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Improvements in U.S. International Service Statistics

Under The "Boskin Initiative"”

Introduction
Background.- In 1990, the President’s Economic Policy Working Group on
Improving the Economic Statistics, which was chaired by Michael Boskin,
Chairman of the President’s Council of Economic Advisers, asked a subgroup on
Services Statistics to examine economic statistics in this area and to work
with the statistical agencies to develop a comprehensive plan for improving

service sector statistics. In examining service statistics, the subgroup

noted:

One of the most important problems with the U.S. statistical system is
that it has been unable to keep pace with a changing economy. Basic
data collection for domestic services is still oriented toward
manufacturing, agriculture, and mining, with far less data collected for
service-producing than goods-producing industries. Similarly, and
notwithstanding numerous recent improvements, data collection for
international trade in services has not kept pace with the rapid rate of
growth and innovation in the services traded.

After surveying the gaps in services coverage, the major statistical
agencies -- the Bureau of Economic Analysis (BEA), the Bureau of the Census
(Census), and the Bureau of Labor Statistics (BLS) -- and the subgroup
developed a long-term plan for improving U.S. service statistics. The work
plan included expansion of basic data collection, improved price indexes,
methodological improvements in industry output and productivity estimates, and
increased coordination among the statistical agencies and with businesses and
researchers. The plan included improvements in both domestic and

international economic activity.



Overview of improvements in interpational services.- In the area of
jnternational services, which is BEA’s area of responsibility, a number of
significant steps have been taken to improve the estimates of U.S.
international services transactions. In the years just prior to "Boskin
Initiative™, BEA introduced new benchmark and annual surveys that covered 26
different types of international services, many of which had not been reported
previously. Significant improvements were also made to the travel estimates,

and new estimates of medical and education services were introduced.

As part of the "Boskin Initiative," BEA introduced many additional
{mprovements in this June’s balance of payments revisions to further improve
the quality of service statistics. Other changes introduced were consistent
with recommendations of recent International Monetary Fund and National

Academy of Sciences working groups {Current service estimates and categories

are shown in Table 1).

As a result of these improvements, service exporis for 1991 were revised
wp $19.0 billion, from $144.7 billion to $163.7 billien., The revision was
mainly due to improved and updated source data for travel, passenger fares,
other private services, and the selected services covered by a benchmark
survey. Services imports were revised up $9.5 billion, from $108.8
billion to $118.3 bi1lion. The revision reflected changes in travel,
passenger fares, other private services, and the selected services covered by

a benchmark survey. The surplus on services was revised up $9.4 billion, from
$35.9 billion to $45.3 biliion,
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Future work.- Efforts to make further improvements continue. BEA has
been working with other government agencies, trade associations, and private
organizations to extend and improve the coverage of U.S. international
services transactions. At the moment, the largest remaining gap in the
coverage of services appears to be in the area of financial services. The
"Baskin Initiative® included funds to conduct a survey of financial services,

but for the last three years Congress has not approved the requisite funds.

Once such gaps in BEA's "core” balance of payments data are filled, BEA
hopes to expand its coverage of sales of goods and services through U.S.-owned
companies abroad so as to more completely address the recommendation by the

National Academy of Sciences for an alternative framework based on ownership

1

rather than residence.’ It should be noted, however, that in the last

several years BEA has already significantly expanded the supplemental data it
publishes on an ownership basis. In addition fo the cross-border transactions
in services that are included in the U.S. balance of payments, for the last

two years BEA has published extensive data on services delivered to foreign

Y For a discussion of this alternative see National Research Council,

Panel on Foreign Trade Statistics, Behind the Numbers: U.S. Trade in the wor1d
Economy {Washington, DC: National Academy Press, 1992); DeAnn Julius, _Global
Companies and Public Policy: The Growing Challenge of Fopreign Direct
Investment (New York: Council on Foreign Relations Press, 199Q); and Evelyn
Parrish Lederer, Walther Lederer, and Robert L Sammons, International
Services Transactions of the United States: for Improvement in Data
Collection, Report prepared for the U.S. Department of State and Commerce and
the Office of the U.S. Trade Representative, 1982.
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markets through foreign affiliates of U.S. companies and on services purchased
by U.S. persons from U.S. affiliates of foreign companies. These foreign |
sales are important, and for each dollar of service exports by U.S. companies |
located n the United States, there is roughly an additional one dollar of

services sold abroad by foreign affiliates of U.S. companies.

Improvements to Date

The improvements introduced since the Boskin initiative was begun fall
into include: (1). Conceptual improvements designed to better highlight
important transactions and to harmonize BEA’s fnternational accounts with
national and international concepts; (2). Improvements designed to reduce
respondent burden and improve data quality through use of counterparty data;
and (3). Improvements designed to fill gaps in coverage and improve the
comprehensiveness of the estimates. These improvements were introduced this
June in BEA’s annual revision of the Balance of Payments Accounts along with

dozens of other major improvements initiated under the Boskin initiative 2
Conceptual Improvements and Harmonization Concepts

Many of the recent changes in the U.S. international transactions
accounts are designed to wove away from old balance of payment accounting
concepts of net-flows to economic accounting concepts of gross flows, so as to

better highlight the economic resource flows and economic activity

2 Much of the description that follows is taken from the June issue of
the Survey of Current Business, for more information on these and the other
revisions see "Revised Estimates, 1976-91," pp. 67-113.




transactions rather than the net flows and balances. These changes alse serve
to increase the consistency between the U.S. national and international
accounts and between the U.S. international accounts and the international
accounts of other nations. The efforts to modernize and extend the U.S.
international accounts are directly responsive to efforts by the United

Nations and the IMF to harmonize statistical standards around the world.

fross recording. -- Until now, the transactions of direct investors in

royalties and fees and in other private services with affiliated foreigners in
BEA’s international transactions accounts have been presented on a net basis -
- that is, receipts and payments have been netted against each other and
entered as exports for U.S. direct investors and as imports for foreign direct
Investors in the United States. Effective with the June revisions, these
transactions are now presented on a aross basis -- that {5, all receipts for
royalties and fees and for other private services are now recorded as exports,
regardless of whether they are receipts of U.S. or of foreign direct
investors, and all payments are now recorded as imports, also regardless of
whether they are payments of U.S. or of foreign direct investors. Although
gross exports and imports are changed significantly, the current-account

balance is unaffected by this change,

The restatement of various categories of services from a net to a gross
basis better highlights the international flow of resources. Previously,
there might have been large gross flows of service transactions between

<ountries that netted to Zero, Or near zeyo, when there were actually a large
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volume of transactions occurring. * This approach for gross recording of
these service transactions also increases the consistency of the U.S. current

account with the forthcoming fifth edition of the IMF Balance of Pavments

Manual, the OECD’s revised Benchmark Definition for Direct Investment, and the
forthcoming System of Nationa] Accounts {SNA) methodology and the current

treatment in the U.S. national fncome and product accounts.

Nonresident taxes. -~ Until now, estimates for several components of
the current account have been presented after deduction of nonresident taxes
withheld by either the U.S. Government or foreign governments. These
components include royalties and fees, other private service payments, direct
Investment income {both dividends and interest), and portfolio dividend
payments. Effective with the June revision, these components are now
presented before deduction of nonrés1dent taxes withheld. Offsetting entries
are made in the unilateral transfers account. The change is made beginning
with estimates for 1982 and is made to both the receipts and payments sides of
the accounts. Source data for most of the estimates of taxes withheld are
obtained from the Interral Revenue Service. An exception 1s taxes withheld on

direct investment dividends which are reported to BER on its direct investment

® For transactions in direct investment income with affiliated
foreigners, dividends have previously been recorded gross in table 1 and
remain so. An exception to the gross recording principle is made for interest
income, which will continue to be recorded pet as at present. Thus, interest
receipts and payments on U.S. direct investment abroad will continue to be
netted against one another and the net amount recorded as exports, and
interest receipts and payments on foreign direct investment in the United
States will continue to be netted against ene another and the net amount
recorded as imports., The rationale is that net interest income, for some
purposes, must be related to the direct investment position estimates to
measure the cost of debt capital; it would be impossible to make such a
comparison 1f the interest income estimates were presented on a gross basis.
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surveys. For the most recent years, BEA prepares estimates of taxes withheld.

This new treatment of taxes not only is comsistent with international
and national accounts standards, but it also allows analysts to better track
gross transactions and, through the unilateral transfers item, international

tax receipts and expenditures between the United States and the rest of the

worild.

Use of Couterparty Data

Major statistical changes intreduced in this year's revisions include
the expanded use of data provided by other countries, such as source data on
travel from Mexico and Canada. With the rapid expansion of international
economic activity, it has become increasingly clear that such data exchanges
between countries can significantly improve statistical quality and reduce
respondent burden. Some of these source data improvements are in response to
reconmendations by an IMF and National Academy of Sciences working group

recommendations on ways to improve U.S. international statistics.

Travel--Mexico. -- Bilateral travel payments and receipts between the
United States and Mexico have until now been estimated independently by the
two countries. However, some of BEA's estimates are based on outdated
surveys, and other key source data are believed to be erroneous. Therefore,
in consultation with balance of payments statisticians at the Bank of Mexico

and after a careful evaluation of the strengths and weaknesses of the Mexican



estimates, BEA has accepted the Mexican estimates and will substitute them

into the U.S. accounts.

BEA has for many years incorporated key subcomponents of the Mexican
estimates, particularly for U.S. payments associated with travel to the
Mexican interior. However, a major change that comes with full-scale
substitution {5 a significant reduction in the estimated number of U.S.
travelers to the Mexican border area and, thus, in the estimates of U.S.
expenditures there. The previously used U.S. source data, are believed to

have overstated the number of U.S. travelers by a significant margin.

On the U.S. receipts side of the accounts, BEA had previcusly used the
Mexican estimates for border-area transactions. The adoption of Mexican
estimates of expenditures in the VU.$. interior shows significantly more

expenditures than did the U.S. estimates, which were based on cutdataed

surveys.

The result of these changes is to Tower U.S. payments $1.6 billion and

to raise U.S. receipts $1.2 billion for 1991.

Travel--Canada. -- Canada has substantfally revised its estimates of
Canadian expenditures in the United States for 1990 and 1591 to account for
the surge in Canadian expenditures here, particularly in the area Just south
of the U.S.-Canadian border. Economic conditions conducive to making consumer
purchases in the United States, as well as the introduction of a new goods and

services tax at the beginning of 1991 encouraged these expenditures, which
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previously were grossly underestimated. These expenditures include purchases
of used automobiles amounting to $193 million in 1990 and $310 million in
1991, which are not recorded in the merchandise trade statistics of either

country. The revisions increase U.S. receipts (Canadian expenditures) $1.4

billion for 1990 and $1.9 billion for 1991.

Transportation Coverage

One recommendation that regularly is included in working group
recommendations is the importance of comprehensive estimates, either through
new surveys and data sources to fill emerging gaps in coverage or through
benchmarks to identify and fill gaps in coverage. Regular benchmarks are
particularly important to assuring comprehensiveness since their coverage is
stgnificantly broader in scope than the quarterly and annual survey that are
used to extrapolate between benchmarks. Benchmark surveys are an occasion to
expand sample frames, to lower, or raise, exemption limits, and to collect
data on existing and new series in order to uncover gaps in coverage and
provide a firm basis for the nonbenchmark estimates. It is for these reasons
that various groups including the IMF and NAS working groups emphasized the
importance of benchmark surveys. In the past year, BEA completed an expanded

benchmark survey of selected international services.

Other private services--benchmark survey. -- Estimates of other

private services have been revised to incorporate preliminary results from the

benchmark survey of selected transactions with unaffiliated foreigners for
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1991. The previous benchwark survey covered 1986. (The added detail
available 1n benchmark years is shown in Table 2.) As a result of the new
benchmark survey, other private services receipts increase $2.1 billion, and

payments $1.1 biltion, for 1991.

The coverage of the benchmark survey was expanded by introducing a new
exemption criterion, by utilizing new sources of information on potential

respondents, and by adding new types of services.

On the benchmark survey for 1951, the basis for quatlifying for exemption
was changed from a per-transaction basis to an overall basis; respondents were
required to report all sales or purchases with unaffiliated foreigners for any
covered service for which total transactions exceeded $500,000. On the 198§
benchmark survey and on the annual surveys for 1987-90, respondents were only
required to report individual transactions in excess of $250,000. The new
basis for exemption resulted in more complete coverage of services for which
individual transactions tended to be small but for which the total value of
transactions may have been sizable. [n particular, coverage of legal services

and of database and other information services was significantly enhanced.

One new services group covered by the 1991 benchmark survey was
"miscellanecus disbursements,® which include outlays to fund news-gathering
costs of broadcasters and the print media; production costs of motion picture
companies and companies engaged in the production of broadcast pragram
material other than news; and costs of maintaining tourism, business

promotion, sales, and representative offices, including costs for
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participating in foreign trade shows. Another newly covered service was
payments for the use or lease of rights to natural resources, such as oil, or

of mining product}nn royalties and lease bonus payments.

For primary insurance transactions, reported data on claims recovered by
U.S. persens on insurance purchased from foreign insurance companies were
collected for the first time on the 1991 benchmark survey. Praviously, BEA

had estimated these claims.

I:;gg]1and passenger fares--cruise., -- 1In the 1980’s as cruise

activity increased and BEA's data sources and estimating methods became
increasingly outdated, it became clear that there was a gap in the
fnternational accounts’ coverage of this component of travel and
transportation. As a result, this June new estimates of U.5. international
cruise transactions were introduced. The estimates are derived from
information on passenger fares, discounts, commissions, number of passengers
who travel on foreign cruise lines, and foreign ship operators. The estimates
are divided into three components: Fares, on-board spending, and passengers’
expenditures at ports of call, and each is estimated separately for both
receipts and payments. Fares are entered in the passenger fare accounts, and
on-board spending and passengers’ expenditures at ports of call in the travel
accounts. The estimates are limited to activity in the North Amerfcan market
(those along ;he Atlantic and Pacific coasts of North America), plus the
Caribbean and Hawaii. Residency of the operator is determined by the location

of a company’s headquarters for cruise operations.
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Payments to foreigners for fares were $280 mi1iion in 1991: for on-board
spending, $67 million; and for spending in foreign ports, $299 millien.
Receipts from foreigners for fares were $1556 million in 1991; for on-board
spending, $31 billion; and for expenditures fn U.S. ports, $23 willion. The
net impact on the passenger fare and travel accounts 1s to increase net

payments $436 million for 1991.

senger ==in n . ==  To fill a second gap in
travel and transportation coverage, BEA’s data on passenger fare receipts and
payments have been revised to include new estimates of interline settlements
between U.S. and foreign airlines beginning with 1990, Receipts from these
transactions occur when passengers purchase tickets on foreign airlines but
must transfer to U.S. airlines to reach their final destinations; in such
cases, a portion of the total fare paid initially to foreign airlines is
subsequently assigned to U.S. airlines in the settlement process. Payments
occur when passengers purchase tickets on U.S. zirlines but must transfer to
foreign airlines, in which case a portion of total fares paid initially to

U.S. airlines is assigned to foreign airlines in the settlement process.,

Source datz are obtained from BEA Form BE-37, "U.S. Airline Operators’
fForeign Revenues and Expenses.” On this form, U.S. airlines are asked to
separately identify interline settlements and to report them quarterly.
Allocations of receipts and payments by major country or area are developed by
BEA from estimates of international travel receipts and payments. As a result

of the new estimates, receipts increase $1.6 billion, and payments $1.8

billion, for 1991.
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Other transportation--rajl transport. -- The third gap that was
closed in travel and transportation was that other transportation recefpts
were revised to include new estimates of U.S. rail carriers’ revenues for
transporting foreign-owned goods shipped $n transit in the United States.
These shipments consist mainly of containerized goods that arrive by ship at
U.S5. ports and that are then hauled by rail to ancther U.S. port for transport

to final destinations in other countries. Such shipments are often referred

to as "landbridge” shipments.

Source data are obtained from the Interstate Commerce Commission (ICC)
and the Department of Transportation (DOT). Sample data on freight revenues
and shipping weights are obtained from railroad waybills and are expanded by
ICC and DOT to cover all such shipments. The data are adjusted by BEA to
exclude transactions of U.S, ship operators with U.S. rail carriers for the
shipment of foreign-owned goods. Allocations of revenues by major country or

area are developed by BEA from Census Bureau data on in-transit exports and

imports.

As a result of the inclusion of U.S. carriers’ receipts for transporting

foreign-owned goods, "other transportation” receipts increase $475 million in
1991.

Future Work:

Although, as noted above, much work has been done in improving U.S.

estimates of internationally traded services, there is one major piece of
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unfinished business, financial services. The Omnibus Trade Act of 1988,
identified a number of major gaps 1n the coverage of international trade in
services. Most of these gaps have now been filled except those in the rapidly
growing area of financial services. The Boskin initiative tried to address
this by proposing a major new survey of financial services, However, as of

yet the Administration has been unable to obtain funding for this survey.

Despite the inability to obtain funding for a major new survey, BEA has
been able to make some marginal progress in improving the international
services by methodological improvements and modifications of existing surveys.
BEA has made imputations based on average fees and related transactions
volumes to arrive at rough estimates of a limited number of financial services
and to make a partial estimate of banks’ non-interest income from foreign
residents. In addition, next year, BEA will include a series of questions on

its existing survey of selected services of non-financial firms’ purchases of

financial services.

In addition to these partial improvements in the financial services
area, BEA hopes to expand its use of couterparty data from other countries, in
order to improve a number of service categories. BFA will also -- through its
use of benchmark surveys, bilateral reconciliations, and use of other data
sources -- be examining the existing data on international transactiens in

services for gaps in coverage arising from newly emerging services and

transactors.

Expansion of the Balance of Payments Framework
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Although exports, imports, and factor income from abroad recorded in the
balance of payménts accounts remain the variables of primary interest for
macroeconomic analysis of jobs and output in a country, sales through foreign
affiliates have an increasing importance to the domestic economy beyond the
effect of these foreign affiliates profits on net factor income from abroad.
As a result of these backward and forward linkages, as noted above, several
groups, notably a working group of the National Academy of Sciences, have
recommended that BEA develop a supplement to the existing resident balance of
payments framework, which would be based on net sales of U.S.-owned companies

to foreigners and net sales of foreign-owned companies to U.S. residents.

Although developing such a framework is a major undertaking, BEA thinks
the proposal has some merit and already has developed a substantial data base
--especially in the services area-- on the cross border sales of services as
well as the on sales through foreign affiliates. For the last several years
BEA has been publishing detailed presentations of the cross-border sales of
services alongside data on sales through affiliates. In 1990, the latest year
for which data on both types of transactions are available, U.S. firms
recelved $138.1 billion from the cross-border sale of services, somewhat more
than the $118.6 billion that their majority-owned foreign affiliates (MOFA's)
received from the sale of services abroad (table 3). Foreign firms, in
contrast, received somewhat less from the cross-border sales of services to
U.S. persons than their majority-owned U.S. affiliates (MOUSA’s) received from

the sale os services in the United States--$97.0 billion, compared with $110.1
billion.
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A portion of both the cross-border and affiliate sales of services
represents trade between parents and affiliates or between affil{ates of the
same parent company. OFf the $138.1 B11lion in U.S. cross-border sales of
services, $22.0 billion represented U.S. parent companies’ sales to thefr
foreign affiliates, and $4.4 billion represented U.S. affiliates’ sales to
their foreign parents. By comparison, of the $97.0 billion in U.S. cross-
border purchases of services, $5.2 billion represented U.S. parents’ purchases
from their foreign affiliates, and $5.7 billion represented U.S. affiliates’
purchases from their foreign parents. Of the $118.6 billion in MOFA sales
abroad, $13.3 billion was accounted for by sales to other foreign affiliates

within the same multinational company.
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Table 2.—Added Detall Collected

In the 1586 and
1981 Benchmark Surveys of Selected Services Transace
tions With Unaffiliated Foreign Persons
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Table 3.—Delivery of Services to Foreign and U.S. Markels Through Cross-Border Transactions and Through

Sales by Affiliates
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