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1. INTRODUCTION

1, The maln purpose of the preseat paper {s to facilitate the completion
of the Questionnzire on Statistlcs om Trade In Services. This gquestiommaire
was prepared jolntly by the Iuternationai Monectary Fund andéd the United
Nations S:a:isticai gffice within the prograame of prcmctiné statlstics

on services, and on trade in services in particular.

2. The present paper is not entirsly self-contained. It shou.d be used

in conjuaction with the paper antitled "The Concept of Services in
Stacistics,” prepargd by the Statiétical Qffice of che Unitad Naticms,
which 18 also attached to the questicnnaire ga statistics ¢n trade in
sarvices. While that paper covers.the congeptual issues zhat are ¢ommon
ra statistics on dowestic and iaternacicnal srade ia sarvices, the present
paper concentratas on tha problems that are specilic to the statisctics om

incarnational Ltrade in services.

-

S3. In preparing this paper use was made of the conclusions reached by the

Expert Group on External Sectar Transactions for the Revision of che

System of National Aeccounts (SNA) and of the recent worx am statistics on

S
trade in services by the UNCTAD, OEZD, and tne Zurgpean Communities.
Comments received from these thrze organizatiocns on earlier tr:ide i services

documents, as well as requiremencs expressed within the frameworx of

the Group on Negotlations on Services (GNS) were all taken into account.



4. The paper contains three parts. In Secticn II, conceptual problems
af trade in services are treviewed, while Section III consiZers scme daca

callecrcion and organizatienal problisms.



II. THE CONCEPT QF SERVICES IN INTEERNATIONAL TRADE

3. General problems of the zoncept of services are discussed in the
paper entitled "The Comcept of Sarvices in Statistics.” The main
conclusions of that paper, though some of them have a tantative charactar,
are as fallows:

The concept of services used for compiling statistics on

trade in services- should be entirely consistent with the SNA

concept for "zoods and services.”

- Thera 138 as yet no generally acecepred distinchion between
services and goods. It seems that there 1s ¢ single criterion
on tha basis »f which that distincficn can be aade. Zeveral
erlteria could Se used in ecojunction, and 2ven then, sonme

conventions cannot be aveidad in borderline cases.

— It would be highly desirable to use the same concept of services
in compiling statistics on domestic and iaternacional trazzs-
actious.

- Appropriate terminology should take carz that the diifersnca
in the dis:in:tioﬁ between marchandise and nonmerchandise

flows on the one hand, and between goods and services, on

the other dees aot cause any c¢onfusion.

6. That paper also dealt with some borderline cases fin delineating

services from cther flows (e.g., income), 1in particular with thase rthat



are relevant for statistics on both domestic and iqterna:ional cransactlions
in services. There are, however, & number of furthér borderlize problems
that are specific for statistics on trade ip services. Most of these are
connected with the definitiss of resident/non-resident units ia compiling
data on Lntermacional trade in services. These problems ars considerad

in the present documeant.

Merchanting

7. Merchanting is defined in the fourth editiom of the Balance of

Payment Manual (3¥M) aof the Internarional Monetary Tund (paragrapn 337)

as follows: “When goods are acquired and relinquished again without
¢rossing the fromtier cof the eéancmy ia which their temporary owner Is

a resident, the tesmporary owner is cansiderad :o have been angagiag in
merchanting transactioas.” The problem with this type of transaction is
that, on the one hand, it is comnected with the purchase and sale of goeds;
on the other hand, however, zhese goods do aot cross the fSzonzisr of
country. The BPM fourth editlon proposes o (Teat wsarchanting s
export of services. This trezatment, whigh sesms to be Iollowed in
prTactice ia the majo;ity ef countries, Tesults Lo asymmetries In the

merchandise and servica2s agcounts at the zlebal level. The tr

treartment ia
rhe third editico of the 3P was o iaclude xmerchanting as par:z of tle

perchandize L-em.



Comstructlion abroad

&, Resident consctruction enterprises may be engaged in coastruction

work abroad. This raises a number of problems connected with the definmition

2f residents.

g. One of the primeiples of the SWA and the BPM in distinguishing
residens from non-resident éconcmic unfts is basad on the lang:in of the
activizy (presence} abroad; as a tule of :thumb the coe-year time limic

is acceptad as a cut—-eff poinc. I£f this rule were applied to enterprises
engaged in construction activities, then

Units engaged for more than one year in construction aciivities
abroad would become residents of the host country (as direct
foreign investment); thus, :héir produccion would aof consticuce
an export or import of either goods or services, since it would
be a transaction between residents (eof the hosc couatcy).

Units emgaged for less than one year would remain residents of

the home countyy; thus their sales would constitute impart of
the host country and export of the home country. In this case,
a question would arise as to whethar the import and export

would represeant a trade in goods or services This cuesticn 1s

referred to Ln paragrapns 30 and 31 of :the document "The Concept

of Services in Statiscics.”



10. Views on this issue, as well as national practices, seem to differ.
As it turns out from the replies gn the recent CECD questiomnaire

there are {presumably) countries that trzat all comstruction
abroad as expor:t of goods or services;

- there are countries thatr prefer to treat all constrzuction abroad

as foreign direect investment;
- there are counzries that favour the ope-yeszr cut-off point;
- there are counrtries that would like to make a distimction

petween the altermatives, but on a basis other than the ocne-year

cut=off point.

Installstion of equipment abroad

1ll. The Expert Group co External Sector Transac:tlions racommended that

units engaged in installation of equipment abread should be considered -

residents of the home country. In line wich this, iT was recocmended

that income froo Zaostallation abrcad should be Tacorded as am zxpert of

services.



Freight aﬁd insurance

12. In connection with freight and insuraoce relating to export aod

impors of goods, the question arises as to whether the value of the freight
and insurance should be treated as an export/import of services, or should
be regarded as part of the value of the goods exported/imported. In tihis
ragpect thare 13 a difference batween the presenrt SNA and the present 37M
in the valuation of impurté; while in the SNA imports ars valued on a c¢.i.f.
basis, the BPM recommends the Z.0.b. basis of waluation. Io :zhe procass of
harmonizatlon between the SNA and the 3PY, the Expert Group oa Zxzternal
Sector Transactions proposed that cthe SN4 sheould switch to the valuation

of imperss at f.0.b. prices.

13. In cononection with iasurance chere is a Surther problem, wiich may
impalr comparability and consistency among varicus bodies of statistics.
The output of insurance enterprises accordingz to the SHA Is equated =o

the service charge, which 1is neasured as the differance befwesn premiums

received and claims paid. (In the cerse of life insurance a third element,

i.2., net additions to actuarial reserves, has alsc to be taken iz account

in computing the service charge). The ilnsurance service charge so computed

Is to be allecated to the diifarent :zlasses of pollcy holders {(ancompassing



hoth residents and conresidents) in proportion to the gross premiums paid
by them. While such an approach can be adopted in the case of the courtry
providing the iasurance services, it is not practicable to apply this

convention from the scandpoint of the country purchasing
insurance services f£rom abroad.

14. Co practical grounds, a simplified approach is adoptad in the 3EM by
measuring cthe service charge as the difference between premiums Teceived/
ﬁaid and claims paid/:eceivéd without regard to the =mix of resident/non-
resident policy holders. 3Such aa approach, however, can lead teo a negative
figure for sefvices rendered {acquired) when claims paid abrocad are

abnormally larze relative to premiums recsived from abroad.

135. Differances between the SMNA and the 32 wvere briefly considered by
the Zxpert Group on Zxternal Secror Transactions. The Group saw the

possibility of harconizationm with ragard Zo casualfy insurancs 5y

i)

approximating the service charze as a percentage of the zross premiued.

Jowevar, the Group agreed :thac it wculd be inappropriatz to tacozmen

that treatment until a full &valuation of the treacment of the complex of

insurance transactlons, Including those relacted Zo lifs iasurance and

pension funds, would be in place. The Group, therefere, forwarded tne

matrer rto the Sreoup on Production aAcenunts,

gy —— o

the Group on Fizanclial Flaows,

S

and the Group on the Household Sector Accounts and Iacome Distribution:



Statistics for an 2xaminatlom of the relevant Issues, iacluding the

issues pertaining toc the treatzent of insurance on iaports in the iLaput-—

output table.

Revenuaes of self-employed

17. Revenues from abroad of self-employed, like fees raceived by lawyers,
artists, etc., should be treated as exports/imports of services. This
seems Lo be the general v{éw of the overwhelming majoricy of ccumpilers

{as it turus out from the recent CECD survey), although scme countries
treat these Zlows as labour {nceome (thus, as income flows, instead af

experts and imports of services).
Francnising

18. 4 ZIranchise agreement Ivpically refers Co an agreemen:s under which

the franchisee aay use the trademark of the franchaisor znd undertake zo

conduct a4 business or sell a product ar servics in accorzancs with methads

and procedures prescribed by the franchisor. In addition, tfhne Zranchisor

may undertake fo assist the Iranchisee threugh advertising, romotion,

and other advisoty services. The ambiguli:ty in respect of the treacment

of franchisiag stems Zrom the ifzct that the income of :2e franchisor

consists of both services (=.g., advertising, advisory serwvices) and



income from property (e.g., from the use of zhe tradeﬁark of the company).
Acecordiag to replies received fo the QECD ques:ionnaire; the majority of
countries consider the first alement to te the dominant one and cherefore
classifiy franchising as a service activity. Thers may be consiczerabls

differences in the charagter of Iranchise agraements Chat reguirz Zurther

-
-~

elaboration.

- -—"‘-‘_‘

Flows between parent companies and foreign affiliates

19. Foreign affiliates - according to the SNA and B2M - are residencs of

the country where they are operating. Theilr transacrtioms wish sther
residents of that country do not represent eXports or imports. However,
when the influence of the rest of the world on domessic service industries
i1s ipvestigated, these transactiocus may be of considerable incerasc.
Nevertieless, it would not be appropriate to call zhem EXTOCLs and imporss

of services (goods).

20. There are, however, genuine sxperz-inpeTt ~ransactisas ia -ra paranr

company - foreign affiliate relatiounships:

(i) A forelgn affiliate 2av provida a service to i-s carsni

company. ror instance, by selling <ickess, the ZLY saleg

- b

office in New York provides a service to =he Turch airlines

company the value of which is taken to be eguivalen:t to the

operating cost of the salas office.
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(Li) A pareno: company zay provide a sarvice to irs foreign affilizcz.
For instance, a Philips wnanufaccuring unit located cucside
the Netherlands may rteceive adoinlstrative, advertising, or

other services Crom the parent compaoy in the Netherlands.

2l. There is oo conceptual reason why “hese “ransactiops should not be
recovrded 35 exports/imparts of services. However, various~pracrtical
difficulcies may arisa. Fof instance, even if the informaticn cm :he
financial flows berweea parant companies and foreign affiliaces is
available, it may be difiicult to separate the service element froa the

entrepreneurial iacome or property loccme elements {the latcer twa,

being incomes, should aot be treated as services).

Direct purchases bv households

¢2. VNoo-resident neuseholds {tourists, ete.) may Suy oo the domes=i
marker both goods and servieces, and resident househoids, as touriscs,
etc., also may buy both goods and services abroad. It is clear fr the
SHA and BPM conventions that (i) these flows are 2xports and imports of
services, and that (ii) thess flows are not covaraed by merchandise trade.
If 21l chese rtramsactions were rrzated as axparts/imporss uf-services
then the rule that che distinction between goods and services should be
the same in domestic transactions acd in internatiomal “rade would be

viclated. For instance, while a tape recorder scld to a resident household
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would be a sale of goods, the same tape recorder sold to a noﬁ-residen:
household would te classified zs a service. More infornation would be
needed on the extent to which it is feasible and comnsidered worthwiile oo
pake the distinoecticn between goods and services within the flew direet

purchasas by households.

Direct purchases in the domestic marxket by extra—territorial bodias

232, Much the same considerarticns as iz paragraph 22 apply here.

ITI. OBSERVATICON OF TRADE IN SERVICES

4. Export and import datz on services are difficulr to obtain, sicee
services, in general, dao oot pass customs. There are cases

- wiere the service praducsr zgves Lo the service recipient to
provide the services {e.z., installation, technical assistanca)

- where the service racipienc aowves to tha service producer (2.3.,

medical tTeatment

- ‘ﬁHEE;fgath the producer and the recipient move o a third placa
{some transport servics=s, e.g., the traasporiation ol a German passenger
by Pandm f-om New Delhil to Loundon)

where neither the producer aor the recipient moves, vet che service

is provided (e.g., some communications s$esrvices, lnsurances sarvices)
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25, Taking all this {nto account, there does not seem to be any hetrar

way to obtain the Iinformation needed thanm to use the following two main sources:
(i) reports by the producers/users of services on how much services

they sold/purchased to/from non-residents

(11) records of meomerary authorities (e2.g., central banks} on

Fayments made to and recsived from abroad in comnection with services.

26. Both these observation mechads are beset with difficuliies. As to
the Zirst source, the details and frequency wich which the detzils can e
collected from producers/users of services is limited. Some producers
may neL even xaow whether their clisnts were residemts or non-rasidents.
Non=response and omissions may a2lso constitute limitaﬁions. 'As to the
secnod source, ip. addizlion tc some coverage problems (scme payments may
escape comcrolled channels), & major difficulry often encountersd is ing

the separation of payments for services from payments for non-services.

27. Special difficulties 1ay be sncountersd in respect of servi

(K]
L]
-
o
&
n

between parent companies and affiliatas abroad. These Ilcws are often incra~-

company flows, and it may therefore occur that explicit pavments are not

aade (various flows - services and non—services - are nectad dgalast each

other) or that some payments may have a acminal value anly.
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28. Notwithstanding the fact that BPFM practice already has a leng
~Tadirion, apd thaz the IMFIalready ¢collacrs scme lafo-mation on the
statistical procedures followed, 1n reality, rzlacively little is5 khown
on the details of the problems encountered. Even scme countries with
very developedlscatistics consider the coverage of their scatistics om
trade in sarvices iasufficient and try te improve the cbservation zethods

of these flows. Zven bigger problems may be encountzred in devaloping

countries. .

2%. In view of the difficulties in measuring the flows on trade in

servicas, it is thought that it would be useful rto summarizas the

experiences in this field of the core advanced countries in order to be

able to provide some guidelines for countries that have less experience

in this field.



