,.

III, THS RoLaTIONSHIF guTWoss The STallorICal UnIT ang The ITdks
OF DaTa TO 35 COLLuCTLD

26, The foregoing discussion has emphasized the role played by the record keep~—
ing practices of the business enterprise in determining the kind of statistical
unit that can be successfully employed for an economic inguiry. In the present
section specific items of data are presented together with the reasons, or condi-
tions under which, records might be expected to exist at the level of the variocus
statistical units already described,

27, It is well to bear in mind that the problems discussed here are, in a sense,
rather limited. 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 spesking -~ constitute
the vast majority of the business community in every country. 4s pointed out
earlier, however, the multi~location, multi-activity enterprises are often very
important int erms of the magnitude of their operations — though there is, even
here, a tendency to specialize activities at particular locations.

28. In view of the economic importance of the multi-unit enterprises and their
relatively small numbers, a detailed investigation of their record keeping practices
would seem to be both practicable and highly desirable, Certainly a knowledge of

these practices would greatly facilitate the design of a realistic system of

10/ Approximately the same degree of diversity of activities is encompassed within
the U,S. two-digit classification as would be found at the major group (°-digit)
level of the International Standard Industrial Classification of All Economic

Activities, As a result of this approach, manufacturing enterprises in the U,3,
TaTTbe ¢ldssified to only 21 categggies while marufacturing esgablishments are

classifiable to any one of 450 categories,
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economic inguiries, In addition, if these studies were carried out in a number

of countries, it would aild waterially in drawing up realistic international
recommendations regarding the choice of an appropriate statistical unit for the
collection of economic statistics.,

29, Jithin the limits imposed by the actual organization of business and the
avallability of records, the selection of a statistical unit for the collection

of a particular set of iﬁems of data depends, aé previously indicated, on the
analytical uses to which these data are to be put. Since a greater insight into
the productive activities of an economy can be gained by a detailed analysis of
these activities by relatively narrow industry groups, data directly related to
productive activities are particularly valuable when gathered on a basis that
allows for this detailed analysis, To plan both government and business pro jects
also recuires detailed factual data concerning the economy. The intelligent formu-
lation, for example, of long range, costly projects such as major investments in
new factories, schools, roads, etc, requires detailed analysis of both economic

ard demographic data for the relatively small geographic areas likely to be
affected. However, the need for a detailed analysis of benchmark data (particularly
small area analysis) is more pronounced than for such an analysis of current data
where the ewphasis shifts to speed of collection and compilation and lowered cost,
None the less a current statistical programme is generally called upon to provide
not only general economic indicators, but also specific facts regarding commodity
production and inventories, prices, etc., — facts which are required for the framing
of short range policy regarding marketing financing, etc.

A, Items of Data Appropriate to the mstablishment, the Local Unit or the Kind
of Activity Unit

30. The items of data suggested as appropriate to the establishment, the local
unit or the kind of activity unit fall roughly into two groups - (i) data concern—
ing goods, equipment, personnel, etc., that are physically associated with the

unit or intimately associated with the productive activities and (ii) data concern-
ing services directly related to the physical plant or to the operation of the

unit for which the unit would generally be¢ charged, #ithin the first group fall
items such as employment; wages and salaries; capacity of power equipment; fixed

. . 11 . . 1. . .
assets; inventories; sales, shipments and production; purchases, deliveries

11/ "Sales and purchases of a subsidiary establishment' arz understood to mean
"sales to or purchases from other enterprises'.
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and consumption of goods and materials; etc., In thc second group are such items as
the cost of industrial services (repair, maintenance, etc.,) and transport and
communication supplied by others and the cost of sub-contract work let out.;g/
These items of data are frequently referred to as "establishment type" data.
31. The subsidiary statistical units chosen for an enterprise, from which the fore-
going items of data are to be collected, must meet two corditions: (i) the agore-
gation 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 (ii) for
each- subsidiary statistical unit, summary'fecords must be available which provide
the items of data required, The first problem -~ that of covering the whole of the
enterprise's activities - can be solved by making provisions to ensure that the
activities of each element of the enterprise are included in one or another of the
statistical units delineated, This can often be accomplished by treating central
administravive offices, warehouses and other ancillaries serving more than one
gsubsidiary unit of the enterprise as independent statistical units as suggested in

the Uraft Hevisions to the Standards in Basic Industrial Statistics.l The second

condition can only be met with certainty through a knowledge of the record keeping
practices of the enterprise. where an investigation of the record systems of the
respondents indicates 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
alterrative has advantages. If, then, in certain areas of industry, this more
broadly defined statistical unit encompasses too heterogeneous a grouping of
activities, a restricted number of items of data may be obtained on a technical
or ancillary unit basis. The specific items of data and the kind of sub-unit to
which they might be related in particular cases can, of course, be ascertained

from the investication of records.

;g/ A detailed list of these items of data will be found in the snnex to this
paper.

13/ E/CN.3/L.40.
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32, Almost of a necessity, records regarding employment and wages and salaries

are maintained on a local unit level, To collect these data on an establishment
basis, however, mayv sometimes require the splitting of a local unit along kind of
activity lines, Here there may be a problem of allocating to each kind of activity
the personnel engaged in ancillary activities - administrative and technical
personnel, persons engaged in maintenanée, ancillary power plants, etc, The majaity
of countries, however, have encountered little difficulty in obtaining labour

data on an establishment basis,

33. To a number of the other items of data in the first group (e.g., inventories,
shipments and production, deliveries and consumption, current expenditures on

fixed assets,etc,) both physical and value measures apply. Of these two it is

a realistic value measure that is difficult to obtain on other than an enterprise
basis, To the extent that shipments of products and deliveries of goods and
materials involve transactions of the subsidiary establishment with other enter-
prises, the valuation problem is no different than for a single unit enterprise,
Frequently, however, the subsidiary unit obtains its materials and ships its pro-
ducts to other subsidiary units of the enterprise and no realistic market value
attaches to these transactions.lé/ In the main, one of two techniques has been
used to cope with this problem — (i) request the book value of inter-plant transfers
(& value which often reflects only the direct costs of production) or (ii) request
only quantities of individual products in inter-—plant transfers and apply to these
quantities - where possible -~ the appropriate market prices. (If part of the
production goes into the market, this value can, of course, be immediately imputed
to the portion shipped as an inter-plant transfer.)

34+ In addition to presenting the same kind 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 onlv be approximated ard the degree of approxima-

tion is independent of the statistical unit chosen,

14/ In the United States, however, it has been found that, -o 2z much greater extent
than has been commonly supposed, multi-unit companies tend to approximate
market values in their internal records of inter-plant transfers.
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35. thile the valuation problems connected with the foregoing items of data are
similar for the establishment, local unit and kind of activity unit, the levels at
which it might be expected to find records concerning guantitative and related
value measures for these items may vary, Since it is in terms of output that kind
of activity is defined, data regarding sales, shipments and production and stocks
of finished goods are most likely to be obtainable at the establishment level.
Records concerning deliveries and consumption of materials going directly into the
production process and stocks of these materials are also likely to be available
for manufacturing establishments, but enterprises engaged in distribution have
sometimes had difficulty in providing these data on an establishment basis. The
difficulty arises particularly in retail trade where the individual outlets of the
enterprise are relatively small and summary records of receipts from central ware-
houses and of stocks on hand may not be maintained. It may be, however, that
sumrrary records along kind of activity lines exist in the central office. =iRecords
relating to the input and stocks of auxiliary materials, such as supplies, electric-
ity and fuels, may also be unavailable on an establishment basis and these may be
important cost elements in the computation of value added by the establishment,
36, When dealing with statistical units that are sub-divisions of an enterprise,
the problem of incomplete coverage of the enterprise'ls total activities has been
most acute in terms of the reporting of expenditure for or value of physical
assets and inventories., 4 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 s tock of materials. The suggested treatment of ancillary units
serving more than one unit of an enterprise as independent statistical units
freguently provides a solution to this problem., Similarly complete coverage of
the sales and purchases of an enterprise can be assured by treating the central
sales or purchasing organization of the enterprise as a separate statistical unit.
37. Except for sub-contract work let out, the cost of industrial services (repair,
nmaintenance, 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 physical way,

there may be a greacer tendency to raintain summary records at the enterprise level

only.
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Items of Uata approprizte to the wnterprise

Be

3+, bost of the items of data appropriate to the establishment or other sub-
division 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, repcrting
Aetails on labour, production, wages and salaries at the enterprise level would
prove to be burdensome on the respondents - particularly if the enterprise has been
broadly defined. In addition, as already mentioned, the establishment type items

of data are considerably more meaningful when collected on a basis that allows for
the maximum possible distinction between kinds of activity and location.

39, A4 list of the items of data specifically appropriate to the Conriee s
included in the annex to this paper., These items relate primarily to activities
azsoclated with the functioning of the enterprise as a whole., One of the most
imoortant arsas covered by these enlerprise data 1s net income and its distribution,
Felated to these, of course, are the costs and receipts of the enterprise. =&
nurber of the sources of costs and receipts are also included in the list of

items appropriate to a sub-unit of the enterprise, However, certain costs -
advertising, business services, interest, etc. — are not generally allocated among
the constituent units of the enterprise, J3imilarly, there may be elements of the
tetal gross ilncome that arise out of purely financial transactions and these, in
general, would not be allocated to the sub-units, Financial data of the kind found
in a balance sheet are also included in the list of enterprise statistics ~ indebted-
ness, net worth, capitalization, etc., all of which are meaningful only at the
enteryprise level,

4G. Another area covered by the list of enterprise statistics relates to intended
activities - intended investm nt in fixed assets and planned changes in inventory
noldings, for example., These data are of increasing interest to economic analysts
and consiierable effort is going into a refinement of the survey technigues in

oriaer to make these statistics reflect future actions more accurately.,
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IV, ReLaTIONSHITF SaTWemd Tho STATISTICAL UNIT akD VakIOUS
SuGeeh Ts OF THe wCOnOMY

41, An investigation of the record keeping practices of multi-unit enterprises,
such as suggested in Section III above, to ascertain the level at which records

are normally maintained for each item of data, would, of coursec, provide informa-
tion regarding the variations in the bookkeeping of various segmenté of the economy,
A knowledge of these varying bookkeeping systems would t:en be invaluable in devis—
ing the most practicably homogeneous statistical unit appropriate to each segment
of industry - homogeneous, that is, with respect to kind of activity and location.
Lven though little of a systematic nature has been done toward analyzing the
records of industry, a knowledge of the nature of certain industries and the experi-
ence of cocuntries in data collection provide an idication of the kind of statis—
tical unit that will most probably be useful for different segments of industry.,
L2, The establishment concept has been most easily applied to the multi-unit
enterprise situation in dealing with manufacturing concerns. This is most probably
due to two main factors, (i) a manufacturing operation requires a fixed location
and (ii) the kind of processing, equipment, materials, etc., needed for the manu-
facture of each group of products is often sufficiently specialized that separate
management is usually indicated — particularly when each of the manufacturing
activitiss 1s carried out on a fairly large scale, In the mining industry, too,
the establishment has generally bcen successfully employed — although the defini~
tion is often expanded to include all wells, shafts or pits that tap a single
deposit,

43, TFor the most part, the establishment concept fits well with the organizational
arrangerents found in the enterprise engaged in the production of gas, electricity
or steam — particularly with regard to the kind of activity requircment, It may,
however, be necessary in some cases to accept a group of producing plants as a
single unit., [Provided the group so accepted is contained within anarea as small

or smaller than the areas for which data are to be published, nothing is lost by
accepting this deviation,

L4, As previously noted, most countries that have adopted the establishment

approach in principle have in fact usually treated the local unit as the practicably
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obtainable approximation - particularly where the diversity of activities within
the local unit is not too great or the secondary activities are of very minor
importance, But where the local unit includes such disparate activities as mining
and manufacturing or manufacturing and distribution on a large scale there has,

in many cases, been a serious effort made to obtain separate data for each activity.
L45. Both the United Kingdom and the United States have used the kind of activity
unit in their basic distribution inquiries (see para., 19 above). HMHany other
countries, however, have retained the use of the establishment in this area, and
certainly with respect to certain items of data, such as retail sales, retention

of small area distinctions serves useful analytical purposes,

46. The kind of activity unit has also been employed with the further restriction
that the group of separately located units included in the kind of activity unit

be confined to a relatively small area, when used in this fashion, however, it

is generally considered simply as an acceptable deviation from the establishment,
47. The Hetherlands is the only country that has reported the use of the kind of
activity unit as a basic statistical unit in a manufacturing inquiry., There the
items of data collected on this basis are restricted primarily to purchases and
deliveries, inventories, shipments and sales, It should be noted that for a
country as geographically small and homogeneously developed as the Netherlands,

the analysis of much of the economic data by regions may be of considerably less
interest than for a large country with marked regional differences.lﬁ/

48, The enterprise has been used almost exclusively as the statistical unit for
inquiries into the activities of banking and financial institutions. In addition,
it has been very generally employed for the construction and transport and commuﬁica-
tion industries, The use of the enterprise approach here stems from the fact that,
by their nature, the activities of these industries are not confined to a single
location, while the use of the enterprise is generally the only practical statisti-
cal unit for these industries, enterprises, only a portion of whose activities are
devoted to construction or transport,l are not usually dealt with as a single
unit. In such cases the construction activities would be separately reported on

a kind of activity basis,

15/ Employment and wage and salary data, it should be noted, are collected, in
the quarterly surveys, on a local unit basis,

16/ Other than own account construction or transport,
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V. RELATIONSHIP BETWEZN ITES OF Dats alD
TYPs OF INQUIRY

L9, At several points heretofore allusion has been made to the varying purposes
and requirements of benchmark, annual and current economic surveys. In essence,
the benchmark survey provides the detailed structural blueprint of the economy and
its activities, while the annual and current surveys supply a moving picture of
these activities. Most structural data, therefore, while they provide the basis
on which the annual and current surveys are designed, are themselves the subject
of investigation only in benchmark inguiries.

50. Among those items of data which are commonly gathered in all three types of
inquiry, there is a marked difference in the usefulness of detailed analysis. In
addition, the ease of collecting these different items on a basis that allows
detailed analysis varies., Labour and quantitative production data, for example,
are available more quickly and, generally, are more easily collected for the sub-
divisions of a multi-unit enterprise than for the enterprise as a whole, Further,
these items of data can provide key indicators of changing activity in different
industries - indicators that make possible the isolation of the source of changes
that affect the whole economy. For these reasons, virtually all countries have
collected labour and production data on an establishment basis in all inguiries,
51, 4t the other end of the scale, the detailed analysis of inventory data -
particularly by geographic location ~ is of considerably less importance., Also
the ease of collecting these data may change significantly as between benchmark,
annual and current surveys, Summary records on the value of inventories may be
maintained only at the enterprise level, and unless the enterprise maintains a
perpetual inventory record, it may be very difficult to obtain these data except at
end of year periods. 4s a result, while it has been common to collect inventery
data on the same basis as other establishmént type data in infrequent and annual
inquiries, current data is often obtained on an enterprise basis. For roughly
similar reasons, current data on wholesale and retail sales and capital expenditures

— which are critical indicators of current economic activity - are frequently

collected at the enterprise level,
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VI. THE RELATIONSHIP BETWEEN THe STaTIsTICAL UNIT AND
THE TYPE OF ACONOMIC INGWIRY

52, A system of economic inquiries is intended to cover a nation's economy in

two dimensions -~ it should provide, on the one hand, a picture of all the economic
activities and, on the other, a view of the change and development of the economy
over time, To produce this overall picture a number of countries have relied on

a series of indeperdent censuses - each covering a different segment of the economy.
Particularly with such a system of independent surveys it is important to make
sure not only that no segment of the economy remains uncovered, but that there is
no overlapping of the surveys, This means that the statistical units for each
inguiry must be so chosen that this end is accomplished, 5o, for example, it
would be unwise to adopt an establishment approach in a census of manufacturing and
then adopt a purely enterprise approach in the census of distribution. If the 7
statistical units were so chosen, it 1s probable that the very appreciable portion
of the distribution activities carried on by essentially manufacturing enterprises
would escape both inguiries,

53. When designing an annual survey, which is generally on a sample basis, it is
a common practice to rely on theresults of a previously conducted census as the
basis for the inflation of sample data to cover the whole field of inguiry. Such
a technique is, of course, much more efficient than that of taking an independent
sample quite unrelated to the census, Similarly, current inguiries and surveys

of intentions may be rooted in both the annual and benchmark surveys,

54. To be able to interrelate these various surveys, however, implies that the
statistical units used for each are relatable., Thus, if the enterprise is 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,
if data in the base year have been collected or can be aggregated on an enterprise
basis,

55. As stated above, one of the most important objectives of a programme of
economic inquiries is the production of an overall picture of a nation's economy

such as that provided by a system of national accounts., To build a system of
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national accounts it becomes necessary to fit into a single framework data from
a variety of sources — including data obtained on an establishment basis and data
that is obtainable only on an enterprise basis. In analyzing gross domestic
product by industrial origin, for example, it is necessary to allocate certain
overall costs of the multi-activity enterprise, such as costs of business services,
etc,, among the separate industrial activities of the enterprise. To be able
to make such an allocation or, conversely, to aggregaté establishment based data
to an enterprise level, requires a knowledge of the relationship of the enterprise
to its constituéent parts.
56, A number of countries have established no statistical links between establish-
ment based and enterprise based statistics — often viewing the two sets of data as
products of unrelated statistical programmes designed for different purposes,
Increasingly, however, with the growing interest in interlocking systems of
national accounts and other analytical tools, there is recognition of a need to
determine with some precision the relétionship between the gctivities of the enter—
prise and the activities of its constituent elements, 4also, the desirability of
keying those current statistics collected on an enterprise basis with the benchmark
figures from an establishment based ingquiry leads to consideration of ways and
means of interrelating these two Lypes of data.
57. The suggested investigation of bookkeeping practices would make possible the
delineation of appropriate statistical units within the multi-unit enterprise and
provide a gualitative picture of the organizational structure of these enterprises,
In addition, however, certain f acts or items of data are needed concerning each
multi~unit enterprise and each identified sub-unit of these enterprises in order
to furnish the bridges across which enterprise and establishment type data may be

joined ard to provide a frame for the design of a subsequent system of interrelated

econemic surveys,
VII, COuCLUSION

58, As the foregoing discussion indicates, the problem of choosing an appropriate
statistical unit reduces to a guestion of balancing the data requirements of
economic analysis against the very practical considerations of business organiza-—
tion and r ecord keeping, cost ard time, In view of this dependence of data collec~

tion on business organization and records, it is perhaps surprising that so little
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systematic investigation of the internal structure of business has been carried
through., Certainly the number of difficulties encountered in the collection of
certain items of data from sub-divisions of the multi-unit enterprise would indi-
cate that a specific analysis of organizational forms is warranted -~ particularly
so since it is often difficult to differentiate, on the basis of the usual inguiry,
between problems stemming from lack of appropriate records arising out of unrealis-
tic assumptions rogarding business organization, and problems of interpretation of
the guestions asked,

59, another related field in which study might profitably be initiated, concerns
methods of interrelating establishment type and enterprise data. As noted above,
all countries, in compiling national accounts and other statistical summaries,

face the problem of fitting these different types of data into a unified framework,
ihile certain conceptual problems would remain, a survey, designed to yield data
concerning the internal structure of the enterprise, could provide the means of
examining the relationships between the encerprise and its constituent parts.

60. In the light of the above, the Commission may wish the Secretary-General to:

(1) Obtain the views of Governments and other interested bodies on this
paper, appropriately modified on the basis of the discussions of the
Commission;

(ii) Consult with Governments, looking toward a coordinated investigation
of the forms of business organization and record keeping practices with
regard to selected items of data - such an investigation to be carried out
in countries with differing economic characteristics and varying institu~-
tional arrangements;

(iii} Develop suggestions regarding the kinds of data that can be related to
the enterprise and its constituent parts which would provide a basis for
interrelating enterprise and establishment type data — inter alia,
structural characteristics of the enterprise and its parts - and the

technigues that might be employed in the collection of these data,
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ANNEX

ITEMS OF DaTa

Shipments (including shipments of individual goods)
Production (including production of individual goods)
Deliveries (inoluding deliveries of individual goods)

Consumption (including consumpticn of individual goods)

Cost of business services (including advertising)

Establishment Type Data

1.

2.

3.

Lo

5. Cost of industrial services

, Cost of sub-~contract work
7. Duties and indirect taxes
. fmployment

9. Man-hours worked
10, Wages and salaries
Enterprise Data

1. Intended capital expenditures
2, Planned changes in inventories
3, lew orders

s Unfilled orders

54

6, Rent received

7. Hoyalties paid and received
8, Interest paid and received
9, Jividends received

10. Capital gains and losses
11, Distribution of income

2. Direct taxes
b. Dividents paid

c. Undistributed income
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12,

14,
15.

ANNZX (continued)

Net worth

a, FPaid-in capital

b. sarned surplus
Financial assets

a. Cash

b, Investments

c. Loans

d. Other financial assets
Intangible assets
Financial liabilities

a. Loans and other indebtedness

Items of Data That May Be Appropriate to Either the Enterprise or

the Establishment or to Both

B 3 O~ - W

Value of inventories

Value of fixed assets

Capital expenditures

Sales (including sales of individual goods or services)
Purchases (including purchases of individual goods or services)
Rents paid

Accounts payable

Accounts receivable





