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April 15, 2003

Overview of NAPCS Objectives, Guidance, and | mplementation Strategy
and Goals: A United States Perspective

A. Broad Objectives

NAPCS will develop a demand-based, hierarchical aggregation system, in which
products are grouped according to how they are principally used and according to
how they are used in relationship to each other in satisfying that principal use.

NAPCS will develop and maintain a comprehensive list of all products produced
in the economies of the NAPCS partners.

NAPCS will facilitate and improve collection of product-oriented economic
information from the NAICS-classified, business-reporting units.

NAPCS will harmonize product-oriented data categories recognized in the
comprehensive economic censuses with other business output, expenditures, and
price surveys conducted within Canada, Mexico, and the United States and across
the domain of the NAPCS partnership.

NAPCS will develop and maintain concordances between NAPCS and both
NAICS and the CPC.

B. Additional Technical Guidancefor Identifying and Defining Detailed Products
NAPCS products will be recognizable and useful to businesses.

To define output, NAPCS adheres to the gross margin or the gross output
conventions used in the SNA. The product is what is produced for sale; it is
generally not the selling of the product. Only when the product is reselling (the
primary product of both wholesale and retail trade establishments) does the
product produced by the establishment equate to selling, the value of which is
measured as a trade margin.

Products must be outputs that can be identified, measured, and priced; therefore,
product detail will be developed taking into account the marketing and record
keeping practices of firmsin the industry.

. -20 -
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C. Additional Technical Guidance for NAPCS Structure for Classifying Products

The most detailed aggregations in NAPCS will generally be aggregations of
products that are close substitutes for one another (e.g., pork and beef). The
higher-level categories will generally be aggregations of product groups (lower-
level categories) that are either more distant substitutes or complements of one
another (e.g., meat and vegetables, or clothing and shoes).

Related goods and services will map into the same higher-level aggregatesin the
NAPCS classification.

A common sense approach to development of awell-articulated classification
system will be used to meet the stated NAPCS objectives. Classification titles
should be readily understandable to the majority of expected NAPCS users.

The NAPCS structure should address and consider the needs of national accounts
and other statistical programs when developing the various levels of aggregation.

Since the NAPCS classification system will not be industry-of-origin based, mid-
level aggregations will serve as the product bridge between supply-based
(NAICS) and demand-based (NAPCS) classification schemes.
One or more aggregation structures are possible and could be deemed publishable
in the official NAPCS Manual.

D. Implementation Strategy and Goals
The implementation of NAPCS will be a phased process.
NAPCS classification categories should first serve the data collection needs of
surveys that collect information on the output, consumption, and pricing of

products in a business environment.

NAPCS should next be implemented in the programs that synthesize business
oriented product related reports from various sources.

NAPCS should next serve the needs of personal or household surveys concerning
the purchase, consumption and pricing of products defined in NAPCS,

NAPCS products and aggregations should serve the needs of special market
studies not otherwise served by the needs of statistical programs.
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Chapter 6: The production account

Introduction

The production account is the starting point for the
sequence of accounts for institutional units and sectors
displaying how income is generated, distributed and used
throughout the economy. Activities defined as production
therefore determine the extent of GDP and the level of
income for the economy. In concept, the economy-wide
production account is the aggregation of a similar account
for each production unit. Importantly, while production
accounts can be compiled for an individual institutional
unit as well as for sectors, they can also be compiled for
establishments and thus for industries. It is this feature that
allows the study of industrial activity in the economy and
permits the compilation of supply and use tables and input-
output tables.

The production account is linked to the definition of
production. Production is an activity, carried out under
the responsibility, control and management of an
institutional unit, that uses inputs of labour, capital, and
goods and services to produce outputs of goods and
services. The production account shows the output of
production and the various inputs to it. To do this, three
concepts need clarifying.

The first concept to be clarified is what constitutes
production within the SNA. This delineation is referred to
as the production boundary of the SNA. Thereafter several
key types of production need to be identified depending on
whether production is for sale, for own use or is made
available to others at little or no cost.

The next concept to be addressed is how output is to be
valued. Key to this question is the role played by the
various types of taxes imposed by (and subsidies given by)
government on products and on the activity of production.

The third major concept to be considered is how the
production process adds to the value of goods and services
and leads to the generation of income. Does the whole
contribution of labour and capital add to the value of these
goods and services or should the fact that most capital
declines in value as it is used need to be taken into account?

The general format of an account in the sequence of
accounts is to show how resources are received and, after

_24_
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6.7

6.8

6.9

uses are deducted, a balancing item is left. Because the
production account is the first in the sequence of accounts,
it is the first time the concept of a balancing item appears.
The importance of balancing items in general and the one
in this account in particular is also discussed before
considering each of the entries of the production account in
turn.

The production account for institutional units and sectors is
illustrated in table 6.1. It contains only three items apart
from the balancing item. The output from production is
recorded under resources on the right-hand side of the
account. This item may be disaggregated to distinguish
different kinds of output. For example, non-market output
should be shown separately from market output and output
for own final use in the sector accounts, when possible. The
uses recorded on the left-hand side of the account consist of
intermediate consumption and consumption of fixed
capital. Both of these may also be disaggregated.

The balancing item in the production account is value
added. It can be measured either gross or net, that is, before
or after deducting consumption of fixed capital:

a. Gross value added is the value of output less the value
of intermediate consumption;

b. Net value added is the value of output less the values
of both intermediate consumption and consumption
of fixed capital.

As value added is intended to measure the value created by
a process of production, it ought to be measured net, since
the consumption of fixed capital is a cost of production.
However, as explained later, consumption of fixed capital
can be difficult to measure in practice and it may not
always be possible to make a satisfactory estimate of its
value and hence of net value added. Provision has therefore
to be made for value added to be measured gross as well as
net. It follows that provision has also to be made for the
balancing items in subsequent accounts of the SNA to be
measured either gross or net of the consumption of fixed
capital.
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The concept of production

Production as an economic activity

Production can be described in general terms as an activity
in which an enterprise uses inputs to produce outputs. The
economic analysis of production is mainly concerned with
activities that produce outputs of a kind that can be
delivered or provided to other institutional units. Unless
outputs are produced that can be supplied to other units,
either individually or collectively, there can be no division
of labour, no specialization of production and no gains
from trading. There are two main Kinds of output, namely
goods and services, and it is necessary to examine their
characteristics in order to be able to delineate activities that
are productive in an economic sense from other activities.
Collectively, goods and services are described as products.

In the SNA, it is seldom if ever necessary to make a clear
distinction between goods and services but in making the
link to other data sets it is often necessary to understand
which products have been treated as goods and which as
services.

Industrial classifications, such as ISIC, identify a group of
manufacturing industries. However, many of these
industries also produce services. For example, some aircraft
engine manufacturers may both fabricate aircraft engines
and repair and service existing engines. When goods
dispatched to another unit for processing do not change
ownership, the work done on them constitutes a service
even though it may be undertaken by a manufacturing
industry. The fact that the processing is classified as a
service does not prevent the processor from being classified
within manufacturing.

Similarly, some service-producing industries may produce
products that have many of the characteristics of goods. For
convenience, the products of these industries are described
in the SNA as knowledge-capturing products.

Products are goods and services (including knowledge-
capturing products) that result from a process of
production.

6.15

6.16

6.17

6.18

Goods

Goods are physical, produced objects for which a demand
exists, over which ownership rights can be established
and whose ownership can be transferred from one
institutional unit to another by engaging in transactions
on markets. They are in demand because they may be used
to satisfy the needs or wants of households or the
community or used to produce other goods or services. The
production and exchange of goods are quite separate
activities. Some goods may never be exchanged while
others may be bought and sold numerous times. The
production of a good can always be separated from its
subsequent sale or resale.

Services

The production of services must be confined to activities
that are capable of being carried out by one unit for the
benefit of another. Otherwise, service industries could not
develop and there could be no markets for services. It is
also possible for a unit to produce a service for its own
consumption provided that the type of activity is such that
it could have been carried out by another unit.

Services are the result of a production activity that
changes the conditions of the consuming units, or
facilitates the exchange of products or financial assets.
These types of service may be described as change-
effecting services and margin services respectively.
Change-effecting services are outputs produced to order
and typically consist of changes in the conditions of the
consuming units realized by the activities of producers at
the demand of the consumers. Change-effecting services
are not separate entities over which ownership rights can be
established. They cannot be traded separately from their
production. By the time their production is completed, they
must have been provided to the consumers.

The changes that consumers of services engage the
producers to bring about can take a variety of different
forms as follows:

Table 6.1:The production account - uses

Uses
= £
g _E 5 8 e 2z
g% 8% sE £ 2 8§ T_ 28
£8 g8 85 % & 2 Sz 88 5
Transactions and balancing items 28 £8 8% 2 = e e 8¢g 2
Output 3604 3604
Market output 3077 3077
Output for own final use 147 147
Non-market output 380 380
Intermediate consumption 1477 52 222 115 17 1883 1883
Taxes on products 141 141
Subsidies on products (-) -8 -8
Value added, gross / Gross domestic product 1331 94 126 155 15 1854 1854
Consumption of fixed capital 157 12 27 23 3 222 222
Value added, net / Net domestic product 1174 82 99 132 12 1632 1632
— 2 5 —
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a. Changes in the condition of the consumer’s goods: the
producer works directly on goods owned by the
consumer by transporting, cleaning, repairing or
otherwise transforming them;

b. Changes in the physical condition of persons: the
producer transports the persons, provides them with
accommodation, provides them with medical or
surgical treatments, improves their appearance, etc.;

c. Changes in the mental condition of persons: the
producer provides education, information, advice,
entertainment or similar services in a face to face
manner.

The changes may be temporary or permanent. For example,
medical or education services may result in permanent
changes in the condition of the consumers from which
benefits may be derived over many years. On the other
hand, attending a football match is a short-lived experience.
In general, the changes may be presumed to be
improvements, as services are produced at the demand of
the consumers. The improvements usually become
embodied in the persons of the consumers or the goods they
own and are not separate entities that belong to the
producer. Such improvements cannot be held in inventories
by the producer or traded separately from their production.

A single process of production may provide services to a
group of persons, or units, simultaneously. For example,
groups of persons or goods belonging to different
institutional units may be transported together in the same
plane, ship, train or other vehicle. People may be instructed
or entertained in groups by attending the same class, lecture
or performance. Certain services are provided collectively
to the community as a whole, or large sections of the
community, for example, the maintenance of law and order,
and defence.

Margin services result when one institutional unit facilitates
the change of ownership of goods, knowledge-capturing
products, some services or financial assets between two
other institutional units. Margin services are provided by
wholesalers and retailers and by many types of financial
institutions. Margin services resemble change-effecting
services in that they are not separate entities over which

6.22

6.23

6.24

The production account

ownership rights can be established. They cannot be traded
separately from their production. By the time their
production is completed they must have been provided to
the consumers.

Knowledge-capturing products

Knowledge-capturing products concern the provision,
storage, communication and dissemination of information,
advice and entertainment in such a way that the consuming
unit can access the knowledge repeatedly. The industries
that produce the products are those concerned with the
provision, storage, communication and dissemination of
information, advice and entertainment in the broadest sense
of those terms including the production of general or
specialized information, news, consultancy reports,
computer programs, movies, music, etc. The outputs of
these industries, over which ownership rights may be
established, are often stored on physical objects (whether
on paper or on electronic media) that can be traded like
ordinary goods. They have many of the characteristics of
goods in that ownership rights over these products can be
established and they can be used repeatedly. Whether
characterized as goods or services, these products possess
the essential common characteristic that they can be
produced by one unit and supplied to another, thus making
possible division of labour and the emergence of markets.

The production boundary

Given the general characteristics of the goods and services
produced as outputs, it becomes possible to define
production. A general definition of production is given
first, followed by the rather more restricted definition that
is used in the SNA. Following this there is a discussion of
the production boundary as it affects household activities
and non-observed activities.

The general production boundary

Economic production may be defined as an activity carried
out under the control and responsibility of an institutional
unit that uses inputs of labour, capital, and goods and
services to produce outputs of goods or services. There
must be an institutional unit that assumes responsibility for

Table 6.1 (cont): The production account - resources

Resources
= g
2 £ 5 3 e 2
S €% w®E 2 (2} § = © @
= 5 25 5 5 2 5 2 s B8 _

. - s 2 S 2 S = 3 = = 25 S = 8
Transactions and balancing items 23 ir 8 oS £ = 2 ¥ = o8 2
Output 2808 146 348 270 32 3604 3604

Market output 2808 146 0 123 0 3077 3077

Output for own final use 0 0 0 147 0 147 147

Non-market output 348 32 380 380

Intermediate consumption 1883 1883

Taxes on products 141 141

Subsidies on products (-) -8 -8
— 26 —
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6.26

6.27

the process of production and owns any resulting goods or
knowledge-capturing products or is entitled to be paid, or
otherwise compensated, for the change-effecting or margin
services provided. A purely natural process without any
human involvement or direction is not production in an
economic sense. For example, the unmanaged growth of
fish stocks in international waters is not production,
whereas the activity of fish farming is production.

While production processes that produce goods can be
identified without difficulty, it is not always so easy to
distinguish the production of services from other activities
that may be both important and beneficial. Activities that
are not productive in an economic sense include basic
human activities such as eating, drinking, sleeping, taking
exercise, etc., that it is impossible for one person to employ
another person to perform instead. Paying someone else to
take exercise is no way to keep fit. On the other hand,
activities such as washing, preparing meals, caring for
children, the sick or aged are all activities that can be
provided by other units and, therefore, fall within the
general production boundary. Many households employ
paid domestic staff to carry out these activities for them.

The production boundary in the SNA

The production boundary in the SNA is more restricted
than the general production boundary. For reasons
explained below, activities undertaken by households that
produce services for their own use are excluded from the
concept of production in the SNA, except for services
provided by owner-occupied dwellings and services
produced by employing paid domestic staff. Otherwise, the
production boundary in the SNA is the same as the more
general one defined in the previous paragraphs.

The production boundary of the SNA includes the
following activities:

a. The production of all goods or services that are
supplied to units other than their producers, or
intended to be so supplied, including the production
of goods or services used up in the process of
producing such goods or services;

b. The own-account production of all goods that are
retained by their producers for their own final
consumption or gross capital formation;

c. The own-account production of knowledge-capturing
products that are retained by their producers for their
own final consumption or gross capital formation but
excluding (by convention) such products produced by
households for their own use;

d. The own-account production of housing services by
owner occupiers; and

e. The production of domestic and personal services by
employing paid domestic staff.

6.28

6.29

The production boundary within households

The exclusion of most services produced for own use
by households

The production of services by members of the household
for their own final consumption has traditionally been
excluded from measured production in national accounts
and it is worth explaining briefly why this is so. It is useful
to begin by listing those services for which no entries are
recorded in the accounts when they are produced by
household members and consumed within the same
household:

a. The cleaning, decoration and maintenance of the
dwelling occupied by the household, including small
repairs of a kind usually carried out by tenants as well
as owners;

b. The cleaning, servicing and repair of household
durables or other goods, including vehicles used for
household purposes;

c. The preparation and serving of meals;
d. The care, training and instruction of children;
e. The care of sick, infirm or old people;

f. The transportation of members of the household or
their goods.

In most countries a considerable amount of labour is
devoted to the production of these services, and their
consumption makes an important contribution to economic
welfare. However, national accounts serve a variety of
analytical and policy purposes and are not compiled
simply, or even primarily, to produce indicators of welfare.
The reasons for not imputing values for unpaid domestic or
personal services produced and consumed within
households may be summarized as follows:

a. The own-account production of services within
households is a self-contained activity with limited
repercussions on the rest of the economy. The decision
to produce a household service entails a simultaneous
decision to consume that service. This is not true for
goods. For example, if a household engages in the
production of agricultural goods, it does not follow that
it intends to consume them all. Once the crop has been
harvested, the producer has a choice about how much to
consume, how much to store for future consumption or
production and how much to offer for sale or barter on
the market. Indeed, although it is customary to refer to
the own-account production of goods, it is not possible
to determine at the time the production takes place how
much of it will eventually be consumed by the
producer. For example, if an agricultural crop turns out
to be better than expected, the household may dispose
of some of it on the market even though it may have
originally supposed it would consume it all. This kind
of possibility is non-existent for services; it is not
possible to produce a service and then decide whether
to offer it for sale or not.
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B. Product Identification Guidelines

Identifying the final products of each industry is the first step in developing a product classification
system. Recognizing that this step can be difficult for many service industries, private sector
respondents to this Initiative and the classification committees have been directed to formulate

proposals for the products of a given industry in the context of the following definitions and guidelines.

. Conceptual Definition of a Service Product: A service is a change in the condition of a

person, or a good belonging to some economic entity, brought about as the result of the activity

of some other economic entity, with the approval of the first person or economic entity. *

To correctly define the product(s) of a service industry it is essential to specify exactly what the
producer agrees to sell and what the customer agrees to buy. That is, a determination must be

made of what is implicitly or explicitly “contracted for” when a transaction takes place. °

. Final Service Product: The final products of reporting units in an industry are the service

products (simple, composite, or bundle) that are created and transacted (sold or transferred) by

the reporting units to other reporting units, enterprises, institutions or persons; domestic or
international.

. Types of Service Products: The final service products may include one or more of the
following broad types:®

(a) simple service: a standard service whose real output can often be measured in physical units

or counts; e.g., a traditional haircut or basic phone service.
(b) composite service: a product that embodies several distinct services that are produced
together (by virtue of regulations, production process, safety or hygiene requirements, or

industry practice). The customer is not free to pick and choose among the several services in
the composite -- the consumer buys all or none; e.g., a conventional hotel room rental includes
maid service, salon haircuts include shampooing, or the final product (diagnosis or course of

treatment) created by a doctor’s office visit may embody a variety of required diagnostic
services (see related discussion in section C below).

(c) service bundle: a product containing a collection of services negotiated between the service

provider and the customer and whose composition may vary by customer; e.g., traditional

phone service plus call waiting and/or caller ID, etc., a bundle of information services that can

be transmitted through a common medium (cable, satellite) and that may include voice, data
and/or visual services, etc., or different bundles of janitorial services, or legal services, or
accounting services, etc.

4SeeHill [1977, p.318].

3See Sherwood [1997, p.3].
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®See Chadeau [1997, p.2].
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