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INTERNATIONAL ACTIVITIES OF ENTERPRISES OF SERVICE SECTORS: THE ROLE OF THE
BALANCE OF PAYMENTS IN AN INTEGRATED APPROACH

Introduction.

Today, statistical systems are faced with major changes in the World Economy. Growing econamic
integration, ingreasing cornplexity in the refationships between agenis and development of very diverse
service activities need 10 be taken inte account. Concepls have to be revised in order 1o betler assess
the development of international activities of enterprises. And methods have 1o be adapted to a new and
1ast moving environment. A study just published by the US National Research Council siates: "As the
US economy becomes increasingly internationalized, it 1s essential that public and privale decision

makers have limaly, accurate, and relevant information on US intermnational activities"1). The same
holds true for the Eurcpean Community.

At present, the balance of payments {BOP} is the only source avaitable on international activities of
enterprisas of service sectors at EC level. it offers a conceptual framework coherent with the National
Accounts to measure and analyse transactions between residents and non residents and paricularly
cross border trade in sarvices and direct invesiment infof enterprises of services sectors. I is a SoUrGe
avaitable in most countries of the World and, in theory, harmonised {by following the rules of the IMF
manual). The BGP alone is not sufficient to analyse all the internationat activities of enterprises and
particularty the turnover of establishments abroad, but it is an important source of information, one
building block 10 understand internalisation of enterprises of services sectors.

Eurostal and EC Member states are doing a ot of research work in order 1o better apprehend
internationalisation in the tield of services. A first aim is to improve the guality and the accuracy of BOP
figures, but also to try and develop a more integrated approach to relate BOP to domestic tigures and to

other types of statistics like "iurnover of establishments” in arder to offer the most complete set of
figures 10 the users.

Paper object:

The cbject of this paper is to explain the conceptual framework of the BOP 10 analyse the international
activitios of enterprises of services sectors and 1o explain the BOP role in a broader approach. | is also
{0 discuss the main practical and conceptuai problems encountered so far in callecting data an
internaticnal trade in services. And finally it is to present the work undertaken by Eurostat and the EC
Member States to improve the BOP dala in the field of trade in services, paricularly by using other
types of statistics and defining ways to imprave the coherence hetween all service statistics.

1) "Behind the Numbars, US wade in the World Economy”, Natiunal Research Council, 1992 Mationat Academy Mess. This Book
cuntains the major conclusions and recemmendaions af an expen panel on torcign trade statistios
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I} The balance of payments: a_framework coherent with SNA to cover international activities of
enterprises of service sectors.

The balance of payments 2) records all transactions between one economy and the rest of the world. it
is a national statislic which takes part in the general National Account conceptua! framework. This
means that only transactions relevart for the elaboration of national GNP are taken into account. Thesa
transactions are real cconomic flows: exporis and impors, incame, transfers, lang term investment. The

balance which is an accounting document is completed by the recording of financial flows which
describes how the transactions have been financed.

.1} What are the relevant concepls to_measure international activities of enterprises of services
sectors?

The most frequent approach {6 international phenomena is based on a defined territory. Enlerprises
which constitute basic statistical units are characterized by a residency criterion and their activities

inside the territcry and with the rest of the World are measured. It is 3 territorial approach, The BOP fits
exactly in this frama.

This approach does not always match the enterprise logic. Big enterprises do not care for "national
territories” becausc the entire World constitutes their territery. They have a supranational view.

Characterising enterprises with ownership would enable one to get rid of geographical frontiers and to

analyse the enterprise aclivity in its globality. A patrimonial approach complementary to the territorial
one is needed.

Statistics based nn territorial rather than patrimonial approaches can be chosen by the users according
to their primary objectives. Using both can give a complete view of internationalisation phenomena.

1.2} What kind of informalion on international activilies of enterprises of service sectors is to be found in
the Balance ol payments?

Basically services or industial entemrises have the same kind of international activities: trade,
technological transfers, direct investment abroad, portfolio investment, trade credits, long term credit, ...
These transactions are thearetically regisiered in the same way in the BOP. Whe;t difters in the case of

services and introduces major difficulties is the lorm of trade and the analysis of transactions accurring
between related companies.

2) The words “batance ol payments” may ba misleading, and one must understand that not o
but economic ransactions, This means that lows anlered in the balances of
the date of the real transaction, Also, one musl not conciude that only paid Iransactions twough the banking system are

recorded, Banking selllements are usedin miany Lounlries but they consivites only a part of tha cofaction svstam which is
completed by a lot ol diffarent sources including dirsct survaying of enterprisas,

nly effecliva payments are recorded
payments are recorded on 3 gross basis and at



MPB 3.9-92

What are trade activities today 7

in a traditional trade activity, a company produces finished goods or services in one country and sells

them in another country. This type of activity is the most ancient international activity and used la be
nearly the only ona.

Nowadays things are less clear because the production processes may be spread all over the warld and
semi-finished products are shipped a iot. in industrial activities this phenomeanoen is obvious and can be

traced off by looking at the circulation of goods. In the field of services things are far more complicated
for reasons such as:

-the non matenality of the producls
-the use of telecammunications
-the impediments related to institutional requirements

-the sophisticated warldwide logistic needed in certain areas (transport, telecommunicatian, courier
services,...}. :

Because of all these reasons, a great variety of international relationships have to be settied by

enterprises in order 1o produce the finished products. These relaticnships can ocour between
enterprises, establishments or even individuals and ean have any organisational form.

In such an environment trade cannct be considerad as an isolated, well defined activity any longer. It is
a complex matrix of mulinational transactions thal have to be split in several different efcments if one
wants to understand and measure them.

Let us take some exampies and try to draw a kind of typology ol international “trade™ activities of
enterprises of services sectors. A clear characterization will helpy to better understand whal is recorded
in the BOP, whal is not and what have to be recordad in ancther framework.

a) Direct cross border trade

- The product moves

The typical case: a finished product is done in cne country and directly sold to a final client abraad. This
may concein studies (marketing, legal, accounting, research), software, databases, press agency
services. In this case, the provider of the service has contacts with his clients mainly by post or
telacommunications. This siluation is supposed 1o be quite rare Decause generally the services are not

standardized, they cannot be bought on catalegue and the clients have difficulties knowing the foreign
providers and getting in contact with them.

= The provider moves

Providers of services are going temporarily to another country ta rendsr their services: technical
support, construction, consulting, training, entertainment... The staff is supposed to come back when the
work i3 achieved and the company continues ta manage this staff. In some cases, the temporary
mission may last more than one year and invalves the maving of equipment,

- The client moves

People travelling are buying services during their trips: transpont, lodging and catering, emertainment,
hairdressing, health, training . .
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- The transport moves or a space equipment is used

in transport activities, space launching or satellite services (telecommunication, teledetection, space
experiments an so on} international trade occurs when the client is resrdem ol a dilterent country than
the transport operator or the awner of the space equipment,

All these transactions are exports and imparts of services recorded as such in the BOP services
account.

b} Indirect cross border trade (through a “commercial presence”).

For the reasons already menlioned, it may be difficult to establish direct cantacts between service
providers of one country and finai clients of another country. A "commaercial presence” is necessary. It
can be any related company or agent: an individual commissioncd, a permanent agent, an
establishment, an associated company. In fact, this enfity acl fike wholesala traders for goods. It has
contacts with the clients and the providers: it produces nothing but an intermediation sarvice. The main
services are clearly produced by the fareign company: it is cross border trade with no direct contact
between the provider and the final client. The sale of the product will be recorded in the accounts of the
provider company and the buying of the product in the account of the intermediary company.

Inthe BOP, this is recorded like direct cross-border trade as exports and imports of services

€} Services requiring an international logistic

International services like railway transpor, courier, teiecommunication, postal sarvices require a
worldwide logistic and special equipment. Sometimes the equipment belongs to separate companies

(natianal post offices and telacommunication network, raitway companies) and sametimes it belengs to
the same company established worldwide {courier}.

ideally, the service should be divided in as many parls as there are providers. For example, when a
French person phones the Stales he uses the French network, an English satellite and the US network.,
There are two intemational services: the transmission by the English satellite and the communication on
the US network. Another example: a Spaniard sends a lotter Dy express mail to Finland: a local agent
carries the letter to Madrid, there a plane of the mother company 1akes it to Brussels, 1 is parsed, then

ancther plane takes it to Helsinki and a local agent carries it to its destinary. All these operations except
those made by agents of the first country are international services.

In both ¢cases, the client has no direct refationship with foreign companies, but parts of the services have
been provided by non-resident agents sa they constitute cross border frade in the BOP framework, In
such cases there are no theoretical problems but data collection is difficult in practice. In the first
example, companies are distinct, they keep detailed account of all the transactions and pay ofiset
amounts to each other. The gross transactions can be declared to the BOP. in the second example, as

it concerns only one company, the relevant information may be simply not available, it depends on the
accounting system adopted by the company.

d) Services produced within international agreements

In certain very technical services, fike protessional services, highly skilled experts are needed. And very
otten, they associate 10 produce a service. it is a kind of international joint production process. These
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associations can take place in a wide gamut of organisational bodies ranging from verbal agreements to
capital participation. But what is impontant is that service providers of distinet countries are identitied.

in the BOP all kind of services transactions done under contract agreements are considered as imports
and exports.

8) Services fotally producad by direct investment establishments

Companies may invest in other countries and set up establishments, owning at least 10% of the capital.
These establishments can be complete productive entities and trade their production locally.

Neither in the BOP nor in the SNA is the turnover locally produced and soid considered as international
trade because domeslically owned establishments abroad are non-residents and foreign owned
establishments in the domestic territory are residents. Nothing will be recorded in the present BOP.

The turnover of these establishments and other economic statistics can be recorded in an extended
framework. Usually one refers 10 this iramework as “"establishment trade" figures. This framework is

based on the patrimonial approach. However, the concept of ownership is delicate to put in practice and
some reflexions need to be caried out on that puint.3)

) Intra-group miscellaneous service transactions

Between members of an international group one can find a fot of miscellaneous service ransactions like
computing, management, auditing, training. These transactions are of a general interest, they do no
constitute the main production of 1he group.

They are considered as imports an expods in the BOP. The only problem is that they are sometimes not
separately identified in the companies account because they are calculated on an apporlioned basis.

9) Technological and other knowiedge related activities

Sales of trade marks, patents, other types of knowledge, rights to use them, royalties of any king,
franchising fees constitute frequent transactions in services sectors. They are recorded in a special BOP

ftem. it has not been clzar from the beginning where 1o classify such transactions, but in the next BOP
manual they will be part of the services account.

This typology is somewhat simplified and enterprises can have international activities that match all
these categories. But it shows that all farms of trade except the turnaver of establishments should be
recorded in the BOP framework as cross border trade and be classified in the services account.

3) Gor?_ﬁanias can have a very complicated capital structura and it may be ditheult to atribute cwnership to one peculiar cauntry.
e cancept of effective contral of the company may be mare

i : ) prrtinent but it is Impossible o deline a prion becausa it is not
diractly linked to the share of capital owned, According to the cases, ownershig can be afribuled to share holders pwniog
between 10 and 50°% (or mora) of the capilal,
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1.3) Uses and advantages of the BOF informaﬁon._

The major uses of BOP figures for macro-economic analysis are well known. Above all, BOP is an

iﬁdispensable statistic for international transaction analysis, National Accounts purposes and monetary
palicy.

BOP can also give certain micro-economic information on international markets of services products
and on transactions of economic sectors, especially their direct investments.

BOP has also other advantages: It is a complete and closed framework where one ¢can caloutate net
positions by types of transactions. In many countries it is a monthly or quarterly statistic, it offers short
term information with a certain level of geographical breakdown.

a} Trade in services: a market approach

in the BOPR, trade in services (identilied cross border trade) is recorded on a product basis except for
travel. Eurostat and OECD have developed quite a detailed nomenclature derived frem the CPG that
should be implemented pragressively by OECD member states. The detail of such a nomenclature
cannot be very high because of collection problems and because of the rather complex and mixed
nature of the transactions. At present, at EC level, abaut fiteen different iypes of services can be
individualized, this number is even greater in certain member states.

This approach which is similar to that of extemal trace statistics for goods enables the user to have a
market view. For each typa of service one has iotal exports and imports on a quacerly basis with a
certain detail of geographical breakdown. This permits one to calculate balances and assess the
position of the national Economy, to identify surpluses or deficits and sa on. Times series give a good
indication on the moedifications of the position. Trade figures can also be compared 10 domestic
production by product in order to calculate exports and penetration ratios.

Using IMF stalistics at World level, one ¢an calculate market shares en different types of product. Using
time series can help define dynamic or recessive products, etc...

b} Direct investment and income: a view on the international strategy of enterprises

Direct investment flows and related earnings are important for understanding international strategy aof
enterprises. These statistics are split by economic activities of the resident enterprises. Eurastat and
OECD have detined a common activity breakdown which wili be implemented progressively by OECD
member states. From a territorial point of view this statistic gives information on the toreign praductive
capttal allocation within the country, on the allocation of the naticnal capital outside the country and on
the evolution of the flows of invesiments. Direct investment income is alsa vary interesting from a
territorial point of view te know earnings received 1rom other countries and paid to the rest of the warld

c) BOP by activity: 1o complement the market approach

In most EC countsies additional information is available on the main economic activity of the transactors.
This permits one to calculate BOP by sectors of activity. These figures are very interesting because they
show the complete set of internaticnal fransactions and capital movements aof enterprises of a defined
econemic sector. They can give the total goods and services exports and imports, the incomes and the
transters. They can be compared to production figures by main ecanomic activity and be uscd to build
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National Accounts by economic sectors. This will complement the market appreach. Crossing activity
and product breakdowns would also permit ene to complete input output tables.

d) Accuracy af other statistics on international trade In gervices

Gne can find information on internationa! trade in services in ather types of statistics. In annual
enterprise surveys queslions on exported turnover and sometimes on imported infra-consumption can
ke found. But ganerally there is no product detail nor geographical breakdown. The sampiing which is
used is based on production figures and 1o catch external trade figures is not so efficient as the BOP
which is completely devoled to this aim. Although one can hope ta catch exports fiqures guite well in
such surveys it is certainly not the case for imports.

I} _Maln problems encountered in the figld of international trade in services

Problems should be split in two categories: practical problems linked to specific collection systems, that
could be easily solved, and conceptual problems.

It should be stressed that concepiuat problems are not specitic to the BOP at all. The deepest difficutties
arise from the very complex and fast changing forms of international trade in services, Any kind of
statistic designed to collect such data is in fact faced with the same problems, This is why cancepts and

methodology used in the field of international irade in services need strong assessments and theoretical
investigations.

Eurostat and EC member states (joined now by EFTA countries} are currently thinking about the best
ways 1o collect BOP data and to solve the two types of problems. Within 2 or 3 years, this work should
end with major improvements. Before presenting the stage of progress of this research wark (part 111,
the two types of problems will bae rapidly discussed. --Advantages and drawbacks of the difterant BOP
collection systems used at present are not treated in that paper®!.

il.1} Conceptual and methodalogical problems

a} Nemenclatures are difficult 1o build

Eurostat has commissioned a study of international transactions in a number of business service
sectors {further explained in pan 111}. As a preliminary resutt, the study shows the difficulty of designing
nomenclatures for complex and rapidly changing types of services. Neither the activity approach, nor
the product approach olfers easy solutions, This holds true as well for other non-business services. The

task of finding out about frade and external payments is rendered even more difficult by the tack of data
on domestic activitics.

4) Ewrustat already has & ol of stndies an the subjedt, they are avarable on cemand
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The study shows ihat in these business services, tha markets and the types of products are evolving
rapidly towards tess segmentation of 1he providers: firms belonging to different sectars of activity are
invading each others' sectors and increasingly offering identical or rather similar types af services. For
example, courier services are experiencing a skower growth in letter/document transpart and a much
taster expansion in the demand for transport of parceis, bath in numbers and of increasing size and
weight. They have in fact become suppliers of a particular type of transport: express door to docr
delivery. National post offices are also developing their express scrvices Accounting practices have
massively entered the consulting and advice business in the legal, tax and managamen areas.
Management consultants as well as accountancy practices are intensively engaged in supplying
camputer sedvices. In sum, boundaries hetween thesa services have been blurring, the overlap betwaen

the various business and professional activities has been growing. Statistical differentiation on the basis
of suppliers is becoming even harder.

b} New types of services and packages are being developed

New types of services are constantly appearing on the market, often as a result of externalisation of
previously in-house aclivities. Discrete services are being bundied into complex packages ohen without
separate invoicing of the components. Dynamic service companies are constantly maoving info products
for which the demand is rising fast and abandoning the others, sometimes 1o providers in less advanced

regions or countries. Also, services are being replaced by products incorparating SDDhlSlicated
characteristics. All these transtormations are accelerating.

The study referred to above gives examples showing how difficuit segmentation by product can be. Qne
such instance concerns courier firms that take over from clients the entire distribution function of their
goods (for instance computers and pars). Storage, stock keeping, logistics ang on time delivery are
among the services provided. This is a new kind of services not described in the SPC Another example
concerns packages of consulting services. Clients interested in buying a forgign enlerprise can obtain
from consultancy practices, from banks or other specialised firms, overall studies that cover all aspects
of the acquisition: legal, accounting, market researeh, financing such as launching of sharus, etg.... In
construction services, complete packages including not anly the actual building but also a host of other
aspects such as design, choice of equipment, finansing are an offer.

When ditierent services are bundled into a package, the various compongnits should be split for
statistical recording purposes. The companies concerned, even if willing to do so, may often not be in a

position to supply the necessary details. In that case, the whale package has to be attributed entirely to
a category that correspands to its main companent, i. e. if one can be found.

¢} Finding transactions behind the comgplex financial arrangements between related
companies.

The study shows also that companies can have multiple types of finks ranging from simple association
agreements 1o full capital participation. The financial arrangements belween all these companies may
be very complex and do not fit in the traditional transactions classification (see annexed paper on tegal
services particularly page 5). For example, in an association of firms thare may be averhead
transactions calculated on a prorata basis. In a federation of firms there may be various contributions to
a central organisational body. Fully integrated groups may be organised in profit centers whare all the
incomes are pooled and then redistributed according to certain performance criteria and not to the
capital structure. The allocatian criteria of costs and expenses among units located in diffcront countries
are often also diclated by fiscal considerations. To assess the real transaction behind any transborder
tinancial flow, a case by case analysis of such arrangements is needed Fayments may caver a great
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variety of reciprocal sarvices and pernaps even non-service payments. Or it might turn out 1hat there
were 1o real fransaction at all

d) Treatment of International services networks

For certain types of services (ranspon, telecommunication, courier, professicnal services, advertising) it
is an entire set ot producers who participate worddwide in the elaboration of a service. It then becomes
neary impossible to differentiate the elementary operalions and to identify separate transactions. The
coltection of the data will have to stick 1o the accounts of the companies that can give a rather
aguregated picture of all the transactions. Furhermore, the invoices, i any, may include intra-group
transactions like overhead costs, royallies or franchising fees.

2) Services not invoiced {Financlal services)

Some services will always be impossible to apprehend directly because they are never expiicitly
charged. It is the case of most tinancial services. Very often the value of the service is includad in the
tinancial transactions. For example, \he service charge is sometimes not distinguished from interest paid
for Ioans or from premiums paid for insurance. In such cases, the total amount lor premiums or interest
will be known and it will be impossible to split # to obtain the service fee. For insurancsy, the IMF
recommends that one calculate a ratio on premiums, this will be implemented as soon as the new
Manual has been adopted. For other financial services, after long discussions, the idea at calculating
imputed bank services has been abandoned because of practical prablems. But in cooperation with

national accountants, a memorandurn tem showing estimates of imputed bank services will certainly be
produced.

f) Lack of volume indexes

Volume indexes would be very useiul 1o complement BOP figures on trade in services. At present very
few countries are praducing such indexes. Direct abservation will certainly be very difficult in rmany
cases because intemational services are rarely standardized. Indicators have to be found, but at
present few are available even for domestic statistics.

9) Classification of Governmental services

Al present, the major part of such services is put under the item governmental transactions. In this item
ene can find all types of expenses of embassies and military forces and cenain services produced by
government like technical aid. Services produced by national enterprises like telecommunication are put
under the corresponding services items. A question, not yet solved and subject o controversy, is where

to classify marketable services produced by ceniral or regional governmental bodies: in the services
items or in the governmental transactions.,

h) Geographical allocatlon criteria

When several operators take pan in the same transaction {pocling in transport, subcontractors in

construction works,...} the geagraphical allocation becomes a problem. Na clear rules have boen
defined yet.
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II.2) Practical problems linked 1o collection systems

The problems mentiened below are entirely relevant for BOP collection systems as applied at present in
EC countries. In many cases they concern only few countries and can be solved casily.

&) Non-recording of flows

Qne major criticism to the services account in the BOP concemns the non recerding of cerain flows.
Though invisibies are by definition ditlicult to record, it is not an impossible task. Generally speaking,

studies on World asymmetry have shown that the coverage of tlows is carrect excent far some well
known items.

Maritime transport is the area where the biggest asymmetry is found. Ship owners are sometimes
difficult to locate and they do not declare their transactions. They may have accounts in financial off
shore centers and the money shipped through their domestic accounts carresponds only to net

incomes. This causes an under-racording of World sea transpon receipts. This phenamencn has been
well analysed in the IMF study on the World current account asymmetry.

Anciher problem may come from the use ol foreign accounts by entemprses. These operations are

developing. A special declaration has to be requested trom the enterprises so that they describe all the
transactions made using these accounts,

Another prohblam comes from the fact that in certain countries some enterprises had known a certain

"independence” vis a vis the exchange controt. Despite its abolishment, statistical authorities continue
not asking for complete information. This should be solved in the future.

b) Bad quality of the declaration

Declarations on the nature of the transactions are not atways of a good quality. Efficient procedures to

collect the infermation and regular checks should warant high quality as it is the case in any statistical -
system.

<) Net valuation of flows and offsetting payments

In principle all transactions should be recorded on a gross basis. But in centain types of services,
payments are often offset. This is the case in telecommunication, in courier or postal services, in railway
transport. It can also be the case batween companies who are doing a lot of business lagether. In most

EC collections systems companies involved in offsetting mechanisms are asked 1o give the gross
amounts.

d) Services related to trade in gaoods

There are a lot of services related to trade in goeds and provided by the same enterprise: transpon,
insurance, technical aid, training, installation, softwares, and so pn... Sometimes, enterprises do not
make separate invoices for such services and they are comprised in the value of the merchandise. Al
countries are faced with the problem whalever colicction system they use.

When comparing settlement figures and customs figures one can find big gaps which partly came from
that problem. In France, for example, a model trics to till in the gaps and ends up with a significart
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residue thal is put under the heading other goods and services not allocated. This type of problem is

quite important and it is ane of the reasons why it is often staled that services transactions are under
estimated whereas merchandise is slightly over estimated.

e) Transport.

Problems of non-coverage of certain sea transport receipts have already been exposed. Another
problem lies in the fact that the major part of freight expenses are estimated using external trade

Tigures. This means that the freight estimates depend on a lot of factors including the quality of trade
figures and of other available infarmation.

f) Travel

Travei is a demand oriented item. All expenses of peopla traveliing are supposed 10 be recorded. This
means that billions of very small transactions are concerned, the major part of which being paid in
banknotes. A ol of problems are encountered for this item and countries have constructed quite
complicated systems to make their estimates. Major problems concern the gross evaluation of
banknotes transactions with all the re-exchange prablems, the prablems of currencies used world-wide
(US dollar, DM), the breakdown of banknotes transactions by purpose {iravel, capital operations,
transters, illegal transactions,...}, the geographical breakdown when currencies are fhe main source of

informatien. in survey based system, ene can alsa find alt sonts ot probiems related to peaple or
household surveying.

g) Intra-group transactions

Ancther major critic of BOP is the idea that a lot of transactions between related companias may nat ba
well classified because the entempidses do not declare them properly for many reasons including 1ax
evasion. This is a problem for all economical statistics, and no study has proven that it was extremely

frequent in BOP statistics. Furthermore, the abolishment of aexchange control in the Community will
alleviate such problems, it any.

h) Geographical breakdown

Nearly all OECD countries are producing geographically broken down BOP. in the current account, the
partner country of the final transactar should be taken inta account. The use of currencies in certain
systems makes the allocation difficutt, this is particularly impartant for travel. Sometimes, when there is
an intermediation it is very difficult or even impossible 1o know the final transactor and it is the country of
the intermediary which is recorded. This problem is particularly important for sea transponrt, it is the

country of the ship's reat operator that should be taken inte account, and with the use of free flags it is
sometimes very difficult to know this country.
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II) Eurostat and EC Member States Projects of Improvement

Eurastat and EC Mcmber staies have done a ot of methodological work to improve the BOP quality in
crder to be in a position to produce a good quality EC Balance of payments tor the Ecomnomic and
Monetary Union. Twice a year there are working party meetings with EC and EFTA members, 4
thematic task forces are currenlly preparing improvements: general aspects, curren! account, capital,

EDI-BOP. ({Task forces programmes are 1o be found in annex.) The current account task torce is the
one dealing with trade in services.

In paraliel with this work and for the drawing up of the trade in services classification, Eurostat is

carrying on research work to understand better international services transactions and pardicularly
busipess services.

As an every day work, Eurostat is also producing harmonized BOP figures at EC level {later on at EEA
level). Finally, Eurostat is studying the needs tor establistrent trade figures and the leasibility, in
collaboration with DG | (responsible for trade negotiations),

HI.1} The current account task force woark

This task force has Mr Senif trom the Bundesbank as feponer. It is preparing a common methodology
for each item of the current account except the investment income. This methodslogy will complement

the IMF manual and will be followed by EC and EFTA countiies at least. The Task force
recommendations shouid be completed by 1694

Cna objective of the lask force is to use related statistics in order to make better estimates and to
assess guality. It is also 1o ensure that the same intormation is not asked twice from the enterprises in
arder to alleviate their statistical burden. Greater cooperation with other statistics and in some cases

integrated approaches should be aimed at. The task force will work with other ELurostat units and
working paries o achieve this objective.

Anather gbjective is to exchange information between EC and EFTA countries or even other OECD

countries in order to have better coherence, to suppress asymmetries and in a way to reduce statistical
burden.

All the problems presented in part Il will be studied Ly the task force. Only problems that have been
studied so far are presented below.

a) Merchandise account, merchandise transport and insurance.

- hature of the transaction

The task force has prepared a classification of the nature of the transaction for EC external trade
stalistics. Since 1988, externat trade statistics are harmonised al EC level. They constitute the main
source to build the merchandise account in the BOP. Tne nature of the transaction classification is used
to transform external trade tigures so that thay are contorm to the BOP methodology. This: now
Classification will be implemented in 193 for intry and extra EC trade stalistics. This classification
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enables one to differentiate goods for processing and repairs, goods taking part in joint production
programmes, goeds for temporary use, linancial leasing and operational leasing,...

- new intrastat system

Intra £C trade tigures will be collected with a new system in 1993 intrastat. This system will furnish the
statistical value for merchandise, ie the CIF/FOB valuas. BOP stalisticians will have 1o find new nstimate
procedures to calculate transport and insurance on merchandise impars. These procedures will be
used by ali EG member slates in order to obtain intra-EC compatibie information.

b} Passenger transport

At present, figures on tickets sold to passengers are obtained dirgctly from air and railways companies.
Discussions are baeing carried out so that the same information is not asked in the new surveys in
preparation on transports. A method for geographical breakdown of these data using statistics on

provenance and destinations of passengers has 1o be drafted. The coverage of sea passengers also
has o be improved.

c} Travel

Eurostat has undertaken a huge work program on tourism statistics in order to produce a general
methodolagy. Teourism in the balance of payments is one chapter of 1his methodology. A report has
already been produced, explaining how the present systems wark, what are the main problems and

what kind ot solutions should be looked at. Tha task force is currently working on the design of a
common system to build travel figures.

This system will probably be different for intra and extra fiows after the completion of the Economic and
Monetary Union. For extra flows the present systems will remain approximately the same but

improvements on the geographical breakdown using exchange of infarmation and various types of
tourism sfatistics are planned.

Far intra tlows 1he present systems mainly based on banknotes transactions will not be feasible with the
unique currency. Households surveys, maybe completed by spacial surveys on business travel will
certainly be used to build a general framework, other types of estimates {based an nights or arrivals
statistics) will be used 1o furnish short term data. The household survey referred to is another par af the
tourism methodalagy which is in preparalion. This survey will contain guite detailed expenditure
questions. This survey will give good information of expendilure abroad of residents which can help 10
build the tatal travel debits. An exchange of information between the participant countries can help one

to draw the credit pant. Other data on touriem, like ihe HORECA surveys can also be used in order to
pertorm checks.

in the short term a complete exchange of information will be organised in order to reduce intra-EC and
EFTA asymmetries in the trave} account. Al infarmation used at present to build the travel accaunt will
be recorded in a special questionnaire designed by the task force and exchangad between the
participants. A first test is currently being carried out batween the task force members. The infarmation
will be cross-checked in order to assess the main asymmetries and to carrect them.,
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d) Other services

The other services category regroups all services other than transport and travel. The task force has not
yet worked on this calegary. ft is waiting for publication ot the new IMF Manual. At that fime, the
Eurcstat-OECD nomenclature will be updated and tinalised in order to be completely coherent with the
iMF recommendations. The task force will design a cammon mecthodolagy for each tem of this
nomenclature. The problems seen in the previous part, among other maore technical ones, will be of
course sludied carefully and improvements will be locked at in coordination with ail statistical or
international bodies concerned. All information produced by other types of statistics should be carefully
looked at by the task force in order to see what can be usad and if there is no duplication of work.

e} Prices and volume Indices in trade in services

The task force will have ta suggest ways 10 build priccs and volume indices in the field of trade in
services. The British example will be studied carefully and Eurostat will conduct tests.

1} Use of registers and drawing up ot BOP figures by sectors of activity

Eurostat is currently working on a requlation on registers. The use of a unigua register would permit one
to build links between all types of statistics.

France, where a common register is used by all statistics, is making annual estimates of BOP by
sectors of activity. This work takes place in the annual report of the service commission. Internaticnal

fransaction figures caming from ihe BOP are complating domestic figures on production and
employment.

112 Study on business services

A Eurostat consuliant, Mr Luyten, formerly responsible, inter alia, for GATT negotiations for the EC

Commissian, is currently drafting reports concerning international transactions in a number of business
SEMVICESs,

[}
The study is exploratory. Its objective is ta identify the main international tfransactions in the field of
business sesvices, 1o try and make recommendations on the nomenclature and ways 1o collect 1he data,

including prices and volumes indices, and more generally to obtain a better knowledge of international
activities in the different business services.

Drafts have became available gn accounting/auditing and tax consultancy, legal services and courier

services (to be found in annex). A dralt on management consultancy is almost ready as well as ong on
computer services and related services.

a) Main general provisional conclusions
- Internationalisation has multiple forms

The exploratory work shows that international activities are imporiant far all the sectors analysed so far,
but that such activities are undenaken mainly by a limited number ol Targe enterprises that bave turned
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themselives into international groups or participate into inlernationa! networks. Pure cross border trade
without any intermediary is very limited. Smaller emterprises have difficulties in overcoming the
obstacles 1o access foreign markets: establishment is nearly indispensable for regulatory reasons and
becausc of the practical need to be close to the clierts. Repulation of firms is of key importance and
competition is very intense. Group organisations can take complex and very diversified forms according
to the services considered: in courier services, establishments are usually majority contrelled it not
owned 100%. In legal or accounting services the intcgration formulas of multinational practices or
netwoarks are usually less tight and informal types of organisation can be found.

- Statlstical recording has to consider the arganisational form of firms

One aof the study conclusions is that the intemational organisation of enterprises is a key element to
understanding how transaclions are made and {0 try and measure them. International business services
are nearly always rendered with the presence ot local agents on both sides of the transaction and
sometimes in betwean. These agents are producing the totality of the services or only some parts. In
courier {or exampile, the local agents are responsivle for the pick up and delivery of the letters and
"centedl agents” are taking charge of the major parl af the transpert including a journey in the central
hub. In legal services, an association of fawyers from several countries ¢an be used to solve problems
of a client in anather country with the help of a "central” documcntation and logistic service.

The accounting system of enterprises is likely to be the best source for tracing the various service
transactions. [n the case of ioose group organisation, all intra-group transactions will be inveiced but not
necessarily at arm’s length prices. In mora structured organisational systemns, prafits may be pooled and
redistribuled later according to predetermined crileria. Genaral expenses for the group may simiarly be
apportioned to the different units of the group. What complicates statistical recording is that in most
cases intra-group or intra-network transactions are settled through offsetting mechanisms. They may

then be difficult 1o coliect either because of a lack of basic information or because the companies are
reluctant to declare them,

b) Sectoral tentative concluslions

- Coutier services

Competition in that sector is intense. The “express transport business®, as ihey prefer to be calied, is
rapidly adapting to changing markets. At the intemational level, concentration is increasing. Technical
progress is moditying the markets. Fax and electronic data interchange are affecting the growth rate of
the demand lor letters and small documients, though the pace remains rather high. The parcel market is
increasing extremely fast. The courier enterprises are progressively shifling themselves towards the
handling of parcels and goods mostly of high value. Thereby, courier services are now more close o
transport services with the special characteristics of "express services" {ie any transport done more
rapidely than it is generally the case) and "door to door delivery”. The classification of such services
should take these fealures into account. Data should not be tao difficult to collect and volume indices
could be based on the number of transported itermns subdivided into weight categories.

- Ledal services

The law profession is highly regulated and access to foreign markets remaing exiremaly dilficull.
International activities are possible mainly through foreign establishment or through the satting up of
links with legal practitioners abroad. Such links take on various formis ranging trom 0ose associations
to. more rarely, tull integration. Large internationally welt placed firms maintain saophisticated
communication networks to manage their resources. They tend to mave expers around to meet local
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needs. Legal teams spedialized in international atfairs congregate in specific financial places such as
London and New-York, where they tend to dominate world markets. Next to a number of US large
practices, there are a host of EC law firms, led by those of the UK, that are in a strong position. But
none of them, excepl a UK firm, seem engaged yet in a complete corporate world strategy.

The demand for legal services has increased very rapidly in the 8(0's so that thig service sector has
atracted considerable resources. Despite the prasent slowdown, tuture prospects remain excallent. Key
export markets are the main financial and trade centers in Europe, in the US and in Asia. Frospecis in
parts of Eastern Europe are also bright. Levels of lawyersiees have risen to such extent thal some
enterprises show a tendency to develop their in-house legal services.

Data collection appears rather difiicult in that sectar. Product nomenclatures cannot be very detailed
because the firms themselves cannot really differcntiate their services; in some cases they pravide very
broad services and in some other cases one can find jegal services rendered by othar sectors of
activity. Mr Luyten's conclusion is that the services should only be daescribed as "transactions of lawyer
tirms". The gathering of data for international transactions should be done by direct surveying of

enterprises because intra-firm compensation is very frequent. A volume index could be based on
employment figuras.

= Accoumtancyftax consulting services

In many respects, this sector is similar lo that of legal services with a high degree of regulation
particularly for auditing. Accountancy practices wishing to provide their services abroad mostly do so hy
acquisitions or associations with foreign locat practices. However, internationalisation scems to be more
ancient and one can tind 6 big cormpanies strongly engaged in a world corporate stratogy.

Accounting companies are more and more engaged in consullancy and in computer services and not
only in accounting services. In fact, markets have grown more rapidly on consultancy or computer

services and tirms have had a tendency to widen thair fields of competence but they have rarely created
specialized branches.

it appears ditticull even to diflerentiate accounting and 1ax consultancy. Mr Luyten's recommendations
on this type of services are similar to those for legal services.

i.3) Eurostat other projects

a) Establishment trade figures.

DG I of the Commission which is in charge of trade negotiations would have great interest in
establishment trade figures. It has prepared a document on its needs for such figuras. This document

(to be found in annex) constitutes a problem statement for the design of a new sysiem aimed at
obilaining these figures.

On a practical point of view, Eurostat envisages a rather economic solution. it is based on the use of a
register of enterprises participating in direct investment operations abroad and of foraign owned
establishments on the domestic territory. This register exists in nearly all countries and is maintained by
BOF statisticians in order {o record the direct investment flows. This register could be used in two ways:

- to record 1he tuinover of foreign owned establishments on the domestic territory by using links, through

the ragister, with domeslic statistics. This, of course, would require that a common register is used for
bath statistics.
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- to record the turnover of domestically owned establishmonts abroad by adding some question to the
direct investment questicnnaire sent to all domestic enterprises having establishments abroad.

It should be added that an appropriate exchange of information between countries would allow to restrict
the additional questions to establishments in countries not paricipaling to the exchange.

This type of system is already available in countries like France or Germany and for the domestic side in
the UK.

The conceptual framewark should be built from the OECD benchmark definition on Oirect investment.
But further reflexions are needed on the shares of the capital to be taken into account and how 1o split
the turnover in case of multipla padicipations. The concept of effective control should be investigated.

b) EC complete and harmanised balance

Betore the end slage of EMU is reached, Eurostal will try to praduce a fully harmonised £C BOP, At
present, Eurostat calculates only parts of the BOP that are harmonised (current accounl and direct
investment). The harmenisafion is not complete because the intra-EG asyrmmetry is not zero. In
cooperation with the task forcas, Eurostat is going 10 produce a tully harmonised and complete EC
balance. This balance will have no intra-EC asymmetry and will contain a capital account caharent with
the current account. This work is completely complementary 10 the methodological work carried out by
the member states. Eurostat will correct the problems discovered by the task forces before the new

complete system has established for the Manetary Union. Harmonisation will also be done on EFTA
figures baginning for reference year 1992

Conclusions.

Today, internationalisation is a major issua tor economic analysis and paticy. An integrated appreach
relating domestic production, production abroad and international transactions has 1o he adopted by
econamists in order to understand the phenomenon, its consequences for the World economy and
especially for the allocation of praductive factors and wealth. Statisticians have to take these needs into

account 1o provide convenient and coherent statistics. Each type of available statistic has to be
reviewed in that sense and links have to be improved.

The balance of payments, as the mast convenient tramework 1o measure international transactions, is a
building block for this global approach. It is cerainly 1ar from perfect for practical and cuncepﬂual'
reasons, but other statistics woutd be faced with the same types of problems. [t is then impartant to
improve the guality of BOP figures and its compatibifity wilh other statistics.

The £C balance of payments statistical systems wili be subject to great changes in the next years. 4 ot

of improvernents arc on the way. An increasing cooperation with other slatistics would help to achisve
coherence, high quality and also to reduce statistical burden on enterprises.

Major progress has to be made in order to have common enterprise registers, household surveys an
travel cxpenses and other fourism statistics, transport statistics. The compatibility of the different

nomenclatures should also be considered. And tinally, a large effort should be made tor the renewal of
the concepts used.
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Anhnexes:

- The need for statistics on establishment trade - DG | EC Commission

- Work program of BOP task forces - Eurosiat -

- Courier & express delivery services, Legal services, Accountancyfax consulting servicas- 3 draft
research papers written by Mr Luyten.

Eurostat reference publications:
- International trade in services - EUR12 1979-1986
- International trade in services - EUR12 1980-1989 {to be issuad s00n)
- Geographical breakdown of EUR12 current account - 1980-1989 {to be issued soon)

These publications provide the most detailed information on international trade in services for EC
Member States and EUR12 aggregate.
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THE NEED FOR STATISTICS ON ESTARLISHMENT ‘TRADE

i. Defining Establishment Trade

Establishment trade can be defined as trade realised through
establishment enterprises. Establishment enterprises are companies
established in one country, part or all of whose capital is owned by
residents of another country, il.e. enterprises which have been subject
to foreign direct investment.l The term “"Establishment trade® covers
the complete set of activities of establishment enterprises, i.e, the
total turnover, production and emplayment of establishment enterprises.

2. The Growing Importance of Hstablishment Trade

For both manufacturing and service industries, establishment trade hag

assumed an ever-increasing importance. The internationalisation of

commercial activities has naturally led to more and more companies to
establishing a commercial presence abroad. For service

industries
establishment trade has particular significance.

For the majority of
service sectors the establishment of a commercial presence abread is the

dominant mode of delivery. For service sectors such as financial and

professional services, companies will almost certainly need to establish

a commercial presence if they wish to provide services in a

fareiqgn
market.

For manufacturing companies the establishment of a commercial

presence abroad has increasingly become . an alternative to production in
the home country.

3. The Absence of Statistics on Establishment Trade

At present the EC has no statistics on establishment trade. This means
that the EC does not have adequate information with which to evaluate
and monitor the performance of EC-owned companies established abroad,
Equally the EC cannot accurately assess the performance of foreigqn-owned
companies established in the Community. To date the EC has relied on
the information provided by Balance of Payments statistics.

1 The OECD nomenclature on direct investment considers all companies where
10% of the capital is owned by non=residents as "Direct

Enterprises”. Under the GATS provigsions {Article XXXIV 3 1)}
is defined as

Investment

a company
"owned" by persons of GATS Mamber "if more than 50% of the

equity interest in the company is beneficially owned by perons of that
Member.* In defining an establishment enterprise it would appear
preferable to follow the GATS definition of awnership. The use of this

50% ewnership criteria may simplify the collection of statistics en
establishment trade.



The Inadequacy of Balance of Payments Statistics

Balance of Payments statistics record all

real and financial
transactions betweon reaidents and

non-residents, BOP  statistics
therefore provide informalion on direct investment flows, lending and
borrowing abroad, repatriated earnings from capital investment abread
and interest from foreign leans. HOP statistics da not provide any
information on the turnover, productian or cmployment figures of
companies established abroad. The EC's current knowledge of the
activities of EC companies established abroad is theretore restricted to
infarmation concerning the amount of initial direct investment made and
information on the level of profit which a company established abroad
may decide to repatriate rather than re-invest. The EC is not able to
measure the level of market acocess achieved by EC companies established
abroad, their level of market share or their performance relative to
their coumpetitors within a forcign market.

Establishment Trade Statistiecs and Bilateral Trade Wegotiations

The absence of statistics on establishment trade poses a number of
substantial difficulties for the EC in the conduct of trade negotlations
with third countries. The lack of statistics on establishment trade
means that the EC does not possess adequate information concerning the
performance of EC-owned companies operating in foreign markets or indeed
on foreign vompanies operating in the Community. At present the US is
alene in publishing establishment trade statistics

setting out
information on US companies operating abroad.

Ectablishment trade Btatistics are particularly needed in the

negotiation of bilateral framework and cooperation agreements (e.g.
Brazil, India, Mcrocco}. The absence of sufficient statistical
information means that the EC is not able to assess acecurately sectors
of particular economic interest to EC operators. Eatablishment trade
statistics would allow EC negotiators to identify priority sectors in
foreign markets where EC-owned companies are under represented or under
performing. This information would assist the EC in determining where
improved market access should he sought. Statistical information on the
performance of EC-owned companies in individual markets waould assist EC
negotiaters in identifying discriminatory measures which third countries
may be applying against E¢-owned companiea established in their markets.

A practical example of the impartance of statistics on egtablishment
trade can be provided in the analysia of EC trade relations with Japan.
DG I is currently attempting ta study the degree of openness of the
Japanesec market. This satudy is encountering considerable difficulties
since the EC does not possess adermuuate information cancerning the
performance of EC~owned companies established in Japan. Establishment
trade statistics on the market share, turnover and production of EC-

owned companies operating in Japan would allow a comparison with the

performance of Japanese companies. Such information would asgsist in

identifying possible barriers to entry to the markets and discriminatory
measures applied to EC-owned companies established in Japan. Equally,
3tatistics on establishment trade would allow the EC to asseas the

performance of Japansese-owned companies operating in the Community.



6. Establishment Trade Statistics and the GATS Negotiations on Services

This paper has montioned the particular impartance of establishment
trade for services, stressing that the establishment of a cummercial
presence 1s the dominant mode of delivery for the majority of service
sectors. The GATS negotiations on services have highlighted the EC's
current statistical shortfall. Establishment ¢rade statistics
especially relevant to three areas of the GATS negotiations. These are
the evaluation of offers, the madification of schedules and the
rrocedures for dispute settlement and enforcement.

re

a) The evaluation of effers of jinitial commitmenta

The draft final text of 15 December 1591 states that in wurder to
accept the Multilateral Trade Organisation (MTO) Treaty all members
must submit a schedule ot initial commitments for services. These
cffers of initial commitments detail the service sectors which esach
GATS partner is prepared to bind according to multilateral rules.
For each sector offered the GATS partners are required to schedule
any restrictions limiting market access for foreign companies and any
national treatment restrictions which discriminate against foreign
service providers operating in the count.ry. Market access and
national treatment restrictions are listed for esach of the four modes
of delivery possible for the provision of services., These four modes
of delivery can be defined as the cross-border provision of services,
the movement of consumers, the establishment of a commercial presence
and the temporary movement of person3. As previously stated the key
mode ot delivery for the majority of service sectors is through the
establishment of a commercial presence. EC negotiators therefore
focue on assessing the economic importance of third country offers tn
remove or maintain market access and.natiopnal treatment restrictions
on the establishment of a commercial presence. Establishment trade

statistics capture the economic activities resulting

from a
commercial presence.

Ta date, four rounda of bilateral negotiations on offers of initial
commitments have been held in Geneva. The B& has pursued these
bilateral negotiations with all of the S0 countries thal have
submitted offers. During this negotiating process it has become
increasingly apparent that the EC is not able to make accurate

assessments of the real value of these offers without statistics on
establishment trade. '

Clearly, in order to determine the value of the offers made by itsa
partners; the EC needs detailed information on the areas of economic
interest to the EC service operators. Statistical data on the levels
of activity of EC service operators established in individual sectors
would enable the EC to form clear sectoral negotiating priarities
with ite partners. In order to evaluate the significance of a third
country's decision te remove or maintain barriers to market access
for a commercial presence in a sector the EC will need to be aware af
the level of activity of EC-owned companies established
market. Egually in arder for the EC to assess accurately and
quantify the wvalue of the commitments it is undertaking in what is
the largest and breadly most liberal single market for services, EC
negotiators require information on the level of establjshment trade
carried out hy foreign-owned service providers.

in that

Without figures on
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c)

the pertormance of ri-owned companies established in foreign markets
EC negotiators are forced to estimate the importance of individual
markels and the significance of the maintenance of restrictions for
specific service acLivities. 1In short, without establishment trade
statistics to provide a tramework for assessing the commercial value
of offers of initial commitments the EC finds itself neqgotiating
without suflficient data. 1n the context of the Uruguay Round which
has introduced the first round af GATS negotiations of services, Lhe
EC has broadly based itz negotiations with its trading partners on a
standstill binding of current regimees. In future raounds, GATS
negotiations will be increasingly based on liberalising commitments.
The successful evaluation of these liberalising commitments will be
even more dependent on detailed establishment trade statistics.

Madification of schedules

Under the rules of the GATS {Article XXI) after a period of thres
years from the date of entry into force of the agreement, GATS
menbers may modify or withdraw ecommitments included in their
achedules. If a GATS member does wish +to modify or withdraw a
commitment in its schedule it must enter into negotiations with any
interested GATS partners to agree on  ahy necassary campensatory
adjustment. In order to evaluate what may be Jjudged to  be

Appropriace compensatory measures detailed statistical

information
will be needed. .

Statistical information will be needed to determine the

economic
value af the

sectar where the commitment has been withdrawn and any
oLher sector where a new commitment may be made. In such a
situation, establishment trade statistics would play a major role,
Statisties on establishment trade monitoring the performance af EC-
owned companies established in foreign markets would allow the EC to
SS5e88 accurately the value to EC operators of the sector which is
being withdrawn and the adequacy of the proposed compensation. The
successful negotiation of this type of economic rebalancing will he
dependent on the EC's possessing sufficient statistical resources.

Dispute Settlement and Enforcemcnt.

The provisions on dispute settlement and enforcement in the GATS
(Article X¥VI1) allow GATS members to request the jnitiation of
dispute settlement procedures if they corsider that a GATS member is
failing to carry aut itsg cbligations or specific commitments set out
under the Agreement. Under these provizions the GATS Dispute
Settlement Body may authorise GATS members to suspend the application
to the offending country of such ohligaticns and gpacific commitments
that it determines to be appropriate. In such a situation Lhe GATT
Dispute Settlement Body will need accurate statistical information in
order to determine what may be judged to be appropriate compansatory
measures. Az in the case of the modification of schedules,

establishment trade statistics would play a vital role in this
process.

EC sctatistics on establishment trade would form a major part of the
Comwunity's submission to any dispute seltlement panel. Establish-
ment trade statistics would allow the EC to demonstrate the cconaomic

affect that (ailure to live up to particular commiiments has had on



EC—-owned companies eslablished in the offending country.
Establishment trade statistics would alsec allow the EC tO evaluate
accurately what. should be considered as appropriate retaliatory
measures. The EC would be able to present a dispute settlement panel
with figures on the performance in the relevant sector of service
providers {roum the offending country estahlished in the Community.

In addition to cases where GATS members fail to live up to their
commitments, GATS signatories can also request the initiation of
dispute settlement proceedings if a GATE wmember considers ‘that
benefits it could reasonahly have expected to accrue to it under a

cammitment from another GATS member have been nullified dus to the
application of a measure by the relevant countoy.

In this type of "reasonable ezpectation" disputes cases, statistics
on establishment trade would be vital in assessing the economic wvalue
of expected benefits. Establishment trade statistics would allow the
EC to present a dispute settlement pancl with figures predicting the
effect of the application of any measure on EC-owncd services
providers operating in the market.
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TASK FORCES PROGRAMME
AND
WORK IN PROGRESS

I INTHRODUCTION

This document is a new version of the preceding document (BP/92/4/E) which have been
updated in order to take into account the recent developpements of the work. It nceds o be
fully discussed, amended if necessary and approved by the Working Party in order to provide
4 good basis for the wotk to be carried out by the Task I'orces.

In order to facilitate the reading of this document, it shonld be mentionned that mainly the
following paris have been updated: Work Programmes of task forces "General”, "Curreot”
and "Capital” (Parts VI, VILVIID and Timetable and work in progress( part IX}).The

members of the working group are asked to comment on these changes and 1o approve
(after amendements) the work programme.

N GENERAL OBJECTIVE

The general objective of the different task forces is to design a compatible data collection
system for the Member States in order to obtain information of high quality, sufficiently
detailed and which could be apgregated at the EC level.

The system design should be sufficiently precise and not give rise to different interpretations.
It should be complete and cover al?( information required at the EC level. Ditferent

alternatives could be propased but these should provide compatible information, i.e.
information which could he aggregated at the EC level.

The design should include:

Definition of the minimum information requested at the EC level,

Harmonisation of the basic information regrardless of the form in which this information is
requested (e.g. questionnaires sent to enterprises in the UK. survey system, "déclaration

directe” semt to the main enterprises in France, information asked to complement the
payorder in Germany).

Definition of procedures in order to aveid overiaps in the basic information.

Defimtion of methods of estimation for flows for which the nature of the transaction is not
declared (pon-reported transactions: e.g. transactions under the threshoid in the Dutch

gst_em and sample surveys for small enterprises which are not surveyed systematically in
¢ U.K. system).

Harmonisation of related statistics (external trade statistics, surveys on merchandise

transport enterprises, surveys on merchandise insurance enterprises, sarveys on
households related to tourism, capital stocks statistics).

Harmonisation of methods of estimation for the items: e.g. merchandise on a FOB-FOB
basis, merchandise transport, merchandise insurance, tourisot.

Definition of EDIFACT messages for transmission of the information whatever the data
collection system is.

Design new procedures in order to improve the rapidity of the transmission of information

from the Central Banks ! Statistical Institutes to Eurostat/European Ceéntral Bank in order
o produce timely FEurl2 aggregates.
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Il WORKING RULES

In order to set up 2 good work organisation and ensure an imegration of the work, rules
should be respected :

Task forces should include a limited number of participants in order to be efficient,

Taskforces will be co-directed hy the Rapporteur and Furostal

The Rapporteur of each task force will draw up a report which will be the only document
of the task force. Members of the task force will make oral or written contributions on it
tor each task force meeting. These comments should be sent directly to all Task Force
Members. The report will be updated after each meeting of the task force. The Rapporteur
will provide minutes after each meeting. The rapporteur will be responsible fur the update
of the report. Each new version will be made available to all Task Force Mambers. The
most recent update should be submitted at each mesting of Working Party which should
make amendements ta it. ‘The final version should be appraved by the Working Party.

In case some members of the task force disagree on some points of the report, their point
of view will be annexed to the repors.

Comments on the repoert can he made at any time by Member States and EFTA countries

not participating to the Task Force. They should be sent to the Rapporteur and 1o, Eurostat
which will take care of their dispatch.

Other officials of Eurostat {outside Unit C3) will be invited to participate in this work
when necessary. For this reason meetings should often be held in Luxembourg.
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IV COMPOSITION OF THE TASK FORCES
TASK FORCE 1: GENTERAL ASPECTS

Rapporteur: Mr BOURGUIGNON-Bangue de France

Members:

Germany (Mrs. Steger,Mr Widera), France (Mr Bourguignon), Netherlands (Mr Hefnan),
Unpited Kingdom (Ms Lakkin, Mr, Stock), Belgium (Mr. De Boeck, Mr. Melis), Spain (Ms
Bravo), Ttaly (Ms Bentivogli), Sweden (Mr. Lars Forss), Austria (Ms Nesvadba)

TASK FORCE 2: CURRENT ACCOUNT AND RELATED STATISTICS
Rapporteur: Mr. Kurt SENFF - Deutsche Bundeshank

Members: '

Germany (Mr. Senff), France (Mr. Bourguignon), United Kingdom {Mr. Stock), I[reland (Ms

Banim, Mr. O'Hagan), Greece (Mr. Pantelides), Spain {(Ms Morales), Pormgal (Mr.
Agastinho), Norway (Mr. Halvorsen)

TASK FORCE 3: EDI-BOP

Rapparteur: Mr. Peter HOFMAN - De Nederlandsche Bank

Members:

Germany (Mr. Widera), France (Mr Gauduffe, Mrs Sellier), Netherlands (Mr. Hofman, Mr.

Elfferich), UEBL {Mr. Melis), United Kingdom (Mr. Woodward), Italy (Mr. Bertini),
Finland {Mr. Nordguist), Austria (Mr, Hille)

TASK FORCE 4: CAPITAL FLOWS AND STOCK.
Rapporteur: Mr. SEILER- Deutsche Bundesbank

Members: Germany (Mr. Seiler), France (Ms D'Hoine), Netherlands (Ms Pronk), UEBL
{Ms Donkers), United Kiﬂ{gdom (Ms Lakin, Mr. Heath), Denmark (Mr. Held), Switzerland

{Mr. Schlup), Sweden {Mr. Tomas Niemelen), ltaly (Mr. Loi), Spain {Mr. Rodriguez-
Tenez), Portugal (Ms Saraiva)
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Y TASK FORCE | WORK PROGRAMME: GENERAL ASPECTS

Detinition of the information required at the Community level.

a. What detait of information is needed?

For each type of statistics:
.BOP statistics N
JInternational Investment position

_ .Establishment trade

For each periodicity:
.Month

.Quarter

Year

According to each classification;
.Eurastat-OECD Classification on services
Standard componenis

JIP classification

Euros1at-OECD geographical classification
.Currency breakdown (tor capital flows)
JActivity classification

Within a given timetable

(in order to avoid that late answers of some countries slow down the aggregation
at the EC level).

Before/after stage 3 of the EMU

b.Particular points deserve special attention:

Monthly data (at present some Member States have no monthly information)

intra EC information

Establishment trade

Breakdown by economic activity of all current transactions (at present this
information is not collected at the EC level). '

Strenghts and weaknesses of BOP collection systems

A rteal cost/benefit analysis is probaly impossible to carry out. However it is
possible and necessary to indicate for each country (participating to this task force)
the pros and cons of their system. This will provide some basic information which

will help for designing a compatible data collection system or at least the rules
which Member States systems should satisfy.

For each Member State (participating to this task force), the analysis of strengths
and weaknesses should be carried out in indicating explicitly the specificities of
each system vis a vis others and stating its pros and cons. it should include:

-The staff and volumes of data treated

-The detail of the information provided

-The agents responsible for providing the information (banks,enterprises..,); what
are the different burdens for the different agents.,
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~The pracedures of data coll

they prevent overlaps,
debits,

ection: how they insure a complete coverage, how
how they give comparable information for credits and

-How estimates are done for information below the threshold {for the general
direct reporting svstems) ur for enterprises which are not surveyed.

-Rate of returns for surveys

-Quality control: how the information provided by the agents is checked hy the
national statistical authorities.

-Evaluation of the level of "Net errors and ommissions” and possible explanations.

Estimation, harmonisation and coprections at the FC level

Indication of the presemt main problems for aggregating Member States figures
(which mostly give rise to intra-Community asymmatries)

This chapter will be drawn up by Eurastat and subwitted to the task force. It will
highlight the problems with which one is faced when aggregating Member States

figures. It will focus upon the items for which the harmonisation of the darta
collection system is the most important.

It will suggest general principles for making estim
Erowded by a Member State), harmomsation and corr
e done when a national classification is not co

classification (e.g. activity classification for direct investment). Corrections should be
done on the basis of existing differences between the data collection systems which
lead to different valuations and whick are reflected in bilateral asymetries. Onl
general principles should be indicated in here; practical proposals for each item

: urrent”™ and "Capital"}, Estimates,
harmonisation and corrections will certainly be necessary during stage 2. Even when
a "compatible” system is set up, corrections will most probably be necessary
(although estimates and harmonisation will be no longer needed hopefully).

ates (for data not completly
ections. Harmonisation should
mpletly identical w .the FC

Proposal of a "compatible” data collection system

This ts the most important work to be carried out by task force 1. In principle a
system will be considered as "compatible” if the information it provides can be
aggregated because it uses the same classifications and has an identical hight lavel of
quality. In theory "compatibily” is linked to the fact that different systems can lead to
cxactly the same statistical results. The Task Force should lock carefully upon such
an assertion and see if on practical grounds it can be accepted fin the light of the
problems encountered above see point 3 "Estimation..."}.

Definition of the legal basis at the national tevel: obli
surveys, penalties for non-reporting, confwlentiality of

ation to declare, statutory
1e information provided.

- Definition of the legal basis at the EC level- transmission of information to the

appropriate bodies (Eurostat and/or EMI/ECB) for stages 2 and 3, transmission of
intra-EC information between the Member States, conﬁdemiality.

- Defirition of appropriate administrative rules for trunsmission of data from the
reporters to the national administrative body in charge of the data collection (e.g.

only one administrative body in charge of the data collection, no preaggregated
information sent to this bodyg'

Definition of the guality control (checks)
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Harmonisation ot the information requested from the different agents reyardless of
the colicction system (survey bused system or general collection system).
[nformation requested on a payment ocder (e.g¢ Germany, Matherlands) should be

wdenrical 1o that requested directly from enterprises on 2 monthly/quartarly hasis
(e.g France, U.K.).

Definition of procedures in order to awoid overlaps (e.g.
codification in order to avoid double declaration of identical flows through
different procedures ("declaranis directs generaux™ et “compte rendu individuel de

paiement”) or through different questionnaires (securities reported both in "direct
investment” and "portofolio” surveys)).

use Of enlerprise

Definition of methods of estimation (or transactions below the threshold {tor
"general direct reporting svstems™).

Definition of a register specifically adapted 10 BOI surveys for countries willing
to use a survey (in line with the IMF compilation guide). Delinmition of methads of

estimation for enterprises which are not systematically surveyed (for "survey
based” systems}.

Possible alternative (for surveys systems): use of SWIFT information to provide a

basis for survey in identifying important transactors and in providing a basis for
satmpling.

Intra-community information. Explore the idea of exchanging ail intra Community
information and recording onty one side (debit): this will diminishes cosis

fundamentally. This is probably only possible with a strong harmomisation of the
collection systems.

Registers: examing how registers should be used in th

¢ BOP collection systems,
how registers {used for general purpose by the National Statistical Institutes) fit
with BOP objectives.

Easier cross border payment

The Commission has drawn up a document "Easier ¢ross boarder payment”. Its
intention is to facilitate cross-border payment in particular in reducing the statistical
burden of banks. The task force should give an answer indicating if and what

solutions can be given. All possibilities should be envisaged provided they are.
compatible with a good quality of the BOP information:

-increasing the thresholds

~diminishing the information required to what is strictly necessary for the BOP
-asking only for debits an INiTa-COmMMUNity transactions

~reducing the role of banks to the transmission of the information and no more (e.g.

use of a document annexed to the payment order and filled in by the customer) or
extending the role of the "Déclarants directs généraux”.

-improving the messages for providing the infarmation (EDIFACT)

Answer to the GNP Committee

The task force has committed itself to give an answer to the GNP Committes which 15
not in a position to appreciate the validity of the information provided by the BQOP to
compute the GNP, .K possible answer in line with the task force programme {see
ahove point 3 "Estimation...”) could be that Gurostar will provide an harmonised
BOP (according to rules approved by the Task Foree) udicating the main corrections
which have been made for this harmonisation and the reliablity of the information.
This will allow the GNP Committee 10 take into account these corrections.
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VI TASK FORCE 2 WORK PROGRAMME: CURRENT ACCOUNT

The report should indicate for each standard campenent of the current aceount
(excluding investment income):

a.IMF Defigition
To refine the definition if necessary

b.Main transactions/transactors.

To indicate the main types of transactions and transactors. In principle they should
aim to cover the quasi totality of the flow. To indicate bordeline cases.

¢.Problems encountered by Member States
On 2 basis of an open exchange of view, to indic

ate problems encountered by any
Member Stace. Recommendations should be made,

d.What sources should be used and how estimates should be done at the national
level .

The report should mentioned the related statistics which are used for:

.Correcting the main BOP source (c.g. transport slatistics are used for the FOB-FOB
valuation of goods).

Improving the geographical breakdown (e.g. passenger transport statistics are used
to correct the basic hanknotes information)

.Replacing missing information (e.g. tourism statistics will be used far travel when
banknates information is na more available with the single currency).
The report should indicate how estimates or corrections should be done.

If alternative methods are proposed ,they should provide identical esults.
Stage 2 and 3 should be distinguished.

Intra and extra EC flows should be distinguished.

e.Estimation, harmonisation and correction at the GC level.

The reFurt should suggest estimation, harmonisation and corrections in line with the
genera principles drawn up by the "General” Task Force (see above ¥.3
Estimation..."). Estimation should be done when a data is missing for a country.
Harmonisation should be done when the classification of a country is not compatible.
with the EC classification. Correction should be done when ‘an over or under

evaluation is detected for a country. In principle the need for estimation and
harmonisation will disapear whean the compatible system is set up {stage 3 of the
EML)),

f.Evaluation of prices and volumes

pA Proposal for related statistics

The report should make proposals on related statistics which are used for drawin up
the BOP. As far as possiEle these statistics should be adapted in order to fit as well as
possible with the requirements of the BOP system and to avoid any duplication of
work. In connextion with point d above ("What sources...”) the report should
mentioned propaosals on:

-External trade statistics: nature of the tcansaction

~Transport statistics

-Insurance services statisfics

-Tourism
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VII TASK FORCE 3 WORK PROGRAMME: EDI-ROP

1.Definition of ERDIFACT Messages which could be used for by any data collecticn system
provide the required Balance of Payments information.
Messages should ;

be convenient for all types of data collection system ( "closed” systems, "survey” syslems,
"declarants direct generaux”...)

.
=dr

cover all data flows { trom customers 10 banks, from banks to Ceawral Banks, from
enterprises 1o Central Banks.. )

- cover aggregated or individeal information;
caver information sent by Central Banks to Eurostat;

- preserve confidentiality

cover currentfcapital transactions and capital stocks

be coherent with financial messages.

2.Test and implementation of the messages.
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VIII TASK FORCE 4 WORK PROGRAMME: CAPITAL

2]

Scope

b

a.Investment incomea

b.Changes in assets and liabilities:

Direct invesiment
Portofalio invesument

Other Capital

¢.International investment position

Probably the item "trade credit” should be discussed within the TF "Current”. The
item "establishment trade” should probaly be discussed in the TF "Capital”.

Definition ot the information required at the EC level

This information has being partially defined by the task force 1 and with the Furostat
-QOECD document on direct investment. However it should be decided if the standard

components of the new IMF manual are sufficient or need to be more detailed and
how this should be done.

Strengths and weaknesses of the collection systems for the capital account and the

TP,

On the basis of work previously done by the IMF and Eurostat, the Task Force
Members should have an exchange of views on the main characteristics of their own
systems, the main sources used and the main problems encountered. They should give

some recommendations in order to ohtain intormation of sufficient quality at the EC
level.

The report should indicate for each item:

a2.IMF Definition

To refine the definition if necessary. To indicate the content of each item and the
bordeline cases. This shouid be done particutarly in relation with the foliowing
breakdowns: direct investment/! other investment, cquity/debt securities, bonds and
notes/money market instrument/financial derivatives, monetary authorities/gensral
government/banks/other sectors. Clear cut definitions should be provided in order to
set up practical rules for the the delimitations of each component of each of these
breakdowns. The relations between direct investment and the 7th directive as well as
between the sector of monetary authorities and the 2th directive should be considered.

b. What sources should be used and what estimation should be done at the national
level,

The report should take into account the possible differences between stage 2 and 3 of
the EMU, intra and extra EC flows.

¢.Estimation, harmonisation and corrections at the EC level,

In line with the general principles drawn by the "General® Task Force (see above V.3
"Estimation...”), the repart sEnuld suggest how this should be done in practice for
the capital aceount. This work is paraliel 10 what is suggested for the current account
(see above V1,1.e). Furostat will prepare a document supgesting some solution with

real data. However this will only be possible if Member states provide Eurostat with
sufficiently detailed information.
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IX Timetable and Work in progress

1. General Aspects

This TF started in April 1992. Point 1 (Definition of (he informanon required) is

done. Discussions have begun on points 3 and 4. TTF wurk should be finished by end
of 1994,

2. Current Account

Fropositions have already been made concerning the nature of the transaction {Point

B). Discussions have begun on merchandise, transport and travel (point A). TF
should be finished by end of 1994,

3. EDI-BOP

All messages have aiready been drawn up (Part | is finished). Test of messages (part -

2) should begin by the end of the year. TF work should be finished by the end of
1993.

4, Capirtal

This TF should start working in September 1992, The methed of work and the
american praposal of 2 portofolio survey will be discussed in September. Direct
investment should begin 1o be discussed before the end of 1992. The definition of the
information required should be discussed as soon as the new IMF standard
components are defined. The TT work should be finished by the end of 1994,
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RESEARCH PAPER

Courier & Express Delivery Services

Service activity description

Lefinitions:

-On-demand picking up. transport and express delivery of
--letters, newspapers, journals, periodicals, brochures, leaflets
similar prinled matters,

--parcels and packages, and increasingly also heavy consignments,
by private operators using self-owned or subcontracted 2nd occasionally
-also  public transport media. The private scctor likes to stress that
compared to ordinary mail/parce! delivery by the public services they
provide a value added service i.e. door 10 door. domestic or international
express transport of documents and parcels. A posteriori invoicing,
account management and possibility of rerouting afier pick-up are
additional characteristics. In international traffic., another area of
potential comparative advantage is that of cfficient customs clearance for
cross-border items as compared to other private transport media,

In Furope five national postal administrations have teamed up with one

privatc operator jointly to provide dcoor-1o-door express services {jaim

venture  TNT/GD-Express worldwide). Some sixieen other postal
administrations continue 10 cooperate in EMS-Unipost to supply express
delivery but they are reportedly negotiating changes in their
arrangcmentsl.

-The characteristics of such “express
demand,

and

delivery services" are: (i) on-
ie. mot in accordance with a time schedule set by the express
service provider but collected when ordered; (ii) the adjective “express”
conveys the notion of speed in the transport of time-sensitive items ie. of
speed that is about as fast as physically possible. A timc-definite delivery is
a characteristic of a service of quality; and (iii) direct door-to-door
delivery with responsibility of the service provider for the total journey,
1.c. end to end administrative control and liability for the entire transport
chain. Monitoring of the entire movement, with immediate tracing of the
shipments through clecironic tracking devices and bar code techoiques
helps to ensure reliability; (iv) the items transporied ar¢ mastly hard-
copy communications and parcels (e.g. samples), but increasingly also
heavier commetcial shipments such as fashion goods, circuit boards,
computers, A coovenient benchmark is weight that can be handled easily
by one person and that can go through automatic sorting chains of
distribution hubs.

-This papcr does not focus on instant response, short-distance cxpress
delivery services which concern only local or at most regional markets. It
addresses cxpress services mainly in so far as they concern imternational
services and specially, but not exclusively, shipments in and out the EC.

YSee page 4
2307792



Uracucal means of providing  the  <ervigo:

-Originully cxpross scovices were rendercd by real couoers. o persons
who actually carry or accompany  Uhe cansignments  {wostly
valuabhles) Dom departure o arrival (c.p. by wuir, travelling on commercial
flight).  Nowadays the CXPress  Mems  mave  unaccompanicd through  a
varicty of transport media such  as tucks, aircralt and cven  sometimes
ships and tall. The transporl equipment used s mostly owned (or leased)
by the express company. but [or part of the wransport, publicly owned
means  may  also he used such as trains and wchicles of “the  postal
authorities or airline scrvices:

-Consignements collected in cach place are sent
where they are sorled and forwarded.
to be found in Brussels and Cologne.

documenis  or

o a ceniral poaint from
In lLwrope such hubs and spokes  arg

Evolution in the activities of Lhe service:

-ln modern cvonemics more and more companies are shipping goods in
single or lew items rather than in bulk, particutarly for products high in
valuc, yet low in weight and easily transportable. This is part of a stratcpy
to produce on demand, cut inventorics and deliver "just in time". Lines of
demarcation betwecn leiters delivery, parcel transport and heavier
{cargo) freight and “couricr/express services"  are fading. Although
specialising in items of a weight that can still be easily handled manually,
private express  companies  will vormally not refuse 1o take up heavier
shipments from established clicnts (but in that case they may handle the
transport  separalely).
-Express companies are entering into new types ol activitics such as
warchousing and inventory management on  behalf of manufacturers  at,
or near, their ftranspart hubs. Such activities are called contract
distribation/logistics business. Federal Express has creatcd a scparate
organisalion  "FE Busincss Logistics” to deal with this activity. UPS has
“central  warchouses” in four member states DHL has set up parisbank
faciliies in Brussels and Bahrein to scrve in the region as a distribution
ceniral stock of parts and materials for customers. Danzas and NedLoyd are

also in this warehousing busincss. Thus distribution services and express
scrvices mingle,

-IExpress companies offer remailing  services whereb
clicnts’ mail and send it on “in bulk" to the country of their choice from
where regular postage will chose the optimal mix of transport and logistic
services. This consolidation of mail saves on cost to the express company,
on price to the client and also often on time. Some EXPIess companics as
well as  freight subsidiaries of airlines, work hand in hand with somc
national post administrations with which they centralise such  buolk
mailing. Lines of competition and coopcration between public post office
aud private services blur. The world market for remail is estimated to be
around Ecu 3 bn. Until recently it rose at a vigorous double digit rate.

y they pick up their

Differcoces between export and import (at EC level

No information seems to be available cxcept that it would appear that the
Community's post offices as a Broup receive many more letter post items as
they send out. As regards the waffic of privalc express campanics, in
order to maximisc revenuc by optimal usc af transport means, they
haturally try, by appropriate marketing, to reach the best possible
balance between incoming and outgoing flows. As far as express parcels
is concerned, the nawsral trend is for flows between the Far East and the EC
and hetween the US and the EC to he more inward thal outward,



Quuanlitative tdescription

Marker give

There s al peesent no source with standardized data on privalc cxpross
delivery  services. Figures on markel  size that are available are only
estimates about variously defined markats, According o recent data in the
EC Commission's Green Paper on postal services, the EC market for all il
services i, lewers, parcels and express packapes cross-border and not and
includiug  services by postal administrations amaunts to an ¢slimated
anuual wmover of Fcu 46bhn (1988). Private aperatars would accaunt lor
Ecu 20 bn (43%) of that to1al but for only 2% of the revenues from letter
delivery.

According 1o the Green Paper, in 1990 intra EC cross-border felter
traffic would have represenied Ecu 1.6 bn (5% of the tatal lewer
iurnover) and extra-EC rraffic the same amount ic. a total of Ecy 3.2 bn.
Cross-border letter traffic of privale operators would have represented
Ecu 04 bo (12.5%), ic. 8 much greater pant than of total letter traffic,

In parcel traffic, the postal authorities would have 38% of the overall EC
market (cross-barder or nol) with the rest in the hands of the Drivale
sector. No figures about cross-border traffic only are given. Surface
parcel tralfic is dominated by large tranpornt companies and freight
forwurders, but air movement tends 1o be dominated by the large exXpress
companies.

As regards express traffic, the overal EC market
overlap with the parcel segment) would
three times larger) and cross-border
the  cross-border express market

(including some
be Ecu 16 bn (the US markel is
services would be about Ecu 1.8 bn Of

originating in their couniries, the postal
administrations would hgld only some 10%, most of the rest heing carried
by the four inwcgrated private express operators (see beclow),

The UK express market was recently cstimated at slightly over Ecu 2bn?2

Structure of the market

The industry consists of a very large number of mostly small local and

regional operators and of a few large express carriers with significant
international volumes. These account for only slightly over 15% of the
total market, but for a much higher percentage of the international EC
traffic. Four "intcgraied® cxpress service providers with specialised air-
and-ground distribution networks (including telecoms) operate on a world
scale. They gencrally own their airlines and fleets of wvans
telecom facilities (radio channels).
prominent on the internal
following:

-DHL: of US origin, privately owned, occupies a leading position in the
tnternational air express markel. "DHL Worldwide Express Network is
comprised of (i) DHL International Ltd", Hong-Kong based, which serves
all locations outside the US and has its worldwide coordination center in
Brussels, and (ii}) DHL Alrways Inc. in San Francisco whick covers all
locations in the US. DHL Ini. has about half of the Asian internationl
express market and well over ome quarter of the European cross-border
market. In 1990 it restructured its capital to make room for Lufthansa,
Fapan Airfines and Nissho Iwai (a Japancse trading company) as
minority participants. Recently these companics raised  their share in

DHL. [nt. w0 over one half. DRL's subsidiaty, European Air Transport, is
in charge of air (ransport.

and even
These companies which are also
transborder FEuropean m arket, are the

2 Source: Ibid. May 20, 1992,



Tetal siafl s 260000 Estimated nloup turover isoexpected 1o oo wome
Ecu 2 bnoin 1992 wil some 80 e irdernational  shipmenis, The
Buropean revenues o 97 are forccast at Feou (.5 bn (+75%).
arc the bulk of DHI'S business and
markel ix

Dacumenms
the sepment in which its share of the
targesi. B has Leen expanding tnto heavier services. Brussels,
DHL's hub for Europe handicd some 30 mn cxpress packages in 1491
-Federal  Express: US based and leader on that markel with a <n g
share. Tatal employment 87.000: wmaver is close to Ecu 7 bn (1.5 in B
i 1990). Cuarries aboul 1.5 mn uems a day. It specializes in small package
distribution. [n March 1992 Lhe company decided largely to withdraw
fram  domestic  European delivery services and (o
intercontinental conncctians only, between the
¢njoys a strong position and 16 citics of which London, Paris, Brussels,
Amsterdam, Zurich and six cities in Germany. [t hax abandoned its hub
in Brussels but keeping small administrative hcadquarters there.
Federal Express has sold its  domestic French activities to TNT Chrong
service and much of its UK business to Securicor Omega Express,
Britain's largest independeat carricr of overnight  parcels. Sccuricor
als0  became the subcontractor for Federal Express's  internarional
package business, w0 and from UK locationg no longer served by it
Recently Federal Express took a share in PIK (Prestwick Tnternational
Ltd) which manages Prestwick airport near Glasgow. It uses it as a
gateway for ils aircrafl to Kurope. Fed Express now carries less than one
teath of the EBuropean cross-border market.
-INT . Australia based. Staff: 70.000. Combined 1t

Ecu 3 bn (Ecu iba in EC)3. European hub al Cologne, Reportedly icader

in ihe market of parcels and heavier shipments. TNT claims 1

> be
Europe's leading operator of domestic express busincss with very strong

operalions in the UK and also a significant presconce in lialy, Spain and
Germany, At world level it is also ahead in remailing, In terms of
European cross-border opcrations, TNT with its subsidiary XP has about
22% of the market.

With  the Amsterdam-based grouping GD Net BV of the postal
authorities of Germany, France, the MNetherlands, Sweden and Canada
TNT is a parner in Globai Delivery Express Worldwide which was
sct up carly in 1992, It constitutes a first public-private partnership in
the expicss scrvice secior {cach side owns 50%). Open 1o other narional
post offices it allows TNT 1o Ffill up aircraft spare capacity and gives it
cxclusive access for two years to all postal oullets of the partners.
Second largest in Europe for cross-border express after DIL, TNT is the
major operator worldwide in remail,
TNT recemly also became a subcontractor for Federal
continental Europe and several small mediterrancan  countries 1o
handle inbound deliveries in a total of 10 European countries. In France
TNT recently purchased Chronoservice from Federal Express.

-UP'S United Parcel Service is with Federal Express dominant in the US
market.  Although the targest of the big four, Atlanta-based Ups
spccialises in  the parcel delivery business particularly inside the US
and inter  glia inside Germany so that internationally it is in fact the
smallest of the major operators. Reported tummover warl
(EC 0.5 bn in 1990)% with an estimated 11.5 mn consignments a day in
the US (0.75mn ovemight and 2nd day air) and well over 0.1 mn
Europe. Its European hub is in Colo
in a broad-based way,

Cancenlrate  on
US where the company

umover worldwide ahbout

Express in

dwide: Ecu 17 bu

in
gne. The last to enter Europe, at least
UPS has built a pan-Eurapean netwark through

3 Green Papcr, ligures for 1990
“ 1dem
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acdquasions e all meuber states farog 1ol of o
a7 s share in hig Curopean cross-border maket
equily s privately  owned, maindy by cmployees.
-Sixteen ol the original twenly one  national post office administrations -
continue w coopoiate and cooperate deliveries in the Tuternational Post
Corporation, an  Amsterdam  based company  Members  arc the US,
Canada.,  Australia, Japan  and 4 number of Wesiern Europeuan
administrations. [FC operates through EMS  willy Cologne still serving as
a hub and Unipoest?. The Union Postale Uuiverselle used 1o be the basis
tor management before the departurc of five of ils members.
o UPYU, EMS canied 15 to 209% ol the world's cxpress traffic,
-According 10 the Green Paper, all the other carriers, i.e. other than the
four major oncs, had a tumover of some Ecu 20 bn in 1990,
Among the smaller intarnational companies with significant activities in
Europe, the following sccm 0 be among the more imporan! ones:
-Emery Worldwide USA. owned by the US company "Consolidated
Ficightways". Emery shares its transatiantic airlift with DL and wuses
DHLU's nctwork for distribution in Europe.
-Jet Services Worldwide Courier (Roissy) is essentially a regional
operator  with focus .on the Frencli market and same links with
neighbouring countries such as Spain. 11 tends 1o specialisc in express
freight transport for a number of industries such as clothing,
-Overscas  Courier Services, is present  in  Brussels but main
operalions are in Japan (Japancse capital} and in South Korea
-World Courier operatcs without a hub. [ specialises in real courier
.. with the assistance of persons  actually  carrying  the
destinations,
-Deutscher Kuricrpost is the international (EMS) cxpress side of the
(German Bundespost (internal is Deutscher Paket Dicnst),
-Deutsche Paket Dienst is a joint venlure which does the door-to-
door delivery transport for a dozen of German trucking companies.
-Aivr  Express International (AED) is more in the catcgory of freight
forwarding agents with its IN(ra-europecan  cxpress delivery
“Pandalink”, It docs not cater for the large public but concentratcs on a
smaller number of important clients.
-Danzas is the largest one of a number of freight  forwarding
companies that offer on-demand controlled door-to-door delivery
services, mostly for heavier goods. Ned-Lloyd (with Van Gend®Loos its
"local”  subsidiary operating in Belgium and the Netherlands),
Billspedition and Kuhne & Nagel are also among the major
operators parily cengaged in this kind of dedicated delivery business.
All the above companies and joint venturcs operate in competition with
¢ach other as well as with numerons regional and local express carriers
and also airlines and smaller freight forwardcrs some of which also offer
door-ta-door scrvices. Thus Sodexi SA is the express subsidiary of Air
France which is setling up joint ventures abroad, BA has bought a
minority stake in London-based interational couricr ERX and supplies
wholesale air speedlinks for express companies. Ziegler, and Scanspeed (a
subsidiary of Billspedition) are freight forwarders which have a
somcwhat smaller presence in the door-to-daor delivery  business,
There are also providers of international wholesale  courierfexpress
services which ‘arc used by small and medium  sized companics angd
forwarders which lack the resources (o develop and support their own
worldwide express delivery nciwork. Wholesale operators offer them a
possibility to compete with the majors in  internalional coverage. Some
industry giants also use such whaolesalers for routes and markets when

et 5 1 ba sinee
18 clese 1w 10%. s

According

items to

The partners are still rencgotialing their mutual arranpements.



unning  thew  own o operation 15 net

viabie o1 as backup. "Univarsal
Express™ is such a wholesaler with

basis it France. “Scan Courjer” operags
principally  rom and 10 Scandinavia. JTapan's Aldines' wholesals Qpcrator
15 "luplter Air". “Bridges Worldwide” operates from Landon.
Tw addition w  all  (he companics mentioned above.,  (here are

tnnumerable small purcel and cxpress cartiers which  work
regional o1 mnational level, In

the EC level (here are

also
at  the local,
Belpium alone there would be some 250 At
thousands of them. most emploving anly 1wo or
three people and together they pgencrate large amounts of revenue, Many

of the morc important ones have been absorbed by the four major private
CArFiers in recemy years.

Ermpleyment;

In the EC privalc aperators are substantial employcrs in the EC. They
empluoy some 350.000 people while the public postat
L35 mn siaff (including 150.000 on postal financial services). The majority
of the privale sector is employed by the smaller operators limited to local
markets. According (o the Green Paper, the four major operators cmploy
(1990) some 87.00C people in the EC, many on cross-border opcrations. This
figure secems 0 be 0o high. At present DHL's employment in Europe 1ofals
some [0.000 people, that of Federal Express 9.200 {to be reduced 1o 2.600Y;
UPS has same 10.000 employees and TNT together with GD Express 10.500
pcople with some 70% of this total estimated (0 come from TNT, the rest

coming from the five postal administrations. The precise share of
staff numbers that is engaged in the

impossible o estimate.

administrations have

these
intermational side of the services is

Share of service delivered internationally

[t is estimated that some 60% of all cross-barder eapress shipments of the
twelve member states are intra EC cross-border,

Recent markel trends znd prospects:

-Local express delivery service scem 1o correlate to a2 significant extent
with  economic activity and in several of the internal markets of the
twelve, the market has recently been growing rather slowly. In stark
contrast, all the main cross-border express operators, both private and
public, pronounce themselves confident of strong revenue growth in the
EC with prowth predictions in the range of 15 (o 25% p.a. The recent
continued buoyancy of the international cxpress sc¢rvice market indicates
that this service industry is still in an ascending phase. The difficulties
recently expericnced in Europe, mainly but not only by Fed Express, are
esscotially due 10 an increase in delivery capacity combined with a
smaller upturm in volume than had been too optimistically expected.

Express services for hard copy documents arc suffering from recourse to
facsimile and electronic mail but to 2 much smaller extent than initialky
cxpected. Original copies and lengthy documents cannol * go by fax,
Forccasls on the future impact of cxpected higher quality fax systems and
the spread of electronic data interchange are very hazardous. About the

only rather confident conjecture is that the -average weight of transponted
documents will rise.

Within  Europe, express parcel

and package traffic is growing along with
trade intensificaiion stimulated

by European integration. That segment of
the market is growing faster than that of letters and documents. Less than

two thirds of businesses at present make usc of express services thus
leaving plenty of scope for expansion. Posilive econamic developments in
Eastern Europe could further raise growth rates.

The negative impact on express delivery supplicrs of casier road lransport
within the EC aund the Evuropcan Economic Area which may “substitute for



air ttanspart 1s hmd (00 asscss. Anyhow, new majer o cutrants  oin ol
inernationsl  side of  the  business are bacdly  expecied  as the cunial
tequirciments e sel up the  required  dalrastructure have become
CNOTMOUS,

o addition, increased  recourse (¢ just-in-time lopistics systems  and
grawing  sophisticalion of modern cconomics ¢all (or more lrequent and
speedicr disiribution. Express companies mitially  specialised in a set mong
ol fast, daor-to-door delivery scrvices. are now developing effons 1o
provide cuslom-designed services such as stock-keeping and  warchousing
geared to meet the often complea sequirements of modern logistics
operations.  DHL among others has created a special interface team wa
work out customized formulas with interested leading customers.

Value and velume indices:
There do not seem to be such indices at present, at least nol in Europe.

Other Informatiun

Type of market:

There is intensc competilion in the EC market, not ouly air-based as within
the US. but also ground-based. In addition to the traditional express
delivery firms, aitlines, freight forwarders and post offices have been
fighting for the door-to-door delivery market. Large, well cstablished
firms have an advantage because of rotoriety. The heavy logistics
requircd for building up a nctwork for (ransnational service makes it
difficult for newcomers to start from scratch. Prospects for the marker arc
: fierce competition belween the major aperators, the nalional post offices
and world airlines and forwarders; further room for smaller operalors

specialising in particular market segments where they can provide high
levels of service.

Market determinants:

on the demand side:

-the¢ main clients of cxpress services are businesses, both commercial and
industrial. They are not relaled to the express delivery providers.
Household demand is limited to letters and small parcels. Some 300 large
companies in Europe are the main clients of the four integrated operators.
Lach of thesc clients can bring annual earmnings of up to Ecu 1 mn a year
TNT considers that 90% of its customers base is corporate {mastly
multinational), while somec 80% of the past office's business would come

from over the counter. (Only 20% of the services supplied by post offices is
from and to privale individuals, the rest

confirmed by the German post office).

-other factors stimulating the demand are (i) production/manufacturing
changes {i.c. the division of labour with rising specialisation and
sophistication of modern economies); (ii) the move from production-faor-
stock to production-on-order; (iii) the advaniage of a single transport

partner  {onc-stop-shopping) which relieves the sender from much
hassle. It is a form of outsourcing,.

is related to business ag rccently

on the supply xide:
-there are few regulatory barriers. This explains the high number of new

entrants in the lpcal and regional courier market
high number of dropouts. Acquisitions aad
many forms arc frequent, but therc are
transborder level the number of
diminished and the four

with a corresponding
cooperalion  agreements in
rather few mergers. At the
express delivery operators has
remaining large ones liave been investing




beavily, oot only (o ransport bur also in (clecon
Fhey accasionally cooperate and  make joint use of corain Tacilitios, Tiug
TNT has an agreement with lFederal Lapress 1o co-load express freight on
the  latter's daily transatlantic flights. DHL. has  similar agreements, for -
instance with Guiery, For the large operators the “onisiders™ are U pasal
adwinistrations, the airlines, and the freipht  forwarders,

The pubhic pasl adminisiraiions benelit {rom
infrasuucture of postal networks which in this
advantageous cost position for all their activities.
Atrlines arc a rising source of compeniion in the cross-border express
services as  the following examples shew. In  Asia, Cathay's  affiliated
Linchaul Express offers on-board courier service on key roules such as
lLondon/Hong-Kong  including trackingftraving, clearance and delivery
o the dovor. Singapore Airfines has similar operations. Swissair which had
developed "Skyracer”, 2 door-to-door service with Icllow carriers Crossair
and  Austrian  Airlines terminated this scrvice in June 92. Lufthansa and
Japan Air Lines have adopled a different approach and decided to invest in
couricr specialist DHL. It appears that in the US the two airlines use DHL
atrcralt  during daytime to carry their freight. Most  other

concentrating  on  develaping  whalesale exXpress
forwarders as well as for

wul trucking coupnng

therr access 10 1he
respect puts them in o an

aitlines  arc
scrvices  for  freight
mterested  express companies rather than
secking 10 build retait door-to-door services. This has been the casc with
British  Airways wilh  its  Speedbird airport-ta-aitport  scrvices for
forwarders and express companies.
As regards express delivery operations of freight_ forwarders there is far
example the Eurapid system run by Swiss-based Danzas. It is road based,
covers the European Economic Area and guarantees 24/48f72 hours
delivery. The Scandinavian ASG forwarding group provides za similar road
and ship based scrvice throughout continental Europe and Scandinavia.
Forwarders alse tend 10 make increasing use of information techoology

systems and they have greal flexibility when it comes to handling [arger
consignments.

Price determinants:

Cost, both fixed and variable, is the starting basis. Distance plays a rolec but
pick-up costs at departure and delivery costs at dcstination are relatively
morc important factors. Well managed opcrators  constantly update their
cost price calculations for each coonection to adapt {o changing input
costs. In the worldwide networks of express carriers, local costs are
normally calculated at the regional wnit level and integrated with other
costs I accordance with directives from the headquarters that 1ake
account of competitive conditions and other expense and profit factors.
Like all transport activities, the aim is (o maximize atilisation of the
available two-way transport chain, with high fixed costs but low variable
costs for the marginal shipment. With major carriers such as Fed Express
until its rccenl partial departure from the European market, attempting 1o
increase their presence on the European market, cempetition at the cross-
border West-Eurapean level has been scvere with helty discounts being
granted (o retain large customers and gain market share.

Prices actnally charged  for cxpress services mainly reflect competitive
conditions. Prices are not identical for both directions of a given journey.
For example a package semt out of Brussels or Londan to the capital of
another member state can be up t double the pricc for the reverse
connection. Prices of the services of EMS which bencflits from the suppon
of the postal monopolics tend to be lower than those of privale operators.
Well over half of the cost structure of the major cxpress delivery scrvice
providers scems 10 conmsist of expenditure on personael. Transpart



<
cuipment,  compers,
Mmuln Cost SOurees.

Examples of basic prices on which discounts ¢an be obtained for volume
both from private operatars and from EMS (but less so)

office  accomodation and  adveiising are the  arlies

In Ceu from Brussels 1o

a letter of 500y a parcel of 5 Kg
New York:  ¥Fed Express 38 96
EMS 24 59
Tokyo Fed Express 44 1d4
EMS 3l 130
Sidney Fed Express 44 144
EMS 36

/8
Source: La Libre Belgique, 13.6.92

Role of the public authoritics:

Regulations applying to the national postal authorities of the 1welve
member  states and. ecven more s0, thosc in  force abroad have a
considerable impact on express services. In addition, divergencies
between thesc, mostly restrictive, regulations abound. The regulations
determine the degree 1o which member states reserve 1o their postal
administrations’ monopoly, printed paper and somc or all EXPICSS services
(c.g. Spain, Portugal and lreland). Regulations for instance define the
range of the monopoly in terms of maximum limits of letters and cards In
Britain the post office has a monopoly determined by pricc: letters and
cards delivercd for less than £1 (Eeu 1.45). In the Netherlands the upper
limit is set by weight: 500 grammes combined with a price limit of Ecu 3.60,
In other countrics, the monapoly extends 1o leters/documents up o one
kg {Germany with a price limit) and Denmark] or two kg (the rest). In
maost member states (except the UK and the Netherlands), the scending of
cross-border letlers is  reserved for  the postal  administrations  but
enforcement is not very effective. -

In the EC, the Singie market is calling for a degree of harmonisation and
in particular, some common definitions of the range of courier {(weight,
price, and speed) that member statcs would be allowed to rescrve to their
postal monopolies. The rest, including delivery of international maijl wauld
be opcned up to competition. Elements for discussion to prepare proposals
to this "effect are contained in the EC Commission's "Green Paper"
mentionned belore. Ideally action by the EC Council should be taken by
the end of 1992, In ithe meantime however, and follawing initiatives by the
EC Commission and sometimes rulings by the Europecan Count, parns of
EXPIESS  servivces previously considered 1o be part of the postal
adminisiration reserved area, have been moved (o the non-reserved area
in Belgiom, Denmark, France, Germany and Ttaly. Further similar acrions
are procecdiag.

Customs also play ‘a role in courier services. For instance, documents and
parcels below certain weights and sizes can be send through the post
without customs charges but the thresholds differ from post to post.,
Diskcttes with information are considered information and not dutiable,
whereas cmpty disketies are classified as parcels elc,

Types of supra-national relations between firms:

The intcgrated carriers aim for total ownership of their express transporl
chain as it is a sales argument with their clients of rcliability of door-to-
door coatrol. Direct 100% subsidiaries, or where this is not allowed, the
highest poassiblc level of ownership or contral in joint ventures or

agency
arrangements is the objective. There are exceptions such as

the joint
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venture G- MNet beotween TNT  and five post authoritics i westenn Eurape.
Netwaorking  and cooperation  agreements are the  feature of the  middie
stzed cxpress carriers. TNT Express Worldwide provides Federal Express
wiltl sub-contraclor scrvices [or Europe-bound  delivery from the US w1
countinentul  Curopean  countrics and  scveral Mcdilerranean  ones.



Statistical issues

Yhe vantous namcoelatures

-The draft CPAY nomenclature of the EC, classifics “"Courier services other
than nationa! post sevvices” under heading 6412 This itlem is a subsection
of "Post and courier services” (64.1) itself coming under "Post  and
telccommunicauons  services”  {(64).
*NACE revl the acrivity nomenclature of the EC follows a similar
classification strmecture. Both the CPA and the NACE classifications are
geared more 1o domestic than international transactions.
*The proposed joint OECD-Eurostat classilication for
lollows the same approach. Its structure is set out below:
“ 3. Communications '
3.1 Postal and couricr services

3.1.1 Postal services

3.1.2 Courier services
"3 Telecommunications services.
Lxplanatory notes to this draft nomenclature indicate that postal
services relate to services rendered by the natipnal postal administration
und encompass the pick-up, transport and dclivery
newspapcrs, journals, periodicals, brochures, leaflets and similar printed
matters, and of parcels and packages........ The commentary ootes that
postal services are subject to international agreements and give rise 1o
compcnsation  between operators of  different  countrics, bul that
transactions should be recorded on a gross basis. For courier services it
is siated that they cover the same pick-up and other services as described
above, but thar they are provided by other operators using either self-

owned or public transport media. It can be presumed that reporting on a
gross basis is expected.

trade 1n  services

services of letiers,

Clagsification_ issue

Liefinition of operators:

All the above nomenclawures use the word “courier” and only consider

services provided by non-national postzl adminisirations i.e. by other (i.e.

private) operators using cither self-owned or only partly or accasicnally

public transport media. Many problems arise;
-where 10 draw the line between dedicaled (exclusive) express service
operatars and e.g. airlines and freight forwarders many of which also
handle door-to-door express transpont? If such activities were 10 come
within the definition of cxpress carrier, how to avoid for instance
double counting with air cargo transport by these airlincs and
multimodal freight forwarders? What 10 do with TNT-GD (Nct) which is a
joint venture with a 50% postal administration share?
-could constant wmonitoring (i.e. controlled door-to-door by electromic
tracking and tracing methods) be ane distinctive element? Time
reliableftime  prediciable  time/definite delivery are other nations
characteristic of real express delivery secrvice. It means 2 predetermined
time of arrival at destination which the client is entitled 1o expect. The
door-to-deor services of some airlines and forwarders also ~ respond 1o
these characteristics.
-if the description were w cover only "companics whase unique  activity
is express service" the data would be incomplete, But to cover all that da

O CPA (draft 0.6 of Dec ?1) is a classification of products (including services)
by activity derived [rom the central product classilication {CPC) of the UN.
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olfer such  scrvices, even waly amuny  traditional  tansport  scrvices,
would  raise  insuperable difficultics  of  identification  and colleotiag,
Alternatively  only operatars  dedicated 1o cxpress  delivery  services s
defined and in practice only the large ones  with plenty  of  (cross-

border) activity could he retained  as tespondents for more  detaileyd
slatistics.

Definition of wctivities.
-despite ils somcwhat romantic  connolation, cxpress delivery carriers  do
nat dike the term “courier” which they tend 1o consider antiquated. 1In
the recal world, only a few small operators still actually use “couriers”
who carry 1he consignments with them. Some CAPress opcrators  also
prefer not 1o be associated, even if only in a wmomenclature, with
communication,

-lncreasingly  hcavier freight  is being  sent by
carriers. Door-to-door dclivery gocs up o
to blur the traditional distinclion berween

-there are difficulties of distinguishing within the activities of door to-
door cxpress service providers, the express delivery activity from  the
new lypes of activities such as warchousing and inventory management
on behalf of manufacturers at ar near the hubs of cxpress scrvice
providers. At this stage this kind of warehousing/distribution function

of the major operators can mno longer be ignored even if the major part
of their scrvices is still express delivery.

-where w0 classify “remailing"? This is not really
rather a plain “cost cffective transport service”
including airlines such as KLM provide
with national post offices. In remailing there is no door-to-door service
nor is it time-definite. It should therefore not be recorder with  statistics
on expscss delivery services and anyhow it does not seem to represcnt
large share of any of the express operators’ activities. (But including
that traffic in the service activity of post offices would oversiate their
importance and could lead to double counting),
Tentative conclusions: '
-the view of the European Express (Qrganization
express services of the kind described in this paper are probably bcuer
classified somehow as "dedicated transport services” together with, or
close 1o, traosport activities such as multimodal transport and not as
“communications  services" next to the post or as “business services". In
the transport nomenclature there are probably classification issues with
“multimodal transport”. Express delivery could be subject to the same
statistical treatment. It seems for instance that in France,
balance of payments statistics, only the first mode of transport (for
cutflow) and the last (for inflow) determine the classification of the mode
of transport of (he whale joumney.
~define operators as service providers which not only ensure transport,
mostly express (ovemnight), but also collect on-demand, sort, consolidate,

track and trace, clear through customs and ensure final time-definite
delivery 1o the addrcsses.

-establish catepories of “items".

post or
express  delivery

100 kg and bLeyond. This tends
mail/parcels and cargo.

"express” service bat
which private operators
in cooperation or competition

seems (0 be that

for the purpose

Examinc possibility of distinction between ’
non-declarable and dutiable as presently don¢ by customs. For parcels, the

normal maximum weight for the major carriers are as follows:

DHL : 50kg, Fed. Express: 70 kg. UPS abowt 31.5 kg.

EMS : 20 or 30 kg (dependent on country of departurc or destination)
Could onc on that basis envisage: (i) up 1o one half kg, to caver mail,
documents and very small parcels: (i) a class from 0.5 kg to a range of 30-
35 kg which would corespond to whal can Le handled eusily by a person
and by the sorting equipmemt of the integrated  express delivery
providers. It would be ynderstood that notifying entities would be free to
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choose their aown cat-oll fipure witline a oarvow upper brackers and (o)

all wtems above that weight vage.

Production_of statlistical _data:

Gathering of data:

-Collection of duta cannot be  obtained oo rhe  basis of voluntary
collaboratior. That is the definite view of several operators aller a number
ol unsuccessful  attempis.

-ihe choice for pubiic authorities 1s either to impose on the private sccior
the penodic supply ol ionformation or to limil the collection to that what
"crosses borders®. In the case of the EC's extermal borders, the customs are
data collcctars for this “non-invisible”™ service trade. They collect data on
both  declarable  (dutiabie in principle) and nou-dutiable consgignemenis
and reccord the names of the companies involved. The standard
administrative document mentions the nature of the consignment, value
for customs duly purposes and normally also for VAT purposes. These
values include the cost of the transport from port of departure to point of
deslination, the  lattcr two also being indicated?. A similar document is used
for exports oul of the EC. All this dawa can be processed through EDI which
15 an essential 1ool for the express. industry 10 accelerate release and
clearance of shipments through customs.

-With respect to intra-EC bLorder 1raffic, VAT administration might until
1997 wien the taxation at the point of origin might become the rule, be a
point of collection of ar least some data on the value of the service on
which the WAT is levied but it will not produce as much information as
above.

-For any other data on the domestic activity of the service industry, the
obligation 1o report at EC icvel to Eurostat could be imposed on all operatars
or at least on the major ones on a periodic basis, for instance overy 1wo
years. The nccessary legal guarantees by Eurostat of secrecy of individual
company data, not only vis-A-vis the public but also with respect to the
other paris of the EC administration, would have (0 be ensured.

-If the EC. as expected, comes to .a definition of mail/couricr reserved for
the posial authoritics, ail that is handled by such public operators in the so
defined sector could perhaps be classified and reported scparately and
thus improve upon the homogeneity of data under the present item in the
nomenclature reserved for the public postal services. Figures reporting
the other express delivery activities of the postal administrations i.e. the
non-reserved  oacs, could be rccorded separately and depending on the
nature of the consignment or mode of transport, classified either under

the postal administration heading or under that of the private  sector
somehow  with multimodal transport.

Nature of the data (both internal and cxlermnal)

-the number of items shipped is a basic data. This conld be gplit up in
letters/documients (non-dutiable) on the one hand and parcels/packages
(dutiable items?™ on the other.

-categorisation by weight and distance traveiled is not impossible but
excepl for what is available at cross-border point, it would involve an
administrative burden for the respondents. Calcuiation of average weight

of items shipped in each of the two categorics is theorctically possible but

cortain companics  specialise in heavier packages while others focus on

7 It appears that when incoming
combined customs and VAT
mentioned is not available,

consignements are not broulht for
settlement purposcs, some of the information



Lipher vrnes. Some ake

ot maximum owershs wlieh
destinarion,

vary  azcacding 1o

-to obtain an indication of the tuwinover of (he Service,  income  of
operators (published in (heir accoumts) might be used. Rul nol all pubish
as wch inlormation since for example DHL and UPS are no pulbilicly
quated  companies. Moreaver (heic income procecds  from  wvarious scrvice
activities (such  as remail or warchousing logistics}) which are not  all
cxpress delivery  services and  from aperations at world level znd not EC
related ones only.

o give a correcl picture in balance of trade and balance of paymenis
statistics, express services should be recorded on a pross hasis (Le. exports
scparately {rom imporis) even il in fact Operators may not make such a
distinction in their internal accounts. While i is not known whelher
there are significant differences between the inward and outward flows of
the EC's express delivery services and in their composition (there is u
greaicr inflow than outflow of mail), i1 is casy 10 ascerialn

that there are
differences in prices charged for the same connectians, depending on  the
dircclion of the flow.

-lo complele the economic picture on "trade in express delivery. services®
the possibility of assessing worldwide sales of such services by foreign
affiliates ol EC majority-owned companies {there do not scem to be
may have to be cxplored. And the samc with worldwide sales by affiliales
im the EC of forcign-owned cempamics of which there are several. Bur the
definition of foreign-owned is tricky as two of the four fargest operalors

arc not  publicly-owned and -quoied companies and the ownership of
uany others may not be (raceable,

many)

Choice of index:

-2 volume index could perhaps be based on the number
with [ectters and documents (ull printed material) distinguished from
parcels and freight {dutiable items)? Evolution of staff numbers would be
an interesting clement and not too difficult to dafine and colleet.

-turnover  seems much more problematical in  terms  of gathering  of
significant data.

-for documents, valuc of service rendered could possibly be estimated on

the basis of average weight of leuers/documents {see  above
classification)? and in terms of distance (subdivided

of nems forwarded,

weight
into categories)?



ANNEX 3.1

Classification. of Trade in aorvices
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RESEARCH PAYLER

Legal Scrvices

Service activity description

Definition

The legal scrvices industry, in the broad sense of the term, consists of fimms and
individuals in practice as law professionals, providing various kinds of
services to clicnts, both individual and corporate,
distinction is uswally made between judicial activilies ie. those directly
involving the funclioning of the judicial system (court proceedings, ete),
vormally reserved to members of the bar, activities closely regulated by the
public authorities such as trust and esiatc work, and non-judicial aclivities with
legal _content of lawyers, legal counsels, law professionals specialised in
busincss matters etc. The judicial aclivities proper, especially the right to plead,
arc the most typical and the most regulated part of the work of lawyers. Legal
advise and assistance form the corc of the other legal services provided by
lawyers. However in most countries other professionals such as accountants,
fiscal advisors, palent agents, accountants alsa supply such advisory services.
The relative importance of these tiree categorics of activities varies from
counlry 1o country. On the whole, however, only very few issues of all those
laken up by lawyers cnd up in cour litigation. Lawyer specialising in pleading
in court are few as compared Lo others. In England and Wales where the two
activities arc distinct, there are only about 7000 barristers practising
independenily as against 51,000 solicitors in private practice (Some solicitors do
picad in narrowly defined cases). All lawyers are expected by their code of
conduct to stand up to the same principles of independence and integrity.
Indeed their task is 1o help their clients to shape their proposed actions and
transactions in the best possible way in terms of laws and regulations  and
make them enforcable if DeCessary,
Acrass the EC, the legal profession is organised by law at the natiooal or
regional level. In parallel, elements of Community law and common tegal
institutions arc gradually being put into place. Several types of legal services
are reserved to  special branches of the legal prefessions  although such
classifications still differs largely between member siates. Most continental
slaies divide legal work belween advocates and notaries, who bandle transfer of
property and succession on death. Pleading before tribunals is normally
reserved to specific catecgories of lawyers and there are also many partial
monopolics for lawyers in respect of mnotarial activities. Where separate law
professions exist they arc very often required to maintain strict separation
from each other (no partnerships or no joint practices). Only in Denmark are
lawyers permitted 1o engage in all activites. :

Legal advisc is reserved to members of the legal profession in some member
states (Greece, Luxembourg, Spain and maore recently, France), In others
(Belgium, Denmark, Ireland, Italy, the Netherlands and the UK) there is no
monopoly on the giving of such advice. Other accupational groups, whether
within the liberal professions like accountants, or outside, such as bankers and
real estate agenis, are also increasingly offering legal services in reladon (o

ccomnomic activities. The competition of such outsiders has lately been
infensifying.

legal
in public and private life. A
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In all member stales exeept Spain, 10 practice as a lawyer 1L.€. as an  avocil,
rechtsanwalt, solicitor, barrister, it is neccssary o qualify and register and be a
member of specific professional bodies (bar or law society). Such rcgisirations
or licences cover a variety of activities or functions. Only in Spain does
gradualion  cntails right w regislter. Professional organisations operate at  Lhe
national level in all member states cxcept France and Spain and in somec ways
in Greece and [laly. However, in many states they function at diffcrenl degrees
of decentralisation. For instance in  Germany there s the  Bundesrechts-
anwaltkammer, a fcderul regulatory body, with compulsory repistration and
the head office in Bomrn in addition to offices in each Land. In France all
avocats (including legal advisers) are under the junisdiction of the local Bar
and these are grouped in a Federation presided over by the French hétonrier,
the presidenmt of the Paris Bar. In the UK there are three regions: England and
Wales, Scotland and Northern Ireland.
Lawyers’ scrvices are provided cither by self-employed single professionals, by
lawycrs employed in-house by companies, by professionals with associates or
by various other kinds of groupings of professionals (see section below on the
structure of the market). In-housc use of lawyers is on the rise.
Most lawyers are in general practice and serve private clients or local
companies. Their tasks can be divided into liligation, counselling and lobbying.
Many specialise. The specialisation may be:

-in a particular lepal ficll such as libel, patent, criminal law, social law,

human  rights, matrimonial and family matters,

pension plan), ete.

-01 in particular busincss law sectors, for instance maritime transport,

insurance, real estale {e.g. commercial property}, travel (e.g, for tour

cperators), domestic commerce {distribution) laws.
Law firms also engage in monitoring of the aclivities of public authoritics and
in lobbying on behalf of their clicnts (e.g. in Brussels of EC aclivities).
In the international contcxt, lawyers specialisc in trade law (e.g. antidumping),
shipping and air traosporc  disputes, competition and  anti-trust matters,
mergers & acquisitions, international tax advice, company flotation and related
advice, commodities, international arbitration such as in  construction disputes
cte.
Multidisciplinary  practices comprising = practising lawyers and ather
professions such as engineers and accountants are oniy allawed subject to
conditions in Germany and the Netherlands (not accountants) and may soon be
in Ireland where a Commitiee is looking into this possibility.

lax (e.r. tax planning or

Professional characteristics and regulations

The law profession requires intensive training and high skills. To be proficiens
lawyers must acquire a large body of country- and sector-specific knowledge.
In order to keep on top, modern large law firms need substantial funding naot
only in premises bui also in information technolegy, legal books, training and
foreign offices or in tie-ups with other, mastly forcign, practices. Most try 1o
obtain all these necessary support services and information  without substantial
external outlays. Accordingly most partners invest parl of their profits back in
their firm. Statistics on profits per parlner can thereforc not be taken as
figures on home-pay.

Of all regulated prolessions, that of lawyers and legal scrvices in general
presents the most complex situation. Access to, and practice of, the legal
profession ure highly regulated in all countries. Professional qualifications
requirements are precisely defined as are also the different professional
activities reserved for a varicly of specialised professionals. In France [lor
example it is now a criminal offence for a non-uvocat to give legal advice of
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any sort.) Complex regulalions alse govern the establishment of law firms, both
domestic and foreign, and associations between the later and local lawyers. The
right  Lemporarily 1o provide legal  services in other member states wis
introduced by a 1977 EC Direclive {sce next scction). Limited lability
partnerships  are only allowed in Belgium, the Netherlands and Luxembourg.
Belgian law permits foreign lawyers to enter jnto partnerships  with members
of the Brusscls Bar provided that at least one member of the practice has been

regisiercd on that Bar. Registration by forcign lawyers requires inwer alia a
comunuiment not to practice Belgian law.

A “foreign lawyer” is a lawyer practising

In z jurisdiction other thanm 1he one
in  which

accreditation is held. Usually his practice is more limited in  the
services it may provide than a Tocally accredited lawyer's praclice. Qutside the
EC, the degree of openness 1o foreign lawyers of various countries is far from
even. The isswes revolve around conditions of professional  qualifications,
citizenship, residency, licensing/registration, partnership, wse of forcign firm
name¢ cic. Some countrics  allow foreigners to give advisc on  so-called
intcrnational business faw. their home country law apnd local law; others,
restrict  their practice to international business law and home country law.
Some countries (e.g. Japan) allow legal advisers of foreign countries to
cstablish but then do not allow their offices w recruit fully accredited members

of the local bar {beugoshis), making it impossible for them to provide full legal
assistance o local clients.

Mast EC countries have become relatively liberal

foreigners to carry out oon-litigation work and on
which foreigners may advise.

in the way they allow
the scope of laws ahout
In some southern member states establishment of
forcign lawyers docs iake place even if formally not allowed. Luxembourg

restrains access for non-EC lawyers, An agreement between Portugal and Brazij
which provides for mutual recognition of both legal qualifications and
nationality is causing anxiety on the possible influx of Brazilian Iawyers via
Portugal into other member states. In the US the sitation varies from state to
state with only eleven of the fifty states not being restrictive. Mutual
recognition of professional qualifications . through bilateral or plurilateral

agreements to facilitate movement of lawyers has so far made little progress
between nations.

EC harmonisation

There has been progress iowards the Single market in legal services, but much
remains to be done to ensure completc opening. With the EC Lawyers'
Services Dircctive of March 27, 1977 lawycrs in the EC obtained the right
temporarily to provide legal services everywhere in the Community while
respecting  the mational regulations. Under this directive a "lawyer" (avocar,
rechisananwalt, solicitor, barrister) from onc member state is allowed, on an
occasional basis, and without establishment in the host country, ta provide
legal services and do advocacy work in the courts of the host member state
subject 1o any local rules requiring him or her to work with a lacal lawyer who
has the right (0 appear as an advocate before the court concerned, The
Directive of December 21, 1988 concerning mutual recognition of
higher education diplomas allows professianals qualified in one member state
ta practice in other states and become full meimbers of the relevant bar
assocliation subject only 10 minimum qualifying conditions like passing an
aptitude test or underiaking a period of supervised practice so as to salisfy any
defliciency in knowledge. Onaly half of the twelve countries have so far
introduced national legistation to give cffect to the Directive. Member states
remain {rec 10 regulate access of lawyers from third countries independently,

1

LExcepl notarics, in-house lawyers and to some extent accountants,
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the dircctive being applicable only 10 EC citizens. Thus, pastnciships between
FLC o parners are allowed but rules aboul partnerships  with non-EC lawyers
atffer (aflowed only in the Netherlands and more recently in Germany and  for
solicitors in England and Wales)

What 15 stll not sewded in the BC contex
re NG

15 home  title  establishment e (he
for pracuse by lawyers of one member state [rom an office in another
member  state under  his home  Gtle, this being in lact Lhe most bmportant
modern form ol transhorder legal activity. In praciice the establishment of
such offices is alrcady possibie where the law and practice of the host state doees
nat clicctively reserve ail forms of legal practice 1o its own national profession
(legal or aother). Spain, Poriugal, Greece and recently France and Luxembourg
are countrics with such wide monopolies. But in Spain, Portugal and Greece
there are in fact practices of foreign lawycrs and in France (hosc prescnt
wlen the new stalule came inlo force were anthorized to stay. Lven in mcmber
states where legal advice 1s mot subject 10 monopely, there are arcas of work
rcserved 1o local lawyers (pleading in courl, mnolaries etc).

The  Council of the Bars and Law Societies of Europe {CCBE)? is the professional
orgamisation representing the Bars and Law Societies of the EC. The CCRE has
produced a Code of Professional Conduct (deontology) designed primarily to
govern worldwide the cross-border activities ol lawyers. Broadly stated its
object is 1o protect users of legal scrvices. It has alsa made considerable
progress  with  proposals for an EC  directive which would settle issues  of
recognition  of qualification, titles and home country registration thus
contributing decisively to the achievement of the Single markel in this sector.

Practical means of delivering legal services

Most legal services are delivercd at the local level. Pure  cross-border provision
of legal scrvices, for cxample shrough a report, tckephone conversation,
facsimile, computer to computer transfer of informalion or similar means is
commonly used for legal counselling. Movement of the provider or of the
consumer for face w0 face conversation, when it iakes place 15 muoslly in
conjunciion with the above communication means, not in substitulion (o them.
In law service even morc than in many other profcssional services, the client
must in fact to somc extent himsclf panicipate in the production of the service.
Much of the process is embecdded in the direct relationship beiween the clients
and the lawyer. Often also pure cross-border trade is not possible simply for
regulatory reasons: foreign lawyers are forbidden 1o serve local clients unless
they have gained local qualifications and oftcn even residency. Cross-border
referral of a client to another law practicc abroad was, and still oftecn is, the
classical wuy of responding to his nced for legal services abroad.

In 1oday’'s world, the dominant form of transborder interchange of legal
services is by establishment  of  branch offices abroad or asgogialion _or
networking  with foreign legal praclitioners. most being of a non-exclusive
kind (sce below section on structure of the market). lLarge fioms with offices in
scveral cities are organised to the point that they have a ready pool of lawyers
who can floal from onc office to another in the event of a large transaction. For
instance teams for important capital markets transactions wilk tend to be staffed
by London-based lawyers. If the London office comes up against a specialized
area which it lacks the resources to handle, the matter may be referred to Paris
or Brussels wherc the expertisc may be on hand. _
Many large legal firms are equipped with integrated information tcchnology
systems and compuicr networks to help sharing out their legal specialists in

2 Formerly the "Conseil Consuftatif des Barreaux Européens™. The CCBE huas also a

number of observer delegations (mainly EFTA countries) and Crechoslovakis
with  consoltative stlatus,



the most clficient way 1o do work al different sites. They usc il batween their

units  within the home country and for communication wilh their  forcign
subsidiarics or partners. They also make use of data-bases on  courl case
materials that are available commercially on world mnrkeds.

Legal practices' structures for trading

Law practices interested in giving advice on the
cross-frantier transuactions usually do
services

legal aspects of foreign or
so with two main kinds of practical
in mind: firs1, 1o help home country clients involved in husiness
transactions in a foreign country. This service is provided by foreign locally
recruited lawyers or in assaciation with foreign local law firms; and second, W
provide foreign clients with advice on the law firm’s home countty and
international  law,

There are several ways for a firm 1o organise itsclf to supply such “forcign"
services. A first way is to set up a full fledged office abroad. This
can lead 1o professional complications, but it is the route followed particularly
when demanded by local clients intending to use the new foreign located
service, The philosophy behing  this approach is to provide consistency of
service and quality of practice through a distinctive one-firm concept. When
possible, the single firm approach may be the mosi effective. A second way is
by forming a permanent and exclusive {personalised) link with one or more
‘law  firms in other centres while partners kecp their independence. The
principal 2im of such link is to be able to offer the client an effective and
integraled service on work invelving two or more jurisdictions (including in
parlicular cross-border work), Separate  firms working together often remain
hampered by the inevitable cultural and aorganisational barriers. The main
drawback of this kind of alliance is that once such a close assaciation is made it
tends to be exclusive of the maintenance of contacts with other firms in the
same place, It thus often leads to the loss of refercals. Imbalances in reciprocal
flows of referred work ofien become a2 problem.

Recourse 1o various forms of networking is the most frequent way for
operating abroad. This can he very informal, a loose T“association” ar
“affiliation" of auwnomous members with no * structure or poaled resSOuICes,
which participating finns use primarily to exchange ideas and information and
possibly 1o refer work 10 each other, They may be working together ad hoc on
particular cases without continuous arrangements. Or at a more formal stage it
can involve some kind of coordination of activities (periodic meetings), or even
some sharing of facilities (premises, training) and the publicizing of the
association. ln that case members usually pay overheads on a prorata  basis,
informal quality assurance practices are introduced and the relationship is
seen in the market as an association of firms3, If such arrangements are
successful there is often a push by some members 10 increase intcgration to
serve the clients’ needs more efficienitly. At the highest networking  srage,
short of reaching fuli integration, the grouping can be a federation, ie. a

formally organised association with constitution and membership  obligations.

This scems to be the approach of Baker McKenzie with its formula of associated

offices. The international organisation has its own resources, a stralegic
direction, qualily assurance proccdures, a structure of committees periedically
meeting  at world and regional levels €. Members give up a degrec of
autonomy, but the profits of member firms arc  not internationally pooled,
Beyond this stage is the Ffull multinational partnership or incorporated
practice, i.e. the most integrated way for operating multilaterally., Local
autenomy s  abolished and firms opcraie  as  profit cenires  within one

1s expensive,

3 Sec

the annex for two examples of groupings.



organisation.  Profit  pooling accurs warldwide and  partners  reccive g

distribution bascd on global porformance. The worldwide stratcyy and policy of
the firm varies only to suil local condilions. Resources are viewed globally and
common approaches o munagement and clienis is beilt up. Clifford Chance, the

largest London law firm, scems o he following this lie. It is inuent on

becoming a true internationsl - lirm mainly through organic growth fiom  the
home bLase while relaining a partnership status where all offices are dirceled as
pail of the whole.

Such multinational partnerships of lawyers based on income sharing between
lawyers nrot accredited in the same jurisdiction are not allowed in all countries.
The UK and Hong-Kong and some other countries are moving tawards allowing
lawyers to share income in such multinalional partnerships.

The EC lor its part hus no specific legislation for the legal profession but some
forms of association have had recourse o the Europecan Economic Iaterest
Grouping (EEIG), a legal slatute of incorporation introduced in 1989, The EEIG is
only used as a supporling vehicle for farms of cooperation belween separate
firms and can for example include joint marketing in those countrics where
this is permitied. It has corporate identity bul retains individuality of members.
The main characteristic is that the activities of a EEIG must be ancillary to 1the
principal activities of thc members and that it cannot itself carry out such
principal activities likc c.g. the processing of cliens' work.

Structure of the marketd

In recent years the. European legal profession has been growing and cvolving

fast. This is a result of the increasing complexity characteristic of advanced
modern societies which cazll for ever more legal services. It is also related 1o
continued intcgration of markets and the mobility of individuals and
undertakings. The rur up to the Singie market, and the opening up of Eastern
Europe are additional, specifically European factors. More generally, businesses
cxpanding intcrnationally often prefer (o deal with the same legal firm as far
as possible on a global basis. }

It is partly in rcspanse to all these factors that pienty of regrouping and
reshuffiing has been taking place in the legal service industry aof the EC  which
is otherwise still characterized by the permanence, particularly on  the
Buropean continenl, of single lawyers or small firms practising on a local and
individual basis, and with a strong profcssional as opposed to managerial
oricatation. The smaller firms have traditionally relied more -on cooperation
with other practices than on cxpanding their own establishments. This rather
dalomistic siructure is the result of tradition but partly also due to rcgulatory
limitations in size of firms and carlier rules of confinement. The description
berecafter is nawrally devoted to the larger firms but they are not typical of the
market, Big firms remain the exception even if there are scores of firms wilh
100 lawyers in the world (only a handfull have more than 1000}, But they -are
the most prestigious and the best paying.

For instance until 1989 German law firms were not allawed fo merge with firms
[rom other cities or to upen offices abroad and until 1990 foreign lawycrs were
not allowed 10 eslablish. In a number of member states such as the Netherlands,

Germany, lialy and Spain the legal profession has latcly gone through a phase
of domestic mergers.

4 See table next puajre
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Large Law Firms in the 1I0C
in terms of numbers of lawyersd

Source: Lepal Business Magazine, April 1992

Firm Mb of Lawycers
home country
Belgium
+De Bandl, Van Hecke & Lagac 100
*Loeff, Clacys Verbeke
{merged with Dutch firm) 85
l.iedckerke, Wolters, Fitzpatrick B8O
+Stibbe & Simont (merged Dutch firm) 80
Do Caluwé, Putzeys, U'Kint, van Frayenhoven 60
Denmark
Kromann & Miinter 70
France
IFidal 760
*Gide, lLoyrette, MNouel 205
Bureau Francis Levebvre 125
«Jcantel & Associds 113
~Clifford Chance : 87
*Coudent Freres 60
Germany
*Bruckhaus, Westrick, Siegemann 112
Piinder, Volhard, Weber & Axsler 96
Boden, QOppenhoff, Rasor, Raue 84
Wessing, Berenberg-Gossler, Zimmerman 80
Glciss, Lutz, Hootz, Hirsch & Parners 15
Droste, Killius, Triebet 72
Ridler, Raupach, Bezzenberger 62
Schtin, Nolte, Finkelnburg & Clemm 62
Haarmann, Hemmelrath & Partner 60
Ireland
*A & 1. Goodbody 8s
*McCann Fitzgerald 73
[taly
Carnelutti 43
Greece
Vgenopoulos & Partners 25
Luxembourg
Locsch & Wolter 15
Netherlands
«Nauta Dutilh 270
*Trenité Van Doorne 242
*De¢ Brauw, Blackstone, Westbroak 214
*Locff, Clacys, Verbeke(see Belgium) 165
*DSH Derks « Star Busmann 130
=Stibbe & Simont (see Belgium) 90
Houtholf a0
«Caron & Stevens (Baker & McKenzie) 75
Bockel de Ncrée a4

5 Except for the UK, the table lists legal firms with 60 lawyers (fee camers) and
more as at 1.1.92. For each member state at least the practice with the largest

number of lawyers is listed. The sign "<" indicales that the firm is significanily
engaged  iniernationally.



Portugal
Am Percira, Saragga l.eal, Oliveira Martins,
Judice, Torres & Associados 47
Spain
Iberlaro 164

*Bufcte, Cuatrecasas

L&65
+J & A GQGarrigues X))
Gomez-Acebo & Pombo 70
Unia & Mcenendez G2

United Kingdom®

*Clifford Chance 921
-Linklaters and Paine 570
Freshfiields 449
+Slaughter and May 401
~Lovell White Durant 390
sAllen & Overy 354
«Norton Rose 134
+Simmons & Simmons 126
«Hcrbert  Smith 106

+Denton Hail Burgin & Warrens 279
*Mabarro Nathanson

239
«Cameran Markby Hewitt 219
+Richards Butler 204
+Mc Kenna & Co 197
=Stephenson  Harwood 193
*Wilde Saptc 180
«Clyde & Co 173
*Theodore Goddard 169
~I‘rere  Cholmeley 160
*Ashurst Morris Crisp 156
*Baker McKenzie 116+

*Baker McKenzic is added (figurc of UK personnel only}.

¢ Due to the absence of data on domestic stafl only and because of the special
c¢haracteristics of its legal service industry, for the UK the table lists the twenty
largest firms in terms of numbcers of partners and assistants at worldwide level
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In the UK where

there 15 no limitsion 1w the right to practise law {excepl in
lew activities

suchas litigation and advocacy in counts and noturizl
muny  selicitor firms and chambers of barristers based in London have over (he
last  decade grown substantially, by merger or organically.  The  solicitors'
branch  of the British legal service secior ike s American counterpert has
been driven more by business dynamics much carlier than elsewhere in the EC.
Foreign fawyers have been free 1o cugage moa wide range of legal advisory
work. The laigest solicitors’ firms, about half a dozen, have now more than 500
lawyers. They are very active in iatcrnational legal practice with offices in all
the major financial and trade centres. Mere than one thousand foreign  lawyers
prictice in London which is the venuc of aboul well over 50 US law firms.
Services 1o the Ciy of London have been crucial 10 this growth,

In France only a few large law firms have emerged, matnly in Paris. The main
one, Fidal (KPMG's legal and tax division), has offices throughoul the country
and 1s the largest supplier of legal services of the EC on the continent Next o 2
small number of very large clicnts {several multinationals), I'idal serves a vast
trench clientele 1hrough its 130 office all gver the country. For Fidal 399 of
the work is reported 10 be related 1o tax work, the rest 61% being lepal work
propes?. Although not very active in legal services outside so far, because of ifs
open  access policy until 1991 France is host to a considerable number of
foreign lawyers. Some 20 English solicitors' firms and about half as many from
the US are cstablished in Paris. One of the expected consequences of the recent
teforms is that more French firms will grow 10 a size that allows them to
challenge foreign firms.

In !ie:rm:m;g8 until a few years aga, roughly nine tenthg of

provided by firms comprising one to three lawyers. Large German corporalions
have traditionally relied on large in-house lcgal departments. For cxample
Deutsche Bank's in-housc legal services handle all legal matters with very few
exceplions. In 1990 foreign lawyers were allowed 10 practise their own law. As a
result, ioternational law existing German  businesses cxpanded rapidly and
forcign firms flowed in. A fow {Sozictiten) now comprise mare than 100
professionals spread over several business centers but none has yet reached
the size of the large British (and Duotch) firms. Stimulated by the reunification
and the prospects in Eastern Europe, practisc abroad has oaly recently started,
In the Netheriands several mergers have expanded the number of firms
having more thun two hundred lawyers. They praciise internationally and are
of a sufficient size and strength 10 compete abroad. These firms, with offices in

London, Paris, New York, Brussels, are the major exporters of legal services in
the EC after the British firms.

By contrast with its northern neighbour, Belgian lawycrs have not been active
outside Belgium but as the de facto capital of the EC, Brussels has attracted many
foreign lawyers. Same 150 foreign law firms, 70 of them American or British
arc now  present. i

In Italy a few large firms have begun to emerge in Rome and Milan, Thesc are
also the cities where a2 few foreign lawyers have established. Italy is still small
in international practice. Ireland's law service industry has doubled in size
during the last five years. Local firms have become increasingly international
in their outiook and expeet to obtain increasing work from the new financial

centr¢ in Dublin and from abroad, inter alia  from the establishment of
captive insurance campanics.

It is estimated that in the Community there are now tens of (housands of fink-
ups of one kind or another between legal practices both at the wvational and

international levels. But often the terms assaciation or affiliation connote mare

a
Aaclivities)y,

legal services were

7 Fidal Peat Inc, a separate profit centre within
quarters of ity work related 1o Lax,

8 The western pan.

the group, has about three
the rest being legal work,
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than the true swatus of he relationship, Often named groupings  are i many
cases non exclusive srrangements backed by lew joint prospects and  activilies
and nol much more than a1 sophisticaled referral sysiem  rather than  vehicles
for legal praclices.

Taday the world wmaurket for legal services is dominated by big US business law
firms and UK solicitor [irms  specialising in commercial and {inancial law.
Firms Iike Baker McKenzic (Chicage), Clifford Chance and Freshliclds thath in
London) have lide by little cased themsclves int legal markcis around Furope
and the rest of the world. Freshficlds amd America's Clcary, Gattlieh, Swwen &
Hamilton, have integrated local lawyers into their partnerships and hecome
genuine  global practices. In recent years however, a small numnher of Dutch,
German and French firms have been coming up strongly and bepon te
challenge the total dominance of Angle American firms.

The mature of intcrnalional law business is such that all the leading firms have
been conccrned primarily  with being able 1o  operate in  major
financial/fcommercial centres: New York, Paris, London, Hong Kong., Tokyo,
Singapore and the Gulf States, and alsa in a few key administrative
governemental cenires: Washingion DC and Brusscls. American law  [lirms
fellowing American investment in Europe have in actual practice met with few
or no barciers in giving legal advice, cspecially in Londan where a highly
liberal rcgime made establishment particularly attractive. On  the gontinent,
Paris was very open for foreign establishment until a new regime  tightened
entrance conditions for newcomers. US firms were fast in entering Brussels to
offer significant services in EC law which European luwyers' firms had been
slow in providing, Afier London, Paris and Brussels, the US presence sprcad 1o
the rest of the continental Community only somewhat later.

Quantitative description

Employment

Statistics on numbers of lawyers raise difficulties on account of the vartous
ways in which the profession is regulated across the EC. For ¢xample, in the UK
and Ircland is-house lawyers or those working for the Government or local
authorities are still considered as practising lawyers which is not the case in
the rest of the EC. In other member states parallel professions such as those of
notarics and procurador complicate comparisons between member stares.

Some 325.000 lawyers are registered in the EC, notaries not included® In the

UK alone there are same 72.00019. Not all practise law. The mumbers in other
occupations  such  as  public administrations or as counsels in-house  in
companies vary considerably betwcen member states. In Italy it is estimated
thal up to onc third of the registered lawyers are active in other sectors. The EC
legal servicc indusiry also employs almost half a million additional staff,

administralive personnel and secretaries. In large international practices,
particularly those in London, the personnel tends to be categorized in pariners,
assistant solicitors, articled clerks and para-legals, A small but growing
minority of law practictioners operatcs on a Europe-wide or even a global scale.
To the above figures must be added some 30.000 notaries, an occupation
involving legal work which is found in all the member states. However, only in
nine of them is the function of nolary performed by a scparate profession. In
Denmark, the post is conferred upon judges, while in the UK and Ireland
solicitors  generally have this responsihility.  Notaries are  providing legal
services mainly in property and real estate and in the arcas of company law

mastly

Y Source: CCBE

10 Source: Free Movement of Layers, Hamish Adamson,
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Gncluding mergers & acquisitions). 10 is in this last area that

wir erass horder
service aclivity i$ mainly to be found.

harket size

In e EC, legal scrvices probably represent 1he
all  professional services, followed by
consultancy. However, in the lepgal
person may not be the highest.

Fhe  pross annual income of this service indusiry was a few years apo

conservalively c¢stimaled at ahowt Ecu 20hn. A breakdown for several member
states for which some cstimates were made are reproduccd below:

fargest segmenl in carnings pf
accountancy  and managecment
profession average wrnover per cmiployed

Legal Services: Tolul Gross Income
{million Eeul(nol all for 1989)

Belgium 280

Depmark 300/350

FRG 4.300 {1984: lawycrs and notaries)

Grecee 70

France 4.300 (1986: lawyers, conseils juridiques, notarics)
Netherlands ' 540

United Kingdom 4300 (solicitors only in 87/88)

source: CCBE  EC Panorama 1991

The data include notaries in Germany and France as a good part of their work is
included in the solicitors work in  the UK. Firms in the lecgal profession
generally decline 10 give gross revenue figures. Estimates for the 1en top .
London firms which includc practically all the biggest in the UK and even
the EC (except Fidal) give a total of some Ecu 1.6 bn in 90/91L1
the ten leading US firms had some Ecu 2.4 bn in carnings),

Figures about earnings from foreign related legal services have not been
obtained. Of the itotal number of professional lawyers, only relatively few have
an activity that is mainly dirccted towards the law of other countries, EC law or
tnternational law. On the whole such activities arc mainly found in the large

practices and in those which are members of multinational groupings. Belgium
has a relatively high number of lawyers dcaling with EC law.

However, even for the leading world firms,
from overseas offices does not seem lo represent a large part of the gverall
income. For "Freshfields", a major commercial law firm in Londan, with over
100 partners worldwide and more than 500 fec camers, revenue from averseas
offices (Brusscls, Hong-Kong, Paris, Mew-York, Singapore, Tokyo and
Frankfurt) was about 15% of total gross camingsl?. To this must be added the
forcign  share in the revenue from the different kinds of services (cg
financing, corporate finance, properly) handled at Lhe headquarters. For
Denton Hall, a large London based firm, roughly 10% of the firm's carnings
came from overseas offices in 1991 but again this figure does not reveal the
work that came to the headquariers indirectly! 3. Compared 10 e.g. engineering
consultants which may have up to 80% of their work overseas and staff of up to

3000 in the larger firms, law practices ar¢c not as much cngaged
internationally.

in
(In comparison

the share of gross revenues coming

11

Legal Business Magazine, March 1992
12 Financial Times, 25.1.91
13

Legal Business Mapazine, March 1992,
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The US occupy the leading position in the law service indusity in teims of
international  offices, followed by the UK. Five of the wosld's largest cight law
fivms  wre American while two  are British. Eleven of  tLhe (op  lwenty  arc
Amcerican and five are British. Part of the international success of US and UK
firms comes {ram [ollowing clients abroad. An advamage for them lics in the
fact that many interuationa! business and financial transaclions are  writlen
under New York or Lnglish law and that the English language dominatecs as s
the case in for cxample financial services. In Trance and Germany the domestic
legal industry is gradually overcoming the handicaps inflicted upon 1L by
restrictive national regulations which have for long governed the profession.

Trade in legal services

As alrcady indicated, lawyers and thcir services follow economic growth and
teade patterns. Their intcrnational activities have been increasing in line with
the expunsion. of inlernational financial and commercial transactions and the
progressive globalisation of the world economy. Raising large sums of maoney,
financing debt, privatc mergers, acquisitions, joint ventures, public bhids often
involve the necgdtialion and puttting together of complicated commercial and
financial  transaciions with contributions of professionals from scveral
countries. Invariably, because of their greater cemplexity, international
iransactions generate  greater demand for law  services than comparable
domestic transaclions; they often involve the law of at least two lurisdictions as
well as international law. In addition, legal activities pertaining  to
intcrnational  trade  policies  (c.g. dumping) and competition issues have
intensificd in recent years. lere also (he increased complexity of laws, both
national and international, governing inicrnational economic relations  have
simulated trade in legal services. The EC Single markct for its part has alsa in
several respects contributed tw the EC's legal service industry.

Intcrnational  arbitration, often under the rules of the International Chamber
of Commersce, located in Paris, and mediation and concilation are other areas
wvolving “trade in legal services”. Arbitration is also a large business in the
UK where a special international court and institule are Jocated. Skilled
arbitrators/mediators, highly rcgarded internationally, are called upon 1o
participaic in meetings at the wvenue for disputc settlement wrilten into
business countracts.

The key cxport markets are the world's main financial and economic centers
with the exception of Japan. They are New-York, Washington DC and other US
cities, Hong Kong, Singapore and some other Asean capitals and the Middle East.
The largest flow of services between the EC and ouiside is between London and
New-York.

Traded legal scrvices are recorded on the basis of the non-resident status of the
payment source for the service (rather than that of the service receiver), For
example the samc service might bc provided to a number of overseas clients:
when paid for through an overseas company it is recorded as an export but if
paid for through a local subsidiary of an overseas company, it will be
considered a domestic (ransaction. Income received {or profils remitted) by
overseas brauches or subsidiary offices of domestic firms are not domestic
expoit income and thus not refiected in service trade data. To the exteni any are
available, the data tend to underestimate the amount of international servicing,
Figures on cross-border legal services transactions are difficult to collect and
even 1o estimate. No really meaningfull figures on Lrade in legal services seem
to be available except for the UK which adds up trade in services and legal
services sold overscas by branches, subsidiaries and affiliates {nct overseas
caraings in the legal profession in 1990 Ecu 553mn). French balance of
payments data ler legal services include auctioneering scrvices: the negative
balance of crass-border trade {mostly lawyers’ and notaries' scrvices) was Ecu



IS mu in 1990, (sce also US balance

of paymenis figures below, which cover
CSdeclared  payments').

US market

In the US, receipts of legal service establishments with payralls
a3 100 bo in 1991, up by almost

were  eslimated
10% on the previous year (S Industiial
Qutlook 1991). This does not include the sums spent by companics an their in.

house lawyers. According to the American Lawyer Magazine the top  onc
hundred American law fipng had gross revenues of § 139 bn in 1991 (+3%). The
year before the rise had heen 99,

The US Census of service mdustries of 1987 reports  close  to 140.000
ostablishments. In 1991 there were 950.000 employees on the payroll of legal
service establishments {(+3.4%), two thirds of them being  employed in tegal
scrvices practices, (he rest working for corporations, trade associations ar
governmental agencies. There are well pver 50 US law firms praclising 1o
London, many of them working ¢losely with British firms. US firms have heen
highly competitive in internationally mobile markets for legal services, The
main US names are Skadden Amps (N.Y.), Baker & McKenzic (Chicago), Jones,
Day (Clevcland) and Cleary Gottlieb, Steen and Hamilton,
US balance of paymenis data for private legal services in 199
reccipts (of which 153 mn from the EC) and § 110 mn in
The figures for the UK only show a US deficit of about $ 60

0 show % 455 mn in

payments (EC 35mn).
man,

The Japancse market

"Bengoshi" lawyers are mainly litigalors which handle only a small portion of
Japan's legal work. There are some 14.000 of them. The other legal work is
performed by judicial scriveners, administrative scriveners, pateni attorneys
and 1ax attomeys. In-house corporale legal staff (who have not passed the Bar
¢xamination) abounds. Together there are some 125.000 suppliers of legal
services in Japan, 14 _
Some 41 firmg of foreign lawyers are established in Japan, all but threc being
British or American. They arc mainly dealing with business law.

Market demund and prospects

The underlying trend over the present decade
demand, especially for business law services. At the EC level, afier 1992, with
‘the great mass of EC legistation in place and emphasis on subsidiarity and
decentralisalion, some legal work may shift back to individual member states
for both litigation and enforcement but overall a healthy further rise can be
expecied. The joint ventures and other types of investment venlures pow being
created in some countries in Bastern LBurope will also auract increasing legal
resources. At the global level, continued cxpansion of warld trade and
investment and environmental issues  will Support the demand. Business
litigation involving international property, liabilily, contracts, anti-trust will
continue to rise,

Growing international cconomic interchange means dealing increasingly  with
the national laws of other countries, a service few lawyers can  achieve
personally. In such matters the present cconomic and political (rends favor the
larger law firms. But cven they have their particular weaknesses and sirengths
in individual geographical markets, and their specialisations.  Trends towards

specialisation  and  towards alliances in  adjacent sectors will be moving in
rarallel.

is far a continued incrcase in the

14 Sgurce: The Economist, 18.7.92.
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Taere may also be fuither development of  multidisciplinary  practices (MDP)
giving advice and assistance in legal, business and fiscat alfuirs. Pressurc 1o be
agilowed 10 do so arc rising in member staies where this is still forbidden. In
addition 10 lawyers, the siaff of such companies comprise 2 widening range ol
experts in o disciplines such as certified public acconntants, notarics, pafent
agents, Tliscal advisers, management consultanls eic. In Germany, the
Netherlands  such MDP  are already allowed. However, working  against the
spread of this kind of practice will be large busincss frand cases thal have
recently come o light in some countries. These are inciting politicians and
regulators 1o tighten up so as to avoid conflicts or interest and excessive
CDI’ICCTI[I'E[i.Gﬂ Dr pawer.
Going against the growih factors described above is the tendency for large
businesses vigorously 1w capand their in-house legal staff, partly as a icsponse
e the escalation of lawycrs' fees in the 1980's. They are helped in discharging
routine work by the new technology linking them to legal dalabases. Ourside
assistance is called in for specialities.

The main EC centers of law [irms will continuc 10 be London, Paris, Frankfurt,
Dusseldorf and Amsterdam  with Milan and Madrid closely  following.
Copenhagen  and  Stockhaim  with  highly qualified practices are also in  the
running. Brusscls has become a ceater for eurolawyers (and eurdlobbyists)
very much in the way Washington DC became 2 similar venue for these
prolessions. Foreign law firms have moved inta Brussels in several waves over
the past 40 ycars, generally pari_passu with successive advances in European
integration, f{requenmtly with some of them withdrawing after a while. The latest
move was triggered by the Single market programme and the progress in EC
law-making, in particular trade law and competition law. Certain Mmergers
requiring EC Commission autherisation have created legal work to help in
drafting the notification. This work is mostly in the hands of British firms led

by Slaugther and May. The City of London for its part has acled as a magnet for
legal business, particularly finance lawyers.

Other infarmation
Type of market and compelitiveness

There is intensive competition within the legal
number of practise arcas such as taxation and financial law, a keen
pariicipation in the market by accountants, mecrchant banks (for mergers  and
acquisitions) and by management consultants. The law profession  likes to
emphasize that it has exclusive right of practice in cerain activitics, that it is
subject 10 codes of ethics and thal in the interests of its clients it cojoys
statutory atlorney-client privileges. In fact identical scrvices are provided by
dillcrent practitioners in different member siates and not invariably on
account of differences in professional regulations. In the UK far example, the

financial side of insalvency work belongs to the accountancy profession

whereas in most place in continental Curope and in the US it is the preserve of
lawyers.

services indusiry and, in a

An cxample of the close relationship between lawyers and accountanis is given
by Fidal of France. It is the legal arm of a group whose major activity is
accounting and auditing (Fiduciaire dc France-KPMG). The legal and tax work
of the firm and in particular of Fidal PcaL International, its separate
international profit centre, is in competitien with other French legal and
accounting practices, wilh  Anglo-American firms and with the divisions in
France of (he other "Big Six" accounting firms.
Judicious recruitment, Lraining, marketing, investment in  technology, all
Serve 1o increase the techpical cxpertise in the relevant field and the range ol
cxperience, the first critical clements of a law firm's strength. Bvidence of a
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broad network of usefu! contacts, proven

i a timely and cost cffective manner also
Lie ability w provide clients with "quality
range of practice arcas al
available work,

capacity o provide practical service
play a key role. All this determines

serviee", Lxperiise across a  wide
lows the larger firms to pick up a bhigger share of the
Language knowlcdge is ¢ssential along, with local know-how. To
control  costs the legal profession iries tw use maore

functicn in much the same way as lawycrs bul concentr
lime-consuming  and  detail-oriented.

As regards stralegy, the most dynamic firms look at global trends and
anticipate what scrvices will likely be in demand by major corporations. Al the
transnational level they try 1o capitalize on iheir strength  in the world's
international busincss and cross-border transactions.

There is an cconomic cycle elemenl in lawyers' activities overall c¢ven if
various legal disciplines experience different cbbs and flows. During periods of
sirong  economic growth, there is greater spending for legal services for
forming new businesses, for mergers and  acquisitions, real estate transactions
eic. In times of rccession iramsaction related business may diminish but
contracis tend 1o be broken, bankrupicies and corporate restructuring  as  well
as insolvency and liligation call for more legal work. Price fixing, cartel cases
and white coliar crime issues can rum on Tor years. Thus, the recent economic
slowdown in Western Europe, including in particular in the UK, has pul quite a
number of legal firms under great  pressure, cven the sirongest ones.

Personnel reductions have tzken place, fees have been freezed. Also in Ihe Us,

44% of the 250 biggest practices were reported to have shed staff in 1991, Qthers

with very broad-bascd practice areas or in more stable activities like tax advice
and bankruptcy have shown morc countercyclical strength.

Traditionally, legal praciitioners have waited for clients to present themselves
rather than be sought out. Gradually the rules against publicity by lawyers arc
being relaxed. In the UK, the Netherlands and Ireland wvirtually any form of
publicity is now permitted, subject only to minimal restrictions related for
instance to gaod taste. But despitc this loOsening wup, al least in Western Eurape
and for most of the top US practices, the legal profession's culture remains one

very much opposed to straightforward advertising. More discrete and subtle
ways continue to be prefereed.

legal  assistanty, who
ate on tlasks that are

lry to

Price detcrminants and earnings

Although lcgal charges are calculated mainly but not exclusively by relerence
o the time spent on the matter, they are to a significant extent subjective. Law
firms are reponed to charge whatever the job will stand. As indicated above,
credentials, (other than Bar accreditation) have become increasingly
important in the selection of lawyers and the level of their fees at the
intcrnational level. A British study by OTarrel considers that fee levels for
professional firms are mare connected with location, which affects clients'
perception than with proven £xpertise,
Contingency fees in the sense of enhanced fees
(honoraires selan les résulta
in the US no EC country
fatlure. Bills are only

in  relation to results
ts) scem to becoming more widespread but unlike
allows contracts at no cost to the client in case of
fixed after scrvices have been rendored, Large businesses
with sizeable legal assignements increasingly have recourse to a procedure
called "beauly contest” under which several legal practitioners are invited 10
bid. This procedure remains uwnusual for recourse (o barristers. In the case of
smaller, regular clients, a retainer fee is often the remuneration basis. Several
professional associations give guidance on remuneration,

As is the case with most professions, lawyers and their firms are reluctans to
communicate hourly rates let alone  total fee carnings. The relatively best
fipures  available are those concerning the solicitor's profession in the UK.
Mcan houwily billing rales in central London are now reporicd te be some Fcoo
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P70 an hour but within a wide range cxtending Irom Fcown 75 10 300 and more. In
France, billing  rates for partners  reporiedly range  slightly  lower.

Anglo
American firms have a reputation  for charging mare than  Paris  firmsl3.
Amcrican lawyers are said 0 be more cxpensive [or clients beocause they tend to
bill more houwrs and staff projects with more lawyers, Tax and other lawyers

myvolved in the major corporate deals such as mergers and  acquisitions operate
at the most remuncrative end of the market. .
With respect to eamings by fitms, there are wide varialions between the bhest
and the worst performing. For the mcasurement of earnings in the legal
prolession several parameters are commoniy used by the spccialised press. A
number of these criteria arc listed hereafter:
Gross  fees: by itsell of litde interest except that it allows to rank firms by
size and (0 make ycar by year comparisons. There are for example some 335
10 40 firms in the UK which make maore than Ecu 25 mn per year.
Average gross annual earnings per fec earner; defined as total receipts
generated by cach lawyer from clienls as fees and charges before VAT,
minus those sums destined w third partics (adversaries, court ushers,
experts efc) or reccived from third parties for a client.
In recent years the top leading firms in London generate  Lurnovers
estimated at almost Ecu 300.000 for cach fee eamer. By fee ecamer is meant
every pariner, assistant solicilor and non-qualified fec earner. Expenses
far clerical assistance and all other costs vary trom country to country,
but tend to be between 30-50% of tumover. These relatively simple figures
are further complicated by wvaristions as between firms in the respective
numbers of salaried partners as opposed (o equily partners {i.c. owners of
the firm). This nawrally affects profit figures per partncr.
Brofit _per pargncr :© In the top firms in London a few cquity pariners make
up 10 Lcu 0.75 mn and more a year but a good part af this is reinvested in
the business, A 1987 siudy for Rand quated by thc Ecanomist (18.7.92)
showed the average take-home pay of Japancse international lawyers to
be over § 100.000 (of 1987).
For assessing profitability, some large firms allocate a scale of "notional
salaries” 10 partners and express the remaining surplus as net residual profit
{or some such term). This is thought to be a minimum of around 15% for jong-
term survival.
A rule of thumb somelimes mentioned says that a lawyer in a practice would
need 1o bring in roughly three times eamings in order 10 make a living, on the
basis that his fee income would be split in three, a third on overhcads, a third

for the firm and a third for himsed. But this is challenged by many who argue

that much depends on the ratio of top fece ecamers to more junior assistants and
supporting staff.

Demand  detcrminants

As can be inferred from the description above, demand in peneral for legal
services is atomistic. Demand for services which call for work by professionals
on ¢rogs-border  irunsactiong will tend to come mainly from the larger
companies and public authoritics and will be mostly found in areas of bu

law such as corporate [inance, large property transactions, trade, and bhusiness
sectors c.g. telecom and energy. In the EC there is also a rising flow of cross-
border demand between adjacent regions such as from narth of Spain
(Barcelona) and south of France (Biaritz), within Benclux and across the Dutch-

German  border. Changing regulatory  environments and  problems
characteristic of times of economic stress tend 1o intensify or at least change
the nature of the demand.

siness

15 1bid.
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Statistical  issues  (tentative)

The nomenclatures

*In the most recem draft CPAYY nomenclature which  classifics goads  and
services by activity, "legal scrvices” coming under division 74 entitled "OTHER
RUSINESS  SERVICES" falls under group 74.1 covering also other services such as
accounting serviccs; markel  research:; and business and management
congultangy. The relevant heading simpty reads “legat services" (74.11). This
nomenclature is symmetrical with NACE/Rev 1, the EC nomenclature for

acuvily classification. However, the proposed new CPA nomenclature would po
much further and divide the group in five classes

{1)  legal advisory and [ecpresentation  scrvices conccrning

criminal law (74.11.11); .

(i) legal advisory and represcniation services in judicial

procedures concerning other fields (74.11.12):

(i11) legal advisory and representation scrvices in statutory

procedures (74.11.13).

(iv) legal documentation and ceriiflication services (74.11.14)

and (v} other lcgal advisory and information services (74.11.15).

*In the NACE Revl namenclature which c¢lassifies by activity, class 74.11 covers
all legal services providers: lawyers, lcgal counscls, professionals specialised in
business malters, public notarics and other independent  fegal experts such as
patent agenis and others.

Both the above classificalions are geared more to domestic than 10 internalional
Irangactions,

*The proposed joint QECD-Eurostat classilication for trade in services
itself 1o a ane line item called "Legal services"
Structure:

8.4 Legal/accounting/management consulling services
84.1 Legal services

8.4.2  Accounting, auditing, bookkeeping and tax consulting services
§.4.3 Managemcenl consulting  services.
The explanatory comments specify that legal services
representation (lawyer's  services) and  certification
instruments (e, g. relating to patents). Tax consullancy
representation on behalf of clients before tax authorities

lirmits
which is part of the following

cover legal advice," legal
and drafting of lepgal
iy excluded. Howecver,
is included.

lassification

Definition of acrivities

The classification of legal scrvices according to the articulated draft CPA
nomenclature above may not correspond to the hest way for reporting on
activilics. Most legal firms would nal anly be highly reluctant to supply such
data, but many would indeed nol be in a position o supply detailed figures about
their  varicus disciplines without considerable cxtra administrative burden. It
would appear that in volume terms the class “other” 74.11.15 might include the
bulk of legal services, i.e. assistance on business law. The question also arises
where to  classify commercial  arbitration (enforceable in court) and other
forms of alternative dispute resolution (ADR) such as medialion and
conciliation {not legally binding). As these form a growing part of business law
services they should be specifically mentioned in the nomenclature of legal
services. There are alsa various professional activitics in member states which

17 The CPA is a classification of products by activity (CPA)Y derived from (he
ceatral product classification (CPCY of the UN (drafi 0.6 of Dec/1991)
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may  have tw be looked al for possible mclusion. Thus for instance. ander 2
recent Insolvency Act, the UK has crealed a new distinct discipline
Insolvency  Practitioners. Qualificd lawyers are permitted w be Lirs,
accouniants, but few lawyers have so [ar regisiered.
As regards  stadstics on trade, acconding 10 the explanalory mnoies the Furosial-
OECD dralt nomenclawre for itcm 8.4.1 excludes tax consultancy. Muny law
firms (as well agy managemenl consuliants) do provide legal tax advise sa Lhat
this part of their carnings would have (o be classified under accounting (¥.4.2),
The definition  also. does not seem ta help resolve  the
“insolvency  work™ which is  an important legal service in most continenial
mcmber states but mot in the UK where it was until recently the proscrve of
accountanis. The gquestion arises whether the precise nature of various kinds of
professional scrvices such as those rendered across border or othcrwise by
lawyers, accountants, consultants matiers all that much for trade and balance
of payments stalistical purposes. Would it not be preferable to leave such
refinements for a {ater slage when experience will have heen gaincd by a
modest  beginning and whea some more homogeneily may have been
iniroduced in thesc diverse professional acivities within the EC. The first goa!

might be to oblain some figures on the trapsactions of all kinds by "lawyer
firms™, "accountancy firms" eic.

[Licensed
a5 are

classificarion of

Definition of operators
Defiaition : the EC directive of 1977 (see page 3 of

any person entitled pursue his professional
following designutions:

the note) defines lawyers as
activities under onc of the

Belgium Avocal/advocaat Denmark  Advakat

Germany Rechtsanwalt Frunce Avocat

Greece Dikigoros Ireland Barrister/solicitor
Ilaly Avvocato Luxembourg Avocal-avoué
Netherlands Advocaat Portugal Advogado

Spain Abogado UK

Advocate/barrister/solicitor

A parner in a law firm is an "associc”
"associate” is a “collaborateur”.

The structure of the legal services industry is atomistic. On the w
concentration is low except to some extent in the UK. Bul
various modes of trade in legal scrvices only u limited number of medium-sized
and large legal fimms, especially those wilth a netwark of offices abroad or those
part  of substantively integrated groupings, engage in  such

activities, including in particular consuiting and assistance in b
They would form the corc of res

current account of the balance of

in the TFrench fanguage, and an

hole market
in matters aof the

international

usiness law.
pondents supplying data on trade for the
payments.

Production of statistical data

Cathering of dara:

-collcet data directly from (he major operators, for instance CVery one or two
years, on the basis of voluntary coliabaration and confidential trearment of
results. This is unlikely to produce results. Replics 1o questionaires would
probably have to be made mandatory.

-use the CCBE as a basis and conduit for the periodic collection of dala? Use

CCBE framework and definitions and charge Eurostat to collect the dala
direclly from the firms with an abligation 10 ensure confidentiality of the

replies including vis-a-vis other parts of the EC administration.
Typr of dala:

The following dala might be relatively easy to collect

or obtain from cxisting
CLNSUS syslems:
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-tumber of lawyers' firms and of their local offices in member s

states,
-numbers of siaff; tawyers mainly in judicial activitics,

ather  practising  lawyers, notarics, huissiers,
other professional  staff,
supporing  and  administrative  staff,
total numbers?
Other data indicated Lelow would probably raise considerable ot
-earnings ol practices : gross fee income, chargeable hours,
-fec income split: judicial activitics, other legal

arbitration  and  altcrnative resolution  of disputes,
other?

yjeetians:

services, tax  advice
insclvcncy{bankruptcy

-notional fee incomc per partner (total fee
number of fee carners)
As regards trade figures the respondents might be called upon (o report:
--tross-border transactions, payments, receipts (gross figurcsg).

--broken down inte main geographical zones: EFTA, North America,
Japan, rest of the world.

Cross-border services should ha recorded on a pgross basis (ie.
scparaiely from imporis). In realily intra-firm compensation takes place

between units of the same company and net amounts only arc transferred
between firms across borders with little {controllable)

indication about their
composite nature.
In matters of receipts from establishment abroad and payments to tesident

firms owned by foreigners, it would be necessary 1o use investmen! surveys
ta collect the desircd data.

Choice of index:
-feasability of an cmployment index of lawyers, legal assistants,

income divided by lotal

CXPOTLS

notaries,
patenl agents and others and supporting staff. .
-a volume index could be based on carmings of firms if such data were
obtainable.



Anncx

Examples of a major groupings with large
cross-border  transnational  work.

"Alliance of European Lawyers"

Largest continental European cooperation so far in the form of an EEIG [ormed
in the spring of 1990. [t combines more than 500 lawyers and has a total staff of
about 1000. TNs central office is in Brussels and staffed jointly. Offices in
Brussels, New-Yark and London huave heen integrated into single profil centres.
The Alliance's objective is 10 find compelitive advantage partly as a responsc to
the UK and US presence, in particular areas of practice like corporate finance.
Composed of the fullowing:
-Netherlands: De Brauw Blackstone Westbroek. {the largest of the group).
-Germany: Boden Oppenhoff Rasor Schneider and Schiedermaier (three
offices).

-Belgium: DeBandt Van Hecke & Lagae (largest in Belgium).

-France: Jeanict & Assogiés (sccond largest in Paris, with 110 lawyers).

-Spain: Uria & Menendez (third largest in Madrid).

AIl these firms are leading operwiors in their own home tecritories.  The
alliance gives Lhem large geographical spread. It has offices in Cologne,
Frankfurt, New York, Brussels, Paris, London, Madrid, Barcelona, The Hague,
Amsterdam, Rotterdam and the Ivory Coast. The individual firms continee to
practise independently in their own countries. The principal aim of the
alliance is to provide a cohesive pan-European service through teams of
specialisis from each member country. The teams advise on national and EC
laws governing cross-border activities in the areas in which the members

already speciulise, such as mergers and acquisitions, tax, anti-trust, COrporate
finance and environmental law.

Another cxample of association
between the Duich-Belgian
Loyrette Nouel and the Lo
arrangement  between
work.

but apparently less integrated is the link-up
firm Loeff Claeys Verbeke with French firm Gide
ndon based Allen & Overy. It is specified 1that 1he
Loetf and Allen dees not cover maritime and Insurance
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Accountancy / ‘Tax Censulting Services

Service activity description

-

Definiticns

The accountancy service industry, in the narrow sense of the teran,
consists of fums and individuvals in practice as public accountants,
providing auditing, accountancy and book-kceping services to clients,
both individual and carporaie, in the public and private sectors. Auditing
and accounting form the <¢ore services supplied by accounting firms.
Auditing consists in examining financial statcments and reporting on  the
appropriateness of their presentation in accordance with either statutory
or gencrally accepted accounting principles. Auditing can be done
pursuant 10 lcgal obligations or aon a volunlary basis. Accountancy/boak-
keeping is the actual accounting work as well as the preparation of
fipancial statements and the more general advice provided by accounting
firms on accountancy maiters. In many member states, accounting and
Statutory audit funclions are regulated by separate professional bodies.
Throughout this report the term accounting services are used to cover
auditing and accounting/book-keeping services together, but statutory
auditing will be frequently singled out. Tax consulting is the other most
typical activity of the accountancy profession even if, in some member
states, it is also a major activity of lawyers. In Germany and in other .
member states such as France and Belgium, tax advice is very closely
related to audit and accounting advice becausc financial requirements are
firmly based on tax requirements. In fact, in Germany the tax consultant
professional qualifications form an integral part of the main prafessional
audit qualification. It can be said that, on the whole, the smaller the
audited firm the more closely linked the audit and taxation aspects.

The present research paper atiempts to describe accountancy and rax
consulting services in a way which brings out the specific issues which
arise in 1irying to establish and collect statistical datz on this service

indusiry. In the concluding paragraphs tenlative vicws are offcred on
this subject matter.

Practical means of providing accounting services

In addition to person-to-person advice, the delivery of accaunting
services usually takes the form of actual book-keeping and accounting
work, often totally or partly on the premises of the client. Audiling
generally takes place largely on the premises of the client and the final
delivery of auditing work takes the form of a written Cport.

The need for some physical contact between consumer and provider
cxplaing why -accounting, in the wuarrow sense of the term, and
particularly audit services, more even than many other business services,
are not usually traded over long distances and across borders. To this must
be added the wide divergencies in national legislative,

regulatory  and
administrative provisions, the

. Tequirement of national qualifications
(with a varicty of titles), of registration for boilr audit and accounting, of
permanent residence and formal establishment.

23/07792
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Phere are however quile a3 number

ol accounting services tn the broader
scise of the  lerm SUCh 3% lu comporate Nosnce (advice on  Tinaneial
ECSITUCIUTING  Dn pew issucy or counsclling  and  assisiance on privatisation

which Tl sather  within the ambit of merchany
consultants, where physical Proximity is not as
accounling and audil services, These broader
deseribed  marg Tully helow i

banks  or management
necessiary  as for ordinary

actevitiecs of accountants  are
other scctions of this paper.

Characteristics  of accountancy/tax  advice services

Accounting is a knowledge intensive activity which- calls
specialised  abilities. A large proportion of the
in accountancy with added knawledge in various disciplines including, in
particular fiscal affairs. For the intensively reguiated accounting services
such  as unditing, (hese abilities invariably fake (he form of stalutory
professional  qualifications. Qualification Tequirements for accounting
services  differ between member  states.  Also i the non-regulated
activitics professional staff is generatly of high caliber.

A large sharc of the accounting services in the twelye mcimber states s
provided by smail practices or sole practitioners which serve the vast
numbers  of medium-sized and sinall  entreprises lacated near their
premises.

Next to (hem, in the upper part of 1the market are the big, often
multidisciplinary practices, which mostly serve the larger companies.
Practically all (he Mujor accounting busincsses present  internationally,
cather than scll their services directly from the home basis, have either
Sel up practices abroad or mors often, have formed international networks
by affiliating independent firms. The links belween  the practices in
different countrics vary from common parinerships  across  horders
{rather the exceplion) to loose affiliations. They differ considerably with
respect to profit and cost sharing among affiliates. Some have a degree of
profit sharing or kind of royalty payment throughout the nciwork to
reflect  the positive "spill-over" effects associated with the ability to
provide a broadly based geographical coverage. Others have only limited
income sharing cven between different offices of the same firm, Some
networks pool costs such as travel and training €xpenses to encourage
intra-network cross-border exchange of technigues and  skills,
Commission payment from onc member firm t0 another in returm for
referred business is also sometimes provided,

The mnctwork pattern described above reflecs the fact that, ag already
stated. accounting work, in the narrower sense of the werm, on the whaole
tends to be a national business. It Tequires proximity to the clients,
sometimes natiopal registration, a thorough knowledge of the tocal, legal
and other professional requirements, good command of the language and
close. personal contacrs between service provider and c¢lient. To follow
their clienis abroad, accounting practices have internationalised by
cstablishing abroad cither through branch or subsidiary creation or more
often by merger, aquisition or affiliation,
Pure cross-border trade is minimal and mostly connected  with highly
specialised services such a5 international accountancy and taxation issues
and audit aspects of cross border mergers/acquisitions. On the other hand
the fon-accounting and tax advice services provided by accounting firms
such as corporate finance advise and management consultancy are on the
whole more casily traded. To illusuate such activities one can cite (he last
putting togcther of tricky corporate fimance deals in a way that satisfies
COmMpany mangers, institutional invcstors, accountants, lawyers and tax
specialists, the case for bringing together all these parlicipants is pretty
strong.  That leads (o cross-border trade in services through temporary

for staff with
stafl has common training



movement ol service  providers. But the example  also shows bhat arogg
burder accountancy  paymients  for  such operations  wiil  afien

Conver
payments {or mixtres of scivice activities

and cven oticr cxpenses,

Diversilication  of  accounting  businesscs

Before pursuing  this review of  the accounting  and  tax consuliing
wdustry, il is necessary briefly e draw  (he attention  fo the strong
diversificalion  intoe  other services which characlerises the larger
businesses of this economic sector. [1 is a trend which considerably
complicates the quantitative and qualitative analysis of the accounting
and tax work of firms in this service indusiry.
Traditionally, the accounling profession was dominated by accountancy
waork and only in some countrics such as the UK and Germany did it widely
extend 10 lax advice and, more seldom. to other related activities such as
occasional insolvency and trusiee work. llewever, during the last two
decades, accounting has seen its main practising firms move {rom being
mainly auditors, accountants and ftax specialists to becoming advisers in
many other areas of business and govemment scrvices.
desirc to diversifly into more rapidly expandin
of praciice, particularly the large  accounting businesses have launched
out into all kinds of consultancy. and related assignments. They have
thercby become multidisciplinary providers of services even if, for
various reasons, regulatary and others, many have set up separate firms to
provide different services.
Today many large and medium-sized accountancy firms, (particularly in
the United Kingdom) rely on audit clients to generate  substantial fee
income from other activities. Their growth has come about by further
expanding inte tax related maners and insolvency work! and then, in a
massive way, into gencral consullancy services including particularly
information technology in  which their experience with computerized
accounting sysiems places them favourably. This move has extended into
an ever wider range of disciplines, especially the unregulated ones, such
as  corporatc finance (help in  acquisitions, disposals, flotation elc),
litigation support {assembling paper work for lawyers), compliance with
legislation work including “eavironmental audir", strategic  consulting,
human resources, economic research and “speciality contracting”
("facilities management" under which the financial work of a client and
the preparation of his finaneial Statements are taken over).
As a consequence, in most large
accounting fees have declined as a proportion of the total earnings, ta be
replaged by the more profitable other actvities. Today an estimated half of
the professionals at large firms are not qualified accountants, but (ax
specialists, consultants, lawyers, cconomists information specialists  etc.
Indeed, it is sometimes claimed that audit fees are occasionally used as “loss
leader” to aliract clicnts 1o other, more lucrative services.
Still, accounting services remain the core business of the majority of the
large accounting practices and of almost alt thc medivm-sized and smaller
ones. It is estimated that at the end of the 80's, for the main Six accounting
networks in the EC (see below), accounting services represented  about
hall of the total camings in all the member states (less for A Andersen)
cxcept in the UK and Spain, and about 60% in Belgium, Germany, Italy,
Luxembourg, the Netherlands and Portugal. But that share had been
coming down sharply in the sccand half of the 80's. Management
consulting  (including iis largest component, information technology
U In the UK, access
qualification which

Driven by the
g and more rewarding areas

accounting businesses, audit and

o insolvency services is regulated by a separate
accountants and oihers may seek 10 obtain.



advice) und wax advice work mike up dhe bulk of (he rost o the businesy
carvied  out by the  six largest wecounting businosses i the workd © o,
Gennany,  the Netherlaods,  and Luxembourg tax  work remaing on  the
whole  significantly more Lportant  than management  consulting, In (he
larger businesses, tax advice is often in (he range ol one filth of 1ol e
income.

The wide and diverse set of services described  above cxplaing the difh
of abtaining separaic datz on specific “auditing, accounting  and  book-
keeping® activitics and on “tax censulting  wark”, particularly in  the
member  states  where Separale  auditing  incorporation is not imposed  or
where  auditing and tax advice are  closely linked in ihe accounting
standards. In fact, trday a substanlial part of the wark carricd oul by nany
accounting firms ought to he clagsified under other bLusiness services  such
4% managemcent consultancy, financial, legal and camputer  services efc.
and not included in the accountingfiax cousulling  service industry. And
the large accounting networks which have split up theit  activities in
different "arms™ do not publish details on the source of their fec incomes.

cully

Market  structure

As alrecady indicated, the accouniing profession comprises a broad variery
of  scrvice providers: multinational netwarks, large Practices  with
intcrnational links of various kinds, medium-sized and small practices and
individual praclitioners. By far the major pat of the industry is organized
in the form of limited campanies or partnerships. In the UK {except
Scotland) and Ireland such partnerships do not have a legal personality.
Numerous in all the member slates, solc practitioners  stjll provide anp
mmpertanit but not precisely known. part of the accounting services in the
Community.

A small number of very large, mosdy American and British-based
multinational networks. operate worldwide and account for much of the
accounting profession revenuc. They use international trading names
directly or in conjunction with local trading tiames. The farger oanes, the
"Big Six", arc KPMG, Caopers & Lybrand, Ernst & Young, Arthur
Andersen, Price Waterhouse, and Deloitte Ross Tohmatsu.

Of the Big Six. Arthur Andersen is the only business with a relatively
centralised management structure  and  closest to a single  global
partnership. Al ihe partners belong 1o one Swiss-based Organisation
(divided into auwdit versus consultancy for operational purposes) bui the
actual executive leadership is located in Chicago ard New-York. Price
Walerhouse comes next in terms of centralisation. I considers itself very
“federal”, promotes g single worldwide Style  and  culture and has
cstablished a single, proflit sharing partnership for Europe. Although like
A. Anderson it tspouses the one fim philosophy, it is not as tightly run
from the centre.

In Europe, these two businesses are the smaller players of (he Big Six, cach

with approximately half the number of staff of Coopers & Lybrand or
KPMG. The other four members of the Big Six are not genuingly
international accounting businesses,

in Europe at least They gencrally
developed the intemnational dimension of their networks by forging links
and  agreements with major home-grown accounting firms in  other

countries. The national practices ol these groups keep their traditional
(national) identity ard are largely “insulated” from one another, ag

2 See section  belpw,
worldwide fee income
accounting fj

A. Andersen Censulting  for cxample has a larger

than the accounting arm  of the fim. Other mujor
rms also have associated management consultancies.



dlustrated by wide varntions in hoeurly  stalfl charge-oul rates, KPMG for

cxample makes o vinue oul of piving its components as much astonomy  ag
passible. For cxample in Germany, KPMG's affiliate is Deutsche Treuhand,
i Belgium i is BBKS, in France, Fiduciaire de France. Ernst & Youny for

s parl combines Q1S resources in Europe where it has some 24000 srafl,
through its European council. The group docs not function on a profic
sharimg basis; the E&Y council is a cost cenler operating i the interests of
all members which contribute their share to the costs.

For both the corporate and the collegiate styles of companies, the main
advanlages of size and international nctwarks are to. facilitaie referral of
wark, and to generate a powerful shared marketing imape. Caordinalian
between fellow firms in  different countrics also Five rise o
standards and techniques, and allows for stalf secondments.
Next 10 the group of six heavy-weights, there is a sccond Zronp, some nine
accounting businesses, smaller, less multinational, more looscly iederated
but still impertant, most of them particularly strong in Germany, the
Netherlands and Denmark largely because of the local strength of their
member firms in these countries, They are: BDO  Binder Hamlyn, Grant
Thornton International, Howarth & Howarth (or is it Horwarth
Int?), CLG/Clark Whitehill {or is it Clark Kennecth Leventhal?),
Robson Rhodes, Panncll Kerr Forster, Moore Stephens, Moores &
Rowland, and Nevill Russell Intermational3.

On the FEuropean continent, many of the few remaining sirong national
[iins  are trying to0 come together, although what they are crcating are
not  truly Buropean firms but mercly linkages bciween larpely
autonomous practices. Medium-sized and smaller firms are  also forging
alliances with onc another, recognizing that if their clients arc thinking
and acting Ewropean so must they.

Finally, in all the Mcomber States there are siill plenty of small practices as
well as  sole practitioners which have successfully identified markets in
terms  of types of services or, more tmportantly, location. They
predominanily service the small fiom sectar with a variety of accounting,
business and legal advice. In Germany aid France this category includes
the small independent "Wirtschafispriifer” or “commissaires aux caomptes"”
who do providc audit services also to large national companies (sometimes

together with the major operators, as in France where two auditors arc
required).

commaon

Regulations

EC member states have raditionally regulated and organized accounting
and accountants in very diverse ways. The twelve countries hive different

business cultures, diverse professional gualification requirements.

different auditing and accounting standards, a variety of laws for
incarporation of accounting practices and 2 host of national regulatory
bodies.

In the EC there are in total around lwenty different accounling and
auditing professional profiles (iypes of practice with own set of
regulation) i. e. outside the tax advice sector.
concerning the profession,
to accaunting

In addition to the regulations
there are also a variety of provisions rclating
standards. The range of accounting systems within the
Community extends the UK system at one cnd to the German at the other.
The UK system, based on “true and fair view approach”, is praised by itg
supporiers far its flexibility and condemncd by its enncmics for its faxity.

3 Merged with Spicer & Oppenheim.
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The sysicems of becland, Denmark  and

e Methetands are close fo Wi of
the UK. AL the orher exireme, the Germae line, based on “lux cunplianee
appraach” 5 the more dirigiste and legalistic. It is 1o be found in varnous,
somewhat  weakened  forms, o several  other  coutinental Curopean
countries. It bears the sttong influence of tax laws and

regalations, In
several  member  staces reporiing  roquirementis for  privately-owned

companics are  less stringent than in others, such as for cxample o Lhe
UK. In Spain and [taly, there arc different sers of accouuts intended for
the raxman, sharcholders and bankers. The EC harmonisation process (sec

section below) has taken over a strong clement of “true and
approach”,

All the member states have their own legal provisions for incorporation
of accaunting practices. Uniil recently under British law, all accountangy
firms had 1 be partnerships; enly qualified accountants can be parners,
In most other member Slates, practices are  legal persons ec.g. limited
liability companies or other types of incorporation. In France accountanls
can  also group thewselves in “service companies™under which only the
logistic side of the activities of the partners are pooled.

The legal controls on_ aciivifies also differ between the
Disciplines that  are generally  regulated - and
accountants are the following three:
statements, control of mergers and puhblic

for other activities varies in the extreme. Some accounting services might
be open to all in one member stale but might be required by law to be
carried ovt by qualified and recognized accountants g others or
altogether banned o them {c.g. insolvency practice open o qualilied
accountants in the UK and hanncd in Denmark). In Greece ac¢ounting
firms are not allowed to perform  statulory audits as this is ceserved for
civil servants members of a stale body (the SOL). in the UK practically the
whole range of activities is Open 1o chartered accountants. In  some
member states accountants may be auvthorized (o perform  stawtory defined
duties such as represcating clients before tribunals and issuing cerrain
declarations and teports. Other countries may reserve this to  other
professions. Tax advice is the prescrve  of lawyers in many European
couniries, but nol in Germany and the UK.
In an attempt 10 guaraniee the auditors' independence, some countries
(Italy, Belgium and France) ensure total or parial separation of auditing
from other types of business including (ax consulting and lawyers'
services. In thesc countries accountancy firms are legally prevented from
giving tax and consultancy advise (o thase companics they audit. Howcver
the firms concerned have devised various ways 1o prevent sucgh
gegregation rules from keeping their services apart. Thus, for example in
Italy KPMG has four independent member firms providing audit,
management consultancy, small and medium-sized  firm consultancy and
tax advice. They operate from 5 or 6 offices. Italy also obliges to a rotation
of audits every ninc years and Spain every (welve years, France calls for
IWO  statutory auditors for all firms neceding consolidated accounts, TFhis
ut numbers of audits by auditors.
The other, hon-accounting and tax advice services provided by accounting
businesses mostly escape the legal and regulatory restriclions affecting
accounting  services in  the nareower sense of the term. However, the
strong links betwecn regulated and olher services provided by the same
profcssionals serve 19 ensure that 10 somec extent at least, similar patterns
of service delivery are obscrved also in these ofher activities.

fair vicw

member  siates,
reserved for professional
statutory  audit of financial
sector audit. The lcgal regimes

Sociéiés de maoyens
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L hanmonisation

Progress has been made  in Comnmunity-wide  haunonisation ol company
law, financial reporting  standards and  qualifications. Thus the EC 4th
Compuny Law directive sct onl comnon principles for accounts {the
British "truc and fair view" approach) aad laid down standards
that all wedium-sized and large companics arc auditcd cvery year. As a
conscquence. the nombers of audils s (o increase massively in Spatn,
Italy, Portugal and Greece but hardly in (he UK and Ircland where
practicaliy all active companies were alrcady subject o annual auditing.
The 7th  Company Law directive deals with consolidated accounts.
Togelher with the preceding directive it allows for grealer comparability
between  the accounts of Ihc member states. The Sth directive sets
minimum requirements and training standards for auditors and calls for
compeicnt  regulatery bodics in cach member state. The direclive on
Mulual Recognition of diplomas in the Liberal Professians
makes i1 casier for individuals to have (heir qualificaiions accepled in
other member states. All this helps to creale a new, but still unharmonised
statutory [rumework and as yet no single accountancy market! exists. The
EC ‘“accouniing profession” is still a compasile notign  wilh  variable
dimensions covering diverse realities in the twelve member states.

The cursory descriptions in the two sections abave make it clear that, al
least at 1ihis carly siage of the EC approximation process, it would be
difficuit 10 define a common scope, even if onty for certain segments of
the usccountancy/tax consulting profession, which could be translated inta
4 precise EC statistical nomenclature in this sector.

1y ensure

Quantitative description

Market size

As is typical ol many business service industries, official data on
accountingftax consulling services are limited oc non-existent (with the
partial exception of France). Available figures are mostly rough estimaies,
drawn from a variety of sources: they rarely cover specifically
accounting or lax advice services and are not comparable between
countries. Aboul the market size of accountingftax consulting services
only indicative estimates are available. They do not usually draw clear
dividing lines between the different sources of earnings. This
shorlcoming is important : i happens in many member siates that the
management consultancy arm of an accounting business is the larpest
management  consultancy  firm.

Publications such as the “International Accounting Bulletin®  (Lafferty
Groups Publication) and "European Accounting Focus® (WLP Ncwsletier
Lid) periodically produce national surveys on the accounting service
industry on the basis of voluniary, unautributed, contributions by firms or
on the basis of rough estimates. These figures do not cover the whole

market but only data supplied in rcsponse 10 enquiries by a number of
practices. The information is proprictary,



The 1310 Six in thi B0

{cstimales)

Earnings in min Egy Staff in the EC Fee ncome

{1989 {19 & lrom acef
auditflax
KPMG  Peat Marwick 1.500 30,000 60
Caoopers & Lybrand 1.300 27.000 70 %
Ernst & Young 1.050 22.000 70 %

Dcivitte Ross Tohmarsy 600 15.000 -

Arthur Andersen 3350 13.000 50 %
Price Waterhouse 650 13.500 0 %

Earmings of the first four firms  listed
estimated 40% or

smaller growih.
Similar indicative data available on some of the
coming afier the Big Six are given below for 199(¢:

above have since rigen by an
more, while the two last ones have experienced somewhat

largest accounting  finms

BDQ Binder 4400 6.000 75 4
Grant Thornton 1ot 250 5.000 -
Moures Rowland Eurape 200 3.500 -
Horwath Int 150 3.000 75 %
Moare Stephens 140 2.000 -
Panoell Kerr Forster 140 2.500 95 9,

With respect to the composition of fees, audit/accounting services still
produce abowl onc half of the total earnings of the Big Six, with
management consulting and tax advice making up the bulk of the rest.
Corporate finance and insolvency are of very minor significance. Fee
income of the second group of accounting firms is on the whaole much
i hardly on consulling.

In the EC, the national member firms of the leading Six are in fact also the
largest accounting firms in the individual countrics. As far as audit is
concerned, the Big Six are the Major accountancy service suppliers 1o
Europe's tap companies. They audit almost all of the top 200 businesses in
Belgium, Italy and (he Netherlands. They provide morc than half the
auditing work in Germany and Partugal; in France, they have a major
position in audit and tax advice for large corporate clients. Therc are only
two purely French firms in the same size bracket, Salustre-Reydcl and
Robert Mazars.

There seems 10 be ligle or no aggregate information on the many small
and medium sizcd accounting praclices operating in the EC. In France,
however, overaill figures about turnover of the acceunting profession are
available. They were reported at Ecu 4.7 bn in 1988, :
In the UK, the larger accountancy firms collaborate cach spring 1o reveal
several useful and comparable figures on their financial performance for
the year w March 31, which are published in early summer. They show
fee income, broken down by increasingly diverse divisions within cach
firm:  audit, management consultancy, insalvency - and so on,



The major {ins _in the UK
(estimates)

Earnings in man Feu Stafrl I'ee Income
(1991492, (prolessionals split %o
only)
audit acc {ax Gons
Coopers & Lybrand R00 7.7700 48 20 24
KPMG Peat Marwick 690 7.500 52 21 17
Price Walcrhousce 560 5.100 39 pi 25
Ernst & Young 360 5.500 43 29 1N
Touche Ross 490 4.800 4% 23 17
Arnhur Andersen 460 3800 24 13 53
Grant  Thornton . 185 2.000 38 26 3
BDO Binder Hamlyn 160 2.000 56 29 4
Pannelt Kerr Forsier 120 1.800 50 24 5

Source: Accouniancy, July 1992

The other fee income comes partly from “insolvency” which represents
22% of total income for Grant Thomion, 15% for Pannell Kerr Forster, 12%
for Ernst & Young and about 10% for the first four

companics. A,
Anderson, leader in consultancy has only 5 % in insolvency.

At the world level, a survey based on more than 22.000 aunnual TCPUES
worldwide suggests that the Big Six audit 1wo thirds of companies,
representing 86% of asscts or sales. One in four of the tap 500 companics
were still audited by firms outside them in 1990. On both criteriz, Emst &

Young has ‘the largest share, followed by KPMG, Deloitte Ross Tohmatsu
and then Coopers & Lybrand.3

Revenues of the Big Six at world level in 1990

(in Ecu mn)
KPMG 4,240 A. Andersen 3.260
Ernst& Young 3.930 Coopers & Lybrand 3.220
Deloited Touche - 3.300 Price Waterhouse 2.770
Notes:

A.Andersen includes Andersen Consulting

For Coopers & Lybrand source is Accounting Report Estimate
Source: Public Accounting Report, Feb 15, 1991.

Employment

The figures reproduced in the above section include various estimates of
variously defined staff in the major accountancy businesses {and include
those cngaged in consultancy and other work), Aggregate f{igures abour
qualilied and recognized professional accountants raise all kinds aof
difficulties on account o¢f the different praolessional qualifications
requirements and regulations of the member states. The Federation des
Experts Comptables Européens (FEE), the representative body for the
accounting profession in Euwrope, produces some figures on professional
accountants. The FEE groups together 35 professional bodics From 23
countrics including the twelve member siates. Thesc bodies have a

SCentre for Inlemational Financial Analysis and Rcsearch. Princeton.
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combined tembership o 300,000
some 270000 in (e

pracuee,
Howcwver,

professional decountants,

im_:lu(ling
EC, Less than half CLLS.000) in e FO wirk

i privage

these  dyta only regisier accountants wigh full qualifications and -
arc not homaogencaus  for  all member  states  as in mosg ol then,
membership of a piofessianal body is limited 1o (hose individuals actually
working in public dccounting practices. In conlrast in the UK for cxample
where this 15 not the Gase, many accountants work in ather aclivitics or
ocutside the home country® . In other member states (he greal majority, if
not all, professional accountants arc in  public practicc but not g are
registered  even  if fully gualified because of the cost of registration. In
Germany tax  advisers (Steuerberater) furm another body whercas iy Iraly
they are part of (ke professional accountancy bodies, [n France, in 1990
there were some 16,500 registered  accountants and rainees. In sum, (he
available data do nap fépresenl  a  coasistent  measure throughour the
Community and they do very much understate the numerical
of the accountancy profession in the EC
employ plenty of non-professional  seaff.

importange
it only because accountanls  also

Trade in accountingflax consulling  services

There seems w0 be ligle genuine cross-border trade
consulting services. Auditing is restricted o local provisian by the
logistical need 10 be located a1 least lemporarily near the client apd by
legal  requirements. For non-audit accounting  services, various cultural,
regulalory and practical  barriers o cross-border supply  hamper
lemporary movement of persannel and the provision of services from a
distance. This is not lo say thair the "Big Six" da not deliver significant

dmounts  of services cross-border as their activities g0 much beyond plain
accounting  serviges,

To serve foreign markets it is ihe delivery mode
predominates. As cxperience has shown thay
practices tends to raise alj kinds of difficuliies
foreign expansion has been 1he development of network agreements. The
Precise  importance of establishment (rade (through branches and
subsidiaries as opposed to  affiliates) and of intra-firm  “rade” g not
known. With the forcign practices which they own, the more highiy
intcgrated networks {(A.Andersen  angd Price Waterhouse) dop have
“establishment trade" which procures substantial fareign earnings. {lIn
gencral, 1he major accaunting firms supply scrvices abroad through
movement of personnel or directly cross-border only in special
circumsiances, for example when they have a specialised service which s
unavaitable in the foreign affilitated firm or subsidiary or for training
purposes. |

The trade balance with the outside world a1 the EC
According (o US balance of payments figures (he US$ hag
with the EC {sec below). It is likely that the EC has positive net flows with
the rest of the world. In France, accounting/auditing {including
managemaont s¢rviccs7) (APE 7709) is itcmized together with  service
activitics called “linancial documentation and analysis". Onrly about 2
dozen or so respondents had cumulative Payments and receipts exceeding
Ceu 144 mn in 990, Total feceipts were Ecu 11 mn and total payments Ecg
[7 mn. A defigj; concentration was reported vis-a-vis the US, the UK,

in accounting and rax

“establishment”  which
collective ewnership of
the preferred formula for

level is wnknown.
a positive balance

6In the UK, the holders of accountin
compared 1o professionals with an MBA,
7 "Services de gestion™

& degrees have sometimes  been



il

Switzcerland  und ('_]c.rr.t;m';-_ Restrainls on the aroess 100 1he praoftession 1y
advanced  as a2 reason {or the law levels ol titernaliona welivity ot jhe
accounting profession. In the EC the UK has an averall surpiug botl inside
and outside. [0 18 probably the only member stale in that position,

Progicss in harmomisation and he entry into force of the EC directive on
mutual  recognition  of  accountancy  diplowas may gradueally  introduce
greater accessibility of (he national markets and more transborde: supply.
However, the greater freedom far individual European accoumants (o
move around in the EC on the hasis of the mutual recognition of diplomas
directive, cven when [fully impiemented, will not make it casicr for firms

o scll their services directly 10 other member states. Genuine cross-barder
trade can be cxpected to remain limited.

Dara on the US accouating industry

According t¢ the Census of Scrvice Industries, in the US the income of the
accounting, audiling and bookkeeping service industry was Ecu 27.5 bn in
1991 (+ 2.2%). with approximately 545.000 staff on the payroll®. In 1987 (he
US had 70.000 establishments in this service industry. In 1991-92 somc. of
the Big Six reduced their numbers of partners by 5 to 15%. The US Bureau
of Econemic Analysis (Dept of Commerce) reports 1990 cross-border

{ransactions in accounting, audiling and bookkeeping scrvices as § 120
mn {or ceceipts and $ 37 mn for payments.

Market demand and prospects

During the last ten years, EC accounting and tax consulting services have
grown faster than the economy and they are expected to continue to dov so
even if fec income growth seems to have slowed down since 199G. The
major accounting businesses throughout the EC have cxperienced annual
growth rates of between 20 and 40% throughout most of the 1980's,
through providing consuliancy and other value-added advisory waork in
addition to the staple accounting services” which have not progressed as
Iast as the other services. Part of the increasc in [lees
services sector is due
functions,

mainly

in the accounting
lo cxterpalisation by business of accountancy
part also 10 the ever wider legal and business requirements for
properly audited accounts. Increased wuse of high technology office
equipment and inlegrated systems together with more sophisticated

communications facilities has boosted productivity and will continue to do
50.

‘The restructuring of European indusiry ahead of 1992 has called for
Erowing sophisticated accauntancy and [ax

consulting scrvices.
International

companies need homogeneous standards of assurance about
their operations across Weslern Eurape and beyond. On the continemt the
profession is not develaped to the same degree as in the UK which has a
tradition in internalional accaunting activity and where also gvery single
onc of the 950.000 British companies had until recently 10 be audited. In
some  countries such as Germany, Spain and Portugal the requirement of
full audited accounts has only in recent years been extended o a larger
number of companies. On the whaole, the European continental markets
are less saturated than the UK and US markets and they thercfore offer
more growth potential. Many companies in these Lwa countries have been
gaining access in Europe by buying out local firms or establishing  joint
venturcs  with ihem. This helps 10 explain the rapid growth of the
accounting and tax adviser professions in Spain, ltaly and France. The

8Source : US I:idus}riai Qutlook, 1992
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PIOSE imparean recem developimeznl in westeen Ewrope has been die rising

demand e cusier Lurope  for 4N lypes ol accounting  sorvices i:a(:luding
advice  on privatisation This has led he Biy; Sis and many  smalle;
caompanies (o build up fast-growing practices in all [cading cast Fuiopean
ciics. The clients are goveraments, statc-owned cotreprisss  and poicatial
wvestors. Coopers & Lybrand, KPMG and Price Warerhouse
others, are engaped in assignments  for privadsation. Bul cven
these rapidly Osing new markets stll represent less than 5% of their 1o1a]
fee tncome and fime. The unification of Germany  with i1y (ax driven
approach o accountancy, is placing great demanids on the small byl
highly  expert profession there?. Ig France and several olher member
stdtes, there 15 large crowth potential in the public scctor which has been
slow to open up in comparison with thejs Bruish and DNuich Counierparls,
In sum, like wmany other professional  services, in  the FEC averall
accountancy/rax consuliing can  be expected to maintain significani
growth  throughout the Prescent  decade byt prahably al a slower pace  than
during the sccond half of the 1980's. This encouraging perspective  does
"ol mean  that  this  service 5eCto1  altogether  escapes  from the

consequences ol the current economic downinrn as several UK practices
have recently cxperienced.

a8 well  ag
for then,

Other information

Type of market

Within each of |hc member states there seems 16 be nlense competition
between the various nationat accounting firms linked vp with the Big Six
and the group of other large and medium-size firms. Even If the Big Six
are nol anywhere near supplying the butk of accounting services in the
member states, they are by and large the main, ir not the sole providers of
auditing  services (o the ~large companies. In fact a separate market
appears to exist within cach member state for such large company audit
necds. Indeed for firms ofher than the Big Six and the second ticr group it
Scems  difficult 10 eater (har market.  Among the reasans are  the
insuificicncy of their resources. Also thesc smaller practiccs may not be
legally authorized or may not even desire (o depend on one or a1 few very
large customers. Other factors are the strength and depth of expertise and
broad service line capabilitics of the international networks and finally a
widely held perception that the other firms do not offer the same quality
of service as the Big Six affiliates in al| the member states. The peculiar
inclination of the world's financial markets with their fondness for well-
known signaturcs addy further strength 10 the privileged position of the
major players.

As for accaunting/rax consulting scrvices, the
remain largely insulated fram ane another
above. Al present cross-border trade in such
there is in fact liyle compelitive pressure frop
whole, the Betworking arrangements within
other firms may probably have some
flows of accountng and tax advice seryi
major elcinent.

membcer  state markels
by all the factors described
services is very limited and
m foreign suppliers. On the
the Big Six and some of the
restraining  effects on trans-border
©es. But they do not scem o be a

?In particular  German Wirlschaftspriifer.
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rndée  clemenrs

Fee  rates charged by fioos operating in  the  different member  stales

markets vary considarably. Charges for partners from the Big Six and (he
sccond proup of firms are above average in France, Germany, Denmark,
Luxembourg and not least in the UK where Lthey are the tnghest. In
Belgium, Greece and  Partugal charges tend 1o be lower than averape.
Throughout the EC hourly rawes charged by accountancy firms in 1989
were oft average roughly Ecu 175 for the big Six and Ecu 110 for the
second graup of firms. The average of fees in the most highest country
(UK) was double thal of the lowesi {Greece). In Germany, yearly fees per

cmployee in accounting firms were reportedly  around  Ecu  75.000 per
person.



Stadtistical 1ssucs flentarive)

The_ various nomenclulures

‘In the most recent dralt cpald nomenclature  which clagsifies poods and

services by activity, "accoumuncy services”  coming  under division 74
entided "OTHER BUSINESS SERVICES™, fall under item 741 covering alse othe;
services such ay legal services: busingss and management consultancy and
market researgh. The relevant heading  reads "Accounting, book-kecping
and auditing activitics: tax consulting services” (74.12). This nomenclatgre
symmetrical  with NACE/Rev 1, the EC
classification. However, the proposed CPA
aud subdivides the heading into threg

is
nemenclature  for activily
nemenclature goes much further
categorics

(1 (74.12.1) dccounting, book-keeping and auditing  services
(i1} (74.12.2) book-kceping services, except tax
(ii1) (74.12.3) rax consulung services.

Cawcgories (i) and (iit) arc further splil up into several sub-categorics ax
follows:

relurnsg;  and

74.12.11 Financial awditing  services
74,1212 Accounting  review services
74.12,13 Compilation of financial stalcment  services
74.12.14 Other accounting  services,
74.12.31 Corporate tax planning and consulting services
74.12.32 Corporate tax preparation and review  services

74.12.33 lndividual (ax preparation  and planning  services
74.12.34 Other tax related services

‘The proposed joint OECD-Eurosiat nomenclature for (rade in services
limits isclf to a onc-line item called "Accounting, auditing, bookkeeping and
tax consulting services” which js part of the following struciure-
8.4 cha]}accounting!managcmcm consulting services
8.4.1 Legal services '
8.4.2 Accounting, auditing, bookkeeping and
services
8.4.3 Management consulting  services.
The explanatory notes thdicate that accounting, auditing, bookkeeping and
tax  comsulting services relate to the recording qf commercial transactions
for busincsses or others, the certification of their accuracy. the preparation

of personal and business INcome  tax returns and advisory activities on
accounting.

fax consulting

Comments on_ (he draft nomenclatures:

The 1wo first classifications above are geared (o domestic rather than 1o
international transactions. The difference between item 74.12.1 and
14.12.2 above is not clear with book-keeping appcaring in both.

With regard 1o Particularly these 1a lypes of accounting and book-keeping
services, the nature of the services rendered varies from basic book-kecping
for small clients, to detailed  advice on  the application  of accounting
principles and standards for large, sophisticated businesscs. The assistance
may alse catend to giving advice on the organisation and design  of
accounting systems, the keeping of accounting records and the preparation
of financial statemenis for different purposes. Auditing (74.12.11) however
consists in anp approved extemal auditor or firm of auditors CXpressing  an

item

Y0 The CPA (drafi 0.6 of Dec 91), a classification of Products by activily (CPa)
ts derived from the UN central product classification (CrCy,



ts

Opision s 10 whotker e {inancial statements give a true and Tar view of 4
compuany's activities and  of its linancial position, and  whcther 1hey coniply
with  the  relevang legal provisions. There arc o additien  audit  reliled
scrvices  whieh avolve the issuance of special-purpose  icporls  on the
application  of certain defined  procedures.  This activity  should not  pe
rederred w0 as only "financial auditng” {iem 741211 of the dran CPAY or ig
H meant 0 cover “auditing of (inancial sialtements™?

With respect w iem 74.12.3, tax consulting services, it appears from coutacts
with  the prolession, that indeed a difference can  be made between  the
following: tax planning consisting of advice on the application of taxation

law 80 as o minimize lax liability. and (ax_ c¢ompliance, relating ta the
preparation  and  preseniation  of the various returns  and declarations

required by law, and assistance to clients in their dealings with the relevant
authorities.

Claysificalion  jssucsy
Definition of aqetivities:
The classification of accounting services according to the
nomenclature of the draft CPA as reproduced  above does not scem o
correspond to the ways in  which accountingflaxation practices  actually
subdivide their work and organize their staff. Except for auditing, much of
the work for clients comprises a mixture of the various listed activities. What
does  appear in tables with data (often simply estimates), produccd by
professional assaciations and joumnals particularly of the UK, are distinctions
such as belween:  "audit™, “accounting™, ™ax", “managemecnt consultancy” .
{even somelimes [T consultancy™), “insolvency”, “corporaie finance” and
“other" which includes for instance “trustee and administration wortk™., Qne
also notes that in such tables the cstimales about many firms do not follow
the desired breakdown ecither because the figures do not1 exist or because
they are not made available. With the exception of a few practices which
specialize in narrow, well defined activitics such as e.g. auditing, most
accounting firms may not even be able, certainly not without going into
great expense, 1o produce separate figures for the extensive list of activities
described in the CPA draft nomenclature. It is highly doubtfull for instance
whether in their day 1o day operations accountancy firms
precise statistical records of their different types of tax relat
importantly, whether such data
Iterest to  users,

Difficulties also arise with the proposed classification of "insolvency and
corporate  recovery” work of accountanis in their capacity of liquidator,
rcceiver, administraior of companies or individuals in financial difficulties,
as well as their trustecship and administrative duties (fiduciary capacity,
handling of investments and similar financial arrangements) for clients.
Can all (his be classified in “other accounting services" (74.12.14) when in
scveral member states (hese activities are reserved to nom-accountants ic. in
practice 10 the law profession? To this must be added the complication that
many accountancy firms provide “other services® that do not fall under the
broad hcading “accounting and tax advice".

Thus, in conclusion, while technically it might be relatively casy to draft
detailed  delinitions of the various disciplines within the accountancy/
taxalion service sector, in practice the distinction might be of little help in
actually obtaining uscful and accurate data and morcover rather costly to
collect,

The description in this paper of the wide and diverse sct of services thal are
provided by many accounling and tax consulling practices, especially by the
larger ones, and the still very wide differences in the rccognized scope of
accounting professions and activities in the twelve mecmber statcs show  the
difficulty of setting up a common nomenclature and obtaining comparable

bighly articulated

in practice keep
ed activilies and,
would be of particular significance or
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SIRLETICE  on (his service

industry,  certainly oy this stage of (he
) - R - o oy - " .
harmonisation process e the EC. The wndusiey  sepment  made Hpp o by
"slalutlory auditing”  which  fas  now become compulsory  acrass  he

Community on gy Minimum requirements  basis might {orm (he nucleus for
modesi beginning  towards 4 common  classification. [ i1 iy considered
necessary  and  feasible 1n require from  business  detailed data  on  jhe

different  activities, scementation  might  perhaps  be envisaged  alony  the
following 1lines:

a

-auditing {statutory control of accounts: 4h & 7th EC directives);

-other accouniing and book-keeping {ncluding incidenial 1ax

-tax consulting (also widely provided by lawyers in several
Stalas);

“management consulting  (supplied miinly by consulting firms and
the consulting arms of accounting  firms):
-~information technology Gonsulting {other major
software consultants)

--other  management consultancy; :

-tnsolvency scrvices, provided by accountants in the UK and mainly
by the legal profession on the conlinent. However, under its
recently passed Insolvency Act, boih qualified accountanis and
lawyers are now authorized Lo register as Licensed Insolvency
Praclitioners {L.TIP5);

-torporate finance (mostly provided by merchant banks);
-ather.

adviee);
membar

suppliers:

Definition ef pracritioners:

The international uctworks  deseribed in  thig Paper are not stable, The
composition of individual networks changes when, as often happens, new

members are recruited  either by taking them awuay from other networks or
by buying out smaller indepcodent firms.

Trade nomancluture:

With respect 1o the trade and balance of payments statistics, for which the
suggesied nomeanclature g the most simple, and taking account of the
relatively  smaii cross-border flows of (rade, the most practical way would be
to collecct datz from firmg which arc mainly in "accounting and tax
consultancy services”. The question then ariscs what the percentzge of £ross
eamings of companies would have 10 come from “accounting, book-keeping,
auditing" and from ‘“1ax services” for the fim o become a respondent under
the B.4.2 classification. It is clear that for instance A.Anderson Consulling's
activities would have o be reported wunder “management consulting” and not
under “"accounling" bur it is not clear to what extent the other Big Six, which -
with a relatively small number of other companies, would for the time being,
likely be the only respondents in surveys of trade in accounting  scrvices,

have also distingt operational units lor their consulting activities wirhin
their worldwide groups,

Productipn of statistical _data

Gathering of data

-collect data directly from the major operators, periodically  for insrance
every year or two, oo the basis of voluntary collzboration. As this is pot
fikely to produce satisfactory results compuisary replies to questionaires
would probably be the only cfficient way 1o proceed. Confidential
trcatment by Eurostat of data notified by individual respondents  wonld
have to be legally cnsured 11,

——




“use the FEE as oo basis and conduil Tor the ponodic colleotion ol das if
l?lc-y WwWCore g he valuntary., Call upon FEE's assistance 1o help
framework  and  definitions  lor a questionaire.

establish a list of respondents which, al least for the eollection of Irade
and balance of payments figures.  would probably, a1 TC level, noi cxcoed
much one dozen (irms and Lroups.

produce

Type of data:

I would Le relatively steaiphtforward ta collect the following figures on
accounung firms once defined how much of the aclivity is 10 pecrtain (o
the  accountingfauditing range 1o qualify as respondent:
-number  of accounting Tirms and of their lacal olfices in member
Slates,

-numbers of  swalf: partners, professional  suaff,
adwministrative  staff, total numbers.
Other data such as Lhe lollowing would mect with considerahle
and Dbe extremely difficult to abiain:
-camings of practices © fce income, chargeable lLiours,
-fee income split: audil, accounting, tax consultancy, corporate {inance,
management consullzlncyll, other,
-nolional fee income per partner (total fee incame divided by
number of partners or by fee carncrs)l 3
With respect to trade the respondents might be called v repon
- cross-boider 1ransactions : outflows and inflows;

- broken down inte main geagraphical zones: BFTA, MNonh America,
Japan, rest of the world.

Cross-barder services should be recorded on a g£ross basis (i.e. cxports
separately  from  imports). In reality inira-firm compensation takes place
between units of the same company and net amounnts only are transicrred
between firms or unils of the same group in different countries without
much information on the nature of the transactions behind the payment.

supporting  and

resisiance

tolal

As r1egards income from estaplishment abroad it would be necessary to
look into the current system for investment surveys and to collest dalz on
worldwide sales of accounting services by majority-owned EC affiliates
outside the EC and on worldwide sales by majority-awned EC affiliates of
foreign companies in the EC. It would have to be kept in mind that in the
professional scrvices scctar the origin of a firm is less important than the
structure (modus opcrandi) of the network it may belong to.

Chaice of index:

-feasibility of an employment index accountants, auditors? + supporting
s1aff? Is 1 true that this is a service with high added value and (hat
therefore the employment indicator would be wmorc significant than
earnings?

-a volume index could be bused on e

arnings of firms if, what is doubtful,
such data could be obtained:

1 Confidentiality also vis-a-vis other parts of the EC institutions.
12 Often called MAS, management asssitance services.
13

Tully qualified accountants

the

As stated before such figures could be misleading as for cxample in France

do not all register because of the high cost and
tack of Dbenefits from registration,



PSS The Englisli  1erm
corresponding French term
follows:

"accmmmncy" vavers  rather  more  (han

the
"expertisc compiable”™. A list ol often used

trrms

Comptlabilitg
Certlification  (eg comptes
Conseil fiscal
Liquidation

Gestion  de  patrimoines

Accounling

Auditing

Taxsation service

Insolvency

Trustee and administration work



