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Alternative Frameworks
for U.S. Internatlonal Transactlons
, By ] Steven Landefeld Obie G thchard and Jeffrey H. Lowe

TH]S ARTICLE presents alternative measures

, of U.S. international sales and purchases
of goods and seryvices that combine informa-
- tion on cross-border trade with information on

sales and purchases abroad by U.S.-owned for-
eign companies and on sales and purchases in
the United States by foreign-owned U.S. com-

panies. The article explains and evaluates two.
previously suggested measures based on owner-

ship, introduces a new residency-based measure,
relates these measures—each of which is derived

from its own distinct framework—to standard
balance jof payments' measures, and illustrates

them with experimental estimates derived from

‘the most recent Bureau of Economic Analysis

(BEA) data.

The new re31dency-based measure introduced
_in this article combines the standard balance on

trade in goods and services between residents and
nonresidents of the United States (cross-border
trade) with a measure of the net effect on the
U.S. economy of the operations of U.S.-owned

. companies abroad and of foreign-owned compa-

nies in the United States. Like the balance on

"~ cross-border trade, the new measure identifies
- international  transactions on the basis of resi-

dence, but it presents a different pxcture of the
UsS. posmon in world markets:

. Under this new measure, the net balance of -

-the United States on its global sales and pur-
chases of goods and services was a surplus of
'$24 billion’in 1991, compared with a deficit
of $28 billion on cross-border trade alone
(table 1).

o From 1981 to 1991, the surplus under this

" measure rose from $8 billion to $24 billion,

‘whereas the deficit on cross-border trade
alone rose from $16 billion to $28 billion.

e In contrast.to its effects on balances, this

measure has little effect on U.S. shares of

- world export markets. From 1981 to 1991, the

U.S. share of world exports under the new .

measure rose from 14 percent to 15 percent;
in comparison, the U.S. share of cross-border

exports of goods and services rose from 12
percent to 14 percent. During the same pe-
riod, the U.S. share of world imports rose

- from 13 percent to 14. percent under both
the new measure and the measure based on
cross-border trade alone.

~ This new residency-based measure builds upon
previous efforts to integrate information on
cross-border trade with information on interna-
tional -direct investment. Alternative frameworks
suggested by a National Academy of Sciences
(NAs) study panel and by DeAnne Julius use
ownership rather than residency as the basis for
identifying international transactions. They, too,

present a different picture of the U.S. position in

world markets from that obtained from analysis
of cross-border trade alone:

e The Nas proposal—which is perhaps more
reflective than standard balance of payments.
measures of the way companies view their
worldwide sales—indicates a net U.S. sales
surplus of $164 billion. In deriving this
measure, affiliates’ purchases of goods and
services from foreigners are deducted from
their sales, but their payments to foreign cap-
ital and labor are not. Consequently, the
surplus under this proposal should be viewed
more as an indicator of the globalization of .
the activities of multinational companies—
the sales effectively controlled by U.S.- and .

foreign-owned firms—than as an indicator
of the effects of these activities on the U.S.
and foreign economies. ,

o The Julius proposal indicates a net U. s. sales
surplus of $24 billion, the same-figure pro- °
duced by the new residency-based measure.
~Although based on ownership, the frame-
work proposed by Julius results<in the same
balance as. the residency-based: alternative
because in determining the balance, all pay-
ments by affiliates to foreigners are netted. -
out; however, they are included in the gross
trade flows rather than being deducted from
sales-as in the residency measure. '
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Table 1.—A Comparison of U.S. International Economic Performance Under Different Frameworks, 1991
. v ~ (Billions of dollars) - . : .
Residency-based frameworks - Ownership-based frameworks
: ' /?)tter:gtive resideﬁcy- . i .
: ased approach, in- Naf X )
.Cross-border trade in~ | cluding both cross-bor- Nggic;nf%le:\car%emy |°f Jufius proposal - -
goods and services der trade and net (tabl 92 posal , (tabf,e 33 ;
"7 sales through affiiates bie 2) : R
(table 4) * ‘
U.S: 52068 16 fOrSIGNEIS .oovoomrs 581 832 816 2528
. US. purchases from foreigners - 609 . 608 || " 652 2,499
. Balange i 28 2 184 o

1. Thble 4 sources: Sales, line 1; purchases, ing 14; balance, ine 27,

.- 2. Table 2 sources: Sales, sum of lines 5. and 17 purchases, sum of lines 10

. Overview .

Although cross-border exports and imports re-
main the variables of primary interest for con-
ducting macroeconomic analysis of output and
- employment in a country, there is growing recog-
nition that sales through foreign affiliates must
be considered in conjunction with these tradi-
- tional balance of payments variables in order to’
~ obtain.a complete picture of the global business
- activity of a country and of the role its multina-

tional companies and their foreign affiliates play

~ in delivering goods and services to international
markets. For U.S. multinational companies, an
overwhelming majority of sales to unaffiliated
foreigners are effected through affiliates: In 1991,
~for example, about 85 percent of total sales to
unaffiliated foreigners by U.S. parent companies
and their majority-owned foreign affiliates took:
the form of sales by affiliates, and only about 15
percent were direct exports by the parents. Infor-

mation on sales through affiliates is particularly ‘

important for such purposes as supporting nego-
tiations on trade and investment, monitoring the
resulting agreements, and analyzing the global
business activities of multinational companies.

In recognition of facts such as these, a study -

panel of the Nas, chaired by Robert E. Bald-
win, has recommended that Bea develop an
ownership-based supplement to the existing,
residency-based balance. of payments framework

The authors would like to thank Robert E. Baldwin, .
DeAnrie Julius, Walther Lederer, Robert E. Lipsey, Lois
| E. Stekler, and Guy V.G. Stevens for providing helpful
~comments on earlier drafts. Pavticipants in the zighth
Voorburg Group Meeting on Services Statistics, hefd
in Scpﬁcmber/1993 in Oslo, Norwa’yv, also made useful
suggestions. « '

and, with sign reversed, 23; balance, line 24.
3. Table 3 sources: Sales, ling 1; purchases, line 15; balance, ling 29,

for the United States. ' As envisioned by the
panel, this supplement would measure U.S.-
owned companies’ and U.S. individuals’ “net
sales” to foreign-owned companies and foreign

~individuals. The net sales measure would cover.

both cross-border sales as defined for balance

of payments - purposes and sales - through lo-
cally. established direct investment enterprises

(net of certajn overseas expenses and exclud-

ing sales between entities with the same country
of ownership). As explained later, the bal- -
ances produced under this supplement differ
from those under the standard, residency-based.
framework; they should be viewed as indica-
tors of activities effectively controlled by U.S.-
and foreign-owned firms, rather than, as in the
“standard balance of payments, as indicators of

. returns to domiestic versus foreign factors of

production from these activities. (The nNas sup-
plement, like the other frameworks discussed
in this article, confines itself to current-account
transactions in goods and services and to trans-
actions involving direct investment. It does not

~ include information on other current-account -

transactions (specifically, unilateral transfers and
income on portfolio investment), nor does it at-
tempt to construct ownership-based measures of
capital-account transactions.) o -

Prior to the NAs proposal, a somewhat dif-
ferent ownership-based framework was proposed
by DeAnne Julius.* Julius’ proposal'is similar to
the NAs proposal .in that it explicitly identifies
and separately tabulates sales and purchases of

- direct investment enterprises. However, it dif-

1. National Research Council, Pxnel om Foweign Trade Statistics, Be: -

hind the Numbers: U.S. Trade in the Worid Foowomy, ed. Anne Y. Kester
- (Wasvizgion, nc National Academy Press, r992). Scupccnﬂydan

1 “Sapplewenting the Balance of Pryments Framework™) and Appendix
A {“Sales and Purchases of Goods and Services Between Americans and -
Foreigners™). o )

2. DeAnne Julius, Global Companies and Public Policy: The Growing
Challenge of Foreign Direct [nvestment (New York, Ny: Council on Foreign
Relations Press, 1990). : .
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_fers-in its method of recording transactions and

in its definition of local expenses. Also unlike

the Nas proposal, Julius’ proposal produces a net

sales balance equal to the sum of the balances on

~goods, services, and direct investment income as

- Statistical Office of the European Communi-
ties (EUROSTAT) are studying the collection and
-preparation of ownership-based data. In both

conventionally measured. N

Considerable interest in alternative account-
ing frameworks for trade in goods and services
has also arisen outside the United States. A

working party of the Industry Committee of

the Organisation for Economic Co-operation
and Development and professional staff at the

cases, information on sales through direct in-

‘vestment enterprises, sometimes referred to as
“establishment trade,” is viewed in conjunction

. with information on cross-border trade flows.

Although applicable to both goods and serv-
ices, the concepts reflected in these proposals

- are particularly important for many types of

services—such as advertising, engineering, le-
gal, and other services—that are difficult, and

sometimes virtually impossible, to deliver to for-
-eign markets through cross-border trade.* For

most of these business, professional, and tech-

~nical services, delivery typically must take the

form of face-to-face transactions adapted to lo-
cal laws, customs, and needs. As a result, with a
few exceptions (travel and transportation are the

- largest), services tend to be delivered internation-

ally mainly through direct investment enterprises
located in the country of the purchaser rather
than through cross-border transactions between

‘residents and nonresidents. B o
After briefly explaining standard methods of
accounting for direct-investment-related activity,

this article reviews the Nas and Julius propos-
als for supplementing the balance of payments
framework, illustrates them using the most re-
cent BEA data available, and then introduces
and illustrates an alternative measure that pro-
vides additional information on ownership while
retaining the concept of residency as its funda-

‘mental organizing principle.* By retaining the

3. For'the; last 4 years, BEA has provided detailed information ‘on both
cross-border services transactions and, on sales of services through affiliates in

- the September SURVEY OF CURRENT Busingss. The two types of information

have not, however, been integrated into a formal framework ‘along the lines
discussed here. - B '

4. An_carlier proposal for compiling balance of payments transactions

on an ownership basis should also be acknowledged: Evelyn Parrish Lederer,

- Walther Lederer, and Robert L. Sammons, Intemational Services Transactions '

of the United States: Proposals for Improvement in Data Collection, a report
prepared for the Departments-of State and Commerce and the Office of
the U.S. Trade Representative (Washington, pc, 1982). This proposal, was
narrower in purpose than the two that are discussed here, however, in that

residency concept, this new measure also main-
tains consistency with internationally recognized
standards for measuring production and deter-
mining its location, and it maintains the focus of
attention on the effects of direct investment activ-
ities on the U.S. economy rather than shifting the
focus to measurement of the relative performance
of U.S.- and foreign-owned firms. ‘
Although these . frameworks -are different
methodologically, they each explicitly record sales
totals for direct investment enterprises that, to-
gether with the totals for cross-border trade, can

- be used to analyze the worldwide operations of

multinational companies and the channels they .

‘use. to deliver goods and services to interna-
* tional markets. Each of the proposals should be

viewed as potentially supplementing, rather than
supplanting, the existing balance of payments ac-
counts, which are integrated with the national
income accounts and are needed for macroe-
conomic analysis of the effect of international

 transactions on the domestic economy. There
‘may be some basis for viewing the new meas-

ures, along with the conventional trade measures,
as indicators of the ability of a country’s com- "
panies to compete in world markets; however, ,
it should be kept in mind that the performance

- of specific groups of firms, although important,

may be overshadowed in the determination of
these measures by broader macroeconomic fac-
tors, such as exchange rates, differences in rates of
economic growth, and differences between rates-
of saving and investment in the United States and
abroad. Furthermore, a trade surplus or deficit,
however defined, is not necessarily indicative of
success or failure in world markets: For example, -
in a country with national saving that is insuffi-
cient to finance its domestic investment, a deficit

‘may merely reflect the transfer of resources into

the country to finance the shortfall of saving (or
the excess of spending over production).
The proposals discussed in this article should

be regarded as experimental rather than defini-

tive, inasmuch as none of them is completely.
free of conceptual difficulties. The same can
be said of the accompanying estimates shown
in ‘tables 1-4: Not all of the data that would
be needed to construct ideal estimates are now
available, and for the purposes of this article,
it was not possible to make some adjustments
that probably would be desirable in a formal, -

- ongoing series. Because the regular production

of high-quality estimates of international trans-

it was designed to account for international business only in specific types of
services rather than to provide a ‘comprehensive framework.
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~-actions on an alternative basis would require
‘substantial resources and the resolution of several
significant data and conceptual problems, BEa

- has no current plans to produce stich estimates
- onan ongoing basis. Rather, it is hoped that this

article will stimulate discussion of the issues in-
volved and illustrate what can be accomplished

with currently available information. .

Standard balance of payments accounts

~Traditionally, balance of payments accounts have
icluded the cross-border trade of direct invest-
mefit enterprises with their country of ownership
and with other foreign countries. They have

‘not, however, recorded the sales or purchases by -
these enterprises, or “affiliates,” in their country

- of location, although these sales and purchases

do affect the balance of payments in the sense

~ that they .are among the determinants of direct

investment inccme and may affect cross-border

exports and imports indirectly.’ The exclusion of
local sales by affiliates follows from the purpose
- of the accounts—to record transactions between
residents and nonresidents, with a view to pro-
~viding information needed to measure the level
. and geographic location of production and to
.gauge pressures on foreign-currency markets—

and from the usual procedure of regarding an -

-affiliate as a resident of its country of location,
not of its country of ownership. Thus, a foreign
investor’s receipt of income from an affiliate—
consisting of reinvested earnings plus interest and

‘dividends—is conisidered an-international trans-

action, to be recorded by the investor country as

a receipt of factor income from abroad and by the .

host country as a payment of factor income to
foreigners; an affiliate’s gross sales in its country
of location, in contrast, are regarded as transac-
tions occurring wholly within a single country
and, thus, are not to be recorded in the balance

of payments of either the investor country or the

host country. ;
~With respect to measures of ‘aggregate eco-
nomic activity, none of the activity of an affiliate
is recorded in the gross domestic product (Gpp)

of the investor country, inasmuch as that aggre- -

gate measures only production occurring within
‘the country and excludes any production at-
“tributable to enterprises located abroad, even

"5 The description given here is consistent with current methodology for

- compiling the U.S, international transactions accounts, with the new, fifth
edition- of the International Monetary Fund's Balan of Payments Manugl,
and with the 1993 revision of the international System of National Accounts.

The balance of payments items that would not be affected by the adoption”

of orie of the frameworks discussed in this article—capital flows, income on
portfolio investments, and unilateral transfers—are not (described here.

if domestically owned. However, the direct
investor’s share of an affiliate’s profits (affer de-
duction of foreign income taxes) is included in
the gross national product (6NP) of the investor
country, inasmuch as that aggregate measures all -
production attributable to domestically- supplied
factors of production, irrespective of the location -
of production. By the same reasoning, an affil-
iate’s production is included in the Gpp of its
host country, but the direct investor’s share of its
profits is excluded from the host country’s anp.

‘Goods and services produced for export-are uni-

formly included in both the Gpp and GNP of the
exporting country, irrespective of the destination
of the exports, the exporting firm’s country of
ownership, and the affiliation, if any, between ex-
porter and importer; similarly, imported goods
and services are uniformly excluded from the cpp

- and GNP of the importing country.’

National Académy of Sciences proposal |

As indicated earlier, the NaS study panel pro-

- posed an ownership-based measure of net U.S.
* sales to foreigners” This innovative proposal

views international transactions from the per-
spective of the worldwide operations of multi-
national companies and provides comparable
measures of international business activities of -
U.S.- and foreign-owned firms, whether con-
ducted through cross-border ‘trade or through
local sales by affiliates. = Because the proposal

focuses on the global sales of multinational com-

panies, it is helpful in assessing U.S.-owned
businesses’ shares of foreign markets. In many re-
spects, its view of trade is more reflective of the

- view held by companies and official trade repre-

sentatives in developing international trade policy
and assessing U.S. trade performance than one
covering cross-border trade alone. The NAs pro-
posal also has been instrumental in stressing the

. need to develop additional information on own-.

ership relationships and on the methods used by
multinational companies to service international -
markets. o : ,

In presenting its proposal, the Nas panel de-
fined the term “foreigners” to include U.S. affili-
ates of foreign companies and to exclude foreign

6. Exports may embody imported goods and services, but in computing
GDP and GN», an adjustment is made to subtract them from exports ‘or
.other gross product components (consumption, investmert, and government
spending) in which they may be embodied, so that only the portion of exports
representing domestic production remains in the total. o

7. In Behind the Numbers, this measure is termed “net sales by Americans
to foreigners.” In this article, some theasures defined by others have been
redesignated in"order to reduce ambiguity and; insofar as possible, to permit
the use of consistent nomenclature within the article and among it, other
Sumvey articles, and other aea publications. .

December
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affiliates of U.S. companies. This definition fol-
lows from the Nas measure’s ownership-based

perspective: U.S. affiliates are regarded as for-

.eigners because, although resident in the United.

States, they are foreign owned, and foreign af-
filiates are not regarded as foreigners because,

although resident abroad, they are U.S. owned.

The net sales measure can be derived as the
sum of three items: Net U.S. cross-border sales
to foreigners by domestically owned companies,

‘net sales to foreigners by foreign affiliates of U.S.

companies, and net U.S. sales to U.S. affiliates of
foreign companies. - o

Net U.S. cross-border sales to foreigners by do-
mestically owned U.S. companies is computed in
three steps. First, U.S. exports to foreign affiliates
of U.S. companies and exports by U.S. affiliates

of foreign companies are subtracted from total

- USS. exports of goods and services to obtain an

estimate of cross-border exports by domestically

owned U.S. companies to foreigners.® Second,

imports from foreign affiliates of U.S. companies
and imports by U.S. affiliates of foreign compa-
nies are subtracted from total U.S. imports to
obtain an estimate of cross-border imports by
domestically owned U.S. companies from for-
eigners. Third, the import measure is subtracted

~from the export measure ‘to produce net cross-

border sales to foreigners by domestically owned
U.S. companies. ‘

Net sales to fdreignérs by fpreign affiliates ‘of

U.S. companies is computed in two steps. First,
sales by foreign affiliates to the United States and
to other foreign affiliates of U.S. companies are

" subtracted from their total sales.’ Second, lo-
- cal (non-U.S.) purchases of goods and nonfactor
services by foreign affiliates of U.S. companies are

- net sales to foreigners by foreign affiliates of U.S. -

subtracted from the result of step one to obtain

companies.

Net U.S. sales to (or if negative, as is the case, -

purchases from) U.S. affiliates of foreign compa-
nies is computed in two steps. First, sales by U.S.
affiliates of foreign companies to other U.S. affil-
iates and to other countries are subtracted from

their total sales.”® This total is then subtracted

8. Exports by the relatively small number of U.S. affiliates: of foreign
companies that have foreign affiliates of their own are subtracted twice in this

".computation, once as exports to foreign affiliates and once as exports by U.S.

affiliates. The Nas panel was aware of the need for an adjustment to add back

these exports, so that they are, in effect, only subtracted once, but it lacked ,

the data needed to incorporate such an adjustment ‘in its estimates. BEA has

. since identified the duplication and, in updating the nas estimates, adjusted

for it (table 2, line 4).- A similar adjustment is reflected in the derivation of

) the- ownership-based import measure (line 9).

9. Available data for sales to ather foreign affiliates cover ‘only sales to

* other affiliates of the same U.S, parent company,

to0. Data on U.S. affiliates’ sales to other U.S: affiliates are not available.

from U.S, affiliates’ purchases of goods and non-
factor services in the United States to obtain net
U.S. sales to U.S. affiliates of foreign companies.
These computations' are detailed in table 2
and are summarized and compared with bal-
ance of payments statistics in table 1. Using
the standard balance of payments framework, the
United States recorded a $28. billion deficit in
trade on goods and services in 1991. Using the
NAS net sales measure, in contrast, the United
States had a positive sales balance of $164 billion,
as positive balances on cross-border transactions
and on transactions by foreign affiliates of U.S.
companies. were only partly offset by a nega-
tive balance on transactions by U.S. affiliates of

foreign companies."

Conceptual issues.—As noted earlier, the Nas
proposal is helpful in assessing U.S.-owned busi-
nesses’ shares of foreign markets.  In the late
1980’s and early 1990’s, Robert E. Lipsey and
the late Irving B. Kravis, using BEa data on
multinational-company operations, conducted a
series of studies showing that although the U.S.
share of cross-border merchandise trade around
the globe had declined, U.S. multinational com-
panies’ share—whether through companies lo-
cated in the United States or located abroad—had'
changed little.” Like the Lipsey and Kravis ap-

~proach, the Nas proposal focuses on the global

sales of multinational companies; however, by
considering local as well as cross-border sales by
affiliates, it does so in a more comprehensive way.
Although the’ net sales measure is useful for
assessing companies’ sales performance in global
markets and can provide insights into the. im-
portant linkages between international trade and
investment activities and the domestic economy,
it may give misleading signals if used to gauge the
effect of changes in foreign affiliates’ sales on do-
mestic income and employment. It is too gross a
measure for most country-level macroeconomic
analyses because it does not align a country’s

11 The attribution of balances to-different groups of transactors may be
less precise than is suggested by. this statement or by the organization of
table 2. For cases in- which ‘a-cross-border sale is" followed .by a resale by.
an affiliate, credit for the sale is, in-effect, accorded to the affiliate; yet, in
many, if not most, such cases, the affiliate is merely an. intermediary that
facilitates sales by the cross-border exporter, For a discussion of the role
of U.§: affiliates in facilitating the distribution of goods produced by their
foreign parent companies, see “Merchandise Trade of U.S. Affiliates of Foreign
Companies,” Susvey 73 (October 1993): 52~65.

12. See the following articles by Robert E. Lipsey and Irving B. Kravis:
“The Competitive Position of U.S. Manufacturing Firms,” Banca Nazionale -
del Lavoro Quarterly Review 153 (June '198s): 127-54; “The Competitive-
ness and Comparative Advantage of U.S. Multinationals, 1957-84,” Banca
Nazionale del Lavoro Quarterly Review 161 (June 1987): 147-65; and “Sources
of Competitiveness of the United States and Its Multinational Firms,” Review
of Economics and Statistics 64 (May 1992): 193-201. See alsé’ Mangus Bloom-
strém and Robert E. Lipsey, “The Export Performance of U.S. and Swedish .
Multinationals,” Review of Income and Wealih 35 (September 1989): 245-64.
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sales with the use of only those factors of pro-

duction that are either entirely located in (as with
GDP) or owned by (as with GNP) residents of the
country. This result follows from the fact that in
-~ deriving net sales, purchases of goods and serv-
ices from foreigners are deducted from sales, but
payments to foreign capital and labor are not. By
not excluding payments to these foreign factors
of production, a country’s net sales to foreign-
ers may reflect substantial payments. that do not
accrue to its own workers or investors. )

v

Although some value added by an affiliate— |
specifically, its parent’s share in its profits—is at- -

- tributable to factors of production of the parent’s

country, most of it usually will be attributable to
labor and other factors of production obtained
in the affiliate’s host country (or in some cases,
in other countries). In 1991, for example, the
U.S. content of the output of U.S. affiliates of
foreign companies (value added plus local pur-
chases) was 84 percent, and the foreign content

of the output of foreign affiliates of U.S. com-

e o . Table 2.—National Academy of Sciences Proposal
: ‘ o o [Millions: of dollars] ‘ ’
Line 1991
us. ~cross-‘bord‘erbsales to, and purchases from, foreigners:
1 Exports o foreigners: . . ‘ ‘ >
1 U.8. cross-border exports of goods and services, residence basis 581,197
21 Less: Exports to foreign affiliates of 1.S. companies ! .. 139,976
w3 Less: Exports by U.S. affiliates of foreign companies ! . ; 2 108,434
4. Plus: Exports by U.S. affiliates to their foreign affiliates (included in both lines 2 and 3) . ; - 8,449
5 Equals: U:8. cross-border exports of goods and services,-ownership basis RN : : 341,236 -
" | imports from foreigners: IR ‘ ‘
61 US. cross-border imports of goods and services, residence basis - 609,117
7 Less: Imports from foreign affiiates of U.S. companies! ......... . ‘ 108,788
-8 Less: Imports. by U.S. affiliates of foreign companies ! . Cenerierssiiensaesrniseareene " 186,945
9| ~Plus: imports by U.S. affiliates from their foreign affiliates. (included in both lines 7 and 8) : 4,699
10 Equals: U.S. cross-border import_sof' goods and services, ownership basis ; ‘ 318,082
- 11| Net US. cros;border sales of goods and services to foreigners, ownerghip bgsls (lines § — 10) .......ccocrvesrrensivsinns wvrinsiresen 23,154
. | Sales and purchases by foreign affiliates of U.S. companies: ' ' o
o1 Sales by foreign affiiates of U.S. companies .. . . 1,543,450
13 Less: Sales by foreign affiliates to other foreign affiliates of U.S. companies 246,208
14 Less: Sales to the United States by foreign affiiates of U.S. campanies (ine 7) ... . 108,789
15 Equals: Sales by fereign affiliates to unaffiliated foreigners ....................... . . 1,188,453
16 Less: Local {non-U.S.) purchases of goods and nonfactor services-by foreign affiliates of U.S. companies ............. RR— 713,394
17 | Net sales to foreigners by foreign afillates of U.S. companies (ines 15 ~ 16) ‘ | 475,058
| US. sales to, and purchases from, U.S. ‘yaﬂlllates of foreign companies: :
18 Local purchases of goeds and. nonfactor services by U.S. affiliates of foreign. companies (U.S. sales) - 731,530 -
191 Sales by U.S. affiliates of foreign companies eirieenivions ) 1,174,068
- 20 Less: Sales by U.S. affiliates to other U.S." affiliates of foreign companies . na.
21 Less: U.S.exports by U.S. affiiates :of foreign companies (line 3) ........... 108,434
22 Equals: Sales by U.S. affiliates to unaffiiated U.S. persons .......... 1,065,635
23°| Net U.S. sales to U.S. affiliates of foreign companies (lines 18 - 22) —334,105
* 24| Nt saies by U.S. persons to foreigners (lines 11 + 17 + 23) 184,107
| Addenda: : L , ; o ~
Value added abroad by forsign afflilates of U:S. companies and local (foreign) content of output: .
25 i~ -Sales by foreign affiliates of U.S. companies (line 12) . eecsasiod 1,543,450
26 Less: Local (non-U.S.) purchases of goods and nonfactor services by foreign atfiliates (ine 16) 713,384,
271 Less: Exports: from the United States (line 2) ... - . 139,976 ..
28 Less: Purchases from other foreign affiliates of U.S. companies-(line 13) . -246,208
29 Plus: Inventory change . " s : -980
30| . Equals. Value added by foreign affiliates of U.S. companies - - 442,891
. 31| Foreign content of foreign-affiliate output (lines 26 + 28 + 30) - S 1,402,494
| Vaiue added in-the United States by U.S. affiliates of foreign companies and local (U.S.) content of output: B
32.|. . Sales by U.S. affiiates of foreign companies (line. 19) . . : . 1,174,069
33§ Less: Local (U.S.) purchases of goods and nonfactor'services by U.S. affiliates (line 18) +731,530
34| Less: Imported: goods and services (iine 8) - . ‘ . 186,945
.35 Less: Purchases from other U.S.- affiliates of foreign-companies na.
"36 | - Plus: Inventory change revrerons ; 2,776
37 Equals: Value added by U.S. affiliates of foreign companies ... 258,370
38 | UsS. content of U.S.-affiiate output (lines 33 + 35+ 37) ....... ) 989,900

" Und Not avaiabe. - L
1. Services transactions exclude, but- conceptually should include, transactions
with unaffiliated foraigners. .

NOTE.=in this table, “foreigners” is defined from an ownership perspective; thus,
it sncompasses U.S. affiliates of foreign companies but does not encompass foreign

affiliates of U.S: companies.’
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~ship, as do supplemental measures, such as the .
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panies was 91 percent. In contrast to the Nas
measures, the standard measures of exports and
imports of goods, services, and income do align
a country’s sales with factor location or owner-

one proposed by Julius, that treat affiliates’ lo-
cally obtained factor services as “purchases” by
the investor country. - :

Because it does not explicitly measure the effect
on the domestic economy of differences in the
location of production, the net sales measure can-
not serve as an indicator of the effect on national
income of increases in multinational companies’

- sales. For instance, the effect on the U.S. econ-

omy of additional sales of Opel automobiles in
Germany by General Motors™ German subsidiary
is already recorded in the standard balance of
payments accounts as investment income earned
by General Motors. (GM) and as any additional
exports by M of parts and components to the
subsidiary. Payments made by 6M’s affiliate to
local suppliers and employees. directly affect the

German economy, not the U.S. economy. - Any.

-impact on the U.S. economy would be indirect,

through the transmission of business cycles, and
presumably much smaller than the direct impact

- -on the host economy. As another example, given
the high labor content in legal, engineering, and

other professional services, the U.S. economy is
affected by whether Fluor decides to “produce”

- engineering and design services for a‘construc-

tion project in Stuttgart at its headquarters in
Irvine, California, or through its affiliate located

_in Germany.

Anothe_r reason the net sales measure can-

- not serve as an indicator of the effects of

' multinational-company activity on the domestic -

economy is that it does not take into account
differences in ownership shares. Because U.S.

companies’ direct ownership shares of foreign af-
filiates may range from 10 to 100 percent, only

‘a portion of the total profits earned by foreign

affiliates accrues to U.S. parent companies and
thus adds to U.S. national income.® An ex-
tra dollar of sales through a foreign affiliate that
is wholly owned clearly adds more to U.S. na-
tional income (and to the U.S, direct investor’s
profits) than an extra dollar of sales through an
equally profitable affiliate that is only 50-percent

owned; the net sales method, however, gives

equal weight to increases in the sales of all foreign

.3 ;F.or mknple{ i‘n' 1991, net income generated by foreign affiliates of U.S;
companies was $77 billion; ofily about two-thirds, or ss1 billion, of this total
accrued to U.S. owners, . !

affiliates, irrespective of the percentage of foreign |
ownership. ' ‘ T '

Empirical issues—Inclusion in an ownership-
based framework of sales by affiliates that are not
majority owned may cause double-counting in
global totals and problems in identifying other
foreign affiliates. For ‘example, consider the’
case ‘of 10 companies from 1o different coun-
tries, participating equally in a joint venture. .
If each investor country were to record 100
percent of the “net sales” of the venture, the
actual sales would be overstated by a factor of
10. The NAs panel recognized this problem and
considered two possible methods of addressing

it: (1) Prorating transactions by ownership per-

centages, and (2) restricting transactions to be
recorded on an ownership basis to-only those in- -

- volving majority-owned affiliates.”> Perhaps the

second method is. the better choice, because it
allows the presentation of comparable measures

- (that is, ‘sales) for both cross-border transac-
‘tions and 'transactions through foreign affiliates.

This method would be consonant with U.S.
generally accepted accounting principles, which

‘stipulate that only majority-owned affiliates are

to be included in companies’ consolidated finan-
cial statements. In addition, from a practical
standpoint, even though majority-owned foreign
affiliates are probably able to identify sales to
other majority-owned affiliates, they may find
it difficult to identify sales to minority-owned
affiliates. . R o :
Another issue that ownership-based accounts

_must address concerns the determination of
~country of ownership. Some affiliates are part

of an ownership chain extending across several
countries; for such indirectly held affiliates, du-
plication can occur if their sales are attributed

~ both.to the country of ultimate beneficial owner
‘and to the countries of intervening parents in th

14. Even if only majority-owned affiliates are brought under the net sales
approach (which, as discussed in the next section, might be considered as
a means of awoiding duplication), this problem still exists because this ap-
proach, unlike others discussed in this article, does not treat returns to locally
supplied capital as a purchase or cost of the investor country,

15. Although the acéompanying tables cover all nonbank'afﬁliqm rather

-than only those that are majority owned, restricting their coverage to

majority-owned affiliates would have had only a limited effect, because most
affiliates are majority owned. For U.S. direct investment abroad, majority-
owned affiliates accounted for 79 percent of the sales by all nonbank affiliates
and for g3 percent of the direct investment income receipts in 1989 (the only
recent year for which diréct investment income can readily be disaggregated
on the basis: of ownership percentages). For foreign direct investment in the
United States, income paymerits cannot readily be broken down by owner-
ship percentage, but the share of sales by U.S. affiliates in 1989 -accounted
for by majority-owned affiliates was, at 82 percent, about the same as the
comparable share for foreign affiliates, If only data for majority-owned affili-
ates were recorded on an ownership basis, income from other affiliates would
still need to be'recorded, but through standard recording methods for direct
investment income rather than through a separate tabulation of sales and

. -expenses,



SURVEY OF CURRENT BUSINESS

chain. It could be argued that to avoid such du-

plication, country of ownership should be based,

on country of ultimate ownershlp rather than on

country of foreign parent.’®

A final issue that may arise in:.connection w1th

the ownership approach concerns the difficulty of

identifying all transactions between affiliates that

“have the same country of ownership but dxfferent ,

- parent. companies,
nies have followed their client companies overseas
‘in order to service the clients’ foreign opera-

o tlons, a certain proportion of what are described

“as"pet sales to foreigners by fore1gn affiliates of

Because many U.S. compa-

U.S. companies probably are, in reahty, sales to
foreign affiliates of other U.S. companies. Con-

: _ceptually, these sales. should be included in the
‘deduction for sales to, other forexgn affiliates that -

is made in computing net sales to foreignérs by

- foreign affiliates of U.S. firms. Similarly, sales

between U.S. affiliates of different foreign com-

panies should be included in the deductlon from

total sales by U.S. affiliates in computing net U.S.

~ sales to U.S. affiliates of foreign companies. In

reality, such sales usually cannot be identified or

reported to BEA because in most cases, reporters

do not know the country of ownership of all the
companies with which they do business.

Julius profosal K

Another ownership-based approach is 'suggested :
by the work of DeAnne Julius (see footnote :

2). Julius’ method is similar to' the Nas ap-
proach in that it is based on ownershxp, but

because it deducts all payments to foreigners

in deriving net sales, it—like the residency-

based approach presented next—avoids most of -

the conceptual and empirical difficulties just de-

scribed, at least insofar as the computation of

balances is concerned.”
Unlike the Nas proposal, the Julius proposal

defines local purchases by affiliates to include not |
~ only payments for goods and nonfactor services
- -purchased from outsxde vendors, but also pay-

16. The accompanying rz.bles define the coumry of ‘ownership to be the

- country of the first foreign parent ratfier than that.of the ultimate beneficial

owner. However, the effect of making an adjustment for cases in which U.S.

. parent companies. were; in turn, ultimately owned by foreigners likely would
have been small: In' 1991, sales by such parents accounted for 1 percent

of the 'sales by . all U.S. parents, and their_foreign affiliates accounted for
only 4 percent of the sales by all foreign affiliates of U.S. companies. If

. “sales: by affiliates of such foreign-owned U.S. parents were removed from

ownership-based measures of *U.S. sales,” these parents direct investment

‘income receipts would still nieed 1o be recorded, but in the standard manner
~ ' rather than through a séparate tabulation of sales and expenses,

" 17. The major difficulty that the Julius proposal shares with'the Nas pro-

" 'posalis the empirical problem: of identifying tiie ultimate beneficial owner

{uso). 82 collects information on ultimate beneficial ownership and could

 conceivably produce adjusted estimates on a uso basis, but. as noted, the

benefits of such an adjustment likely would be small. *

ments for labor and other factors of production

employed within the firm. Under this proposal,
the foreign affiliate is treated not as a resident
of the host country, as in the standard accounts,

- but rather as a part of the.investor country’s

firm operating in the host country. The affiliate’s
transactions with the host country are recorded
on.a gross basis, reflecting the ownership bound-

. ary between the firm and the rest of the host

economy. As has been noted elsewhere, this net--

ting of ‘all receipts from foreigners against all
payments to foreigners results in a trade balance
equal conceptually, to the balance on goods and
services plus the balance on dlrect investment

“income in the balance of payments.’

The second respect in which the Julius ap-
proach differs from that of the Nas panel is in
the recording methodology. Whereas the Nas
panel used what is sometimes referred to as a

~+ “directional” methodology, recording the net of
“sales and purchases separately for both inward

and outward direct investment, Julius suggests
recordmg transactions on what could be termed
n “export/import” basis. On this basis, forexgn
afﬁhates local purchases of goods and servicesare
recorded as a component of sales by foreigners
to the United States rather than as a deduction

" from total sales by forexgn affiliates; similarly,

U.S. affiliates’ puirchases in'the United States are
recorded as a component of U.S. sales to foreign-
ers rather than as a deduction from total sales by
U.S. affiliates. There are both advantages and dis-
advantages with this approach: It produces larger
gross flows of sales and purchases than does
the directional methodology followed by the Nas
panel and thus depicts more completely the total
magmtude of two-way transactions between U.S.-.

~and foreign-owned entities; however, it makes it
~ harder than under the directional methodology
" to isolate and analyze the transactions of compa-

nies grouped on the basis of ownership. From
the standponnt of the overall U.S. trade (or sales) -

balance, it is immaterial which method of record-
ing is selected, for the choice of method alone

“has no effect on the balance.

The correspondence between Julius’ net for-

eign sales balance and the balance on goods and

services plus the balance on direct investment
income in the standard balance of payments ac-

. counts suggests that one way of viewing the Julius

measure is as a more gross variant of the stan-
dard accounts. Whereas the balance of payments ’

. 18, Guy V.G. Stevens. “The Net Foreign Sales Balance of DeAnne Julius,”

Board of Governors of the Federal Reserve System, suﬁ memonndum. July
25,1990,

Decem
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~accounts reflect the net effect of ‘subtracting the
affiliate’s purchases from its sales—specifically,
- the parent’s share in the affiliate’s net income—
the estimates constructed by Julius show the
purchases and sales separately. o

The results of applying the Julius method to
data for 1991 are shown in table 3. The table ,
" shows that in 1991, total U.S. sales to unaffiliated

foreigners (with “foreigners” defined, as before,

19. It should be noted that in-this table and in table 4, itemns labeled “costs
and profits” accruing to U.S: or foreign persons are computed residually, as
sales less direct investment income and less certain trade flows that can be
identified as affiliates’ purchases, To the extent that some of the trade flows
recorded .in-a’ given period may represent capital. goods or goods used in
producing for inventory, neither of which may enter into the affiliate’s cost
of goods sold during that period, the trade-flow and “costs and profits” items
must be interpreted simply as flows of funds rather than as an allocation
of factor and nonfactor payments related to current production. Over time,
however, capital goods are depreciated and inventories sold, and in any event,
capital goods and goods used in producing for inventory probably account
for a relatively small share of total trade; thus, on average, the labeling of
the items likely provides a generally accurate representation of their nature.
In any case, the net sales measure as shown in table 3 is correctly measured,
irrespective of the fact that the true composition of some of the expense items

may at times deviate from that shown.
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from an ownership perspective) were $2,523 bil-
lion, compared with total sales by foreigners to'
unaffiliated U.S. persons of $2,499 billion; thus,
the United States had a positive sales balance of
“$24 billion in 1991- While this balance equals
the sum of the standard balances on goods, serv--.
ices, and direct investment income, it is produced -
by estimates that provide a considerably more
detailed picture of the gross flows that produce
the balance and of the channels of delivery that h
companies use to service international markets.*

Alternative residency-based approach

As an alternative to producing ownership-based
estimates, the standard balance of payments ac-
counts can be recast to provide more information

20. The 24 billion figure differs slightly from that derived from sea’s
‘quarterly balance of payments accounts because the éstimates presented in this
article exclude direct investment income from affiliates in banking (which are
not covered by BeA’s financial and operating data for affiliates) and exclude
the current-cost adjustment to income, :

foreign affiliates of U.S. companies. .

\  Table 3.~Julius Proposal
[Millions of dollars]’
Line ) 1991
1 . Sales by U.S. persons to foreigners (lines 2 — 3 T e s 2,522,962
2 | US. cross-border exports of goods and services ... R R 581,197 -
3 | Less: Direct-investment-related U.S. exports- 239,961
4 To foreign affiliates of U.S. companies S I ~ 139,976
5 By U.S. affiliates of foreign companies i ; . . - 108,434
8 Adjustment to remove duplication of exports by U.S. affiliates to their foreign affiiiates (included in-both fines 4 and 5) ... —8_,449
7 | Plus: Local sales to U.S. affiliates of foreign companies or by foreign affliiates of U.S, COMPANIBS ..........coorve 2,181,726
8 U.S.-affiliate purchases from, and profits accruing to, U.S. persons e 993,273
91 - Total sales by U.S. affiliates of foreign companies ; . + 1,174,069
10 - Less: U.S. imports to U.S. affiliates ... . . . ; franrinsansensineonn 186,945
14 “Plus:-Adjustment to add back imports 1o U.S. affiliates from their foreign affiliates 4,609
12 Less: Sales to other U.S. affiliates : . na
13 Less: Net payment of profits to foreign parents from sales by U.S. affiliates -1,450
14| . Sales by foreign affiliates of U.S. companies to unaffiliated foreigners 1,188,453
15| Sales by foreigners to U.S. persons (lnes 16 - 17 + 21) 2,498,612
116 | U.S. cross-border imports of goods and services 609,117
17 | Less: Direct-investment-related U.S. Imports 291,095
181 From forsign affiiates of U.S. companies ...... . -108,789
19| To U.S. affiiiates of foreign companies . . ; it |- 186,845
20 1 Adjustment lo'remave duplication of imports to U.S, affliates from their foreign affliates {included in both lines 18 and 19) ...... | ~ —4.609
21 | Plus: Local sales by U.S, affiliates of foreign companies or to foreign affiliates of U.S. COMPpanies ... 2,180,530
» 221 U.S-affliate sales to unaffiliated U.S. persons . . 1,085,635
23 | . Foreigr-affiliate purchases from, and profits accruing to, foreigners . 1,114,885
24- Total sales by foreign affiiates of U.S. companies 1,543,450
% 57”' E&s' : 1 tgxégnﬁigf:'kaemx'ports.ims by U thet f filiat 133'978
. Flus: Adjustment to add. ).S. affiliates to their foreign affiliates 8,449
27} . Less:-Sales to other foreign affiliates ' 9 246,208
28| Less: Net receipts of profits by U.S. parents from sales by foreign affiliates 50,820,
29 | Net sales by U.S. persons to foreigners (lines 1 - 15) 24,350
.| Addenda; « ‘ o .
- 30| Net U, cross-border. exports (lines 2 — 16) : ; ~27,920
31| Standard balance on goods, services, and direct investment income (equals line 29) - , | 24350
" na Not availale, ‘ : o sme:“wm& a8 “ocal based on whether hey oocur n the Lg;lited fStatés ,
" NOTE, —in. thi , “forek wnership-based perspective;  Of.iN countries combined, Thus, “local” to foreigners by a foreign
mus.TitE egowl;smsg: U.gmﬁmwm%%fgnmggn& but does not eneompases affiliate of 3 U.S, , for example, include sales 1o all fo%glgn {non<U:8.) pgr~

sons, not just sales 1o persons in the affliate’s country of location.



on ownership. In so doing, the varied -needs of
71 data-users can be met without giving up the link-
_age ‘to economic .activity in specific economies
and the integration with broader national ac-
. counts that are among the virtues of standard
. balance of payments accounts. Table 4 shows
one such reconfiguration. It retains the stan-
dard ‘measures of cross-border trade in goods
-and services, and its key measure of activity by
affiliates is*:conceptually equivalent to the con-
ventional measure of direct investment income.*
~However, it separately records a number of de-
tail§;that show the data from a new persp,eCtiVe

21: Minor variances. from (he ﬁgures publlshed in the 'U.S. balance -of
payments accounts exist for the reasons noted. in footnote 20.
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tional” basis:

I Detemt

and, that allow a more compléte analysis of
‘ownership relationships and of the scope and im-
portance of intrafirm trade than is allowed by the
conventlonal presentation.

In the ‘estimates shown in. table 4, as in the
standard balance of payments and in the NAs pro-
posal;, the results of affiliates’ activities in their
countries of location are recorded on a “direc-:
‘Net receipts by U.S. companies
resulting from the operations of their -foreign
affiliates are recorded as a component of U.S,
sales (exports) to foreigners, and net receipts
by foreign companies resulting from the oper-
ations of their U.S. affiliates are recorded as a
component of U,S. purchases (imports) from

Table 4. —Alternatwe Resldenoy-Based Approach

[Mllllons of dollars] .
Line 1991
1| uls.exports (sales) (lines 24 7) .. 832,017
2 | U.S. cross-border exports of goods and services, total ... 581,197
31 To unaffiiated foreigners ... (412,066
4| To affilidted fOrGIgNErS ........ccocivvernsisiniooe v s bassivsssinns el 169,131
5 To foreign affiliates of US. COMPANIES ..cvevnivvererivseriviivsmmmsrsssssiissssss s ssssssopas e 122,127
6 To foreign parents of U.S. affiiates ..........iocirecrtvctivrinain 47,004
7 f U.S.'companies’ net recelpts from sales by:their foreign affiliates . - 50,820
8 Sales by foreign affiliates . 1,543,450 -
9 Less: Foreigr-atfiliate purchases of goods and serwces ‘from the United Slates . 139,976
10| - Less: Costs and profits accruing to foreigners ...... 1,106,446
"l Employee COMPENSAHON  ..cvvvvveerrssiirenionsrssrersssisssasssesi s 196,979
“12 o Other 909,467
13|  Less Sales by foreign affiliates to other foreign Vafﬁllates i 246,208
14 U.S. imports (purchases) {lines 15 + 20) i.............cwivisr 607,667
15 | U.S. cross-border imports of goods and servloee, total .......... 609,117
16 From, unaffiliated foreigners .............c....... 379,212
17, - From affiliated foreigners ........c....cccconiven 229,905 .
18 From foreign affiates 89,558
19 From foreign parents -140,347
20 Foreign concf;anlee net reoelpu lrorn sales by their U.S. afflllates : . —1,450
21 Saies by U.S. affiliates .................. 1,174,069
22 Less: U.S: affiliate-purchases of goods and - services from abroad 186,945
23 Less: Costs and profits aceruing to. U. S persons ; . 988,574
24 Employee compensation LT3 e
251  Othe e 814,663
26} Lless: Sales by U.S. affiliates to other U.S. alf liates , na.
.27 Net us. expons (imports) (ines 1 - 14)! . 24350,
128 | Net cross-border exports (iines 2 - 15): -27.920
29 { Net recelpts from sales by affiliates (llnes 7-20) 52,270
Addenda: : )
Composition of the content of lorolgn-eﬂlllnte salee (to nonefﬂllatee) .
30 Output sold to nonaffiliates or added to mventory, total (lines 8 — 13 plus inventory change) 1 1296262
31 oreign: content? ...... | 1,156,286
32 Value added by’ lorecgn affiliates of U.S. companies 442,891
33 Other foreign content . 713,304
K- 8 U8, content me 9) .. 139,976
1 Composition of the content of us. -affillate sales (to nonatfillates): -
35 Qutput sold to nonaffiliates or added to mventory, total {lines 21 — 26 plus mventory change} 1.1;/8.833
36 U.S. content :
37 Value added by U.S. affiiiates of lorelgn compames 258,370 -
38 Other U.S. content 731,530
39 Foreign content (line 22) . 186,945
1. Equals the balance on services, and- direct investment.income in the  purchases from other lorelgn affikates (table 2, fine 28). In this tabie, the
mam?balmdpeymmmumAlwemmsmw«byUSmlo whose content is being decomposed is only that soid 0 nonaffiliates (or added to
foreigners under the Julius approach (tabie 3, line 29). inventory); thus, sales between affiliates are excluded. Table. 2, in contrast;
a decomposttion of total output, including that

2 lefevslromlorelgncomemushownmwblez urioawyuemeumof
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foreigners.  Although equivalent to direct in-
vestment income, the “net receipts” terminology
used in the presentation to represent the differ-
ence between affiliates’ sales and purchases—each
of which is also shown in the table—is more sug-
gestive of the underlying operations that generate
the income.
basis, the presentation retains the standard meas-
ures of cross-border trade in goods and services;
however, it separately identifies the portions of

‘the total that are accounted for by intrafirm, or

affiliated, trade. In addition, the account pro-
vides addenda that break down the content of

’fore1gn affiliates’ output into its U.S. and for-
-eign components and -that show the extent to

> which the local content of affiliates” ‘output is at-
tributable to the affiliates’ value added or to other
‘local content, xncludmg returns to local investors.

This framework is consxstent with the needs
of traditional economic accounting and analysis
and maintains the strict correspondence between
output and the location or ownership of fac-

tors of production that exists in the standard.

accounts. By retaining the residency concept, it
maintains consistency with mternatlonally recog-
nized standards for measuring production and

~ determining its location, and it keeps attention.

focused on the effects of direct investment activi-
ties on the U.S. economy. However, it encourages

the user of the international accounts to look’

: jbeyond the information on cross-border trade

the rest of the world. Indeed, direct investment -

alone and to recognize that the overseas oper- .

ations of foreign affiliates constitute an integral
part of the nation’s economic interaction "with.

“income differs fundamentally from income on

portfolio investments: It represents U.S. com-
panies’ returns on sales to foreigners that—for

reasons such as efficiency, lower transport costs,

or avoidance of trade barriers—are made from
forelgn instead of U.S. locations, whereas port-
folio income merely represents returns to passive

~ investments in forexgn stocks and bonds.

-The res1dency-based framework suggested here
adds many details needed for such uses as sup-
porung international trade negotxatxons and eco-

~nomic policies toward multinational companies
~and | ass1stmg with the analysis of these com-

panies’ global operations.

The key summary
measure from this framework—termed “net ex-
ports,” but viewing exports in a sense broader
than its usual meaning—combines the standard
balance on cross-border trade i in goods and serv-
ices with the net receipts from sales by affiliates.

In 1991, U S. cross-border exports of goods and .

In accordance with its residency -
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services were smaller than U.S. 1mports—$581 bll- :
lion and s609 bllhon, respectively (table 4, lines
2 and 15), for a deficit on cross-border trade of
$28 billion (line 28). However, net U.S. recexpts '

from sales by foreign. affiliates of U.S. companies

were much larger than net foreign receipts from
sales by U.S. affiliates of foreign companies—ss1
billion and ‘~s$1 billion, respectively (lines 7 and
20), for a surplus on net receipts of $52 billion
(line 29). Combining the cross-border trade with

~ the net receipts related to sales by affiliates yields

exports (in the broad sense mentioned above) of
$632 billion (line 1), imports of $608 billion (line

- 14), and a net export, or sales, surplus of $24
-billion (line 27).

- The $24 billion surplus is identical to that ob-

tained under the Julius approach, although the
latter is derived as the net of much larger gross
flows, reflecting its use of an’ “export/import”
recording methodology ‘rather than the “direc-
tional” methodology used here.. The surplus is
much smaller than the $164 billion produced
by the measure suggested by the Nas panel.

However, as discussed earlier, that measure,

} bemg geared more to analyzing productxon at- .

tributable to domestic- and foreign-based multi-
national companies than to analyzing production

- attributable to U.S.- and foreign-supplied factors

of production, includes the returns to foreign-
supplied factors of production in net U.S. sales

to foreigners and includes the returns to US.-- -

supplied factors of production in net foreign sales
to the United States. This definitional differ- .
ence, together with the fact that foreign affiliates
of U.S. companies obtain more factor services
abroad than U.S. affiliates of foreign companies
obtain in the United States, accounts for the dif-
ference between the Nas balance and the balance
from the alternative residency-based framework.
Alternatively, the difference can be said to result
from an excess of value added abroad (less direct

. investment income, which is included in both

measures) by foreign affiliates of U.S..companies-
over value added in the United States (similarly

’ fadJusted) by U.S. afﬁhates of foreign companies.*

22. Lois Stekler, in comparin’g the NAs measure with the convmtional
trade balance, has made a similar observation: . - )

The riet sales balance . . . is approximately equal to the
trade balance {on goods and services] plus the value added
by U.S. direct investment abroad minus the value added by

. foreign direct investors in the United States. As long.as
‘the value added by U.S. businesses abroad is higher thin
the value added by foreign direct investors in the United
States, the proposed measure will be more favorablé than

+ . the traditional measure of the mde deﬁm.

See Lois E. Stekler, review of Eehmd the Number; laumal af Economic
Literature 31 (September 1993): 1,461,
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(As nov d‘m’&he 4 dénda to table 4, value added
: fcrelgn ﬁx:ms in 1991 was $258

‘both globally and for
From 1981 to 1991, the U.S.
" share of WO d exports urider this measure rose
from 14 pércem to i5 percent, while the U.S. share
of worfd cross-border exports of goods and serv-

" the United tes
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- “ices rose from 12 percent to 14 percent.* From

1981 to 1991, the U.S. share of world imports rose

. from 13 percent to i4 percent both under the new

measure and as measured by cross-border trade

~alone.

In addition to its usefulness in analyzmg the
economic effects on ‘the United States of U.S.
international sales and purchases of goods and -

- services, whether effected through cross-border -

transactions or through sales by affiliates, the al-

ternative framework can be used to derive other

information that may be useful for specific pur-
poses. For example, in addressing questions of
market access, one might want to disregard local

- purchases by affiliates (which seldom would be

subject to any sort of restriction) and ask what
is the total of U.S. sales to unaffiliated foreigners.
From table 4, this measure could be derived as the
sum of cross-border exports to unaffiliated for-
eigners (line 3) and sales to unaffiliated foreigners

'by foreign affiliates of U.S. companies (line 8

minus the sum of lines 13 and 18). Total U.S.
purchases from foreigners could be derived sim-

, ilarly In addition, the framework could be built-
upon’ by incorporating subtotals and groupings
- of particular interest or new addenda lines; alter-

natively, auxiliary analytical tabulations could be

‘developed el

23. The world totals used in deriving these shares are from International

‘Monetary Fund, Balance of Payments Statistics Yearbook (Washington, oc:

International Monetary Fund, various issues).
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