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MEASURING TRADE IN SERVICES

A DRAFT TRAINING MODULE FOR THE WORLD BANK

Preliminary Draft for Comments of the OECD-Eur ostat Experts
on Trade-in-services Statistics 8-10 April 2003

l. INTRODUCTION
1. Servicesand tradein servicesin the economy

1. The termservices covers a wide range of intangible and heterogeneous products and activities
such as transport, telecommunications and computer services, recreational and audiovisual services,
construction, financial services, wholesale and reliatribution services, hotel and catering, insurance,

real estate, health and educational services, professional, marketing and other business support,
government, community, audiovisual, recreational, and domestic services.

2. Services differ from goods in both their production and international trading. For a large number
of activities, services production necessitate the proximity of supplier and consumer. i.e. they require the
supplier and the customer to be physically close —for example, the provision of health services entails that
the patient is at the hospital site, a cleaning service for a firm must be provided at the firm's location, and a
haircut requires that both hairdresser and client be in close contact.

3. Furthermore, goods are traded internationally after they have been produced. For example, goods
may be produced in one country and subsequently delivered to another country. In contrast, the trading of a
service is often linked to an arrangement made between a particular producer in one economy and a
consumer or group of consumers in another. In particular, for international trade in services to take place,

either the consumer must go to the supplier's location or the supplier has to move to the consumer's. This
can happen through individuals located abroad, either as service suppliers themselves or employed by
service suppliers in the host country. However, services do share some features with goods. For example,
they can be labour-intensive (construction), or capital intensive (communications), perishable (cleaning) or

durable (education).

4. Trade in services, just like trade in goods, is affected by production factors. Without significant
trade barriers, a country endowed with relatively large amounts of unskilled labour, will tend to export
labour-intensive services (domestic services, construction services, etc.) as well as labour intensive goods.
On the other hand, countries with a large, highlyitied labour force will have a comparative advantage

in exporting services that require a large inputs of such labour. Examples are computer engineering
services, legal services, architectural services, etc.. Reflecting their levels of economic development, high-
income countries will focus on modern, technically advanced sectors such as telecommunications or
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finance. Countries with particularly beautiful landscape will have a comparative advantage
destinations.

5.

as tourist

Efficient services benefit not only consumers but contribute to countries’ overall economic

development. For example, efficient transport, communication and financial services have the potential to
increase the productivity of the whole economy. For example, efficient financial services ensure that

national resources are allocated where profits are at the highest. In telecommunications, the d

evelopment

of the Internet and electronic commerce facilitate trade and knowledge dissemination. Furthermore, other
services, such as environmental services, help ensure a sustainable development alleviating the negative

impact of economic activity on the environment.

6.
The average share of services value added in GDP in developed countries has increased by 2
an average of 68% in 2000, and above 70% in the United States, Switzerland or the United K
the same year, developing countries' share was 52%, tilman 10 percentage points higher than in

Rapidly, services production has become a core economic activity for the majority of countries.

1% reaching
ingdom. In
1980.

In the Least Developed Countries, services value added ratio to GDP increased from 40.9% to 43.5%
during this period, although in the last decade it has remained basically stable around tHis figure.

Box |.1: Overview of servicesvalue added

In the United States the ratio of services value adlli¢dde GDP reached 72% in 2001, increasing by 12
eleven years. Twenty-one percent of total U.S. value added came from real estate, finance, insurance
followed by wholesale and retail trade which together accounted for 16% of GDP.

In Western Europe the ratio of services value added has increased by more than 8% compared to 194
reaching an average of 63%. Luxembourg recorded the higimsth (20%) and share (79%). In this country
1999, more than 40% of the country's GDP came from financial intermediation, real estate, renting and
activities. Switzerland and the United Kingdom followed immediately with more than 70%. In the Europea
as a whole, services represented over 68% of GDP.

In Asia, half of the region's value added came from services, rising by more than 4% in the period 19
In Cambodia, services value added grew by almost 30%.atim America, the proportion of services in t
region's GDP has increased in the same proportion as in Western Europe. In 2000, services value adde
60% of the Lain America's GDP. The countries with the highest growth were Venezuela, Jamaica, and Co

In the economies in transition the share of services to GDP has increased from 43% to more than 509
period 1995-2000. In the case of the Russian Federation, it has risen from 35% to 54% in the period 199(

In Africa, services value added has risen significantly between 1980 and 1995, reaching 45%
However, in more recent years, it has somewhat decreased and, in 2000, was around 43%. This trend
pronounced in North Africa than in the rest of African countries. Djibouti (82%) Seychelles (75%) an

% in
activities,

)0 levels,
,in
business
n Union

D0-2000.

ne

d averaged
ombia.

b in the
-2000.

of GDP.
was more
d Cape

Verde (71%) were the countries with the relative highest contribution of services value added to GDP. Zambia and

Botswana registered the fastest growth in services value added and reached services shares well above
average. In th#liddle Eagt, in the period 1995-2000, services value added has grown by 5%.

Sources: UNCTAD, Handbook of Statistics; Euromonitor; World Bank, World Development Indiq
OECD, National Accounts of OECD Countries.

the regional

ators;

7. The share of services in total employment is another indicator of the economic contr

ibution of

services to countries' economy. In the last twenty years, in most countries, employment has been shifting

from the agriculture and industry sectors to the services-producing sector. In general, the wealt
economies, the highest is the share of total employment in services. For example, in 2000, in h

1 Source: UNCTAD, Handbook of Statistics,

hier are the
igh income
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countries, the share of total employment within theisesvsector (including construction) exceeded 70%,
increasing by around 20% compared to 1980 Iévels.

8. However, despite the recognized importance of services in countries' economies, it surprising to
note that trade in services represents only 20% of total world trade. As matter of fact, with the exception of
maritime services and certain financial services, services have been identified mostly as a domestic
activity. Their special nature, requiring the physical proximity of both the services supplier and consumer
has, for a long period, hampered their perception as tradable activities. Yet, this situation is gradually
evolving due to various factors. On one hand, rapid technological advances in the past few decades in
transport, computing and telecommunications have narrowed, if not eliminated, the need for immediacy of
supplier and consumer. Firms are now availing themselves of more distant resources for production and
enabled them to serve wider markets. Improved comcations and transport have also facilitated the
movement of people, both as independent service suppliers and as employees. On the other hand, this trend
to globalisation, reinforced by trade liberalization and the removal of regulatory obstacles to economic
activities, has fuelled the growth of international investment and trade in services.

2 Source: World Bank, World Development Indicators 2002.
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Box |.2: Overview of services employment (1990-2001)

Between 1990 and 2001, services employment (includorgstruction services) has risen by 11% to 69%.
largest share of world services employment is concentrated in the areas of community, education, health, social an
services. These categories recorded also very rapid growths. However, it is important to note that these sectors

he
i personal
cover all

public administration jobs. Other employment activities are tsmieices and repairs, and hotel and restaurants. Finapcial

and insurance services, as well as business services are among the most dynamic branches growing by 27% in 1
Table 1 in the Annex).

In the period 1990-2001, in Western Europervices employment increased by 10%, reaching 72% of
employment on average. The countries with the highest grovitieiinoverall share of employment in services were Gre
and Slovenia, with rates of, respectively, 24% and 20%. Keeping up with world trends, employment in com|

years (see

otal
ece
munity,
AS

education, health and public administratiervices constitutes the largest sha@&%4). However, the sharpest growth w.
registered in the financial, insurance and business services sectors (46%), with Italy more than doubling its sh

re in the

reference period. The United Kingdom holds the largest relative share (15%). Professions in trade, repairs, and [hotel and
restaurant services rose notably especially in Greece which, in 2001, held also the largest share within the region (24%). This
was due mainly to its increasing importaras touristic destination. Employmentcionstruction services decreased slighfly

for most Western European countries, although in Portugal, it represented the sector of services employment with t
growth and a copious share.

In North America services employment recorded the lowest growth compared to other regions. Howeve
81% of total employment in services jobs, North America has the highest share in the world. In the region, fi
insurance and business services were the most dynamic branches, followed by transport, storage and comnj
services. Within the region, the United States expanded faster than Canada, where employment services have
slightly since 1990 (2%). In the United States, occupations in the public sector, education, community, social an
services account for more than one third of total employment. In an opposite trend to the region and to th
construction services jobs have increased by 11% between 1990and 2001.

Compared to the previous decade, in 2001, Latin American couséteises employment share has risen &
relative slower path than in the rest of the world, reaching 74% in 2001. The major employment sectors were {]

the region's total employment. Even though employment in the financial, insurance and business services sect

e highest

r, with
nancial,
unications
increased
d health

2 world,

t a
ansport,

s did not

storage and communications and trade, repairs, and hotel and restaurants. Together, they accounted for more tha% the half of

keep up with the world average growth, it resulted the most dynamic sector in the region (19%). Argentina an
growth rates almost doubled the regional average. In the Caribbean, Jamaica' services jobs grew by 18% in the p€
1998 due to the island's tourism expansion.

Chile's
riod 1990-

In Asia services employment grew on average faster than in any other region (18% in 11 years). The peak

growth was in the financial, insurance and business services sector (45%). Hong Kong, Australia and Singapon
highest services shares in the region, averaging 83% of total employment in 2001. On the other hand, Indonesia
China (29%) recorded the maximum growth. In Indonesia, this was due to increased employment levels in both the
storage and communications services, and in the construction services sector. In the period 1990-2001, China r¢

e had the
33%) and
ransport,
gistered a

50% increase in the share of professions in the financial, insurance and business services, as well as in trade, flepairs and

hotel and restaurants services. Korea doubled its jobs in the finance, insurance and business services sector ¢
1990.

Between 1990 and 2001, services employment in_the economies in trahsisiaisen by more than 149
averaging 56% of total employment. Construction services jobs declined, while new occupations in trade, repairs,
restaurants increased considerably (40%) to reach, on average, 22% of the region's total employment. Emplq

mpared to

)

notel and
yment in

community, education, health, social and the public sector services also increased notably. Estonia and Azerbaijafn recorded

the fastest growth in services employment with rates above 30%. In 2001, Latvia's share of services employmer
69%, while in Estonia and Hungary it was 67%.

In Africa, among the countries with available information, the largest shares of employment in service
registered in Morocco (69%) and Kenya (above 60%, excluding construction services). With respect to the Middle
countries Cyprus' share of services employment increased by 12% in five years (1990-1995), while Israel rosg
between 1990 and 2001, mainly due to new jobs in financial, insurance and business services. In 2001, Isra€
employment share was 79%.

Sources: World Bank, World Development Indicators 2002; Euromonitor; UNCTAD Handbook of Statistics.

t reached

5 were
Eastern
by 8%

| services
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According to the WTO, the contribution of commial services in total world trade (goods and
commercial services) has increased significantly from 16% in 1980 to over 19% in 2001. In the same year,
world commercial services exports reached 1,460 billion US$. Receipts from other services accounted for
45% increasing from 38% in 1990. On the contrary, the share of world transport exports in total
commercial services exports has declined progressively to 23% in 2001. This decrease was due partly to
the general reduction in transport prices but especially to the huge expansion of other services. Travel
services represented on average 32% of world commercial services exports.

Structure of Commercial Services Exports

(m1990 1995 W2001|

Transport Travel Other services

10. Furthermore, in the last decade, the share of commercial services offered by developing countries
has also grown considerably. In 1990, developing countries held 19% of world commercial services
exports, while in 2001, they reached 25%. Correspondingly, developed countries' share declined from 78%
to 71%. Regrettably, the contribution of theake Developed Countries (LDCs) remained almost
unchanged, around 0.4%. Annex ?I.1 includes a more detailed analysis of recent developments, also by
region, in trade in services.[Note: Annex ?l.1 is it be summarized here and removed]

Exports of Commercial Services
by Economic Groups - Shares in Total
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2. Measuring services production
a) Satigtics on domestic activity

11. Given their magnitude in the economy, the dispokatlevant statistical measures of services
production is of primary importance. A good perspective of the evolution of services production in
individual countries is provided by statistics on domestic activity. These are mainly: (i) the National
Accounts; and (ii) employment statistics, and (iii) business statistics.

12. The National Accounts provide statistical informationioter alia, the contribution of different
economic activities to countries’' GDP. With respect to services, it provides, for example, output data of the
services sector as a whole (services value added), or broken down into its services subcomponents
(wholesale and retail trade; financial intermediatiomstauction, etc.). More interestingly, it is possible to
calculate the importance of services activities as a percentage of national GDP, and relate it to other sectors
such as agriculture and industry. The adoption by the majority of countries of international standards in the
compilation of their national accounts (System of National Accounts-SNA 1993) facilitates cross-country
comparability’ Country comparable statistics are collected by the United Nations, the Organisation for
Economic Co-operation and Development (OECD), thertrational Monetary Fund (IMF), and Eurostat.

As shown in the previous section., this allows to make interesting comparisons, to the extent possible, on
the competitiveness and the evolution of services in different countries and regions.

13. Similarly, employment statistics provide data on the total number of people employed in the
services sector, and their distribution among the different subsectors. Since a high share of services
employment is associated with development, this type of data allows to assess indirectly countries'
economic growth. Furthermore, in countries withatigely advanced data collection systems, from
migration statistics is possible to obtain information on foreign workers employed in services in a given
country. Apart from national sources, comparable employment and migration statistics are published by the
International Labour Office (ILO), and the OECD.

14. The market size of specific services sectors, such as banking or telecommunications services, can
be assessed through the use of statistics onttineaver, that is to say their sales. This information can be
provided from national and regional business federations, or regional and international organizations, such
as Eurostat. For example, the International Tetenanications Union (ITU) produces statistics on the
revenue of major telecommunications operators by country and region.

b)  Quantitative indicators on specific sectors

15. Quantitative indicators on specific sectors jlewery valuable tools for assessing services
production and performance. There are numerous, relevant, available quantitative indicators, much
broader than the range of existing services sectors. From data on the international number of students
enrolled in basic education, to the arrivals of tourists in a small country. From the number of letters mailed,
or kilometres flown by airplanes, to the imports of foreign movies.

16. The complementary use of quantitative indicators permits to carry out more meaningful analyses
of services sectors. For example, according to trade statistics, in recent years, telecommunications services
have been declining. On the contrary, the minutes of international telephone traffic have more than doubled
in the same period. The analysis of trade figures alone would portrait a misleading picture of the
telecommunications sector. As matter of fact, the decline in telecommunications transactions is due to a

®  The SNA 1993 is an integrated system of accounts related to the economic activities and sectors of the economy

of a country.
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drop in call prices introduced by increased irdional competition (see Graph in the Annex [7?]).
However, quantitative indicators do not permit comparisons between different services sectors.

3. Measuring tradein services
a)  Balance of Payments statistics

17. Unlike goods, services, given their intangible nature, cannot be registered at the border. For
information on international trade in services, the primary source is individual countries' Balance of
Payments (BOP). According to the Balance of Payments, trade is defined as transactions between
residents of one country with non-residents. The Balance of Payments is usually organized into two major
parts. The first registers flows of goods, services, income, and current transfers (current account). The
second, capital and financial account, registers, in the capital account, capital transfers and transactions,
and, in the financial account, financial claims on, and liabilities to, the rest of the world.

18. In the 1977 classification system of the 4titie@d of the IMF Balance of Payments Manual
(BPM4) there was no explicit identification of what constituted trade in services. Rather, the current
account was divided betweemerchandise andnon-merchandise items, the latter often being referred to as
invisibles. At present, most countries are using the 5th edition of 1993 Balance of Payments Manual
(BPM5) which divides services into 11 categories: transport services; travel services; communication
services; construction services; insurance services; financial services; computer an information services;
royalties and licence fees; other business services; personal, cultural and recreational services; and
government services not included elsewhere. As defined by the WTO, "commercial services" are formed
by the sum of travel, transport and all other services, with the exception of government transactions.

19. Governments report their Balance of Payments statistics to the IMF. These data are published
annually in the IMF Balance of Payments Yearbooks. Although the standardized classification helps in
comparing trade in services between different countries, many shortcomings affect the comparability and
reliability of services trade statistics. For example, the definitions of particular services are not always
identical across countries or their coverage is often inadequate. Moreover, some nations do not report
complete information on certain items, such as many types of business services, and trade by geographic
origin or trading partner is hardly available.

20. Responding to users' needs, including those of international trade negotiators, the United Nations,
the European Commission, the IMF, the OECD, the United Nations Conference on Trade and
Development (UNCTAD), and the World Trade Organization (WTO) have produced joiniathel on

Satistics of International Trade in Services (MSTS), which containsjnter alia, the Extended Balance of
Payments Services Classification (EBOPS), which introduces a new, more detailed, and BPM5 compatible,
services breakdown. In additioM3STS also extends the notion of trade in services outside the BPM5
framework, as discussed below.

b) FATSdatistics
21. The Balance of Payments conceptual framework covers only transactions between residents and
non-residents, ignoring, for example, services delivered through foreign affiliates established abroad, such

as branches or subsidiaries. This type of trade, defined as Foreign Affiliates Trade in Services (FATS) was
roughly estimated by the WTO at around 2,000 billion US$ in 1998, i.e., substantially more than trade in

10
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services measures on a BOP basiBoreign Affiliates are those affiliates in which the foreign investor
holds a majority of the ordinary shares or the voting power.

22. With respect to the direction of trade, FATS can be classified into inward and outward FATS.
Inward FATS measure the activity of foreign affiliatestime compiling economy. For example, the sales

of an affiliate of a US-owned company in France. On the other loatvird FATS measure the activity

of foreign affiliates of the compiling economy that are established abroad. For example, the turnover of
foreign affiliate of a French-owned company established in the United States. FATS statistics on the sales,
value added, and on employment of foreign affiliates greatly help in assessing commercial presence of
foreign firms, thus in measuring globalization.

23. The recently-developed conceptual framework on FATS statistics is contained M8t

which expands the definition of international tradeenvices to include services provided through foreign
affiliates established abroad. However, FATS statistics are still in their infancy, and, at present, are
available only for some developed countries.

4. The GATS agreement and modes of supply

24, One of the most important achievements eflhuguay Round trade negotiations (1986-1993) is

to have brought international trade in servieggler common multilateral rules. The WTO General
Agreement on Trade in Services (GATS), entered into force on 1 January 1995, is the first set of
multilaterally negotiated, and legally enforceable rules covering international trade in services. The GATS,
however, does not cover government transactions. According to the GATS, international trade in services
can take place though four modes of supply.

25. In Mode 1gcross-border supply, only the service crosses the border. The delivery of the service

can take place, for example, through telecommunications (telephone, fax, television, Internet, etc.), or the
sending of documents, disks, tapes, etc. Educational services through correspondence courses or medical
services through telediagnosis are some other examples.

26. Mode 2 consumption abroad, occurs when a consumer travels outside his country and consumes
services abroad. Visits to museums and theatres foreign country as well as medical treatment and
language courses taken abroad are typical examples of consumption abroad.

27. In Mode 3, the service supplier establishesdtamercial presence in another country through,

for example, branches or subsidiaries. Examples medical services provided by a foreign-owned
hospital, courses in a foreign-owned school, and banking services supplied by a subsidiary of a foreign
bank. Among the four modes, commercial presence is probably the most important and complex as it has
forced multilateral rules to become involved imsitive domestic policy issues such as establishment
rights for foreign firms.

28. Mode 4 presence of natural persons, occurs when an individual has moved temporarily into the
territory of the consumer to provide a service, \whetself employed or as an employee. Examples are
computer consultancy services, temporary employroé construction workers. However the GATS does

not deal with permanent employment, citizenship, or residence in a foreign country. Although the GATS
provides no definition of temporary employment, in countries’ commitments, the temporary status
generally covers up to five years.

*  This estimate was presented atWEO Symposium on Assessment of Trade in Services, held in Geneva in March

2002.

11
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29. The pillars of GATS are a set of general obligations, applying to all WTO members and all
services; specific commitments resulting from negotiations, limited to sectors and modes of supply in
which a member has undertaken obligations; and several annexes on specific sectors, and on the movement
of natural persons. These disciplines extend across all governmental levels as well as non-governmental
levels in the exercise of delegated powers.

30. With respect to the general obligations, members must acosrdavoured nation treatment to

foreign services or service suppliers, that is to say, the best treatment accorded to any other country. This
principle ensures non-discrimination between serviged service suppliers originating in different
countries. Moreover, transparency obligations require WTO members to publish all trade-related measures
and establish national enquiry points to respond to other members’ information requests.

31. Trade restricting regulations affecting trade in services in specific sectors are subject to
negotiations. The resulting specific commitments are bound in the so-called members' schedules, which
are annexed to the GATS. Although the GATS requires all members to submit a schedule, it does not
impose the obligation to assume commitments in a particular sector. On the contrary, in scheduling their
commitments, members are free to adapt the extent of their commitments to avoid or modify obligations
they consider too demanding. These commitments may be subject to one or more limitations on e.g., the
number of services suppliers, service operations or employees in a sector, the value of transactions, or the
legal form of service supplier or the participation of foreign capital. A member is deemed to have granted
full market access in a specific sector only if it does not impose any limitation.

5. GATS modes of supply and statistical domains

32. Following the entry into force of the GATS there has been an increasing demand for statistical
information on trade in services. Trade negotiators require statistics, possibly by modes of supply, as a
guide to negotiate specific commitments and theretdtenonitor their economic impact for each type of
service. Statistics are necessary to evaluate market access opportunities, to compare liberalization
commitments, and to assess the extent of liberalization reached in specific sectors and/or markets, and to
provide statistical background for dispute settlement. Finally, this information is also essential for the
private business to exploit the possibilities offered by trade liberalization.

33. The challenges faced by statisticians in supplying these data in a way that is consistent with the
GATS framework are displayed in a framework which links the modes of supply to existing statistical
domains (see Table 1.1). The difficulties arise fromfdct that the notion of different modes of supply,
introduced by the trade negotiators, had not been used in the statistical field. In addition, the
sectoral/product breakdown used in the negotiations is much more detailed than what is currently available
in BOP, FDI or production statistics.

12
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Tablel.1: Correspondence Modes of Supply — Statistical Domains

Mode of Supply Relevant Statistical Inadequacies
Domains

Mode 1: Cross border supply BOP: commercial servjceBOP not distributed between cross border supply
(excludingtravel) and presence of natural persons

Mode 2: Consumption abroad BOP: Travel Travel also contains goods, and is not subdivided

into the different categories of services consumed
by travellers
- Some transactions related to this mode of supply
are also in other BOP categories

Mode 3: Commercial presence FATS statistics Very few countries produce FATS data.
FDI data - FDI statistics cover a larger subset, not only
(majority) controlled companies

Mode 4:Presence of natural BOP: commercial service] BOP not distributed between cross border supply
persons (excludingtravel and presence of natural persons
BOP Statistics: - only loose relationship with mode 4
Compensation of
employees and workers'
remittances

34. To meet this challeng®STS builds upon, rather than by modifying, internationally agreed
statistical standards. In particular two main building blocks are used:

- an extension of definitions and classification of service transactions between residents and
non-residents as defined in the BPM5 framework (e.g., EBOPS) ;

- a new framework on concepts, definitions and classifications on services supplied through
foreign affiliates in host countries, called Foreign Affiliates Trade in Services (FATS)
statistics.

In addition, MSTS proposes a simplified statistical approach that may be used as a starting point in
allocating BPM5 and FATS transactions to the GATS modes of supply.

35. This framework, once fully implemented by a large number of countries, will provide trade in
services statisticians, economists, and trade negotiators with the eagerly awaited data that would allow
them to make pertinent statistical and economical analyses and sound negotiations.

36. The remaining Sections of this Chapter describe in more details the international statistical
framework on trade in services. Section |l focuses gnckmcepts related to trade between residents and
nonresidents as defined in the BPM5 and MSITS frameworks, while Section Ill deals with FATS statistics,
i.e., the operations of foreign affiliates in their host countries. Sections Il and Il largely draws on MSITS.
Section IV (forthcoming) describes the current state of play with regard to statistics on the presence of
natural persons. Section V presents an ovenoéwompilation methods. Section VI summarises data
collection and dissemination by international and regional organisations. Finally, Section VII discusses
recent progress and prospects.

I. Statistics of Tradein Services Between Residents and Nonresidents of an Economy
1. Introduction
37. International trade in services is measured in dheentional sense according to the balance of

payments framework of transactions between residents and non-residents of an economy. Concepts,
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definitions and classifications are defined in BPM5, and in the 1993 SNA. While keeping full consistency,
MSTS further develops this framework by providing more detailed definitions and classifications, and a
simplified statistical approach for the allocation of transactions by modes of supply.

2. Principles of recording such trade

38. Transaction and residence are key concepts for the measurement of trade between residents and
non-residents of an economy. Other essential concepts relate to valuation, currency units, and time of
recording.

a) Transactions and residence of transactors

39. A transaction is an economic flow that reflects the creation, transformation, exchange, transfer, or
extinction of economic value, and involves change of ownership of goods and/or financial assets, the
provision of services, or the provision of labour or capital.

40. Residence is central because the identification of transactions between residents and non-
residents underpins the BPM5 system. The definitioesiflence that is used in the BPM5 is identical to

that in 1993 SNA — thus ensuring consistency with other macroeconomic statistics. Residence is not based
on nationality or legal criteria but on a transactor’s centre of economic interest. Further, because territorial
boundaries recognised for political purposes may not always be appropriate for economic purposes, the
economic territory of a country is used as the relevant geographical area to which the concept of residence
is applied. An institutional unit is a resident unit of a country or economy when itdeas @of economic

interest in the economic territory of a country.

41. The economic territory of a country consists of the geographic territory administered by a
government. Also included are territorial enclaves such as embassies, consulates, and military bases
located in foreign countries.

42, An enterprise has a centre of economic interest, and thus residence, in an economy when it
engages and intends to continue to engage in ecoramtiigties on a significant scale either indefinitely

or over a long period of time from one or more locations, not necessarily fixed, within the economic
territory of that economy. Offshore enterprises, including those engaged in manufacturing processes
(including assembly of components manufactured elsewhere), trading and financial activity are residents of
the economies in which the offshore enterprises are located. This applies regardless of location in special
zones of exemption from customs or other regulations or concessions.

43. A household has a centre of economic interest where it maintains one or more dwellings within
the country that members of the household use as their principal residence. All individuals who belong to
the same household must be residents of the same economy. However, civil servants and military
personnel employed abroad in government enclaves continue to have centres of economic interest in their
home countries.

44, Both for households and enterprises, a period of one year is suggested as a guideline for
determining residencednter of economic interest), but this is not an inflexible rule.

b)  Valuation of transactions
45, Market price should be used as the basis for valuation of transactions in international trade in
services. However, some international transactisnsh as those recorded in the books of the related

enterprises may sometimes not be recorded at market prices. Such transfer pricing could be expected to be
common among related enterprises conducting business across national boundaries because disparities
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between taxes and regulations imposed by different governments are a factor in management decisions on
the optimum allocation of profits among units.

46. BPM5 recommends that in such circumstances it is appropriate to develop a proxy measure, if
possible by analogy with known market prices leighed under conditions similar to that of the
transaction. MS TS follows BPM5 by recommending that, where distortions between market and transfer
prices are large, replacement of book values with market value equivalents is desirable in principle,
although in practice such prices may be difficult toneste. In view of the practical difficulties involved

in substituting an imputed or notional market value for an actual transfer value, substitution should be the
exception rather than the rule. However, if certain transfer prices are so divorced from those of similar
transactions that the transfer prices significantly distort measurement, the prices should either be replaced
by market price equivalents or be separately identified for analytical purposes.

c)  Other principles of recording

47. The appropriate time to record transactions in services is the time at which they are rendered (that
is, when they are delivered or received). This may differ from the time at which payment is made or
received, which may be either before or after the transaction takes place. Thus transactions should be
recorded, whenever possible, on an accrual rather than a cash accounting basis.

48. Transactions may take place in a range of currencies, including the domestic currency of either
the provider or the consumer of the services. To produce meaningful statistics, however, it is necessary for
the compiler to convert all transaction valuesatoommon unit of account. Most often, the common unit

will be the national currency; this will facilitate the use of such statistics in conjunction with other
economic statistics relating to the domestic economy. However, in some cases such as a significant
depreciation of the national currency or hyperinflation, it may be more analytically useful to express
transactions in another, more stable currency.

49. The most appropriate exchange rate to be used in converting transaction values from the currency
of transaction to the currency of compilation is the market rate prevailing at the time the transaction takes
place. The midpoint between buying and selling rates should be used so that any service charge (the spread
between the midpoint and those rates) is excluded. However, because the actual midpoint rate at the time at
which the transaction occurs may not be available to the compiler, an accepted practice is to take the
average midpoint rate for the period for which the data are being compiled.

3. The Extended Balance of Payments Services classification (EBOPS)

50. MSTS includes an extension of (and largely consistent with) the BPM5 classification (standard
components) for international trade in services - the Extended Balance of Payments Services Classification
(EBOPS). This classification introducing a new, more detailed, services breakdown, proves particularly
useful for conducting trade negotiations, as well as economic and statistical analysis. The EBOPS contains
at the end also several "memorandum items" which allow to record additional information regarding
transactions in various services sectors such as transportation, travel, and insurance services.

51. Alike all other services classifications, the@®S is primarily a product-based classification, as

its emphasis is based on the type of service product consumed. However, just like for the BPM5,
correspondences cannot be established in the areaswvef, construction services, and government

services, n.i.e.. whose focus is rather on the mode of consumption of goods and services, than on the type
of product consumed.

52. It is recognised that it will not be possible for all compilers to immediately develop statistics at
the detailed component level specified in EBOR®erefore, the highest priority is given to the
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development of statistics on international trade in services at the level described in BPM5. Where the

compilation of the main EBOPS components is developed and carried out in stages, compilers should

commence with the disaggregation of servicesnafjor economic importance to their own economies.

Data on memorandum items should also be produced if these are immediately available as a result of the
data compilation process.

53. The EBOPS includes the following eleven main services components (same as BPM5):

e Transportation covers all transportation services performed by residents of one economy for
those of another and that involve the carriage of passengers, the movement of goods
(freight), rentals (charters) of carriers with crew, and related supporting and auxiliary
services. EBOPS distinguishes eight modes of transportation—sea, air, space, rail, road,
internal waterway, pipeline, and other supporting and auxiliary transportation services.

» Travd. A traveller is an individual staying for less than one year in an economy of which he
or she is not a resident. The one-year guideline does not apply to students or to patients
receiving health care abroad, who remain regglef their economies of origin even if the
length of stay in another economy is more than one year. With respect to the purpose of the
trip, travel is subdivided intbusiness travel, andpersonal travel. The latter can be further
divided into—health-related expenditure, education-related expenditure, and all other
personal travel expenditure. An alternative disaggregatiaraedl services included in the
EBOPS’ memorandum items distinguishing betwegrenditure on goods, expenditure on
accommodation and food and beverage serving services, andall other travel expenditure,
would allow the allocation of expenditure on services to Mode 2.

« Communications services can be further disaggregated into two sub-components, postal and
courier services, and telecommunications services.

» Construction services cover work performed on construction projects and installation by
employees of an enterprise in locations outside the territory of an entermistru@ion
services is further disaggregated intonstruction abroad andconstruction in the compiling
economy.

e Insurance services covers the provision of various types of insurance to non-residents by
resident insurance enterprises, and vice vémsarance services are further subdivided into
five separate componentdife insurance and pension funding, freight insurance, other
direct insurance, reinsurance, and auxiliary services to insurance. Information ongross
premiums andgross claims for each component may be the basis for estimating the service
charge, and is provided for in the memorandum items.

e Financial services covers financial intermediation and auxiliary services, provided by
banks, stock exchanges, factoring enterprises, credit card enterprises, and other enterprises.
{In addition, two memorandum items are recommendie@ncial intermediation services
indirectly measured (FISIM) andfinancial services including FISM. [Include a footnote on
FISIM]

e Computer and information services are subdivided int@omputer services (hardware and
software related services and data processing servioesy agency services (provision of
news, photographs, and feature articles to the media),otlned information provision
services (database services and web search portals).

* Royalties and license fees are divided intdranchises and similar rights andother royalties
and license fees. The first comprise international payments and receipts of franchising fees
and the royalties paid for the use of registered tradem&itwer royalties and license fees
includes transactions for the authorised use of patents, copyrights, and industrial processes
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and designs and the use, through licenses of produced originals or prototypes (such as
manuscripts and computer programs).

* The coverage odther business services is identical to that of BPM5 but it provides much
further detail. This category includes Merchanting; Other trade-related services; Operational
leasing services, and miscellaneous business, professional, technical and services, including
legal services; accounting, auditing; business and management consulting and public
relations services; advertising, market research, and public opinion polling; research and
development; architectural, engineering, and other technical services, etc..

e Personal, cultural, and recreational services comprisesaudiovisual and related services
and other personal, cultural, and recreational services. The first component includes
services and fees related to the production of motion pictures, radio and television programs,
and musical recordings. The latter includes services such as those associated with museums,
libraries, archives, and other cultural, sporting, and recreational activities. According to
EBOPS, two separate sub-componergdycation services and of health services are
important for trade negotiating purposes. {Purchases and sales of rights should be included
in the memorandum iteaudiovisual transactions.}

e« Government services, n.i.e, cover all government and international organizations'
transactions. It can be subdivided into services transactenhassies and consulates, by
military units and agencies, and allother transactors.

4. Statistics by trading partner

54. There is a need for detailed geographical allocations of the statistics on the various types of
services supplied and consumed by each economy according to the country of residence of trading
partners. Such statistics give a firm basis for thétilaeral and bilateral trade in services negotiations,

and are important for a variety of analytical purposes. Bilateral comparisons of one country’s data with
those of a trading partner, through the use of “mirror statistics,” are an important tool for investigating and
improving data quality. Furthermore, mirror statistics are very useful to provide information on statistics
on trade in services for countries which do not have sufficient resources to collect such information. To the
extent possible, an identical geographical basis shoulcsée for all related sets of international services
statistics (including FATS statistics).

55. Countries should compile statistics on international trade in services on an individual trading
partner basis, at least at the level of the 11 major components of the BPM5 classification of services, and,
where possible, at the more detailed EBOPS level. The production of these statistics is one of the core
elements recommended in thdSTS However, it may be very resource-intensive and difficult for
compilers to develop statistics on trade in services by all trading partners, due to various types of obstacles
such as limited information or disclosure issu€bus, it is suggested that countries start compiling
statistics at least for their main partners and in their most important services sectors.

5. Allocation to modes of supply
56. Services transactions between residents and non-residents may be supplied according to one or
more of four GATS' modes of supply (Mode 1, cross border supply, Mode 2, consumption abroad; Mode 3,
commercial presence; and Mode 4, presence of natural persons) that are discussed in Section I. In many
cases a single service transaction may involve more than one mode of supply.

57. MS TS acknowledges that compilers will not be able to identify the real and full complexity of
allocating each EBOPS type of servipethe GATS mode of supply. HowevéS TS proposes, as a first

17



STD/NAES/TASS/SERV(2003)3

approximation, a simplified approach that is operational in the statistical context and consistent with
international statistical standards.

58. This approach is based on teeritorial location of the transactors at the time the service is
supplied, as well as on the overall good correspondence between FATS statistics and Mode 3 from the one
hand, and BOP statistics and the three other modes of supply on the other hand. Furthermore, as a first
approximation, a given service category in the balance of payments accounts would normally correspond
to only one (when there is a dominant mode) or two modes of supply.

59. According to this methodology, the following EBS services are deemed to be predominantly
cross border or Mode 1: transportation (except supporting and auxiliary services, which should be allocated
to Mode 2), communications, insurance, and financial services, and royalties and license fees. All services
(excluding goods) recorded in balance of payments as travel are deemed to be consumption abroad or
Mode 2. For the remaining commercial servicesnamely, computer and information services; other
business services; and personal, cultural, and recreational services — the picture is rather more complex
and might involve significant elements of both Mode 1 and Mode 4.

60. However, the fourth mode of supply, Mode 4, goes beyond the notion of “services transactions”
in BPM5 and FATS. It would be necessary t@awiron supplementary data from BPM5 (outside the
services account, e.g., compensation of employees) and FATS as well as from other statistical systems,
such as migration and labour market statistics, to have a broader picture of Mode 4.

6. Alternative aggregations of service and non-service transactions

61. For various analytical purposes, compilrs may wish to aggregate service and non-service
transactions to provide information on areas of particular interest or concern to users, such as all
transactions relating to health care, educational, environmental or audiovisual activities. As an example,
the Manual provides a suggested aggregation of transactions, including services transactions, that relate to
audiovisual activities. This aggregation, audiovisual transactions, is shown as a memorandum item to the
EBOPS classification.

62. This memorandum item should be used to show the total value of such resident/non-resident
transactions. It covers transactions in services, including services included in both audiovisual services and
royalties and license fees, and in addition includes the acquisition and disposal of non-produced, non-
financial assets such as patents, copyrights, trademarks and franchises. Thus it is a reorganisation of a
range of resident/non-resident transactions, including transactions that are outside the range of services
covered in the BPM5 and EBOPS classifications. Compilation of this item is recommended for its
analytical usefulness, and for its particular relevance to GATS' negotiations.

I1. Foreign Affiliates Tradein Services Statistics
1. Introduction

63. While trade in services in the conventional sense of resident/nonresident exchanges recorded in
the BOP has grown rapidly in recent years, motenothan not the preferred channel for delivering
services to foreign customers is through locally established affiliates. For many types of services, effective
delivery of the service requires close and continuing contact between producers and consumers, and it is
often only through a local commercial presence that the requisite proximity can be achieved. Although
only fragmentary data are available on this method of supply—often termed “foreign affiliates trade in
services,” or “FATS"--estimates have placed the value of services sold through foreign affiliates at
substantially more than trade in services on a BOP basis (see paragraph 21 of section I). Unlike statistics
on resident/nonresident trade, which provide product-by-product figures on sales and purchases of
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services, FATS statistics generally are broken down by industry rather than by product and take the form
of indicators, such as sales and employment, that describe the nature and extent of the operations of foreign
affiliates established in host countries.

64. FATS statistics serve two main purposes. Filgly provide general indicators that help to
promote an understanding of the phenomenon of globalization. As the term is generally understood,
“globalization” usually implies not only that consumption has been internationalized through trade
between residents and nonresidents, but also that production has been internationalized through foreign
direct investment (FDI). While statistics on FDI can serve as an important adjunct to FATS statistics—and
indeed may provide an interim indicator of commercial presence for those countries that have not yet
begun to compile FATS statistics—information describing the operations of foreign affiliates is required to
obtain a complete picture of the activities of affiliates in host countries.

65. A second principal purpose of FATS statistics is to support agreements such as the GATS that
recognize commercial presence as a mode of supply.

66. Because FATS statistics and statistics on FDI often will be used in conjunction with one another,
it is important to understand how they are related tzma they differ. FDI statistics indicate the net
funding provided by direct investors to their foreign affiliates (or to third parties, in the case of an existing
foreign business that is acquired by a direct investor). They also indicate the return on FDI to the direct
investor on its equity and debt investment in affiliates. FDI flows measure transactions occurring during a
particular period, such as a quarter or a year. FDI stock, or position, estimates may also be calculated,
showing the cumulative value of foreign direct investments as of a point in time. For purposes of
compiling FDI statistics, international guidelines recommend that direct investment be considered to exist
when an investor of a different country owns 10 percent or more of the voting equity of a business
enterprise. FDI statistics cover only transactions and positions of the direct investor and exclude those of
any other investors who may have a stake in the eigerplf, for example, a direct investor owns 20
percent of a foreign business enterprise and locasiok&own the remaining 80 percent, then only the 20
percent owned by the direct investor would beuded in the FDI position, and receipts and payments of
income on FDI as recorded in the BOP of the h@nd host countries would reflect only the direct
investor's 20-percent share in the earnings of the enterprise.

2. Firmscovered by FATS datistics
a)  Ownership criteria

67. FATS statistics, in contrast to statistics onl,Fenerally cover only those affiliates that are
controlled by a foreign direct investor. For statistical purposes, affiliates are chosen for inclusion in FATS
statistics if they are majority-owned by a single diiagestor. (For these purposes, an associated group of
investors acting in concert is considered as a single investor.) In terms of categories of direct investment
enterprises identified in international statisticaidglines, the FATS universe includes “subsidiaries”
(majority-owned corporations) and “branches” (unincorporated entities whose operations are regarded as
extensions of those of their parent firms), but it excludes “associates” (10-50-percent-owned corporations).
Thus, FATS statistics can be said to cover a subset of the FDI universe. However, for those affiliates that
are included, they reflect the entire operations of the affiliates, rather than being prorated according to the
ownership shares of the foreign parent firms.

68. The use of majority ownership as the criterion for inclusion of foreign affiliates in FATS
statistics has several benefits. It is an objective measure that can be uniformly implemented by all
compiling countries. In addition, where the statistics are collected from parent companies, the information
generally can be expected to be available to the iagaehterprises. Finally, majority-owned affiliates
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are of interest in the context of the GATS—which refers to a juridical person (for example, a business
enterprise) as being “owned” by a WTO member country if more than 50 percent of the equity interest in it
is beneficially owned by persons in that country.

69. While the core FATS statistics relate to firms that are majority-owned by a foreign investor, it is
recognized that there other cases that may be of interest, either in the context of the GATS or in studies of
globalization. Such cases may include firms that are exactly 50-percent-owned by a foreign investor, firms
in which there is collective majority ownership by multiple foreign investors, and firms that are deemed to
be effectively controlled by a foreign investor even in the absence of majority ownership (perhaps because
the remaining ownership interests are widely dispersed). Compilers are encouraged to provide separately
identified supplemental statistics, along with appropriate explanatory notes, covering such cases of interest.

b)  Typesof producers

70. Because FATS as used here stands for foreign affiliates tradevioes, it might be expected

that FATS statistics should cover producers of sesvianly. In fact, however, they cover producers of
goods and services alike. Some firms produce both goods and services, and it is only by the coverage of
all producers that the activities of firms that produce services as a secondary activity will be reflected in the
statistics. In addition, coverage of all producers allows for the activities of services producers to be seen in
the context of statistics covering all firms.

71. Rather than restricting the FATS universefitms whose primary activity is in a services
industry, a focus on the services aspects of affiliates is achieved in other ways. First, as discussed below,
the industry classification for foreign affiliates provides more detail for services than for goods. Second,
countries that can do so are encouraged to break down sales in each industry into separate components for
sales of goods and sales of services. Third, although it is not a priority recommend&tisrecognizes

the usefulness of a product classification for selected FATS variables, and it encourages countries that can
do so to work toward providing such a breakdown, on a basis that is compatible with the Extended Balance
of Payments Services Classification (EBOPS) used for resident/nonresident trade (see paragraph of section

).
3. Timeof recording

72. As with those for other types of economic statistics, guidelines for FATS statistics recommend
that FATS variables be measured and recorded on an accrual basis. That is, activity should be recorded
under the periods in which it occurs, rather than,efeample, the period in which the related payments
occur. In this way, the recording of the activitysigichronized with the underlying productive processes,
rather than being simply a record of financial flows.

73. Flow variables, such as output and value added, should be for the reference year (or other period,
though annual data are likely to be the most common), while stock variables, such as assets and net worth,
should be as of the end of the reference year. Reference years should be defined on a calendar year basis,
if possible, but for some countries, only fiscal or accounting year data are likely to be available. These
countries are encouraged to provide explanatory notisating this fact and providing any information

that may be available on the extent to which fiscal and calendar years deviate in their FATS universe (for
example, the number or percentage of firms whose fiscal years do not coincide with the calendar year).

4. Statigtical units
74. FATS statistics may be collected at eithex #mterprise (company) level or at the level of

individual business locations or establishments. Because these statistics are often derived from existing
statistical systems in which the units are already defM&ITS makes no recommendation as to statistical
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units. However, the units employed can have an important bearing on how the statistics should be

interpreted. For example, some financial indicators, such as total assets, are more naturally collected from,
and applied to, enterprises than establishments. However, because enterprises are more likely than
establishments to have activities in multiple industries, data that are classified on the basis of primary

activity can sometimes be harder to intetfoe enterprises than for establishments.

75. To give a concrete example, suppose an enterprise has two establishments—one that provides
financial services and one that provides information services. Suppose further that the financial services
establishment accounts for 60 percent of the enterprise's sales, and the information services establishment
accounts for the remaining 40 percent. In establishment-level statistics, the sales would be recorded in the
two industries in the proportions indicated. In enterprise-level statistics, in contrast, the entire enterprise
would be classified in a single industry (financial services, if the distribution of sales were used as the basis
for classification), in which case all of the sales would be recorded in that industry and none in the other
industry. Although, from this example, establishment-level statistics may appear preferable to enterprise-
level statistics, it should be kept in mind that some variables may be difficult to allocate among the
establishments of an enterprise and that some establishments may exist only to serve other establishments
of the same firm. Also, it generally will be more costly to collect data at the establishment level than at the
level of enterprises, because many enterprises contain multiple establishments; indeed, for some
enterprises, the number of establishments contained may be quite large. Thus, either basis for collecting
statistics has its own strengths and weaknesses.

76. Because the statistical units employed can have an important bearing on how the statistics should
be interpretedVSTSrecommends that FATS statistics disclose in explanatory notes the units employed.

5. Attribution (classification) of FATS variables

77. FATS variables may be attributed, or clasdifia a variety of ways. One way is geographic —
that is, in what country did the production of take plaand what country is to be regarded as the country
of the owner of the producing affiliate? Another way is on the basis of the primary industrial activity of
the producer. Some variables may, in additionclassified by product. The recommendations of the
MSTSon each of these bases of attribution are given below.

a) Bycountry

78. The issues to be addressed in attributing variables by country differ as between statistics on
foreign-owned affiliatesn a given country (which may be referredas “inward FATS”) and statistics on
foreign affiliates owned by investoo$ a given country (“outward FATS”). For inward FATS, a choice
must be made between attribution to the immediate investing country and attribution to the ultimate
investing country. For outward FATS, the issue isthbr to attribute variables to the immediate host
country or to the ultimate host country.
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V. The Movement of Natural Persons
(FORTHCOMING PART)
V. Compilation Methods
1. Main compilation methods for the collection of balance of payments statistics

90. In this section we review a number of methods for compiling international trade in services
transactions within the framework of Balance of Pagyta and FATS statistics. It should be noted that
generally countries do not rely solely in one compilation method, so the following systems should not be
considered as different options for a country. Generally, countries would need to use a basket of different
methods for compiling their statistics.

a) International Transactions Reporting Systems (ITRS)

91. An ITRS records transactions that take place between residents and non-residents. In most
countries this system is the product of the existence of present or past exchange controls. Under this
system, commercial banks record all transactions that take place through their system and report them to
the balance of payments compiler, either all individual transactions or in aggregate form. If the residents
are able to conduct transactions with non-residents without using the domestic banking system,
supplementary data must be collected. For example to collect transactions through bank accounts held
abroad by residents.

b)  Enterprises Surveys (ES

92. Surveys to enterprises collect information in aggregate form on the transactions of resident
enterprises with non-residents. Survey systems retiigrexistence of an up-to-date register of enterprises
and the implementation of good survey techniques. The surveys may be used to collect information for
certain specificic transactions ( transport serviegsjnay be used to collect all balance of payments
transactions of the surveyed enterprises. More rgérseirveys, with no specific balance of payments
purposes, could be ammended to obtainrmédion on FATS (inward and outward).

c)  Surveysof persons and households

93. Household surveys are primarily used, in the field of Balance of Payments, for the compilation of
the expenditures of residents when travelling abreathetimes complemented with a tourist survey to
compile the credits. Existing household surveys can also be used to collect extra information for balance of
payments purposes.

d) Official data

94. Official sector (government and monethary authorities) data include data available from the

detailed accounting records of the monetary authorities and all levels of government. Most of the

information could be obtained from the central accounting unit of the government, nevertheless it is

recommended to contact other units to gather information about international transactions These may
supplement other data sources or be used to validate data obtained from other sources.

€)  Administrative Data

95. Data on balance of payments services transactions may also be obtained as a by-product of
administrative functions of the government. For services statistics, the most common of these are
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applications that may be needed for residents to export or import services and the records that may be kept
relating to education and health services provided to or by non-residents.

f) Partner countries and International Organisations data

96. Information obtained from partner countries is useful to provide data where it is not possible to
collect these directly within a country as well as to validate other data collections and estimation methods.
Data from international organizations are particularly useful for aid-recipient countries to compile data on
technical assistance services.

2. FATS: Selecting a data collection method

97. In general there are two main approaches for collecting data on the activity of multinational
enterprises. The first is to conduct surveys asking directly for information about the operations of foreign
subsidiaries in the host countries, subsidiaries obnakienterprises abroad and parent companies in their
home countries. The second, which would work only for the activity of foreign subsidiaries operating in
the country in question (inward investment), identifies the sub-population of data available on foreign
enterprises (enterprises under foreign control) using business registers. In addition to these approaches are
other technigues that make use of a variety of data sources such as administrative records or structural
business surveys as a source of data. Recommendations on data collection methods are summarised in
Box V.1 and discussed below.

Box V.1 . Recommendations on data collection methods

The two main approaches - conducting special surveys of subsidiaries and using national business registers
-- necessitate defining a population of foreign-controlled enterprises using existing data on |foreign
investment. While the approach adopted will depend on the needs of the country, a combination of the two
may represent an idea: namely, to use business registers for data on the activity of inward investment
enterprises and direct investment surveys for th©U&nd to conduct separate surveys for data on the
activity of outward investment enterprises. An impaot consideration is the need to adopt the same
concepts and definitions for both approaches in order to avoid asymmetry and problems of international
comparability.

98. Whichever approach is adopted, the registers concerning the population of direct investment
enterprises will provide the basis for identifying thgarity-owned subsidiaries covered by activity data.

One possible option would be to collect certain key végahs part of existing foreign direct investment
surveys. However, insofar as these surveys may be conducted quarterly, rather than annually, and because
statistics on the portion of FDI that is majority-owned are needed. In most cases it would probably be
better to conduct separate surveys.

99. If national business registers are used as a primary source for data on the activity of multinational
enterprises, the tie-ins with FDI data will make it gibke to ascertain not only the majority-owned foreign
subsidiaries, but the countries that own them as well. Each of the two approaches has advantages and
drawbacks.

100. If data on the activity of multinationals ardle@cted in conjunction with FDI surveys, there are
three drawbacksa) it would entail annualising the data, which could make calculations more ponderous;
b) it would provide a relatively high level of sectoral aggregation;@ndwould have to be limited to a
handful of key variables such as sales or turnawer employment. It does, however, make it possible to
identify investors’ geographical origins. But separate surveys would enable a more detailed level of
sectoral aggregation and include a larger numberadfbles, in respect of both inward and outward
investment as well as parent companies. Ssitveys would, however, demand more resources and
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increase the response burden on enterprises. To minimise these issues, creativity should be employed to
make full use of already existing data before embarking on a separate data collection exercise.

101.

One advantage of gathering data from business registers is that they provide a highly detailed

level of aggregation and a classification by producit least for sales and turnover. Another is that
information about parent companies is easier to dolldatil recently, data on parent companies in their
home (compiling) countries were the only statistosmultinational enterprises that were never compiled
separately in regular investment surveys.

102.

In any event, care must be taken to ensure that the data on multinational enterprises are

comparable to national statistics. In conclusion, it would seem that the best solution is in fact a
combination of both approaches. Business registers could be a more appropriate source for compiling data
on the activity of inward investment enterprises and parent companies, whereas separate surveys would be
better suited to the statistical needs in respecoutfvard investment enterprises. One of the main
challenges for this new statistical domain stems from the fact that the collection and definition of statistics
on the activities of multinationals may draw on expertise and responsibilities that are scattered among
multiple institutions, such as central banks, natiatatistical offices and various ministries. Thus, as the
statistics are developed, there will be a need for close co-operation among the different institutions

involved.

3. Special application for services transactions

108.

In this section three tables are presented some examples summarising how to use the different

compilation methods described in the previous section to compile the three main components of the
services transactions.

Table V.1: Compilation of Items in Sea Transport Services

Item Number

Description

Source and Method of Compilation

207

Passenger Sea Trangport

Services Provided by Resident Transport Operators (credit)

Data could be collected, through ES or an ITRS, from resident operators. Farg
earned from nonresident travelers on domestic .flights should be excluded an
included in the travel items 237 and 240. Alternatively, a Data model based ug
the number of nonresident travelers carried by Resident operators, travelers’
countries of origin and destination, and average fare rates could be used.
Services Provided by Nonresident Transport Operators (debit)

Data could be collected, through ES or an ITRS, from branches of nonresiden
operators or ticket selling agents. Ideally, data should be collected on an earn
rather than a ticket sale, basis. Gross data should be recorded that is, before
deduction of commissions that are included in item 209. Alternatively, a data
on numbers of resident travelers carried by nonresident operators and classi.€
destination and data on average fares could be used.

I<Eak]

n

t
ngs,
he

nodel
d by

208

Freight Sea Transport :

Freight on exports and
imports of the compiling

economy

Export Freight Services Provided by Residents (credit)

Data could be collected, through ES or an ITRS, from resident operators. If ar|
ITRS is used, freight paid on exports by exporters to resident operators shoul
measured and added to freight paid on exports by nonresidents to residents.
Alternatively, a data model could be used.

Import Freight Services Provided by Nonresidents (debit)

This item could be collected in an ITRS if the ITRS provides a breakdown of
import costs and if the amounts paid to resident operators by nonresident exp
are deducted. Alternatively, freight on imports could be measured by approac!
via ES, branch of.ces and agents for nonresident operators. Another way to d
this item is to estimate total freight on imports and to deduct from this estimat
income earned by resident transport operators from freight on imports. The laf
item could be collected through ES.

be

prters
ing,
erive
e the
ter

Freight on other goods

Services Provided by Resident Transport Operators (credit)

Data could be collected, through ES or an ITRS, from resident operators.
Services Provided by Nonresident Transport Operators (debit)

Data on these services could be collected, through ES or an ITRS, either by
approaching branch offices and agents for nonresident operators or by approd
resident users of the transportation services. Alternatively, some form of estim

ching
ation

could be required.
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209

Other Sea Transport :
other earnings by
transport operators - for
example, salvage and
postal services

Services Provided by Resident Transport Operators (credit)

Data could be collected, through ES or an ITRS, from resident operators.
Services Provided by Nonresident Transport Operators (debit)

Data could be collected, through ES or an ITRS, either by approaching branch
offices and agents for nonresident operadotsy approaching resident users of th
services.

Services provided to
transport

operators - for example,
agent

fees and commissions;
loading,

unloading, and
demurrage

Services Provided to Resident Transport Operators (debit)

Data could be collected, through ES or an ITRS, from the operators. Alternati
a data model could be used.

Services Provided to Nonresident Transport Operators (credit)

Data could be collected from the branch of.ces or agents of the nonresident
transport operators, from the resident enterprises providing the services, or frg
official sources (such as port authorities). Rules should be clearly defined so t
there is no omission or duplication in reporting. Alternatively, a data model ba

ely,

m
hat
ed

charges; and port charge

son related information could be used.
Even if the owner is not the operator, in a port of call, the owner may have
expenditures that should be included in this item.

Table V.2: Compilation of Travel Services

Type of Approach

Credits

Debits

Instruments used b
travelers for payment o
services

ES or an ITRS could be used to measure expendit
of nonresidents traveling in the compiling econo
and using travelers’ checks, credit and debit ca
foreign currency notes and coins, bank accounts
with domestic banks, and prepaid tours and packa
Supplementary estimates may be required for tra
services financed by domestic currency acqu
abroad by nonresident travelers or from income ea
by nonresident travelers in the host econo
(Information could possibly be obtained from surve
of travelers. Supplementary estimates may also
required for travel services provided in kind, such
scholarships and other aid provided to nonresid
students. (Information could possibly be obtained fr
surveys of students or educational institutions

or from official records.)

uEES or an ITRS could be used to measure expenditurg
myesidents traveling abroad and using travelers’ checks, g
dsnd debit cards, foreign currency notes and coins, pre
hellrs and packages, and domestic currency repatriate
gesnresident banks to resident banks. Suppleme
avebtimates may be required for travel services financed
reatcounts held abroad or earnings acquired abroad by res
nadvelers and travel services provided in kind, such
mpcholarships and other aid provided to students. 9
yestimates could be obtained from surveys of trave
Bédternatively, surveys of returned travelers could be use
aveasure all expenditures by instrument of expenditure.
ent

pm

Types of services
acquired by travelers

This approach is typically used in surveys
nonresident travelers. Alternatively, ES of hots
domestic airlines, restaurants, etc. could be use
these organizations can identify nonresid
expenditure and if allowances are made
expenditures (for example, purchase of souvenirs)
passing through these organizations.

offhis approach would typically be restricted to surveys|
Isieturned travelers.
d if
ent
for
not

Partner country date

A partner country’s travel debits in respect o
compiling economy could be used to measure
compiling economy’s travel credits vis-"a-vis t

treeonomy could be used to measure the compiling econo
netravel debits vis-a-vis the partner country.

s of
redit
paid
d by
tary
rom
ident
as
uch
ers.
d to

of

fagartner country’s travel credits in respect of the compiling

my’s

partner country.

28



STD/NAES/TASS/SERV(2003)3

Table V.3 Compilation ofl temsin Other Services

| tem Number Description Source and Method of Compilation

245 Communications services An ITRS or ES could be used to compile this item.

249 Construction services An ITRS or ES could be used to compile this item.| If an
ITRS is used, particular care should be taken to megsure
transactions involving bank accounts of construction
enterprises in the host economy.

253 Insurance services An ITRS or ES could be used to obtain the underlying
premiums and claims data necessary to compile this item.
However these data must be manipulated in order to derive
estimates of insurance services.

260 Financial services An ITRS or ES could be used as a primary souice to
compile this item. Care should be taken to ensure [that
financial service fees are reported separately from
underlying financial transactions, particularly if an ITRS|is
used. If primary source data are unavailable, this item cpuld
be estimated by applying appropriate ratios to various
measures of financial activity involving nonresidents.| If
significant, the collection of supplementary informatipn
will probably be necessary to derive estimates of foreign
exchange services when the service element is implicjt in
transactions rates.

262 Computer and information Services An ITRS or ES could be used to compile this item.

266 Royalties and license fees An ITRS or ES could be used to compile this item. It is
important that Royalties, fees, etc. be reported separately
from transactions in Underlying licenses, patents, pnd
copyrights. Transactions in these Underlying items should
be recorded in the capital account.

268 Other business services An ITRS or ES could be used to compile these items.|For

269 Merchanting and trade-related the compilation of merchanting services. For leasing, it is

272 Operational leasing important to note the different treatments of financial and

273 Miscellaneous operational leasing. For the operational leasing of mobile
equipment, only leases of equipment without crew should
be included in the operational leasing item. The leasing of
equipment with crew should be shown as part of other
transportation services.

287 Personal, cultural, An ITRS or ES could be used to compile these items.

288 and recreational services

289 Audio-visual and

Related
Other

291 Government services n.i.e. For debits, most information could be obtained frpm an
ITRS or from Offcial sources. For credits, most informatjon
could be obtained from BOP compilers In partner countiies,

surveys of embassies, an ITRS, or a data model.

4. Main problems associated with data comparability/reliability
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a) to expand the detail of trade in services data in the balance of payments(BOP)
context, i.e. service transactions between residents and non-residents of an economy. That means an
increase in detail

- by type of service and
- by partner country.

b) to expand the data collection on Foreign Affiliates Trade in Services (FATS
statistics as an important measure of mode 3 trade in services.

115. In countries where FATS data are not yet collected, FDI data can provide a useful proxy data set.
The international and regional organisations are working together to coordinate data collection, to improve
consistency of data, to avoid duplication of effort and to reduce reporting burdens on countries.

116. We should be careful to distinguish betweendbncepts and frameworks of trade in services
agreed internationally, and what countries are actually able to measure in practice.

117. Measurement of trade in services is inherently more difficult than measurement of trade in goods.
Services are more difficult to define and, unlike trade in goods, for trade in services there are no physical
packages crossing the customs frontier with an internationally recognised commodity code; and an
administrative system based on customs duty collection that is practised at assembling these data.
Obtaining the required information on services trade, once defined, depends on reaching a common
understanding of concepts with data providers. And failures in this regard can lead to a degree of
misallocation of transactions by type of service. The information may be reported either from business
accounting and record keeping systems or by individuals, and come from a variety of data sources -
including international transaction reporting systems of banks, administrative sources, surveys, and
estimation techniques.

118. National statistical agencies also need to take into account the demand of users for more detalil
about services trade, the cost of collection, the burden of extra information provision on business, and the
need for certain minimum quality thresholds. As with other statistical data collections there is a
requirement in most countries to protect the confidentiality of individual firms’ data. These constraints and
considerations limit the amount of detail on international trade in services that it is practical to provide.

119. Countries that have already developed and implemented business registers, classifications of
services activities and products, surveys of firms in the service sector, international transaction reporting
systems, and household surveys will be advantageously placed to provide trade in services data.

2. BOP tradein services data collection and dissemination

120. BOP trade in services data collection is relatively well established and widespread according to
the principles and framework of BPM5. Currentlyréstat, OECD and IMF collect and disseminate BOP
data by type of service for their respective member countries. They use IMF’s internationally agreed BOP
coding systems for standard data items that facilitate common reporting of data.

121. A coordinated collection of these three organisations using the IMF and joint OECD-Eurostat
Classification is being adapted to an EBOPS basigtdar to increase the detail on the types of services
traded. However submission of data to the IMF on an EBOPS basis will be voluntary for countries. IMF
ask only for the IMF classification of services as set out in BPM5, but invite countries, which so wish, to
provide detail according to the more detailed@DEEuUrostat classification up to 2003 and EBOPS as from
2003.
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122. Broad indicators of mode 4 trade in services or presence of natural persons are suggested in
MS TS based on work-related BOP payments. These waldtad payments include two BOP items, from
income in the BOP current accoushmpensation of employees, and from current transfersyorkers
remittances.

123. The most comprehensive dissemination of BOP trade in services sthyistjpe of service is
provided by the IMF in the “Balance of Payments Statistics” database on CD-ROM. More summary
information is available in the IMF’'s “Balance of Payments Statistics Yearbook” parts 1, 2 and 3. For
OECD-Eurostat countries “New Cronos” database and “OECD Statistics on International Trade in
Services” are the vehicles of data dissemination.

124, BOP trade in servicdxy partner country are collected by Eurostat which disseminate them in

the “New Cronos” database and by OECD which disseminate the®@EBD Satistics on International

Trade in Services, Partner Country Data and Summary Analysis’. As yet there is no worldwide collection

of such data, although the UN Statistics Divisiosasducting some feasibility studies. OECD published
partner country data for 22 countries in 2002 and it is possible to partially estimate non-reporting
countries’ exports and imports of services by partner based on the respective reported imports and exports
of partner countries, the so called ‘mirror data’irldssuch techniques an estimate of world flows of BOP

trade in services was constructed by OECD set out in table VI.2.

TableVI.1 Summary of BOP tradein services data availability

Organisation IMF Eurostat OECD-Eurostat OECD WTO
Publication BOPS database New Cronos OECD Statistics on| OECD Statistics on| International Trade
Country Coverage CD-ROM and Database Inte_rnegnonal Trade _Intgrna_nonalpTratlde Statistics
Yearbook CD-ROM In Services IN Services, Farnen) — p,qy Electronic

All IMF members

All EU Members,
Euro Area, EU
Candidate Countrieg

Database, book and
CD-ROM

All OECD Members

Country Data and
Summary Analysis

Electronic pdf and
Excel Tables

22 OECD members

pdf, Excel tables
WTO Members

By type of service Yes Yes Yes Progressively from Summary data
Detail from BPM5 Up to OECD- Up to OECD- 2003
up to OECD- Eurostat Eurostat

Eurostat
Classification

(up to EBOPS from

classification

classification

2003)
By partner country No Yes No Yes Summary data
Main partner Up to about 60
countries and partne| partner countries
regions of EU
By type of service No Yes No Progressively from No

and partner country

2003
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Table VI.2

* Estimates are mainly (entirely in the case of Africa) based on reported mirror data, and therefore
subject to greater uncertainty.

3. FATS Statistics Data Collection and Dissemination
125. Compared with trade in services in the balaiggayments, foreign affiliates trade in services

statistics are relatively undeveloped. But data collection and dissemination of FATS statistics are growing
at Eurostat, OECD and UNCTAD fuelled by tiy@wth in national activity in this area.
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VII.  Current state and prospects
1. Work at the international level

138. International and regional organisations have been very active in the area of statistics on trade in
services in recent years. The Interagency Task For&atrstics of International Trade in Services (Task
Force) started the development$®i TSin 1996 and completed it in 2062.

139. The Task Force is now focusing on three work areas: (i) promotiddSGfS and of its
implementation; (ii) compilation guidance; and (iii) further methodological work.

i) Promotion of MSITS and of its implementationhe MSTS and relevant related information are
available in the Task Force Members' Organisations websites. Related web pages from the UN
Statistical Division are particularly relevant in this respetother example is the present overview
of statistics of international trade in services, which has been drafted by Members of the Task Force.
The Task Force also identified the need for technical assistance to develop a statistical capacity on
trade in services. At present, the elementd&TS ' phased implementation (see below) are not
covered at all in technical assistance programmes, with the exception of the first core element (BPM5)
covered by the IMF.

i) Compilation guidanceThe writing of a compilation guide is under way, but this task might take some
time, asM3 TS covers new areas such as FATS statistics and the movement of natural persons.

iif) Further methodological work:-he movement of natural persons is one obvious area where more work
is need. However, other areas such as e-commerce and trade in software also need further
development.

2. Thephased approach of MSI TS to implementation.

140. MSTS proposes a phased approach to the implementation of its recommendations so that
countries, including those that are beginning to develop statistics on international trade in services, can
gradually structure available information in line withis new international standard framework. This
phase approach is reflected in a set of ten recommended elements, of which the first five are designated as
core elements. Their sequence takes into account the relative ease that many compilers may find in their
implementation. However, the order is quite flexiblethsd countries can meet the priority needs of their

own institutions.

141. Implementation of the core elements would provide a basis for a common internationally
comparable basic data set. These core elements are:

» implementation of BPM5 recommendations on service transactions between residents and
non-residents;

e compilation of balance of payments data according to major items in the EBOPS
classification;

» collection of FDI statistics by ISIC activities;

The Task Force brings together representatives from the Organisation for Economic Co-operation and
Development (OECD), the Statistical Office of the European Communities (Eurostat), the International Monetary
Fund (IMF), the United Nations Statistical DivisigdNSD), the United Nations Conference on Trade and
Development (UNCTAD), and the World Trade Organization (WTO). The Task Force also benefits from
expertise in national Organisations, particularly the US Bureau of Economic Analysis and Statistics Canada.

http://unstats.un.org/unsd/tradeserv
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« compilation of basic FATS statistics;

« compilation of statistics on trade in services by partner country for each of the main types of
services in BPM5. (Also for FATS and FDI).

142. Implementation of other elements — generally seen as a long-term goal, would represent a
considerable increase in the detail of information available on trade in services. These elements relate to:

» full implementation of the EBOPS classification, including memorandum items;
» further details in FATS statistics;
« collection of statistics on the presence of natural persons;

* subdivision of trade in services between residents and non-residents between trade with
related parties and trade with unrelated parties;

+ allocation of transactions between residents and non-residents over the GATS modes of
supply.

3. State of implementation, recent progress and short-term plans

143. Statistics on international trade is services have dramatically improved over the recent years.
Thanks to the detail provided in BPM5, there is now a multi-country data set on statistics on major services
categories. It should be noted that before 1995, with the exception of travel and transport, services in
balance-of-payments statistics were all lumped together in one category named "other goods, services, and
income" (check) (footnote on the first year book after 1993 BPM5, and note that mostly reformatting).

144, The detail provided has regularly improveasirAnnex Table ?1.1 shows the reporting situation
as of January 2003 of BPM5 components and supplementary items. With regard to exports of major
components, the situation is as follow:

e 145. between 97 and 139 countries report data for transport, travel, communications
services, insurance services, and other business services; and

» 146. between 46 and 62 countries report data for construction services, financial services,
computer and information services, and royalties and licence fees.

147. Table VII.1 below illustrates this development in more detail. It shows the reporting situation on
exports of new BPM5 major services components. The result are expressed in percentage relative to the
number of countries reporting total services exports. We see that, for most such components, the number of
reporting countries has more than doubled between October 1997 and January 2003. For example, in
January 2003, 60% of countries reporting total services exports also reported exports of financial services,
compared to only 26% in October 1997.

8 The reporting status in October 1997 is derived from the WTO (1997). The reporting status in January 2003 is

derived from the January 2003 IMF monthly CD-ROM on Balance-of-payments statistics. One could also refer to
the reporting situation in an intermediate year, i.e., October 2000, presented in WTO (2000).
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Table VII.1: Reporting situation on exports of new BPM5 major services components

Exports Reporting countries Reporting countries

October 1997 January 2003

% %
Communications services 39 76
Construction services 21 48
Insurance services 61 83
Financial services 26 60
Computer and information services 11 47
Royalties and licence fees 32 53
Other business services 92 92
Personal, cultural and recreational services 14 44
148. Although the more detailed EBOPS classification has been internationally agreed,. It is yet

difficult to know about the capacity of countries to report statistics according to this new classification.
However, it is believed that the ability of coues to report data according to so-called BPM5
supplementary items gives a good indication, as a first step, of their potential to report according to the
more extensive EBOPS classificatibizor example, the BPM5 standard component "Miscellaneous
business, professional and technical services" is subdivided into 12 components in the EBOPS
classification, 6 of which are covered by the BPM5 supplementary items.

Table VII.2: reporting situation in selected BPM5 supplementary items

Reporting countries Reporting countries
Exports October 1997 January 2003
% %
Miscellaneous business, professional and technical services 44 72
Legal, accounting, management, consulting and public rel: 8 31
services
Advertising, market research and public opinion polling services 10 25
Research and development services 7 16
Architectural, engineering arather technical services 8 22
Agricultural, mining and on-site processing services 4 15
Other services 28 49
149. Surprisingly, when looking at Table VII.2, we see that the humber of countries reporting BPM5

supplementary items, although lesser than those reporting BPM5 standard services components, has
increased at a similar pace during the period under consideration.

150. Another striking development is the Faming EU regulation on Balance-of-payments
statistics, which embodies the EBOPS classification. EBOPS will thus become binding for EU Member
states. Also, the fact that and the IMF plans to collect data according to this classification in 2003 generates
hopes that EBOPS reporting coverage could substantially increase in years to come.

®  BPMS5 supplementary items are reported on a voluntary basis by countries. These items are present in the IMF

BOP questionnaire mainly due to the fact that they are part of the joint EEC/Eurostat Trade in Services
Classification, on which EBOPS built upon.
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151. The state of implementation with regard collection of FDI statistics by ISIC activity and by origin
and destination is well described in periodic reportghe joint OECD/IMF Survey of Implementation of
Methodological Standards for Direct Investment. The latest report (March 2000) shows that 57 countries
collect data on inward flows with geographice@kdowns (47 countries for outward flows), and 51
countries collect inward flows with an activity bkelawn (36 countries for outward flows). Corresponding
figures for FDI income flows are lower.

152. The same report indicates that more than 85 percent of the OECD countries were able to provide
geographic disaggregations of FDI financial flows and that disaggregations by economic activity was
almost as commonly available. However it is alsteddhat a significantly lower proportion of non-OECD
countries were able to provide geographic and activity disaggregations. Less than half of non-OECD
countries reporting FDI data also reported data with geographic disaggregations.

153. With regard to FATS statistics, up to reterthe United states was the sole country compiling
FATS statistics. Thus, we had no idea on the likely magnitude the third GATS' mode of supply,
commercial presence. On a wider context, using new FATS data from OECD (see below) together with
BOP statistics, it has been estimated that trade through commercial presence surpasses the three other
modes of supply togeth&.Despite its limitations, such an estimation shows the importance of FATS
trade, which had been neglected for so long in the economic/statistics literature. The importance of FATS
statistics is now well recognised, and data collection has started in many OECD countries. Table VII.3,
derived from OECD (2001), shows that a relatively geet of FATS statistic, with regard to the core
elements, is now available. We may also note from Table VII.3 the relative extensive coverage of inward
FATS statistics, compared to the outward situatoue the difficulty for a national agency to collect
statistics on operations performed outside the country territory or jurisdiction.

154, It should be noted that may FATS detailed figuespecially at the detailed activity/geographical
breakdown level, are simply not disseminated due to the requirement in most countries to protect the
confidentiality of individual firms’ data. In practicenany countries do not disseminate a particular figure
when it concerns a only small number of firms (e.g., 3), or when a small number of firms (e.g., 2) account
for a significant part (e.d. 75%) of the said figure.

10 Estimation shown at a presentation in the Symposium on Assessment of Trade in Services at the WTO on 14-15

March 2002
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Table VII1.3: availability of Inward(i) and Outwar d(o) FATS statistics
in OECD countries

Number of Employees

Turnover

Value added

Czech Republic

Finland

France

Germany

n.a

Hungary

Ireland

Italy

n.a

Japan i i i
Luxembourg i,0 i
Netherlands i i i
Norway i i i
Poland i i n.a
Sweeden i,0 i i
Turkey i i i
United Kingdom i i i
United States i,0 i,0 i,0

a) Source: derived from OECD(2001)

155. The OECD collects trade in services in B@P context by origin and destination. An OECD
document summarises the reporting status on sucH'dRégorting countries are (with number of partners
in parenthesis): Australia(30), Austria(61), Belg-Luxembourg(61), Canada(59), Finland (61), France
(40), Germany(28), Hungary(61), eland(3), Japan(30), Korea(3), Norway(21), Portugal(61),Slovak
Republic(33), Spain(61), United Kingdom (63), and United States(33).

4. Concluding remarks

156. However, despite these optimistic remarks, it should be recognised that statistics on international
trade in services still need to be dramatically improved. Full BPM5 detail is not reported by many
countries, and the reported data often lacks reliability at this level. In addition, documentation on data
coverage and deviations from standards is rarely dkil®ue to the infancy stage of FATS statistics, the
lacks of data reliability and inter country comparability in this area is almost a general rule. Also, no
country outside the OECD has engaged in the collection of FATS statistics yet. In the Also, in the FATS
context, confidentiality issues severely limit the amount of detail countries are able to provide.

157. At present, non-OECD countries are not encouraged to collect BOB statistics by origin and
destination or FATS statistics, since no international organisations collect and disseminate those data for
those countries. This adds to the inherent difficulties and cost to engage in such an exercise.

158. Even ifMSTS recommendations related to BOP and FATS statistics were fully implemented, it
would still only be a first step in providing inforti@n by modes of supply, for two major reasons: first,

the simplified rules provided iIMI TS only lead to a rough approximation of trade in services by modes of
supply. Second, a true assessment of services provided through the movement of natural persons, would

1 STD/INA/SERV(2001)3. International Trade in Services by Partner Country: a first presentation and analysis. 27

November 2001.
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require information that lies outside the BPM5 and FATS domains, and a coherent statistical framework
for this mode which still needs to be completed.

159. Improving statistics on trade in services is a long term process and the success of this challenge
depends on a number of factors:

efforts by national agencies to employ the appropriate methodologies;
governments' willingness to allocate the necessary resources;

co-operation and co-ordination between national institutions, such as Central Banks and
National Statistical Offices;

co-operation between international and reglomstitutions, and their support to national
initiatives;
effective technical assistance, i.e., transfer of knowledge and resources from countries having

advanced statistical systems to the other countries, especially developing and least developed
ones; and

ability of international and regional institutions to provide effective compilation guidance.
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Annex Table ?1.1: gtate of reporting of BPM5 components and supplementary items, as of January 2003

Service description Exports Imports
1999 2000 2001 1999 2000 2001
Number Number Number Number Number Number
of of of of of of
countries | countries | countries | countries | countries | countries
Total services 143 137 125 143 137 126
Transport 139 134 122 1472 137 126
Sea transport 68 68 65 76| 78 73
Passenger transport on sea 25 27 31 29 29 31
Freight transport on sea b0 b2 52 66 68 67
Supporting, auxiliary and other services 47 47 46 43 45 45
Air transpot 77 79 72 76 78 73
Passenger transport by air 63 65 64 70 72 67
Freight transport by air 48 92 %6 18 51 52
Supporting, auxiliary and other services 53 53 52 52 53 52
Other transportation 61 66 60 53 57 54
Passenger 3b 37 36 BO 37 35
Freight 46| 48 44 3D ap 42
Other transportation services 12 48 48 37 41 40
Travel 139 134 122 140 13% 128
Business travel 45 50 46 57 61 6(
Personal travel 67 70 69 75 79 76
Health-related expenditure 21 P1 18 32 31 31
Education-related expenditure B1 31 30 45 42 38
Other personal travel g3 54 b2 60 59 58
Communications services 97 97 95 95 95 9¢
Construction services 50 59 59 60| 65 63
I nsurance services 106 101 92 125 121 11
Financial services 62 69 70 68 72 71
Computer and information services 51 53 55 53 56 62
Royalties and licence fees 57 60 62 87 82 74
Other business services 134 130 117 143 134 12p
Merchanting and other trade-related services 50 52 50 48 49 vy
Operational leasing 40 44 44 48 51 59
Miscellaneous business, professional and techmical 89 87 83 92 9(Q 81
services
Legal, accounting, management, consulting fand 24 27 27 32 30 3(
public relations services
Advertising, market research and public opinfon 24 27 27 25 29 24
polling services
Research and development services 17 20 20 17 19 19
Architectural, engineering and other technifal 18 22 25 19 24 25
services
Agricultural, mining and on-site processipng 10 13 15 11 14 19
services
Other services 5% il 48 36 49 50
Personal, cultural and recreational services 46 50 51 53 57 6(
Audio-visual and related services 29 33 31 34 34 4(
Other personal, cultural and recreational servicgs 32 34 35 37 44 43
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Annex ?1.1; Overview of Tradein Commercial Services
Commercial services

The contribution of commercial services in total world trade (goods and commercial services) has
increased significantly, from 16% in 1980 to over 19% in 2001. In the same year, world commercial
services exports reached 1,460 billion US$In 1990, developing economies' share in world trade
amounted to 19%. In 1995, their share had already jumped to 24% to reach 25% in 2001. Among
developing countries, the performance of the developing Asia is remarkable. In a decade, it expanded its
overall share by more than 50%, thus accounting, in 2001, for more than the half of total commercial
services exports from developing countries. Conversely, developed countries' share declined from 78% to
71%. The share of Least Developed Countries (E§D®@owever, remained almost unchanged, around
0.4%.

The structure of world commercial services exports has changed somewhat in recent years. In 2001,
receipts from other services (i.e., all services except transport, travel, and government services) accounted
for 45% of total commercial services exports, increasing from 38% in 1990. On the contrary, the share of
world transport exports in total commercial services exports has declined progressively to 23% in 2001.
This decrease was due partly to the general reduction in transport prices but especially to the huge
expansion of other commercial services.

From a regional perspective, the largest portion of commercial services exports was exported by Western
Europe holding 48% in 2001, taking account of intra-EU trade. However, its share has been gradually
declining for the last 20 years. Asia and North America ranked second and third respectively, both with
21% each. In recent years, the largest exporters of commercial services have been the United States and
the United Kingdom accounting together, in 2001, for 25% of total world commercial services exports.
With respect to imports, the major countries were the United States, Japan and Germany.

Transport services

In 2001, world transport exports have reached 34®biliS$. Developing countries have increased their
share in world exports by more than 20 percentage points reaching 24%, while developed economies fell
by 8%. In the same year, the value of LDCs exports increased by more than 30% compared to 1990.
However, their share in transport exports has remained stable, around 0.4%.

The share of world transport exports in total commercial services exports has declined progressively from
29% in 1990 to 23% in 2001. This was due to the reduction in transport prices and to the relative increase
in the share of other commercial services on total commercial services. This trend was particularly marked
in both North and Latin America, where the fall was more than 30%.

In Latin America, whose share in world transport exports fell by 15% in 11 years, Chile, Brazil and
Mexico accounted for 44% of the region's total transport exports. Within Western Europe the largest
transport services exporters were Germany, Netherlands and France. However, in the last decade, Denmark
trebled in its share.

Between 1990 and 2001, transport exports from the edesamtransition grew at a speed which doubled

the world average. Their share in world total transport exports increased by 26%. The main exporters were
the Russian Federation and Ukraine. Although their share is still very small, it is significant that in six
years Armenia quadrupled its regional share and Azerbaijan doubled it.

12 70, International Trade Statistics 2002.
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In the period 1990-2001, Asian transport exports grew slightly more than the world average. The largest
exporters were Japan, Hong Kong and Korea. However, while the first two countries suffered a progressive
decline in their shares, Korea's contributiogistered a rapid growth (from 7% to 17%).

In general, Africa' transport services exports have tisenslightly slower path than the world average. In
2001, Egypt and South Africa were the largest exporters accounting for nearly the half of Africa's transport
services exports. Algeria is an emerging country in the sector, increasing its regional share from 3% in
1990, to 8% in 2001. The 16% rise in Middle Easteuantries' share was due to the tenfold increase in
Iran's transport exports.

Trave

In the period 1990-2001, the total world exports of travel services has increased by 5.2% on average,
reaching nearly 465 billion US$ in2001. This represented on average 33% of total commercial services
exports.

Travel, mainly for tourism reasons, has played an important role in contributing to the economic growth of
several countries, especially developing ones. In 288dgloping countries' shaoé world travel exports
reached 30%, while in 1990 it amounted to 23%. On the contrary, in the same period, developed
economies have assisted to a reduction in their share from 75% to 65%. With a share of 44% in 2001,
travel exports, in connection with tourism developments, are the most important component of LDCs'
commercial services exports. In the same year, LDCs' share in world travel exports was less than 1% but in
a constant upward trend since the beginning of the 1990s.

The most dynamic regions were Asia and Central and Eastern Europe, due to a large extent to political
changes. Asia travel exports have more than doubled, and its share has increased by 30% in 11 years
reaching 18.5% of total world travel exports. This was due mainly to China, whose share in world exports
was six time higher than in 1990. In the period 1990-2001, after their independence, transition economies
have registered a real boom in travel exports, and their world share almost tripled in 11 years. Emerging
destinations were the Baltic countries, while Poland, Hungary and the Russian Federation totalled 60% of
the region's exports in 2001.

After increasing by almost 70% between 1980 and 1BI®Bth America's average share of travel exports

has remained stable around 22%. On the contrary, Western European countries, whose share has been
falling since the 1980s, accounted for almost 65% of world travel exports. The largest exporters in the
region were France, Spain and Italy. Emerging countries were Greece, and, more recently, Croatia and
Slovenia.

In the last decade, Latin America's share of travpbes has increased by more than 15% reaching almost
7% in 2001. While Mexico confirms as the biggest exporter in the region, recently, Cuba and the
Dominican republic have registered a significant exports growth and have become very popular touristic
destinations.

In Africa, travel exports have risen by 16 percent in the period 1990-2001. Apart from confirmed exporters
such as Egypt and Tunisia, small islands like the Comoros and Cape Verde are emerging as travel
destinations in the region. Despite a considerable increase in the period 1990-2000, Middle East travel
exports dropped dramatically after 11 September 2001. A further reduction might be expected in the region
due to the continued political instability.
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Other commercial services

In comparison to transport and travel services, other services has recorded a huge expansion in the last
decade. In the period 1990-2001, it has increased by 7.7% on average, reaching 655 billion US$ in 2001.
As a result, its relative importance has also graigmificantly, jumping from 38% in 1990 to 45% in

2001.

Unfortunately, not many countries have the necessary resources to collect statistics on individual
components of other services. Therefore, the category "other business services", which comprises
activities such as merchanting, and other trade-related services; operational leasing services; and
miscellaneous business, professional and technical services (i.e., legal services, architectural services, etc.)
results bloated for many countries. According to WTO estimates, in 1998, other business services
represented 43% of total world exports of other services.

The following biggest shares of other services wdd bg insurance services (14%), royalties (13%),
financial and communication services (both 10%). The smallest shares are in computer services and
personal, cultural and recreational services, both averaging 3% of total other services exports.

Structure of Other Services Exports, 1998
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Although the vast majority of other services are exported by developed countries, detaining in 2001 more
than 77% of world exports, developing countries are progressively and significantly increasing their share.
In 2001, developing countries supplied 21% of otbemmercial services, compared to 15% in 1990.
However, among them, exports of other services from the LDCs regressed both in value and share. Despite
their sharp increase in the first half of 1990s, in 2001, they have declined by 18% compared to 1997, when
they reached their highest level.

In 2001, half of total world exports of other services originated from Western Europe. According to WTO
estimates, in the same year, other business services represented more than the half of Western European
other services exports, with the United Kingdom and Germany as the main exporters. Financial services
were the leading sector. The United Kingdom and Luxembourg's exports of financial services represented
more than the half of total financial services exports from the region. More significantly, they accounted

for 10% of total other services exports from the whole Western Europe. Computer and information
services ranked third. In Ireland, computer services have grown at a very fast speed and, in 2001
represented over 30% of its total commercial services exports. Computer services have risen also in
Germany, which ranked the second largest exporter in the region.
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Exports of royalties and licence fees by the United Kingdom accounted for the half of Western European
exports. It is interesting to note that Ireland's imports of royalties and licences, mainly for computer
software, has doubled between 1997 and 1998. In 2001, they accounted for 25% of Ireland's total
commercial services imports. As matter of factadnel has emerged as a major offshore centre (importing,
adding value and exporting) for computer serviteshe European Union, In 2001, the United Kingdom's
exports of communication services declined considerably, while Belgium-Luxembourg has emerged as the
largest European exporter in this sector. Ireland's exports in communications services have more than
doubled in the last two years. Other emergiagntries are Italy and the Netherlands.

Germany confirms as the biggest exporter of construction services, representing, in 2001, 4% of its total
commercial services exports. Audiovisual services were exported mainly by France and the United
Kingdom. It is interesting to note that Turkey has been the leader exporter in Western Europe of total
personal, cultural and audiovisual services for nine years.

North America's other services' exports have increased by 9% in the last decade with the United States as
the largest exporter in the world of other services (19%) in 2000. Apart from the category other business,
the major source of receipts from other services for the United States is represented by royalties and
licence fees. In 2000, the exports of royalties and licences represented 15% of the United States' total
commercial services. More impressing they accounted for 3% of the total world commercial services.
Financial services ranked third accounting for 11% of the total US other services exports. An estimated one
third of personal, cultural and recreational services were exported by the United States.

In the period 1990-2001, Asian exports of other services registered the highest growth (10%) compared to
the other regions. Financial services, provided mainly by Hong Kong, Singapore and Japan, and royalties
and licence fees were the leading sectors. In 2000, Japanese royalties represented 8% of the Asian total
other services receipts. Computer and information services are also becoming an important export sector.
Although Japan accounts for almost a third of the region's total exports, its share is declining. As matter of
fact, China and India have grown at a speed treliliegworld average. In India, computer software
services have risen at an average of 50% between 1998 and 2000, reflecting India's competitiveness in the
information technology sector. Communication services is another emerging area in this country. In China,
apart from the other business services category (70%), construction services exports proved still a
relatively important source of revenue. Singapore is the largest exporter of insurance services in Asia, after
having more than doubled its exports between 1999 and 2001. However, also China is emerging also in
this sector. In 2000, construction exports from Japanese firms accounted 4% of the region's other services
exports.

Given the lack of data availability for many countries, especially developing countries, it is hard to carry
out reliable estimates on the composition of other services exports for all the regions or to forecast their
evolution. As matter of fact, in the case of Africa and the Middle East, only a handful of countries report
the complete breakdown of their trade in services.

At present, other services exports do not represent an important source of receipts in Africa. Their
production and export often require technological infrastructure and technical expertise that is
unfortunately not available in the vast majority of African countries. Their average contribution in total
commercial services exports is a bare 0.5%, even including Egypt, which is the major exporter of the
region. In 2001, Egypt, South Africa and Nigeria accounted for more than the half of the region's total
other services exports.
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Annex |11.1: Extended Balance of Payments Services Classification

This table sets out the components of the EBOPS Classification and relates these to the components of the
BPM5 and the Joint Classification of t&&CD and Eurostat. For each component:

an X in the first column indicates that the component is a BPM5 standard component

an X in the second column indicates that the component is a BPM5 supplementary item

an X in the third column indicates that the component is a BPM5 memorandum item

an X in the fourth column indicates that thengmnent is a component of the Joint Classification

the three digit number in the fifth column idifies the internationally accepted code for
reporting balance of payments components.
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Annex ?111.1 (cont.): Extended Balance of Payments Services Classification

Extended Balance of Payments Services Classification

BPM5 BPM5 BPM5 Joint Internationally
standard | supplementarymemorandm|Classification  accepted
components  items items componentg codes
Component
1 Transportation X X 205
1.1 Sea transport X X 206
1.1.1 Passenger X X 207
1.1.2 Freight X X 208
1.1.3 Other X X 209
1.2 Air transport X X 210
1.2.1 Passenger X X 211
1.2.2 Freight X X 212
1.2.3 Other X X 213
1.3 Other transport X X 214
1.3.1 Passenger X X 215
1.3.2 Freight X X 216
1.3.3 Other X X 217
Extended classification of other transport
1.4 Space transport X 218
1.5 Rail transport X 219
1.5.1 Passenger X 220
1.5.2 Freight X 221
1.5.3 Other X 222
1.6 Road transport X 223
1.6.1 Passenger X 224
1.6.2 Freight X 225
1.6.3 Other X 226
1.7 Inland waterway transport X 227
1.7.1 Passenger X 228
1.7.2 Freight X 229
1.7.3 Other X 230
1.8 Pipeline transport and electricity X 231
transmission
1.9 Other supporting and auxiliary transport X 232
services
2 Travel X X 236
2.1 Business travel X X 237
2.1.1 Expenditure by seasonal and border X 238
workers
2.1.2 Other X 239
2.2 Personal travel X X 240
2.2.1 Health-related expenditure X X 241
2.2.2 Education-related expenditure X X 242
2.2.3 Other X X 243
3 Communications services X X 245
3.1 Postal and courier services X 246
3.2 Telecommunications services X 247
4 Construction services X 249
4.1 Construction abroad X 250
4.2 Construction in the compiling economy X 251
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BPM5 BPM5 BPM5 Joint Internationally
standard | supplementarymemorandm| Classificatio accepted
components items items components codes
5 Insurance services X X 253
5.1 Life insurance and pension funding X 254
5.2 Freight insurance X 255
5.3 Other direct insurance X 256
5.4 Reinsurance X 257
5.5 Auxiliary service X 258
6 Financial services X X 260
7 Computer and information services X X 262
7.1 Computer services X 263
7.2 Information services X 264
7.2.1 News agency services 889
7.2.2  Other information provision services 890
8 Royalties and license fees X X 266
8.1 Franchises and similar rights 891
8.2 Other royalties and license fees 892
9 Other business services X X 268
9.1 Merchanting and other trade-related services X X 269
9.1.1 Merchanting X 270
9.1.2 Other trade-related services X 271
9.2 Operational leasing services X X 272
9.3 Miscellaneous business, professional, and X X 273
technical services
9.3.1 Legal, accounting, management X X 274
consulting, and public relations
9.3.1.1 Legal services X 275
9.3.1.2 Accounting, auditing, X 276
bookkeeping, and tax
consulting services
9.3.1.3 Business and management X 277
consulting and public
relations services
9.3.2  Advertising, market research, and X X 278
public opinion polling
9.3.3 Research and development X X 279
9.3.4 Architectural, engineering, and other X X 280
technical services
9.3.5 Agricultural, mining, and on-site X X 281
processing services
9.3.5.1 Waste treatment and X 282
depollution
9.3.5.2 Agricultural, mining, and X 283
other on-site processing
services
9.3.6  Other business services X X 284
9.3.7 Services between related enterprises, r}.i.e. X 285
10 Personal, cultural, and recreational services X X 287
10.1 Audiovisual and related services X X 288
10.2 Other personal, cultural, and recreational X X 289
services
10.2.1 Education services 895
10.2.2 Health services 896
10.2.3 Other 897
11 Government services, n.i.e. X X 291
11.1 Embassies and consulates X 292
11.2 Military units and agencies X 293
11.3 Other government services X 294
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M emorandum items
BPM5 BPM5 BPM5 Joint Internationally,
standard | supplementarymemorandm|Classificatio|  accepted
components items items components codes
1 Freight transportation on merchandise, X 853
valued on a transaction basis
1.1 Sea freight X 856
1.2 Air freight X 857
1.3 Other freight X 858
1.4 Space freight 862
1.5 Rail freight 863
1.6 Road freight X 864
1.7 Inland waterway freight 865
1.8 Pipeline freight 868
2 Travel
2.1 Expenditure on goods 869
2.2 Expenditure on accommodation and food and X 870
beverage serving services
2.3 All other travel expenditure 871
3 Gross insurance premiums X X 874
3.1 Gross premiums—Iife insurance 875
3.2 Gross premiums—freight insurance 876
3.3 Gross premiums—other direct insurance 877
4 Gross insurance claims X X 879
4.1 Gross claims—Ilife insurance 880
4.2 Gross claims—ifreight insurance 881
4.3 Gross claims—other direct insurance 882
5 Financial intermediation services indirectly 887
measured (FISIM)
6 Financial services including FISIM 888
7 Merchanting gross flows X 893
8" Audiovisual transactions 894

3 This item consists of a range of services and other transactions relating to audiovisual activities. Included are

services that may be included in eitlaediovisual services or royalties and license fees, and also the acquisition
and disposal of non-produced, non-financial assets reltiagdiovisual activities, such as patents, copyrights,
trademarks, and franchises.
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Annex ?111.1: 1SIC Categoriesfor Foreign Affiliates (ICFA)

o o &~ W

1.1
1.2
1.3.

6.1.

6.2.

6.3.

8.1.

8.2.

Agriculture, hunting, forestry, and fishing
Agriculture, hunting, and related service activities
Forestry, logging, and related service activities

Fishing, operation of fish hatcheries and fish farms; services activities
incidental to fishing

Mining and quarrying
of which: Services activities incidental to oil and gas extraction
excluding surveying

Manufacturing
Electricity, gas, and water supply
Construction

Trade and repair

Sale, maintenance, and repair of motor vehicles and motorcycles; reta
sale of automotive fuel

Wholesale trade and commission trade, except of motor vehicles and
motorcycles

Retail trade, except of motor vehicles and motorcycles; repair of
personal and household goods

Hotels and restaur ants

Transport, storage, and communications
Transport and storage
8.1.1. Land transport; transport via pipelines
8.1.1.1. Transport via railways
8.1.1.2. Other land transport
8.1.1.3. Transport via pipelines
8.1.2.Water transport
8.1.2.1. Sea and coastal water transport
8.1.2.2. Inland water transport
8.1.3. Air transport
8.1.3.1. Scheduled air transport
8.1.3.2. Non-scheduled air transport
8.1.4. Supporting and auxiliary transpactivities; activities of travel
agencies
8.1.4.1. Supporting and auxiliary transport activities

8.1.4.2. Activities of travel agencies and tour operators; tourist
assistance activities, not eldeere classified (n.e.c).

Post and telecommunications
8.2.1. Post and courier activities
8.2.2. Telecommunications

ISIC code
01, 02, 05
01
02
05

10, 11, 12, 13, 14
112

15t0 37
40, 41
45

50, 51, 52
50

51

52

55

60, 61, 62, 63, 64
60, 61, 62, 63

60

601

602

603

61

611

612

62

621

622

63

6301, 6302, 6303, 630
6304

64
641
642

Annex ?I11.1 (continuation): 1 SIC Categoriesfor Foreign Affiliates (ICFA)
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9. Financial intermediation 65, 66, 67
9.1. Financial intermediation, except insurance and pension funding 65
9.2. Insurance and pension funding, except compulsory social security 66
9.2.1. Life insurance 6601
9.2.2. Pension funding 6602
9.2.3. Non-life insurance 6603
9.3. Activities auxiliary to financial intermediation 67
9.3.1. Activities auxiliary to financiahtermediation, except insurance 671
and pension funding
9.3.2. Activities auxiliary to insurance and pension funding 672
10. Real estate activities 70
11. Renting of machinery and equipment without operator and of personal 71
and household goods
12. Computer and related activities 72
13. Resear ch and development 73
14. Other business activities 74
14.1. Legal, accounting, market research, and consultancy 741
14.1.1. Legal activities 7411
14.1.2. Accounting, bookkeeping, and auditing activities; tax 7412
consultancy
14.1.3. Market research and public opinion polling 7413
14.1.4. Business and management consultancy activities 7414
14.2. Architectural, engeering, and other technical activities 742
14.3. Advertising 743
14.4. Business activities, n.e.c. 749
15. Education 80
16. Health and social work 85
17. Sewage and refuse disposal, sanitation, and similar activities 90
18. Activities of member ship organisations, n.e.c. 91
19. Recreational, cultural, and sporting activities 92
19.1. Motion picture, radio, television, and other entertainment activities 921
19.1.1. Motion picture and video production and distribution; motion 9211, 9212
picture projection
19.1.2. Radio and television activities 9213
19.1.3. Other arts and entertainment activities 9214, 9219
19.2. News agency activities 922
19.3. Library, archives, museums, and other cultural activities 923
19.4. Sporting and other recreational activities 924
20. Other service activities 93

Note. The following ISIC categories have been excluded fOFA because they are not relevant for foreign direct
investment or for FATS: (i) public administration andestee; compulsory sociaésurity (ISIC division 75),
(i) private households with employed persons (divis®®), and (iii) extraterritorial organisations and bodies
(division 99). Otherwise, all ISIC categories are included.
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