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[. Introgugtion

The Draft Glassification of Internartional Trancasrions in Serwvices,
hereinafter referred to as the Draft Clagsificartion, was initially preparad
by the Fund's Bureau of $tavistics in 1988 in comnection with the work an
the revisisn of the fourch edition of the Fund's Balanca of Pavments Mzoual
(BEM) . It ig incanded primarily te fill a widely felt gap in the existing
ctassification of internarional trade in servicas in tha framework of the
balence of payments. Although the shars of services in total lnternazional
trade has ineyeased in che 1980s, all intermational ctrade classificationg
have dealt sie¢lusively with the classificacion of goods. The classificacison
systems that include ssrvices such as the Interngrional “lassifjeatiopn of
Goods and Sgrvices (ICGS) and the Central Product Classification (CPC) are

primarily oriented towards domestic tramsactions rather Chan international
transacetions.

The Draft Classification has had the benefit of comments from cthe
Expert Group Meating on Harmonlzartien of Esonomic Clazsifications
(April 1988), the Qroup of Ealanes of Payments Compilers (Nevember 19373, as
well as the statisticsl offices of rha Evropean Communitias (EL)Y, the
Cdrganization for Economic Cooperation and Devalopmentc (OECD), and the Unicad
Nations Stacistical Cffice (UNSO). The ravPhed varsion of the Drafc
Classification (Appendix I) takes account of the above-mentioned comments
and rhe recommendationg of the Expert Group on Externel Seetor Transactions
for rhe revision of the SNA as well as the work undertaken so far by
regional and international agencies such as the EC, tha ODECD, the TNSO and
the IMF. The drafr classification Tepresents a tentative proposal fer the
clazsification of services as an integral pert of the balance of paymancs
and gerves as tha basis for further work in the revision procsss of the BPY.
Consaquently, comments are still baing received from national statistical
offices. The final version of the Drafr Classificarien will take into
aceount these views as well as those of the participants 1n The presanc
masting of tha Vsorburg Group. Following decisiong taken in rha Evpert
Group on ExXTernsl Transactions as to che horderline between poods and

seYvices, Appendix I provides details on the coverage of these flows in the
balancs of payments.

The plan of tha remainder of this paper is as follows:

Section II will osutline the objeerives and the scope of the Draft
Classiflcation; seetion IXI will deal brisfly wich issues su:roﬁnding a
workable definition of services; section IV will try to provide a ratlonale
for the analytical categories chopsen for tha Drafr Classifiestion,
partioularly in relation to its conformity with the CPC and othar
classifications; and seccion V will glve a short summsry of the paper.

ppendix I shows the Draft Classificatien and Appendix 11 provides an
explanatory note on the items in ths Draft Classification,
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II. Objectives. Wature. and Sc
1. fNhjectives

4 general objective of any data classification system is to provide a
coherent framework for the compilarion of data wizh dus regard eo both the
analytical needs of users and data collection reguirenents of cempilers. In
addition, the Drafr Classificarion aims at facilitating internatiomal
comparisons of traded and tradeable services. Finally, the classification
seeks te serve as an international sctandard that would have the flexibilicy
to accommodate the diverse statistical needs apd capacities of countries at
different stages of statistical development. 1In this commeaction, 1t needs
te be stressed that the development of a c¢lassificarion of internacional
transacciens In services for purposes of international reperting of balanse
of payments data does nor preclude esuntriasifrom daveloping more zlaborate
and detalled breskdowns of component iTams; indeed, for STatlstically
advanced countries, the Fund would vequest and store g¢ata in che degras of
garail that such datza are avallable and published by these countries.

2. Warnre and scope

The classification makes provision for all traded and tradeable
services although, it is not as detailed as the CPC mainly because GPG
includes non-traded services. Meaningful analytical categories are formed
by combining appropriate items that Iray be comparatively insignificant in
internarional trade although they may be important in domestie transactions.
The needs of multilareral rradas negatiations are alszoa taken ints aceounr.

Tha scope of the Draft Classificarion {s rastricred to nonfacror
services, sxeluding such flows as airport taxes (treated as transfer
payments in che SNA) as well as any faetor income flows. The classificatinn
ig hierarchital and can be expanded or contracted accoxding To the needs and
¢lreumstznces of the compiling country.

TII. arenece Ratwe odg d Services

Although a precise distincrion between goods and services is largely of
theoratical interese, it is necessary te have ar least a workeble definition
of services in the case of a elassification system that deals only with
services, because it would be confusing to Place items that are generally
regarded as goods in that classification. Alss, differences in ‘
internarional trade betwsen goods and services mzy have different
implications for sconomic analysis and pollicy making, an issue highlightad

by current wmultilateral trade negotiarions. MoresveY, because of the
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growing importance of international trade in services, it 1s necessary to
discinguizh between exports and imports of poods and sarvices.

From available writings and digeussione on thig gubjesr, 1/ it
appears that a nusber of critaris have been suggested to distinguish between
goods and services in different clrcumstancea. For example, direct and
Immediate contact between the producer and ths user has been emphasized as a
hallmark of service as discinet from goods which could be produced and soid
To an intarmediary or stored without knowing who would use them. Similarly,
tangible versus intangible, etarable versus nom-storable, or transpertsble
VBISUZ non-transportable have been used as distingulshing features batween
goods and sarviess. Although most of these criteria may be applicable in
the majority of casss, there are numerYous borderline casma that raquire
Judgmencal decisions as to the classification. Boxdarline cages are
exemplified by items such as phocographs, computer tTapes, and méals or
drinks in restauzrants. Other examples are goods in which some serviees

become embodied when the goods are insurad, and transparted, or ars tubjeect
to repalrs,

IV. A Ratispale for thae Drafe Clasmsjficarion
1. iple gsad i = the Classificarion

The principles underpinning this classificatien system are darived from
the recommendations of the Expert Group on External Transactions
(March/April 1987) to the effect that a standard list of service items ba
used as tha basis for the harmanization of the classification of services in
the BEEM and the SNA. Such a ligc should inglude the traditional items shown
under services guch as transpore, travel, eco. as well as Lcems that are
bacoming inereasingly important in international trade {a.g., financial
services and communications). The clagsification should be compatible with
the CPL, preferably st a high level of that hierarchy. The Group further
Tecommended that the CPC provide for tha needs of both thae balance of
paymencs and external sector accounts of the SHA, so0 that harmonization

between thesa aseounts and other accounts, inecluding inpur-outpuc, be
acttainabls. _ e

The Group of Balance of Payments Campilera (November 1987) agreed with
guldaslines and went fuveher In smphazizing the need for the rstentien
of separate items for travel and govermmant transactions, In addition, this

Group suggestmd separate idsntifisation and coverage of processing

cthesa

1/ Sae "Final Expenditures and Uses" z chapter of revised SN&, May 1989

(mimeo) and UN Secretsriat, Final Drafe of the Cantral Product
Clgsgificacion (GPC), Seprembar 1988,
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activities, telecommunications, data bank sarvices, business and management

services, educatrion and health services, motion picture rentals, and radio
and telavision services.

A3 <¢an be seen in Appendix I, the Draft Classificatlion has embodied the
basic principles underlying the above recommendations. In elassifying
different services, particular attemtion iz given to their nature and
productlon process. It has attained harmonizacion with the SNA (under
revision) and close correspondence Co the CPC (the excaptions will be mnoted
shartly). It is also broadly compatible with tha proposad Jaoint QECD-
ECROSTAT Trade-in-Services Classification (see OECD TD/TC/WE (90} 43, Paris,
1lth July 1980}, Howaver, the Draft Classification ls more aggregated than
the CPC and the OECD/EUROSTAT proposal in light of comments rsceived from a
large number of compilers who emphasized the need far a compromise between
details and the statisvical needs and capacities of & majority of users and
compilers respectively. In addition to meeting prasent needs, the
clasaificarion alae provides for neads thar can be realistically expectad to
emerge in the foveseeable future. Thus, in afgregating detailad caregories,

the Drafit Classificarion has tried to ensure thac analytically meaningful
categories are retained.
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The strmcruxe of the Draft Classification is hierarchical and Lrs
codlng system dacimal, as in the CPC. Tts catmgories have been buile up
from the sub-classes (five-digit codag), classzes (four-digit codea), groups
(three-digit codas), and divigions (twe-digic codes) of the C€PC, although

the Draft Claggification zaaks correspondence with CPC ac the three-digic
level]l,

The Draft Glassification 1s flexible insofar as each three-digit
category can be expanded Into as many as nine sub-categories. This could be
done by appending one decimal place to the three-digit code which repreasents
the most detailed category in chis classification. Similarly, if some

countries do not want as much detail, the three-digit categories could be
compressed inte two-digit cacegories.

3. Deviations from the CPC

As mentioned earlier, the Draft Classification closely follows the CPC
and is based on the nature of services rendsrsd or acquired. The two
exceptions to this approach are tha categories for travel and govartumant
trensactions n.i.e., which are basad on che consumer of the services ang
thayefors have mo corresponding cacegories in rhe CPC. e
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Travel 1s treated in this manner because data are collacted from he
consumers of these servicas and most countyies present the daca in thl. ferm
in their balance of payments statements. This treatment is alao helpf .l o
vhe natlonal authorities that are engaged in promoring international
touriza.  Thus, keeping in mind the fessibility of collecting data, a
separate category for travel covering, in addirien to sarvicas, purcha.es of
poods by travelers for theirxr own consumption or far doneting to others 1is
provided for ia che bvaft Classificavion. Howsever, if a direec i1ink & the
CPC for this item is censidered necessary, this couid be done through

further dlaaggregation of "Travel” in a supplementary tzble oxr a satel te
acaount,

Government n.i.:. represents congsumption of goads and services by
embassies, consulates, snd military, and other astablishiments of a for ..gn
gnvernment., af diplomacic and conaular scaff and thair dependents in t e
couniry wnere they are starioned, and of ingernational and reglonal
organizations. This category also includes,public administraticen and .. her
services provided by goverrments and extriterritorial organizatiens.

Anather departure frem CPC is chac, while CPG treats all proecessi iz and
repairs as service items, the Drafc Classification classifies only mirsc
processing and rapairs on non-investmenc goods as service categorlss. ‘ajer
processing and repalrs on investment goods are considersd as being embodied
in the goods preocessed and repaired respectively. This treatment reflacts
the zecommendation ¢f the Expert Group on Exterral Secter Transactions. The
Drafz Classiflcation dafines major processing as the transformation of goods
to such an extent that after processing it would he classified in a
diffexent group of the CPC. In other words, when goods are recurned #fLer
miner processing, e.g., packaging, sorting, or grading, they should b
classifiad In the same group of the GPG as before they were sant abrosi and
vhe amount of value added would he consldared as a service transaccior .

4

4. Proposal for & Joint OECD-EUROSTAT Trade-in Services claselficar, in

This proposal (referred te aa rhe Joint Prapnssl hereinafterd is
scheduled for discussion ac the joint OECD-EUROSTAT Meeting of Balance of
Payments Experts to be held #hring Novsmbar 8-9 1990 in Parisz {see OED
TD/TC/UE (903 43, 1lth July 1990). ¥t 45 fully compatible with the Fund's
Draft Classificarion at the one-digir level. It is also linkasd to the CPC,
but the linkage has been kept rentative and Flexible mainly bacause tha CPC
is geared nore to domestic than te intarnational transactions and it is

still in the process of elaboratison with some of the explanatory notes
ramaining incomplsate or unavailabla.

Tha Jolnt Proposal s more elasborate chan tha Drafr Classificat i

LiL
some regpects. In the tranaportation category, the Joint Proposal has i
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number of additicnal items. such as "Land Transpsrt® with a furrher
oreakdown of "Bail Transport,” and *Space Transport,” and "Supporting and
Other Services.” Similarly, it has intsr alla a breakdown of communications

into postal, c¢ourier, and telecommunication services (see Appendix IT of the
Jaine Proposal), -

Other majox diffsrences batween the Jolnt Proposal and the Draft
Classification inelude a larger list of repair and processing items in the
merchandisa part of the fermer, whils rhe latter includes most of thesa
items in gservices (e.g., all repairs sxcapt cthose on investment goodsal,
While the Joint Proposal includes all precessing In marchandize wirh the
nception of on-site processing and processing giving rize ta an exporrc
followad by an iwport (or vice versa), the Draft Classificaclon creats
processing as part of merchandise only if the character of ths good is
changed enough to warrant ics classificacion in anothex group of rhe CPC,
furchermore, merchancing transactions ave.included in the merchandise i.em

-n the Joint Pyoposal, while they are included as parc of other busiress
garvices in rhe Drafr Claszification. r

V. Summary

The Drafc Classification is compatible with tha GPC at the three-digir
level and with the Joint OECD/EC proposal hroadly at the ona«digit level and
in somme cases at the three- or four-digit level. IT can be expanded or

contracted aceording to the needs and the circumstances of natinnal
compilers. '

in preparing the Draft Classification, the IMF Bureau of Statistics has
sought and received active cooperation from ather intermational and regional
organizations as well as national compilers. The present version reflects
commente already recelived and the fimal varsion will giva dua consideracion
©o the views expressed ar this meeting and those of other iaternatieornal fora
and nationel autheoriries that might be availabla larsr.
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APPENDTHE T

Balance of Paymencs: Classificaction of International

- actioms in

Curre=+= gocpunt

Goods and sebvices

a. ffoads

1. Merchandise

2, Goods for processing (involving
substantial physical shange
of goods)

3. Ropalrs of inveastment goods

&4, Procurement of goodsz in pores
by carriars

b. Sarvicaes
1. Transportation
1.1 Ssa cransporrc
1.1.1 Pagsenger
1.1.2 Fraight
1.1.3 Other

1.2 Air transport

1.2.1 Paasengar
1.2.2 Frelght
1.2.3 Other

1.3 Other transport 2/
1.3.1 Passanger
1.3.2 Freight
1.3.3 Other

2. Travel

2.1 Business and profeasional
2.2 Plaasurs

ervices
CEC 1/
Ssotion Divisien GCroup Class
7
721+Part of 745
7211
7212
721347214+
Part of
zea-going
vassals in
745
73
731
732
F33+7344746

L/ Ssotiocn = One-digit; Division = Twa-digir: Group = Three-digit,-

Class = Four-digirt.
He correspondsnce.

4/ Comprises the following groups of the CPC, viz., 711, 712, 713, 722

741-744, parc of 745, and 747-749.
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- 8 - APPENRIY T
Current seeoumt CEC L/
Seation Zlvigien Graup Ciass
2.3 Students and trainees
2.4 Orher -
3, Communicarions 75
& . ConstYuction zervices 51 311-518
5. Insurance services §l2+814
2.1 Life ingurance 2/
5.2 Qther insurance 812%+Parcc
of 8121
5.3 Auxiliary ssxvices 814
5. Financial sarvices
{other than insurance)
5.1 Finaneial incermediacion , 811
5.2 Auxiliary to financial " 813
intermediation '
7. Compusar and related sarvices i 84
8. Other buziness servicaes 3/
B.1 Trada-related 62
8.2 Leasing or rental
without operztors 83
8.3 Research and development 85
8.4 Lagal g6l
8.5 Aecounting, auditing, 862-843
and taxation
8.6 Managemeant consulting 865
8.7 Architectural, enginsering,
and orther teechnical Be7
£.8 Advertising, markec ressarch,
and public relarions B54+871
§.% Othar 866, 872-879¢ AR1-837
3, Other personal seyvices 9
9.1 Educational 92
4.2 He=lth Q3
9.3 Racrearicnal, cultural, 96 .
and sporting
2.4 Other 97

10, Gdovernment, n.i.e.

L1/ Seection = Ome-digic; Division m Two-digit; Group - Three-digit; -
Class = Four-digic.
. Ho correspondeancs.

2/ Life insurance has correspondence ta CPC ac the a-digit level
(subclass) only.

2/ Comprises the following divisisns of the CPC, viz., 62, 83, and 85-88.

BPNINON\URNSNANVESASO0L1 . BOC



KdG 21 9@ 16:17 IMF-STR 282-623-5460 P.12

Notes to the Draft Classiflcation of
Intevnational Transactions ip Services

1. Passenger transportation has the same coverage as the component for
passenger services in the fourth edition of the Balance of Paypents Manual
(BEM), i.e., in additvion to the services coversd by faras, passenger
transportation includes any othexr sarviees for which passengers makas
expenditures on board carriexrs or for which thay pay charges to ecarriers,

such as those for excess baggage and for personal esffects that accompany
them, 2.g., automobiles.

Passanger transpertacion services are defined te cover all services
performsd in transporring passenger between ecouomias, together with those
performed within any given economy by a carrier operated by a nonxssgident
enterprise, Services performed within an wecobnomy by resident operators ara
included in item 2, travel. W

z. The scops of freight transportatfon and the "other® category which
covers auxiliary transportation services such =a scorage and handling is
dafinad Iin 2 manner csnsistent with the valuation of merchandise exports and
imports at tha custome bordar of ths sxporting Qewntry. Consequently,
certain service tramsactions are includad amemgst commadicy flows.

A8 to servizes not included In mexchandisa, fraight covers the freight
services (3) performad by residents of the compiling country on marchandise
and most other movable gooda acquired ar owned by nonrssidents and (b)
performed by nonresidents on werchandise and most othar mevable poods
acquived or owned by ragidents. Such services ¢n passengars’ effacts
acconpanying tha passetigers are included in passangsr transpartation,

3. Travel covers the servicsas, other than the intsrnatcisnal carriage of
travalers lncluded in passénger Cransportation, acguired from an economy by
travelers during their stay in that econemy to use themselves or give away.
IT includes expenditures of students other than on educational and health

services as well as expenditures in the domestic fconomy by nenresident
workers .

In addltion to the servizes covered by division 64, hotel and
restaurant sarvicas, of the CPL, this item may also includa services covered
by other divisisns of the CPC. Howaver, this item does not inelude
passenger Lranszpertatlon, which iz ecovered in items 1.31.1, 1.2.1, and 1.3.1.

4. Government transactions n.l.e. covers outlays of ambassias, coﬁsﬁlazes,
and alllicsry and other astablishments of a foreign government, of diplomatic
and consular staff and their dependents in the councry where they are
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stationed, and of international and regiomal organizations., In additionm,
government transactienms n.i.e. includes publie administration and other
services provided by governments and sxtraterviterial organizations.

5. Insurence services cover the servicss rendersd under insurance or
pension schemss and the whels complex of Insurance transactions, including
those ralarted to life ingurance, casualty insursnce, and pension [unds.

Item 3.2, Other insurance, represents pension and annuity services,

aceident znd health insurance services, as well as non-1ifa insurance
sarvices,

6. Icem 8.2, lsasing or rental services without operators, covars leasing
other than financial leasing. The revisad §YA (Drafe) imputes a change of
ownership from lessor to lesses in the case of a financial lease although
legally change of ownership takes place only at the termination of the
lease. This treatment 1z justified by tha fact that tha lesses assumes all
the rights, risks, and respomngibilities of swnership In praccice at the

compencemsnt of the lease. The revissd BPM will adopt this definition of
financial laasge.
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