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RESTRICTED

International Trade in Services

Statistical Issues

International trade in services has gained particular attention over the
last fe;w years since its inclusion on the agenda of the GATT negotiations in
November 1982. In contrast to merchandise trade, data on trade in services
are relatively scarce and not adequately organized. Data are available mostly
at very aggregate levels, using the Balance of Payments (BOP) framework
defined by the International Monetary Fupd (IMF}. Moreover, in addition to
the difficulties in capturing data on services, there is also widespread

wncertainty as to what is meant by services.

In the final analysis, the clasaification of products into goods and
services is, in fact, an analytical construction, not unlike the distinction
between durable, semi-durable and non—durable goods. Such distinctions are
made for a specific purpose. Over the years services have evolved
considerably. They no longer have the same content they had traditionally and
their economic ramifications are not the same either. In a broader
perspective, we might even ask ourselves whether the distinction between gocods
and services still serves the same purpose that it has traditionally served.
This having been said, however, there is no question that in practice
distinctions will continue to be made, so it is important that there be agreed

upon classifications far collecting and compiling data.
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This paper begins with some considerations for the development of a
statistical base, covering definitional issues, measurement problems as well
as issues related to the organization of the statistical database. The paper

then provides a review of work undertaken at international levels.

1. Considerations for a Statistical Framework

The current focus on the area of international trade in services, both
at the naticnal and internationa) levels, constitutes the first major attempt
to develop an adequate apd detailed_d:—itabase. Like any major project, the
initial steps are difficult and time consuming with no immediate rewards.
vhile significant progress is being made at international levelsl, there
remaing considerable work to be done. Some considerations for improvements

are examined here.

A. Definition of Services

Althouwgh the definition of services is currently being debated at
international levels, no agreed-upon definition has yet been produced. While
services appear to be complex and hard to define, further efforts have to be
made to confine them so as to arrive at a classification and hence, to

minimize the uncertainty which has prevailed in the past.

lgee part II, Section B, of this report: Activities in Progress at the
International Level.



1. General

what was assumed to be a simple and oommon understanding of services has
proved to be a complex issue. Definitions ocontemplated to date have been
complex and not conclugive. Most of the explanatory_ definitions for serwvices
include criteria or attributes such as: intangible; direct or close contact
betweerr the producer and the consumer; specificity; simultaneity of production
and consumption; invisible; non-transferable; non-storable, etc. Furthermore,
some of these qualifications have been' supplemented by further explanations
and by exceptions. This is often related to the complex nature of certain

products.

The complexity arises from the dual nafture. of certain types of products
which have both tangible and intangible characteristics. Definitions used are
mot sufficient to cover the variety of such products which have emerged,
particularly with the progress of technology. For instance, computer discs
with embedded software incorporate tangible and intangible features. Another
example is the fabrication and installation of artificial teeth by dentists.
It is not always clear whether these types of products are services or goods.
Even within intangible products, which are universally defined as services,
some of the attributes do not apply. For example, transborder data flows

which are intangible and hence, a service, do not require a direct or close



contact between the producer and the copsumer. Specificity which appears to
be a mjor feature of most services, does rot apply to a service such as
pay-T.V. networks, as the program being viewed by various individuals is the
same. One attractive criterion, which appears to c&wer many of the features
of services, 1is transferability. Services could e considered as
non—transferable products. The criterion seems to cover all intangibles and
does mot exclude those controwersial producta which have both tangible and
intangible characteristics. The p.lrpose- here is not to provide an unegquivocal
definition, but rather to confine and classify services. Conventions may have
to be adopted to handle specific products which remain torder-line cases. In
the following, we will examine more closely these controversial products which
for our purposes here are grouped into three categories. These categories

might not encompass all controversial types of products.

The first category includes products such as video-movie cassettes,
computer discs with embedded software, bocks, periocdicals, postcarda, ete.
This category of products has the following features: the tangible
characteristics of the products serve as a vehicle for the storage and the
transmission of the embedded intangible. They are meant for wide distribution
and oommercialization and, hence, are mass produced. ‘This implies, among
other things, that their tangible characteristics do not only serve as a

vehicle for the transmission of the intangible, ut also as a means for their
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wide distripution. Each time the products are used, there is simultanecus
production and consumption of an intangible. A similarity exists between
these products and final goods whose ultimate purpose is to produce or provide
services. Video-movie cassettes are mass produced, purchased by retail
stores and subsequently rented to their customers; they represent investment
goods for retailers; the viewing of these cassettes translates into the
production and the consumption of a service (a movie). Goods such as
automobiles present comparable features: automcbiles purchased by taxi
drivers constitute investment goods and ‘produce a transportation service each
time they are used. Also, bocks and pericdicals are produced in mass and
provide services as is the case with oonsumer goods.  Products in this
category are meant for wide distribution and mass production; they are
transferable. BApplying the criterion of transferability suggests they should
be treated as goods.

The second category comprises products such as reports and studies
prepared by consultants, lawyers, accmmtants, and also products such as
photographs, etc. Their main features are: as in the previous category, the
tangible characteristica of all these products allow the storage and
transmission of an embedded intangible. In contrast to the previous category
of products, they are not meant for wide distribution or commercialization and
hence, are not mass produced. The only function of the tangible component of
these products is the transmission of the embedded intangible from the

producer to a specific conswmer. The intangible is the product purchased and
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its entire cost is reflected in the price of the product. These products
present strong similarities with intangible products: they are not
transferable. Application of the transferability criterion suggests they

ghould be treated as services.

The third category of products, of a more controversial nature, includes
products such as artificial transplants by surgeons, the fahrication and
installation of artificial teeth by dentists, the installation of nail tips by
estheticians, etc. While surgeons, der;tists and estheticians are classified
in the service industries, some of t'heir. products (examples above) incorporate
both tangible and intangible characteristics. These products present
similarities, but also important differences with the previous categories.
They do mot have a tangible component which serves as a wvehicle for the
storage and the transmission of an embedded intangible. As in the case of
products included in the second category, they are not meant to generate a
ocommercial activity, as they are specific to each customer involving a close
and direct relation between the producer and the customer. They are, in fact,
physically integrated to their immediate environment. They tend to remedy a
defective condition or improve appearance and, bence, present similarities
with the concept of repairs. Specialized professional skills are the dominant
feature of these products, and reflect overwhelmingly their price. They are
not transferable. The application of the transferability criterion suggests

they, too, should be treated as services.
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An agreed upon distinction between goods and services will also apply
to international trade. The interpretation of certain international trans-
actions has been controversial and is currently being debated at international
levels. Some of the issues are of a general mature and affect the concept of
services. There are, however, definitiomal issues specific to intermational

transactions.

The nature of an international ecoromic transaction or activity may
sometimes depend on whether the tramsaction or activity is actually carried
out abread directly by a resident company itself, or through its subsidiaries
and branches in another oountry. In the latter case, subsidiaries amd
pranches are economic residents of the host country where they have lasting
interests (direct investment). The parent compmy is remunerated in this case
through remittances of profits from its subsidiaries and branches abroad. In
the case where the company does not possess such affiliates abroad and hence,
performs directly the ecoromic activity, the essence of the product provided
is a service in the development of a specific project. We believe that this
distinction between trade in services and direct investment should be kept for
tWOo reascs. The activity performed directly by a construction firm is
similar to other contractual services such as consulting, and differs from

direct investment as it does not inwolve a lasting investment in an entity

aproad.

Other issues relate to: processing, repair, revenue of self-employed,
travel, etc. It should be noted that these do not represent an exhaustive

list of definitional issues.
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It has been argued that major processing activities affecting the
conditions or the nature of a good could be treated as goods. In the same
line, it has also been proposed that repairs of investment goods be congidered
as merchandise transacticons. The IMF treats all processing and repairs as
services to the extent that there is no change of ownership for the
merchandise being processed or repaired. These activities do not gererate
merchandise Tt rather improve the oonditions of an existing good. We agree

with the IMF treatment.

Revenues of self-employed persons are included as factor income (labour
income) by some countries and as services by others. We concur with the
prevailing international interpretation which treats self-employed persons as

small firms preducing services.

With respect to international travel, there is in some cases a tendency
to assimilate international travel to a commodity. In fact, travel receipts
and payments correspond to an analytical concept rather than to a commodity or
industry. Travel is not a homogeneous product or industry as such, but rather

ap amalgamation of products and industries serving travellers.

B. Measurement Problems in International Trade in Services

The measurement of services, in general, has been a major preoccupation
for statisticians and national accountants. Prices, real oatput and
productivity have been relatively difficult to measure in comparison to
goods. Similarly, the measurement of international trade in services, in real

terms, presents serious difficulties.
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we shall mot address the issue of prices here, but rather focus on the
Balance of Payments current value measurements of internatiomal trade in
services. There are Teasurement problems specific to international trade in
services. We shall try to illustrate this through our experience in the
following selected areas:
« Coverage
. Services related to merchandise trade
Freight and shipping, insurance, commissions
Trucking transportation
Processing and repairs

. Bervices directly conducted abroad
Consulting and other professional services

. Service transactions hetween subgidiaries, branches and parent
companies
Management and administrative services

. Franchises.

1. Coverage

The current account balance is an important and sensitive item in the
Balance of Payment accounts. 2mong other thimgs, it can affect exchange and
interest rates. It is, hence, essential that it is estimated adequately.
Even in cases where the volume of trade in services is relatively small
compared to merchardise trade, the size of its balance might still be as
sizeable or even larger than the merchandise trade balance. If an important
service contract occurring during a period is miased, the impact on the
current account balance oould be significant. While we do mot want to
unnecessarily burden our respondents, at the same time we must be extremely

careful to avold sericus over-estimations or under-estimations of the balance.
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Customs documents provide the tasis for the monthly release of detailed
commodity and geographic breakdown of merchandise trade. In ocontrast, trade
in services data are available cn a quarterly or annual rasis, and commodity
and geographic breakdowns are far less detailed than in the case of
merchandise trade. Estimates on trade in services are based on quarterly and
anmual surveys as well as on other sources. with the amnual survey our
objective is the universe of significant transactions, whereas the quarterly
survey covers a smaller nuwber of companies. One of the major challenges is
to keep abreast of changes in a market where transactiona are not regular. A
gsystematic monitoring of international transactions is necessary as
internaticnal transactions in services are less regular than some other
economic transactions and hence, their behaviour does not submit to standard
sampling procedures. Consulting services,  for example, take place on an
irregular basis as contracts are signed- As such a systematic monitoring of
international transactions is essential, it allows the capture of transactions
of a company not included in the survey, helps update the list of oompanies
covered in the annual survey, and assists in the editing of transactions

reported.

2. Services Related to Merchardise Trade

Three problems have been experienced in respect to services related to

merchandise exports and imports:

. Double counting of freight and shipping, insuwrance, commissions in
total receipts and payments of trade estimates {including merchandise
and services);
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. Measurement prcblems in trucking transportation;
. Measurement of processing and repair services far goods crossing the
border with no change in cwnership.

. Double cownting: In the Canadian System of National Accounts and
Balance of Payments, both exports and imports of merchandise are om FOB
{plant)} basis. Accordingly, Customs documents require that merchandise
exports and imports be reported an FOB plant basis, However, this is not
always the case, thus resulting in a double counting of freight and shipping
receipts and payments. Customs trade data might also include other items such
as insurance or commissions. In addition, in some cases export values of some
products are mot recorded net of discomnts. It is very difficult to monitor
these issues, particularly in an envircrment where business practices change,
Selected products are monitored through some surveys, oontacts with the

exporters or importers, newspapers and through supply and demand analysis.

. Measurement of trucking transportation: Except for trucking, freight
and shipping receipts and payments are captured through surveys of
transportation companies. In the case of trucking, estimates are ased on
merchandise exports and imports. It is assumed that cur exports are carried
by Canadian truckers and inversely, our imports by U.S. truckers. This
estimation procedure needs to be reassessed, particularly with the recent

deregulation of the transportation industry in both the U.S. and Canpada.

. Processing_ and repair of goods: Given that Customs data reflect the
physical movement of goods, these data have to be adjusted to exclude goods
for which there is no change of ownership. However, to the extent that the
latter goods cross the horder for processing and repalr, a service should be

recorded. In practice, it is difficult to identify goods which cross the
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border just for processing and repair without a change of ownership. In
Canada, the approach adopted for processing consists of surveying Canadian
companies engaged in this activity. These firms provide information e their
reverues from processing as well as on the foreign ownership, timing and value
of the cross-border movements. The latter information is checked against
individual trade documents in order to adjust the Customs data. Information
is mot available for goods processed abroad. In the case of repair, however,
the me;toms documents specify the values of both the goods and the repair.
Although only the latter value is entered in Canada‘s trade, it is currently

classified as merchandise rather than services.

Consulting and other professianal activities sbroad generate revenues as
well as expenses in the host country where ‘the services are provided. These
expenses include purchases of materials, rents, labour, etc. For the
measurement of service exports ocorresponding to these activities, recaipts
should ke reported on a net basis, after deductions of purchases made Yy the
company from non-residents. We have been facing some problems in this regard
as our survey forms do not provide sufficient explanatory notes. In addition,
the compariscn of our survey results with others showed that companies might
include revenues from the operations of their subsidiaries and branches abroad
unless instructions are provided not to do so. We 30 rok seem to have this
type of problem in our survey, largely because of the close contact we try to
keep with the companies. It would be desirable to provide such instructions
in the guestionnaires. Wwhile we plan to review our questionnaires, we would
like first to have a better understanding of certain issues related to

services so that our respondents are not unduly disrupted.
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In Canada, the bulk of payments and receipts for mapagement and
adminiatrative services occurs between subsidiaries, branches and their parent
companies. It is not clear, in this context, to what extent this item is
measured properly as it might include a mixture of services such as research
and development, computer services, etc. Furthermore, the reporting of the
receipts and payments may be conditioned by changing fiscal conditions between
cx:untri;,-s. These transactions should be interpreted in a broader perspective

as they might be affected by inter—company operations.

5. Franchises

Franchises could be viewed as income from intellectual property.
HBowever, the franchisor sells not only the right of usage, but also connex
services such as advertising, management, 'accounting, etc. TFor practical
reagond, and to the extent that payments and receipts are dominated by connex

services, they should be classified under services.

C. The Crganization of the Statistical Database

The ultimate objective of any statistical system is its use in the
decision making process. This implies the collection of relevant statistics
and their adequate organization. The latter point is of considerable
importance. It is fundamental for analytical studies which are prerequisites
for decision making. Multitudes of statistics are oollected but their use is
often limited as they are mnot properly organized. Definitions should be
comparable or reconcilable; micro—databases should be linkable; micro-data
collected should be organized in a flexible way to allow different

aggregations.
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What is being measured needs to be defined ard classified in a coherent
and integrated perspective. A phenomencn cammot be analysed and explained
totally in isoclation from its environment. Relationships mist be explored
both in terms of past behaviour and in terms of other socic—ecoromic
variables. This implies comparability or reconcilability between various
databases. For example, the definition and classification of services should
e the same when comparing international trade in services to output or to
domestic sales of services. Similarly, this would also apply when comparing
employment and output 1in services. ' Work ourrently mderway at the
international level for the revision of the S and the BOP, amd more
importantly for their harmonization, is moving forward in this direction. The
harmonization of the various economic classifications is also of particular
importance for the purpose of comparability. While these developments are
essential for comparability of various databases and for ecoromic analysis,
further improvements are still required in the organization of the statistical

syatem.

For a better undderstanding of the causes and effects of eccnomic events,
we mist take a step further from a "statlc" amalytical approach towards an
examination of the "dynamics" of these events. For example, in analysing
international trade, one might express its growth pattern over time in
comparison to the performance of the total economy or to total services or to
merchandise trade, etc. Further insight could also be gained by examining the
characteristics of the exporting and importing firms: to what extent is trade

in services performed by direct investment or foreign~controlled firms? Do
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they export or import merchandise? Wwhat are their total sales of services,
incluwding domestic sales? What is the share of small firms in total trade?

Linkages between related surveys at the micro level would allow such analysis.

Finally, micro data collected should be organized in a flexible system
so that it is possible to aggregate and classify them in different ways for
analytical purposes. For example, if rental of transportation equipment is
classified in rentals, it might be desirable when examining the transportation
sector to bring together both transportation services and rental of

transportation equipment.

These types of analysis are now possible with the introduction and the
development of computer technology. They represent a bridge linking together

macro and micro analysis- They do, however, require that the statistical base

be organized accordingly.

IXI. A Review of the IMF Framework and Work Undertaken at Intermatiomal Levels

This part incliudes three sections. The first section describes the IMF
framework which forms the basis for the oollection of statistics o
internaticnal trade in services. The second section examines current
activities at the international level. The third section elaborates on the
need for a joint co-ordinated short-term and long-term approach for the

development of internaticnal trade in services statistics.
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A. The IMF Framework

International trade in services ia captured through the Current Account
of the Balance of Payments. The conceptual and definitional framework for the
latter is provided by the IMF Balance of Payments Manual. While services
appear in the IMF tables, they are not identified separately from goods and
income. Also, the IMF does not provide a general def_initi.cn of services. The
following table illustrates the way services are reflected in the IMF standard
Balance of Payments table. The "standard components" represent the minimm

detail required by the IMF from countries reporting BOP data.

Services are spread throughout four of the main aggregates in the IMF
standarqd table: Shipment; Other Transportation; Travel; Other Goods, Services

and Income.
Table 1
StanﬂardComamtsofﬂneBala:neofPaylﬂltsl-nl?—
Current Acooint

A - Goods, Services and Income
. Merchandise
. Shipment
. Other Transportation
Pagsenger services
Fort servicesa, ete.
. Travel
» Investment Income
Direct investment income*
Other*
. Other Goods, Services and Income
Official
Inter-official
Other, resident official
Other, foreign official
Private
Labour income, n.i.a.
Property income, n.i.e.
Other

B = Unrequited Tranafers
. Private*
» Official*

(1) Source: Balance of Payments Manual, Fourth Edition, IMF 1977.
* Sub-components included in the standard IMF table are not shown here,



- 17 -

The oontent of each of these items is defined in the IMF Manual.
Business services, vwhich wake up a significant part of interpational trade in
services, are embedded in "Other". Goods included in the latter component are
thoge which are not recorded in merchandise trade and include: newspapers and
pericdicala under direct subscription: "goods acquired and relinquished within

the same recording pericd without crossing the frontier",

Further breakdown of the "standard components" is left to the discretion
of member countries. "The individual types of transactions that are covered
by a Balance of Payments statement are- numerous, and it is not feasible to
recommend, as an international standard, that each country should compile and
report separate series on every type, including some that may be important
only for a few countries..... 'The issuance' of a atandard, of course, is not
intended to derogate from a country's freedom to collect arnd publish other

information o its balance of payments."l

When defining the "standard components", the IMF Manual provides
examples of the types of services to be included in a specific standard
category. While these examples assist in classifying services, the list is
not exhaustive and does not form a classification system for services. "This
component (Other Gexds and Services) covers all goods and services that are
not specifically allocated to other items. Some of the main kinds that are
appropriate to this item are listed below."l To the extent that they are
available and indeed reported to the IMP, these non-standard services
categories are published in the IMF "Balance of Payments Statistics,
Yearbook”. The list is, however, very limited and varies from one country to

ancther.

lpalance of Payments Manual, Fourth Edition, IMF 1977, page 58.
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The following table is generated from the standard service components in
the IMF Manual (current account table] as well as from related service

sub—categories in the descriptive text of the Mamal:

Table 2
Services Related Categoriea in the IMP Marual
including Standard and Mon—standard Categories.

{Items in bold characters refer to standard components)

- SHIPMENT
Freight
Insurance
Other services

- OTHER TRANSPORTATION
Paasetwjer services
Port services, etc.
Port services
Charter of carriers
Migcellaneous transportation

- TrRAVELL

- OTHER GDOIG, SERVICES AND INOOME
Official
Inter-official?
Other, resident official?
Other, foreign official?
Private
Other goods and services
Non—merchandise insurance
Commnications
Advertising
Brokerage
Managemetit
Operational leasing, other than charters
Processing amnd repair
Merchant ing
Professional and technical services
Other

{1} Detailed by type of travellers.

(2} Detailed by type of institution (embassies, military units), by type of
transactions (labour income of local staff hired, other experditures of
embasaies, receipts or contributions under joint military arrangenents) .
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B. Activities in Progress at the Internmational Level

Various activities relating in one form or another to services are
currently underway at the international level. These activities with various

degrees of coordination include:

- The revision and the harmonization of the U.N. System of National
Accounts (MA) and the IMFP's Balance of Payments Manual.

- The oncurrent development of industry and commodity classifications
systems by the U.N. This project will not be covered in this paper as
it will be introduced by others.

Work at the Buropean Foonomic Community (EEC).

l

Work at the OECD in response particularly to the data needs of the
GATT negotiations on international trade in services.

T T T T T e e e e e A e e e e e e e o o A

The present UN-SNA framework, written in the mid-sixties, is currently
being updated. Originally in 1982, only the U.N., Eurostat and the OECD were
involved in the preparation of the new SNA. Later the group was enlarged to
include the IMF and the World Bank. The latest edition of the IMF Balance of
Payments Manual was published in 1977 and work is underway for its revision as
well. There have been two significant developments affecting the services
sector in this process. The first is the special effort being made to
harmonize the SNA-BOP frameworks, and the second is the attentiom being given
to services. It should also be added here that the concurrent development of
international classification systems for industries and commodities is of

significant importance in the above oontext. It is, indeed, hardly
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conceivable that the revisions and harmomization of the SNA-B0P can be done in
isolation without addressing the basic distinctions between goods, services
and 1ncome.

The following table shows the standard categories of transactions for
the external sector In the present SNA:

Table 3
Standard Categories of Transactions
External Sector — Sl

Exports, Imports of merchandise

Transportation and commanication
« Freight
On merchandise imports
Other
. Passenger services
. Other trangportation and commmnication

Insurance service charges
+ Insurance of international freight-
Insurance an merchandise imports, services by non-residents
Insurance an merchandise imports, services by residents
. Other insurance services

Direct Purchases by Extra-Territorial Bodies
Miscellaneous Commodities
Adjustment for Ownership Basis (Merchandise)

Total Exports, Imports of Goods and Services

Compensation of Employees
Property and Entreprensurial Income
Current Transfers

Total Current Receipts

Surplus, Deficit on Current Transactions

Capital Transfers
Purchases of Intangible Assets

Net Lending on Borrowing Position

(1) Source: A System of Nationmal Accounts, United Nations, New York 1968.
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A significant portion of services, such as business services, is
included in "miscellaneous commodities”. The standard categories are defined
and further detailed in the SNA Marmual. The detailed breakdown of services
shown in Table 5 is generated from the standard SNA tables and from
explanatory motes contained in the SNA guidelines.

Table 4

Detailed Breakdown of Services Related Transact ions,
External Sector — SNA

Transport and Comounication
Freight
On merchandise imports
Other
Passenger services _
Other transport and communication

Insurance Services
On intermational freight
On mercharxdise imports
services by non-residents
services by residents
Cther
Other insurance services
Against fire, theft and damage
Re-insurance of international freight
Against casualties to persons
Life insurance and participation in pension and gimilar funds

Direct Purchase by Extra-Territorial Bodies
(Non-resident civilian and military bodies stationed in camntries)

Miscellanecus Commodities

Repair

Merchanting

Management and oonsultation

Fees and handling charges on non-industrial gold

Machinery, equipment, film and similar rentals

Advertising fees

Rent for office and other autlays reimbursable by the employer,
paid by non-resident commercial travellers

Direct subscription to newspapers and magazines

Profits or losses on artitrage transactions m foreign exchange
with non-residents

Gifts in kind sent, and received from, abroad by resident
households

Migrants' household and personal goods and effects

Transactions in other goods ard services
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As in the case of the IMF standard HOP acoounts, services are not
clearly distinguished from merchandise in the external sector account of the
SWA. The distinction is, nevertheless, required for the building of other
seqments of the SNA - such as input-output tables. Neverthelesg, a clear

distinction between services and factor income is made in the SNA.

There are important differences in the breakdown of external
tra.nsac;:ions between the SWA and the BOP (Tables 2 and 4). There are also
definitional or methodological differences affecting items such as financial
leasing, travel, insurance, processing, reinvested earnings on direct
investment, etc. While the harmonization of the SNA and the BOP is not a new
issue, it would appear that a concentrated effort is being made at this time
to minimize the difference between the two systems. As a result of such
efforts, it is expected that the standard table in the BOP and the external
sector account in the SNA will most likely show services as a distinct
component from merchandise and income transacticns. Agreements also seem to
have been made in respect to existing differences of a definitional or
methodological nature. However, there is as yet mo agreement am the degree of

detail for the classification of internmational trade in services.

An internal work program was initiated by Eurostat in 1983 to improve
and develop data on international trade in services. Eurostat has also been
actively involved in: the revision and harmonization of the SNA-BOP; the
development of economic classification systems by the U.N.; and the work at

the OECD in the area of international trade in services. The wark undertaken

lThe statistical agency of European Economic Community.
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at Burcstat is of both short—term and long-term mature. Activities in these
two directions are, however, coordinated and hence, intended to be compatible
and complementary.

In the short-term, the main dbjective is minly to:

- distinguisn services as such from investment income;
" . disaggregate the item "other services":

- improve the geographical distribution allowing far greater oom
parability of data among the FEC's member countries:

- explore the possibility of estimating service activities of foreign
direct investment firms.
Projects of a longer-term nature include:
- the development of a classification system for international trans-

actions in invisibles;

- the development of direct investment statistics, particularly in re—
lation to service activities.

A link with the U.N. classification {CPC) is provided in the Eurostat class~

ification.

3. OECD Activities

The lack of an adequate and internationally comparable statistical base
for data on international trade in services has oconstituted a mjor problem
for governments involved in the GATT negotiations. In late 1982, OECD member

countries decided to address this issue on an urgent basis. Consequently,
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the Trade Committee Working Party (TCWP) was expanded to include statistical
experts. The tagk of the Working Growp of statistical experts is to develop a
database for international trade in services. This is the Ffirst attempt by an
internationmal organization to focus on internatiomal trade in services

statisties.

The Balance of Payments acoounts have been adopted as the basic
conceptual framework to gather such statistics. There are two reasons for
this approach: BOP accounts oonstitute the major source of information on
international trade in services; they also provide a common conceptual
framework for internmational transactions, forming the basis for international
comparability of data. As the data needs of the trade negotiators may well
likely expand to include information requirements on items such as tariffs,
direct investment, production, employment, etc., it was agreed to tackle these
needs through the expanded framework of the satellite accounts. It should
algo be underlined that while the main focus has been a1 short~term
statistical needs, longer-term issues continue to be a constant preoccupation
of the Working Group. The Working Group has made a number of recommendations

to the OBCD Secretariat in this respect on the need:

. for greater exploration of and inwolvement in related work underway
at other international organizationg - narely, the IMF ard the U.N.
(Burostat is already part of the Working Growp) .

- for stronger co-ordination between the various international
organizations and, more particularly, for closer involvement with
the IMF in devising a detailed classification of international trade
in services.
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. for a tighter ocordination within the ORCD between various groups
involved in one form or ancther in work cn services.
It is within this overall approach that the OECD Secretariat in conjunction
with the Working Group have been:
- assembling and assessing historical data and definitions on
international trade in services. This represents the first time that

such information has been put together by an international
organizations

. exploring and collecting information available in other OECD bodies
and enforcing coordination between these bodies:

. promoting coordination at the international level.

A draft classification and definition of internatiomal trade in services is
also currently under examination. The classification is organized aroumnd
analytical principles. A link is established between this classification, the
Central Product Classification and the IMF classification. A general

definition of services is being explored as well at the ORCD.

C. A Joint short-term and Long-Term Approach

As examined earlier, there are currently two international developmental
activities underway affecting international trade in services. One is of a
long-term nature, including the harmnization of the QA and the BOP, and the
update of economic classification and their harmonizatien. Other activities
are mainly short-term and involve work wuderway at the OBCD and Furostat to

respond to current needs for data on internmational trade in services.
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These two types of activities might appear to be and in fact, could be
in conflict in terme of substance and in terme of resources. If, however, the
activities are well co—ordinated, the cutcome could be of considerable benefit
for the improvement of international trade in services data. The involvement
of the OECD and Eurostat in the projects wdertaken by the UN and the IMF ig
clearly a positive step in this direction. The advantages of strong links
between the short-term and long-term projectg include: a lasting benefit from
the rescurces allocated to short-term activities: considerable coentributions
that could ke provided to long-term projects by the expertise provided through
actual work done in the short-term. These contributions would be beneficial
for definitional, methodological and classfication issues addressed within the
long-term projects, and could help expediate them. As well, the organization
of the existing statistics would help in the provision of data for use in the

upcoming economic classifications, and the revised-harmonized SB-EOD.

In this respect, work, in the short term, should further expleit
existing statistics, identify current definitional, methodological ard
classification differences, and rationalize the organization of the existing
statistics so that differences between countries are minimized and long-term
issues are taken into consideration. The following provides some

illustrations in this respect.

Part of the definiticnal differences anong countries could be eliminated
or minimized depending on the availability of additional information in the

countries' statistical system. For instance, data on passenger transportation
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services (fares), currently included in travel receipts and payments of
certain countries could, in the case of Canada, be made available. At first
glance, it also appears that it should be possible to isolate postal services
or developmental ald from the government services Category where some
countries classify these transactions. 1In certain cases where it is not
poasible to disaggreqate the information, some categories may be presented in
aggregate as well as in more detailed forms. For example, an aggregate
category, “constructiom, engineering and cansulting”, pravided by most
countries and including three sub—ca'tegor:i.es (construction, erngineering,
consulting), could be envisaged. All these possibilities should be further
explored on an individual basis. Also, from a short-term perspective, more
information is required on definiticus used in the measurement of some
services. For example, are consulting services receipts tabulated on a net or
gross basis {including associated expenses in the country where the services
were provided}? We believe such receipts should be an a net basis. In reqard
to the classification of international trade in services, the current work
done by the OECD, Eurostat and the U.N., constitutes, in our mind, a good
basis to arrive at a comnodity classification. We think, however, that this
classification should avoid putting mich emphasis on analytical
classifications. There are various ways of aggreqating commodities for
analytical purposes. Unless there are immediate specific needs, what is

essential for the time being is the establishment of a comwdity

clagsification.

These considerations should further help the short-term objectives of
improving the database for internatiomal trade in services. Furthermore, as
previoualy noted, the findings from the short-term activities would help to

address long-term issues,



