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I. INTRODUCTION

1, It has been customary since several decades in macro-economic analyses to
refer to services, e.g. to say something ahcut their increasing role in the
economy, their relatively lower preductivity increase, or their relatively
fagster price level increase. To say something on services requires the
explaining what 18 covered by the term. Strange enough, there is not yet any
internationally agreed definition of services. Until recently many authors
considered that the term services is Self-explanatory and did not bother with
any attempt tc define them. Others, while trying to define what they mean by
services, however, did do so mostly in an only rudimentary way. Althcugh
there are a few ambitious service definitions proposed by different authors,
neither of them seems to be generally accepted. The most disturbing
conseguence of this is that services as referred to by various statistics
(e.g. by different countries) have very often different content, and the

differences are often guite significant.

2, Recently, the need for having an agreed definition of services, or at
least for having sufficient clarification on the differences in concepts which
are applied by the varlous statistics, increased considerably, One of the
Feasona for this was the increased interest in the acceleration of the
development of the service statistics in general. Ancther, and perhaps even
mere imparkant factor is khe present round of trade negotiations by the GATT,
where agreements on liberalization of the internaticnal trade in services are
envisaged. Thare were explicit requests made by the GATT to the United
Nations Statistical Office and to other international organizations for
lmproving statistics on trade in services, including the conceptual

clarification of services in genaral, and in the context of international

trade in particular,

3. Whatever definition on serviceszs will be adopted, it has to be
accommodated into the existing systems of statisties, Primarily, service
statistics should be as consistent as possible with the naticnal accounting
system, the latter being considered as the most important tocl For integrating
economic statisties. Therefore, first thase elements of the service
definition will be examined, which are connected with the System of National

Accounts (SNA) definitions. However, SNA does not define services as sugh {as



distinguished from goods) and, therefore, other elements of the services
definition are to be examined as well, Furthermore, trade in services
definitions have to be accommodated with existing statistics on internatiomal

trade, and these aspects also regquire consideration.
II. THE CONCEPT OF SERVICES: REQUIREMENTS OF THE SNA DEFINITIONS

4. SNA does not define services, but has a very elaborated definition on
"goods and services", and this has a number of implications on the service
definition, if consistency between the 5NA and service statisties is to be
preserved., What SHA leaves open, i.e. how services should be distinguished
from goods will be considered in section III.

5. First, SNA defines the boundary of the production which implies that the
results of the activities which are ocutside the broduction boundary, cannot be
considered as services. This excludes from the concept of services the
results of all activities performed within the households {except of the

purchased domestic services) e.g. of cooking, cleaning, child care.

G, Secondly, from the definition of the statistigal unit, which is the
so-called establishment in SNA production statistics, it follows that
intra-establishment services will be not recorded, cnly services which are
ptovided to units outside the produging establishment. For instance, the
activities of 2 garage of a manufacturing factory will not be reccrded as
services unless the garage is treated 48 .a Separate establishment (e.q.
becausé-it also sells services to other enterprises). Thus, the size of the
service production (its statistical share in the total producticn or value
added) depends to some extent, on conventiouns made by statisticlans on whether
er not a given entity is treated as a separate establishment.

7. The SMA clearly separates payments for services from remunerations of the
factors of the producticon [wages and salaries, interest payments, other
incomes from property like copyrights, license fees etc.)., Only the former is
covered by the "goods and services" category, factor payments are treated as
primary distributicons of income. There are some possibilities that the
borderline between services and factor remvnerations will be altered to some

extent in course of the raevision of the SNA., There are views according to
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which the treatment of interest in the SNA is to be medified: the total of the
interest payments, or at least a part of it (the interest margin) should he
treated as payment for services. Modifications were proposed also in regpect

of the treatment of license fees: some of them have the character of a payment

for techuical advisory services.

a4, The SNA distinguishes alsoc Payments for services from unreguited current
transfers, like compulsory fees, fines, penalties. The dividing line is drawn

on the basis to which extent the payment has a contractual or quid pro quo

character: television and radio licence fees, parking feea, highway and bridge
tolls e.g. are classified as payments Ffor services, while paasport fees,

airpert duties, payments for driving licences are treated as unrequited

current transfers and thus eéxcloded from the category goods and services.
III. THE DISTINCTION OF THE SERVICES FROM GOODS

9. As already mentioned, SNA delineates gocds and services from other
categories but does nat distinguishes goods from services. However, there
were various attempts by a number of authors to draw this borderline hetueeﬁ
services and goods and the follewing review of the various proposals may

facilitate reaching an agreement in this respect,

10, Judging from the variety of criteria used for distinguishing goods from
services and from the Jdiscussians amotg avthers, it seems there is no one
single criterion on the basis of which this distinction could be made. Most
likely, several criteria have to be applied in this separation, and it seems
unavoidable that the thecretical definitions are to be supplemented by
examples of variova borderline cases, listing whether they belong to services

or goods and if possible explaining why this is so.

1l. The most freguent criterion proposed: services are intangible, qoods ace
tangible. This holds for most services and goods. However, it is
questicnable whether the dividing line 'can be entirely based on this
criterion. It is often argued that electricity {which is classified as a
geod) is intangible, More importantly, there are a number of Servigces the end
products of which materialize in some tangible objects, like photos {end

pteducts of photographic services}, computar tapes (end products of compdater



services) or even in a piece of paper (like an insuvrance policy or an

expertise opinicn).

12, sServices are produced and consumed simultaneously, they cannot be
stored. Again, this is true for most cases, but not necessarily true for all
cases. There may be a considerable time span between the compilation

{production) and uvtilization of an advisory service.

13. Services cannot be transperted/transfecrred anéd must be consumed at the
place of the production. This may have been true a long time ago, but with:

the development of the modern information technigue this definition does not

seem ta hold anymore,

14. Perhaps the most widespread definition referred to recently is that by
Hill (1977) "A gervice may be defined as a change in the condition of a persom
or of a good belonging to some economic unit, which is brought about as the
result of the activity of some cther eccnomic unit with the prior agreement of
the former perscn or economic unit®. fThe merit of this definition ia that it
iz based more on economic than formal (e.g. transportability} characteristicsy
nevertheless it does not seem tco be able to play the role of the unigque
underlying thecretical definition of the distinction between services and
goods, mainly because of the possibility of different interpretation of what
1s 2 change in the couditions of a person or a good. For instance preveutive
services {e.g police, firemen, gquards) are in fact trying to prevent that a

change in the codditions of a good or person should take place.

15. In 1987 Hill complemented his earlier definitiom by pointing to an
important economic characteristic of services: the contact between prodocer
and vser of the services. R it is inherent in the idea of a service that
it shovld be proviced o some econcmic wnit., In this context the verb provide
aluays carries on indirect object as well as a direct object, explicitly ar
implieitly. This is a marked contrast ko goods production where the producer
may bave no idea who will acquire the goods on which he is warking. A farmer
may Qrow crops in complete isclation from his eventual custeomers, but a
teacher cannot teach without pupils.” This explanation is very useful to
understand the ecouomic éharacteristics Cf services (e.g. why gervice

Producing units are generally relatively small in compariscn with goods



producing units) aud by casting light ou the treatment of some borderline
cases (e.g. why postcards are goods while photos are services). However,
again it cannot serve as the unigue vnderlying criterion for the distinction.
In a number of cases even in geods producing industries thete are similar
contacts between the producer and user, e.g. individvalized options in

specifying car characteristics or purchase of tailor made glothing,

l6. The tailor made clothing brings us to another criterion often mentioned
in distinguishing goods from servigces, It i= arqued by some authors that
small alterations of a product, which do not make 2 new product from the old
one should be treated as services; on the other hand large alteraticns, which
create new products from the ¢ld ones should be cousidered as production of
goods. Ou this basis e.g. repairs are treated as services, bhut tailoring (the
production of suits from fabrics) as production of goods, It is recognized
alsc that in a number of cases it is difficult to detecrmine whether an

alteration is small or large.

17. It is often argqued that services are more labour input intensive and leas
intermediate input intensive than gocds. This, as a general rule, is true;
however, this is a characteristic of services rather than a criterion for

distinguishing them from gaods,

18. There is yet another problem in distinguishing services from goods, Many
services ({e.g., restaurant services) embody a large portion of goods, and
practically all goods embody services., When distinguishing these two
categories, similarly to when distinguishlog two industries from each other,
the deciding criterion should be the final form in which the transaction takes
place, without attempting to separate the good elements fram service

elements., Thus, renting of apartments or serving meals in restaurants should
be treated as services in spite of the large goods content embodied in them.

On the ather hand gramcphane records, books are goods although they contain a

large service element,

19. It follows from what has been said that the shares of goods and services
are not the same in production and in expenditure statistics., wWhile retail
trade beyond any doubt 1s considered a service activity in the production

statistics (the trade margin being its gross output), in the expenditure
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(consumption) statistics, commodities purchased from trade are treated as

goods, including the trade margin embodied in them.

20. In some cases it is difficult to determine whether a service {e,g. the
delivery of a good) is a final action of producing that good (in which case it
should not be separated from the goods} or an independent activity, couverting
the delivery to a service. Some borderline examples: )

- home delivery of consumer goods

- purchase of take-out meals in restayrants

- customers reguested alterations of cansumer goods.

21. The most valuminous guestion Efrom this point of view ig the treatment of
-ransportatzcn, insurance etc, in connection of the export and import of
goods, Should the payments for transportation and insurance of a given good
be treated as paymeats for services, or as a part of the value of the imported
good? This problem beils down to the conventicnal external trade waluation
principles (f.o.b., a.i.f., eto,). It geems, that as a result of the
discussions held on the revision of the SWA, the naticnal accounting will
accept the same valuation principles that are vsed in the Balance of Payment,
i.e. both exports and imports will be valved at f.o.b, prices, (In the 19638
SNA import was recommended ko be valoed at c,i.f. prices,) This means that
secvices provided until the "free-on-beard” stage will be included in the
price of the goods, the services provided after this stage (overseas
transportation, overseas insurance, etc.) will be treated as services, even

when it is the exporter who covers the cost,

IV. SERVICES IN EXTERNAL TRADE STATISTICS

22. BServices in the context of extefnal trade statistiecs {"trade in
sarvices") are often interpreted differently from as they are defined in
domestic statlstics, Two factors may play a role in this: 1.) Since in
axternal trade statistics the concept of merchandise trade {essentially:
export and import which passes the custams office) plays a distinctively
important role, many economists are inclined to define trade in services as

any export or import which is not covered by the merchandise trade
statisties. 2.

Since In the present rovnd of GATT negotiations the central

ilssve 1s not necessarily how much gervices were exported/imported but rather



how much influence was excercised by the rest of the world on the domestic
service sectors, many authors interpret the Services in external trade with a
wider coverage, including some flows (e.g. intereat payments, incomes from
intangible assets, like license feés, copyrights) which are cutside of the SKNA

"goods and services" category.

23, The first deviation does not cauvse any conflict with the SNA, but it does
not' fit into any of the theoretical definitions of services, considered in
section III above. Merchandiae is not a theoretical concept, it is a
pragmatic one, linked to the passibilities of external trade statistics
{everything that can be obsetved by custom agtherities). While it is in
general true that most of the merchandige are goods, and most of the
non-merchandise services, there are a large number of exceptions. For
instance, while newspapers in general are goods, forelgn newspapers and
periedicals are excluded from merchandise trade. Or purchases of goods by
foreign tourists are alse excluded from merchandise trade. On the okher hand
goods sent abrdad for repair are - at least in a number of countries -
included ia merchandise trade. In all these cases the deciding criterion was

whether or not the trade could be observed by costoms registration.

24, The fact itself that the non-merchandise trade is a pragmatic and not a
thecretical concept is not a‘necessary teason for rejecting it., Pragmatic
concepts may serve useful purposes as well, in this case to get an overall
picture on what was exported and imported.’ However, it may be disturhing to
define services differently in the dcmestic econamy and ia the external
~rade. One possibility would be to continve with the observation of the

non-merchandise trade but without calling it trade in services.

25. The second deviation mentioned in para. 22 causes conflicts not only with
some theoretical concepts of services but also with the SNA as such, Factor
remunecrations, transfers, direct foreign investments are excluded from the
category goods and services, and, therefore, it would be regrettable to cover
them by the export and import of services. On the other hamd the interest
manifested towards the wider caoncepts reflecting the influence of the rest of
the world on the domestic service economy is gquite legitimate and room shovld
be given to the application of these enlarged indicators alsa, Omne

possibility would he to recommend the compilation of these types of
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indicators, without calllng them, however, serviges, Thus, the prcblem may

boil down to find the appropriate terminology.
V. CONCLUDING REMARKS

26. In order to reach an agreement on the definition of serviges first anm
agreement on the criteria to be appliéd is needed, This agréement may censlst
of a aimple list of the criteria, without any ranking among them; howewver, it
may consist alsc of a hierarchy of the various criteria, distinguishing more
important ones from less important cnes,

27. Having reached the agreement cn the criteria, this automatically sclves
the allocation of those products which satisfy all services criteria and all
goods criteria. However, it leaves open the allecation ¢f those products
which according to some criteria are goods, according kg some others are
services. One possibility would be to list all these borderline cases in
seeking agreement whether they should be considered as goods or services,
Another option would be to develop a kind of algorithm which decides whether a

transaction ls te be clasgssified amony goods or services,

28. Special attention should be devoted to the concept of services in the
external trade statistics., 1If possible conceptual differences between
gervices in the domestic economy and services in the external trade should be

eliminated. Appropriate changes in the terminology may facilitate the solving
of these problems.



