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I. INTRORUCTION

1. 1t has been customary since several decades iﬁ macro-econcmic apalyses tC
refer to services, e.q. to say something about their increasing rolie in the
economy, their relatively lower productivity increase, or their relatively
faster price level increass. To say something on services requires :the .
explaining what is ¢overed by the term. Strange epough, thers is not yet any
internaticnally agreed definiticn of services., Until recently many authors
considered that the term services is self-explanatory and did not bother with
any attempt tc define them. Qthers, wnile trying te define what they mean by
services, however, did do so mostly in an only rudimentary way. Although
there are a few ambiticus service definitions propesed by different authars,
neither of them seems to be generally accepted. The most disturbing
consequence of tals is that services as referzed to by various statisties
{e.g, by different countries) nave very often diffarent content, and %ne

differances are often gquite signifigant.

2. Recently, the need for bhaviang an agraed definition ¢f services, or at
least for having sufficient clarification on the differences in concepts which
are applied by the various statisties, increased considerably. One of the
reasons for this was the lncreased inserest in the acesleration of :he
development of the gervice statistics in general. Another, and perhaps aven
more imaortant factor is the present round of trade negotiations Dy the GAIT,
wiere agreements on liberalizaticon ¢f the international trade in services are
envisaged, Thera were explicit requests made by the GATT L& khe United
Nations Statistical Qffice and to otaer international organizations Ior
improving statistics on trade in services, including the gonceptual

clarification =f services in general, and in the context of international
trade 1n particular,

3. Wnatever definition on services will be adopted, it has to be
zccommodated lnto the existing systems of statisties., ?Primarily, service
statistics should be as consistent as possible with the naticnal accounting
systaem, the latter being considered as the most important tool £or LnTegrating
economic statisties., Therefore, first thoses element€ of the service
definition will be examined, which are connected with the System of National

Aocopunts {SNA) definitions. However, SN¥A does not define services as such (as
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definition are to be examined as well. Purthermore, trade in services
dafinitions have %o be accommodated with existing statistics on international

trade, and these aspects alsc require considaration.
II. THE CONCEPT OF SERVICES: REQUIREMENTS OF THE SNA DEFINITIONS

4, S¥A does not define services, but has a very elaborated definiticn on
"gocds and services®, and this has a number of implications on the service
definition, if consistency between the SNA and service stakistics is to be
oreserved. What SHA leaves open, i,e. how sarvices snould be distinguished

from goods will ce considered inm section ITI.

5. First, SWA defines the boundary of the production which implies that the
tesults of the acrivities which are cutside tne production boundary, cannot oe
considered as services. This excludes from the concept of services the
Tesults of all activities performed wizhin the households (except of the

purchased domestic serviges) 2.9, of ¢ooking, cleaning, child care.

6. Secondly, from the definition of the statistical unit, which is the
so-galled establishment in SNA production statistics, it follows that
Intra-establishment services will be not recorded, only services which are
provided to units outside the producing establishment. For instance, the
dctivities of a garage of a manufacturing Eactor? will not be recorded as
services unless the garage is treated as a separate establishmen:z (e2.g.
because it also sells services to other encerprises). Thus, the size of the
servige procuction (its share in the total production or value added) depeﬁds
Lo some extent, on conventions made by statisticians on whether or not a aiver
entity is treated as 3 separate establishment.

7. The SWA clearly separates payments for services from cemunerat:ans of tne
factors of the production (wages and salaries, interest payments, other
incomes Erom property like coé}riqhts, license fees etc,). Only the fcrmer 1s
covered by the "goods and sarvicas" catagory, factor payments are treated as
Primary distributions of iacome. Thare arae some Dossinilities that che
borderline petween sarvices and factor remunerations will be aitered Lo some

extént in course of the revision of the SNA. There are views aceording ko



wnich the treatment of interest in the SNA is to be modified: ﬁne eoceal of tne
interest payments, or at least a part of it {the interest margin) should be

treated as payment for services. Mcodifications were oroposed alsc in respect
of tha treatment of licanse fees: some of them have the character of a payment

for technical advisory searvices.

8. ™e SNA distinguishes also payments for sarviaes from unreguited current
gtransfers, like compulsory fees, fines, penalties. The dividing line is drawn

on the basis to which extent the payment hasz a contractual or quid pre dquo

character: television and radic licence fees, parking fees, highway and bridge
tolls 2.g. are classified as payments for services, while passport fees,
airport duties, payments for driving licences are treakted as unrequited

currant <ransfers and thus excluded from the categery goods and services.

ITI. THE DISTINCTION QF THE SERVICES FROM GDODS
3, As already menticned, SNA delineates goods and services from other
categories but does not distinguishes gocds from services. However, there
were various attempts by a number of authors to draw this bordé:iine between
services and goods and the following review of the Qa:ious proposals may
facilitate reaching an agreement in thié tespect.
18, gudging from the variety of criteria used Eor distinguisning goods Zrom
sarvices and from the discussions among authors, Lt seams theres 1s 10 one
single critericon on Lne basis @f which this distingction could be made. Most
likely, several griteria have to be applied in. this separation, and it seems
unavoidable that the theoratical definitiona are to be supplemented by
examples of various borderline cases, listing whether they belong to services

-

2T gocds and if possible explaining why this is sc.

11, The most frequent criterion proposed: gervices are intangible, goocds are

zangible, This holds for most services and ¢oods. However, it is
questionable whether the dividing line can be entirely based on this
c:'te:ion.' Tt iz often arcesd thasw electricity (which 1s classified as a
qood) is intangible. More lmportantly, there are a number of services the end
praduets of which materialize in some tangible objects, like photes (end

products of photograthic services), computer tapes (end products of computer



1 or even Ln 3 piece of paper (like an insurance policy 2[ an
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expertise opinion}.

ervice
Serviges are produced and conSumed simultanecusly, they cannot Dbe
stored. Again, this is true for most cases, but not necessatily true for all

12,
must be copnsumed at the

There may be a ccnsiderable time span between the compilation
buk with

and utilization of an advisgry service.

Cases.

{preduction)
Services cannot be transpocrted/transferred and
long time ago,

zhnis definition does not

13.
place of the production. This may have been true a
the development of the modern information technigue

seen ko held anymore.
Perhaps the mgst widespread definition referzed to racently Ls that by
"A service may be defined as a change in the condition of a person

14,
{19771
The merit of this d=finition is that iz

tesult of the activity of some other economic unit with the pricr agreement of

Hill
ot of a good belonging ko some economic unit, which i3 brougnt abcut as the

the former person or econpmic unit®.
neverthelegs it does not seem to De aple ko play the role of the unique

is based more on econcmic than formal (e.g. franspactability) characteristics:
underlying theoretical definition of the distinction between services and
Tor instange sreventive

Joods, mainly because of the possibility of different Lnterpretation cf what
are in fact trying t=o prevent that a

firemen, guazds)

1s 2 change in the condizions =2f a gerson ar a good,
(e.q police,
‘mange in the conditions of a good or person should take place.

Services
-
In 1987 Hill ccmplemented his earlier defianition by'pcintinq te an
important economic characteristic of services: the contact between producer
«x.a. it 1S inherent in the idea of a service zhas
In this ¢ontext =he verb provide

15,

and user of the services,
it should be proviced %o some gconomic unit.
aiways carries on indirect object as well as a diract object, explicitly 2r
This is a marked contrast to goods production where the producer

A farmer

implicitly.
may qrow crops in complete isalation from his eventual customers, out a
This explanation is very useful o
why service

Tay have no idea who will acquire the goods on which he is working.
(EQGJ

teacher cannor teach sithcut pupils.”
understand the eccnomic characteristics cf serviges
pProducing units are generally relatively small in compariscon with goods



producang units) and by casting Light on the Lreatment i some oorder.ine
cases (e.g. why postcards are goeds while photos are services). However,
again it cannot serve as the unique underlying criterion for the distinction.
In a number of cases even in gocds producing industries there . are similar
contacts betwean the producer and user, e.g. individualized options in

Specifying car characteristics or purchase of tailor made clothing.

16. The tailor made clothing brings us to another critericn often mentioned
in distinguishing goods from services. It is argued oy some authors that
small alterations of a product, whicn do not make a new product from the ¢ld
ane should be tresated as services; on the other hand large alterations, which
create new preoducts from the ald cones should be considered as production of
goods. On this basis e,g. repairs are treated as services,; but tailoring (the
production of suits from fabrics) as produgsion of gopods. It is recognized
also that in a number of cases it is difficult to detcermine wnather an

altaration is small ar large.

17. it is often argued that services are more labour input intensive and less

intermediate input intensive than gocds. This, as a general rule, is true;
nowever, this is a characteristic of services rather than a griterion for
distinguishing them f£rom goods.

18. There is yet another problem in distinguishing services from.gocds. Many

Sarvices (e;q. cestaurant sarvices) embody z large portion of gogds, znd
sractically all goods embody services. When distinguishing these =wo
categories, sSimilarly to when distinéuishinq Ewe industries from each other,
tha dgfigiggrcrite:ion should be the final form in which the transactien takes
plac;, without attempting to separate the good elements from 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 other hand gramophone records, books are goods although they contain a

large service eliement.

1

ey

. It follows from what has been saié that the siaarss of goods and services

are not the same in production and in expenditure statistics. While retail
trade beyond any doubt is considered a service activity in the production

statistics {(the trade margin being itz gross ocutput}, in the expenditure



(consumption} statistics, ccmmodities purchazzd Ircm trade are treated as

Jeoeds, including the trade margin embodied in them.

20. 1In 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 whica gase iz
shouid act be separated from the goods) or an independesnt activity, converting
Lhe delivery to a service, Scme borderline examples:

- home delivery of ¢onsumer gocds

Purchase of take-out meals in restaurancs

- customers requested alterations ¢f ¢onsumer goods.

2l. The most voluminous guestion from this point of view i3 the treatment of
transpertation, insurance etc. in connection of the expoart and import af
Foods, Should the payments for transportation and insurance of a given gocd
oe traated as payments for services, Or as a part of the value of the imported
good? This problem boils down o the conventional exzernal trade vaLJatién
principles (f.o.b,, ¢.i.f., etc.}. 1t seems, that as a result of the
discussions held on the revision of the SNA, the naticnal accounting will
4ccept the same valuation principles that are used in the Balance of Payment,
l1.e. both exports and impar:s will be valued at E.o.b. prices. (In %ne 1963
SRA import was recommended to be valued at c.i.f. prices.) This means that
services provided until the *free-on-bcard” stage will be included in the
price of the goods, the services provided after this stage (overseas
transportaticn, overseas imsurance, atg.} will be treated as serviges, even

-#hen {t is the exporter who covers the cost.

IV, SERVICES IN EZXTERNAL TRADE STATISTICS
- I

22. Services in the context of external trade statistics {*trade in
Services®™) are often interpreted differently from as =hey are defined in
domestic statistics. Two factors mav play a role in this: 1,) Since in
@Xternal trade statistics the concept of merchandise krade iessentially:
export and import which passes the customs office) plays a distinctively
important role, many econcmists are inclined to define krade in services as
any export or import which is Mot <overed by tHe merchandise krade
Statisties. 2.} Since in the present cound of GATT negotlations the central

lssue is not necessarily how much services ware exported/imported but rather



SGwW mucn infiuence was sxcercised by the rest of the world on the domesszi
servigce sectors, many authors interpret the serviges in external trade with a
wilder coverage, including some flows {(e.g. interest payments, incomes from
intangible assets like license fees, copyrights) which are outside of the SNA

"goods and sarvices" cateqgory.

23, The first deviation does not canse any conflier with the SMA, but it does
not fit into any of the theoretical definitions of services, considered in:
section III above., Merchandise is not a theoretical concept, it iz a
oragmatic aone, linked %o the possinilities of external trade statistics
{(everything that can be obse:véd by custom authorities;. wWhile it is in
general true that most of the merchandise are goods, and neost of the
non-merchandise services, there ars a large number of excepticns. ©oc
instance, while newspapers in general are gocds, subscriptional foreign
newspapers and periodicals are excluded from merchandise trade. Or purchases
of gocds by {oreign tourists are alse excluded from merchandise trade. ©On the
other hand goods sent ébroad for repair are - at least in a number of
countries - included in merchandise rtrade. In all thesa cases tha deciding

criterion was whether or not the trade could be ohserved by customns
registration, -

24. The fact itself that %he non-merchandise trade ig a_p:aqma:ic and not a
thecretical congept is not a necessary reason for rejecting LEL Praqmaélc
concepts may serve useful purpesas as weil, in this case o get an cverall
Dicture on what was exported and imported. However, it may be ¢isturking zo-
define services differently in the domestic economy and in the external
——¥Tade., One pcssibility-ﬁculd se to continue with the observation of %he

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

25. The sacond deviation menticned in para. 22 fauses conflicts not only with
some theoretical concepts of services but also with the SNA as such., Factor
renuneracions, kransiers, direct foreign investments are excluded from the
Category goods and services, and, therefore, it would be regrettable to cover

them by Zhe sxporz and impor

Cf services. €0 the other hznd the incarast
manilzsied towards the wider concepus ceflecting the influence of the rest of
the world on the domestic servige economy is quite legitimate and room should
be given to the application of these enlarged indicaters also. One

20551b11lity would te <o recommand =he compilation of these types of



st

azars, wizhout =alling them, however, serzvices. Thus, the problem may

bhoil down to find the approprlate terminology.
V. PARTICULAR BORDERLINE CASES

26. Most of the borderline cases considered in this section relate Lo
distinetion of services from gocds. 1In this <onnection it should be
emphasized that it is not only the shape, physical characteristics of the end
product which decidas whether it should be considered as a good or service
tand whether the activizy crzating iz should pe considerad a goods producing
or service activity) but also the transaction ilnvelved, The same physical
entity may be 3 good in the context of some transaceion sut 2 service iﬂ the
ontext Of another transacrion. A bettle of wine purchased in a shop is a
good, but the same bottle of wine if servad in a restaurant is a constituent
part of a service. Artificial keeth prepared by a laboratorium for a dentiss
ara goods; but the same artificial teeth put inte the mouth of a patient by
the dentist are constituent part of a service, Conseguently the teeth
production by the laboratorium is a good p:oducing activity, however, 1f the

sape 18 doae by the dentist himself it is a service producing activity.

Processing

27. When alterations of goods are made without a change of ownership =he
deciding critezion seems to be whether the processing results in substantial
shysical changes or not (is there a new gaood produced from the gid, or is enlky
the old good altered); in Zhe former case the activiey 15 a good preoducing, in
the latte; it is service rendering. ©n this basis tayloring {i.e. aaking of
suits from fabric owned by the customer i5 Lo be treated as goods production.
while painting, dving of customers' owned goods are services. Where the
borderline is between substantial and non-substant:ial alterations needs some

elacoration,

i8. While the above principle seems to bhe easily acceptable in respect of
domestic transactions, less clesar 1s the situation when the processing is an
2xzernal transaction, Though the recommendation of the SNA Expert Group on
External Transactions is consiscent with the principle described in the
preceding paragraph, it is recognized that in many <ountries the extarnal

trade statistics cannot make a distinction according to whether the alteration



of the goods which pass the custom border are substantial of not. In fact, in
2 number of countries all processing is 4reated as export and import of

Services. There are also countries which cecord all processing an & gross

basis in merchandise trade statistics.

Repalirs

2%, Repairs do not create new goods from the c¢ld cnes and, therefore, =ae
general practica, at least in domestic transactions, 13 to treat them as
Services. In spite of the fact that many c¢ountries seem to follow this
principle also in their external trade statistics {{,e., all repairs are
exeluded from merchanise trade) the SMA Expert Group cn Bxternal Transactions
proposed that a distingction should be made between repairs performed on
lnvestment goods and repairs serfocrmed on other goeds. The value of repairs
on investment goads is proposed to be shown as part of the merchandise trade;

Other repairs should be classified as services,

censtrdecion

30, Constructicon produces immovable commodities and this may be the reason
why, according to some authors, this industry produces services., The
overhelaing majeority view is, however, that the end products of the
construction industrv (buldings, :ridgés, tocads, etec.) are goods, 31hee they
have a tangiblé character, they can be 3tored, transported, ezc.!. This seems

+

£o be also the practice in national statistics where distinction between goods
and services is made,.

31. Having accepted that the end products of the construction industry are
goods, there still remains a difficuls problem on which visws and practices
Seem to differ susbrantially. Many construction products result from
co-operation 2f serveral enterprises (establishments). where cne of :znem is the
main contracter, the others are sub-contractors. DO the sub-contIactors
produce goods (together with the main contractor) or do they produce services
to the main constructor? If the first alternative is aczepted then the wzlue
added produced by the constiruction industry will be virtually gocds producing
value added. 1In the other case. most of the value added produced by tne

construction industry will be allocated to services (in spite of the fact that

the end products of the construction industry are censidarad as goode) |
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32, There acre a number of intellectual products whose inputs are very similar
to the inputs of serviges, however, where the end results embodies in some
tangible thing. - Are these end products serviges or goods, and ars the
activities producing them sarvice or good producting activities? as a general
rule, the applicatian of the Hill 1987 principle is reccmmended, raferred to
in paragraph 15 above, If the end product is produced for a particular user
it is a service. Howver, similar end products ptoduced for mass usae (whete

the producer does not know in advance who the user will be) are goods.

33, <Consequently, general sofware products, which can Le usaed b? any usar are
ircpcsed to be treated as-gcods. However, software ardered By a customer
gccording to its particular specification is a service., & passoort photo made
by a photographer is a sarvice, but a phote of an artist wnigh can &e
purchased like a postcard by anybody in sheps is a gqoed. A video=tape
recorded for a partieunlar customer at a particular occasion (e.g. wedding) is
4 service; however 3 videc-tape of a Hitchgoek £ilm which can oe purchased in

shops is a good., Motion pictures, gramophone records For public use are also
qoods.

34. By the same toKen books are also goods, This, however, doces not imply
necessarily that the whole =aok producing activicy consists of goods
procduction only. It can ne arqued that Ehe authoe wnen presenting als/her
anuseript o the publisher produces a service, and the goods producticn
starts only in the publishing phase. (If the adthor publisned nimsel: /herself

the book, the whole walue of the book would be allocated ko goods production.)

Contragtual home-worksers in mandafacturing

35, In a number of c¢ountries a significant portion of tae production of some
manufaccuring industries is carried out not within the premises of the
enterprises, but in households, whose members are in contractual relationship
with the producing enterprise, It is at the discretion of the statisticians
whether these relatilonships aze considered as labour-type contractecs, of as
Service producing contracts (as a special type of sub—contraction with self
employed persons) . In the farmer case the value added produced in households

will be allocated to goods producing, (treating the income of the home-warkers



as factor ingome) in the latter case it will be allocated to services (as

payments for non-sectar services).

36. On the basis of the information available so far it seem that the
majority practice is to treat hope workers as emoloyees and not as self
employed persons; thus, the value added produced by them is allccated to goods
production and net 0 services. This seems to De justified alse on conceptual
grounds, singe the activities of the home workers are more akin to employee's

activities than to antcrepreneurial activitzies.

Housing
D T ——

37. Operaticnal leasing, i.e,, the renting of tangible assets (except land}
without the ultimate change in ownership is proposed tQ be treated as
gervice. Financial leasing although it formally lcoks like a leasing
transacticen, ls propeosed to be treated as sale/purchase of goods
(merc;andises). Since the ultimate aim is as a general rule the change in the
ownership. This is the recommendation of the SNA Exper+ Group an External

Transactions, and this seems to oe the practice in most countries.

Authors' fees versus copyrights, advisarv fses versus license feas

38, These are the examples for cases where the corderline between sarviges
and lncome f£IOmM properties may become blurred., A straigthforward payment 0
the author for all rights of publishing is an author's fee, thus, service.
gZowever, if the author retains some rights at :he time of the first payment
(@.g. the right for a second edition) only the first payment will be zreated
as payment for serv%ce, 2ll subseguent payments will be considered as payments
for copyrights, <hus, as income from property. Similarly, if a techpnical
advisory service in <¢oanection with a technolegy is provided ny an expers:,
this is a service. However, if the sanme advicgf are provided in the form of a
license, the payments for them are no longer payments for sarvices btut
transfers (income from property). Whether or not this type of anomalies can

oe avolided requires further investigaticn.



VI. CONCLUDING REMARRS

39, In order to reach an agreement cn the definition of services Eirst an
agreement on the criteria to be applied Ls needed. This agreement nay consist
of a gimpla list of the criteria, without any ranking among them; however, it
may consist also of a hierarchy of =ne var:.ous criteria, distinguishing aore

important ones from less important ones.

4Q0. Having reached the agreement on the criteria, this automatically solves
the allocation of those preoducts which sazisfy all services criteria ard asl
goods criteria. However, it leaves open tne allocation of those aroducts
which according =0 some <riteria are goods, according to some others are
srvices. One possibility would be to list all these borderline cases in
seeking agreement whether they should be 2ansidered as goods or servicses. A
Eirst attempt for dealing with the dorderline cases was segtlion ¥ of the
present paper. Anather option would ne to develop a <ind of algorithm waoich

decides whether a transaction is to ve classified among goods or services.

4l. Special attention should be deveted to the ¢oncept of services in the
external trade statistics. If possible conceptual differences betWesn
services in the domestic economy and services in the external trade should ze
eliminated. Appropriate changes in the termuinology may facilitate the solving
of these problems, A note on further conceptual problems of trade in serviges

will accempany the guestionnaire on trade in services statiscics,



