Statistical issues International Trade in Services

Introduction

Establishing methodological bases for the statistics of
internatioral trade in services, as well as the develop-
ing of data collection on this basis is timely from se-
veral aspects. Besides the ever increasing role of serv-
ice sector played in the nationsl economy neither the
international trade of services is negligible any more.

An increasing interest in the clarification of methodolo-
gical issues and in providing for the preconditions of a
world level study can be observed on the part af inter-
national organizations (UN, IMF etc.).

National and international data available reflect, howe-
ver, the fact that several methodological problems hinder
the observation of internatiocnal trade in services, na-
mely:

- there is no generally accepted definitian of services
either in the national ar in the international litera-
ture, consequently neither the definition of irterna-
tional trade in services is giveng

- service statistics must be ip harmony with SNA at the
international level, but SNA does not make distinction
between gcods and services;

- service items included in the Balance of Paymerts of
Hungary comprise several overlaps with nther categori-
es, {goods, factor incame, capital transactions).

Aiming at the development of the methodology of service
statistics in the following we make suggestions for the
canceptual definition. Further we describe some border-

line cases along with the statement of our opinicn in
this respect.

1. The general definition of services and of intecnati -
anal trade in services.

The ever increasing role of services motivated several
authors to make efforts for an exact conceptusl defini-
tion of services. But due to the extremely wide szale of
service activities there is no genmerally and interna-



la,

tionally accepted definition.

Besides several kinds of approaches {(e.g. from the sec-
toral- or activity aspects) the main characteristics of
Services are present in nearly each literature dealing
with this subject.

First, the result of SECvices 1s not materialized in the
farm of a new product; the production ang consumption of
services is - in general - not separated in the zime and
in the space; and the supply of Services postulates an
actual cansumer.

With due consideration tg the above, we suggest the fol-
lowing definition ot Services:

Services are the result of activities, which are
Provided directly o cansumers in the form of
improvement in the condition of an econemic umit
Or 3 persen or a good, without producing a new
Aroduct. The improvement may take the form or re-
palr, maintenance, transport, gistribution, star-
age, development of an object (process, system
etc.), and it may relate to Physical or mental
condition of a persen or gz group of persans,

Based on the conceptual definition of Services, we sug-
gest the following definition for the international trade
of services to be accepted;

All the services and activities perfcrmed cn basis
of an agreement concluded between domestic gnd
foreign partrners are qualified as internat:gonsl
trade of services.

Main types of transactions qualified as internazional
trade of services are the follawing:

1/ Cress-border transactiaons (voice, image, data etes .

2/ Travel of the consumer (tourism, study, sick persons
etc.)

3/ Travel of the producer of services (lawyers, advisers,
Organizers etc.)

4/ Travel of the producer and censumer into a tnird
country.

The following - not comprehensive - enumeration covers
the transactions belonging to the scope of international
trade in services,

Regarding the order of the list, we followed - as far as
possible - the draft “Classification of the foreign



trade of services" prepared by the IMF Statistical 0f-
fice: as in the future probably this draft will serve as
a2 basis for international data collection and for poten-
tical comparisons.

1.

10.

11.

12.

13.

Transport services supplied to non-residents, passer-
ger iransport paid in foreign currency. (The trans-
portation of Hungarian export prcducts realized by
Hurngarian transport agencies cannot be separated from
the product turnover.)

Storing and packing services.

Expart-Import transaction between foreign affiliate
and its parent company is qualified either as pro-
duct turnover or as services. (Transactiaons Jetween

a foreign affiliate and an other company of the given
country do not represent exonorts or imports.}

Travel abroad organized by travel agencies,

In our opinion, inmternational tourism as a wnole
belongs to the scope of foreign trade of services

{as seen also in the cdraft classification of IMF),
out in case of private travels - the greater share in
tourism - incomes and expenditures fram {for) selling

goods - and services cannot be separated from eacn
giher,

Education of foreigners (With the exception of post-
graduate training supported by foreign scholarship. )

Hunting activities of foreigners
Organizing conferences
Services of the post and telecommunication

Canstruction abread. {Details under %the section
dealing with borderline cases.)

Processing, if it is limited only to a given phase
of the production.

Repair and maintenance. (Problems involved with such

activities are considered in details under barderline
cases. )

Agent's activities

Financial broker’s asctivities and other activities



belonging to the scope of fimancial transactians
14, Insurance
15. Leasing (exluding financial leasing).
Lé. Research works, software originalsg
17. Quality control activity
1B. Business services, legal services
19. Publicity and Propaganda activities
20. Computer services
2l. Data pProcessing activity

22. Cultural services. Fictures, broadcasting, Tv and
other entertaining services

23. Health services, e.g. health services offered for
foreigners

24, Income originating from sports gvents, expenditures
in this connectien.

II. Delimitation of Services

Beyand and aver the abave enumerated activities there
are so-called borderline cases where it is not unam-
biguous whether they belong to the scope of goods or
Services. Some categaries which occur rather fregquently
and the classification of which has to be decided, are
the following:

a/ Frocessing undertaken against foreign order {active,
and processing done by foreigners (passive). Agcord-
ing to the present Hungarian practice, the costs af
processing is indicated in the direct foreign trade
turnover. (Vslue of any material imported or exported
for processing is not included in the data of foreign
trade statistics.)

In our opiniaon, if Processing represent an organic
part of the production of new goods, it has to pe
coensidered as production; if such activities do not
alter the basic chatracteristics of an already exist-
ing product, it should he considered as services,

b/ Construction work abroad. In the international prac-




c/

g/

tigce, canstruction work performed abroad is not
treated in & stancardized wav. 0One crucial point here
is the guestion: how long the econcmic unit engagec
in canstructiosn activity. For time limit thare is ge-
nerally one year indicated in the intermational prac-
tice. Construction work abraoad of less than one year
duration is censidered - cepenging of the rnature of
Wwork - as exportation either of goods or of services.
In case of comstruction activities longer thzn one
year period, the value oaf work Ls accounted as home
performance of the recipient country; the income of
contractor is considered as capital income while the
transfer of such income to the donor countiry is con-
sidered as capital transfer.

In our national practice canstructiion abroad is
distributed by other aspects. The two most frequent
forms of actiivities in this scope are;

- construction of complete unit on basis ©f an ag-
reement, and

- canstruction- anc mounting activity without ma-
terial input.

The end-product of complete construction work oer-
formed by Hungarian contiractors abrcad represent new
goods (pbuilding, bridge, road etc.) wnich is to te
accounted in the foreign trade statistics as goonos
export - as autput of the contractar company. .7 tne
transaction is realized within the form of prirme
contract, actual production is realizec by tne sub-
caontractors, the activity of the prime contractor

is to be quallified as service activity. Ii may accur
that in the course of contruction werk abrcsd certain
woOTk-phases are undertaken by workers of a thiro
country. If such work is undertakean by Hungarcian wor-
kers, it is exports of services; if Hungary gplaces an
order far such work, it i1s imports of services.

Installations of equipment abroad can be gualified -

in our opinion - as service activity.

Repair and maintenance. Activities under this cate-

gary do not produce new products, so the interna-
tional practice considers them to be services. IMF,
however, in the new draft classification suggest to
account general overhaul as product turnover and only
minor repairs as services.

In our opinion repairs schould be freated always as



e/

£/

g/

i/

services, independently *rom the extent of work sng
from the product concerned

Under leasing services the letting out of different
goods for pre-set periogs against rental is tc be
understood. This is to be considered as service ac-
tivity. Exceptions are financial leasings wrere the
Owner gives only his fimancial means fao a3 given
transaction and after the user paid the rent costs,
the object becomes nis praperty. The turnover realiz-
ed within the frame of finmancial leasing is suggest-
ed to be accounted as Aroduct turnaver because of tre
alteration accured in the proprietorship of the
gcods

Reexport activity is characterized by the fact that
it serves financial anc marketing policy pbjectives
and thus it belongs to the 5cope of services,

In our opinion it would pe expedient tc aczaunt
rather the balance of 1ncome and expenditura ci re-
eXport activities, not unger the category o° precdoe-
turnover but in the ‘rame of international “razce of
services.

Income from property other than financial 3assefs
/pictures, sculptures. first copy af softwsres,
complete design-dacumentation af a beilding e-c.. ;
regarding their essentials they are outputs of
creative mental worx, so they should be corciderec -
in our opinion - as Services,

[f the author is going to realize certain rights
acquired in the course of his creative waork abroad,
the income resulting thereof tnamely the amcint
received fer a patent, a know-how, a trade-mark, a
copyright etc.) is no more service from tne foreign
trade aspect, but is qualified as a property inceome.

Revenues of self-employed (e.g. fees received by

lawyers, artists) is to be treated as exports of ser-
vices if the individual in gquestion 1s not residen-=
of the recipient Country. Namely, self-employed
offers similar services in the field of Culture,
health care, education etc. as thuse supplied by
members of different institutions. But if the self-
employed is resident of the recipient courtiry, the
Fevenues of his performance is income from labour,
and the transfer of such income would be treateg as
flow of labour income.



