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STATISTICS ON SERVICES: SOME COMMENTS ON CONCEPTUAL AND
STATISTICAL LIMITATION

Introduction

1. At the UNCTAD VI Conference held in Belgrade, Conference resolution 159 (V1) directed the
UNCTAD sccretariat 1o continue jts studics of services issucs and to consider the role of services
in the devtlopment process. Pursuant to this mandate the sccretariat prepared a study on "Services
and the Development Process™ (TD/B/1008,Rcv.1) as an initial efTort 1o cstablish a basis for con-
sidering services from an interdisciplinary and development oniented perspective. Later, in its De-
cision 309 (XXX) of 29 March 1985, the Trade and Development Board defined a work
programme for UNCTAD in the area of services which included that of conducting further in-
depth studics of the role of services to enable countrics to analyse the role of the services sector in
their economies and its contribution to al) aspects of the development process. The same decision
nstructed UNXCTAD to assist upon request and within available resources, Member Siates in their
analysis of the role of services in their economies. The other element of Decision 309 {XXX) was
that of considering the definitional aspects of services, and of sirengthening and refining the data
base on services at the national, regionai and internatjonal level, together with methological im-
prevement in this field.

2. In this imervention, { would like 1o ke the opportunity of explaining how UNCTAD has
carricd out this mandate with special reference to the consideration of the definitional aspects and
statistical limutations in the analysis of the role of services in the development process.

3. Our first task in addressing the relationship between services and the development process was
to call into question several traditional theories. In this exercise, the appiication of the so-called
“three-stuge theory of development” according to which countries, as they develop move from ag-
ncuiture and raw material production, to manulacturing and only at higher levels of development
and personal income, to a service economy was called into question in our initial study on Services
and the Development Process. In this study it was considered thar, on the contrary, services, at
least certain key services, coutd be seen as a prerequisite [or, rather than a result of, the develop-
ment process. In this context, emphasis was put on 1he importance of certain services as an input
inta the production process (i.e. production of goods, both industrial and agricultura! and "other"
services), including both infrastructural services such as telecommunications, as well as the impact
of new, technologically advanced goods. Furthermore, in questioning traditional theories, this
study noted that most writers on the productivity of services tended to ignore the interlinkages
among services with the rest of the economy. We consider that, due to these interhinkages, many
services plav a far more important role in the development process than is indicated by their direct
contnbution to the gross domestic product, although these interlinkages are very difficult to
quantify due to the conceptual and statistical limitations in the different existing svstems of sta-
listics on services. Also, it was observed that international comparative analvsis of the services
sector in dilTerent countries is handicapped by the inadegquacy of intemationally comparable sta-
tistics.

4. Also, in the same study. the issues related to the deficiences in the conceptual {framework and
the statistical limitations of services transactions in the international context were addressed. [n
thus regard. | would kike to highlight the fact that a policy oriented analysis of the phenomenon
of transnationalization of services has been handicapped by the general inadequacy of both the
conceptual and the statistical framework.
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5. Previous studies, including UNCTAD documentation,! have emphasized the impact of advances
in communications and information technology on the “tradeability”, “transportability™ of trans-
rationalization of scrvices. In this regard, IMF figures indicate that "trade™ in scrvices has done
little more than keep up with trude in goods, although the share of services in the national econ-
omies has progressed more rapidly than goods. This may be explained partially by the fact that
many international flows of scrvices do not onler into external accounts, these include data services
traded in the form of transborder data fows, or “services” embodied in trade in high technology
goods which are extracted in the importing countries. Most imporiantly, these technelogical ad-
vances have greatly facilitated the penetration of world markets for services through the mech-
anism of investment. Since the publication of the UNCTAD document on the Role of Services in
the Development Process, writers have addressed the problem of differentiating between trade and
factor movements, while attempting to overcome the inadequacies of the theoretical, analytical and
statistical framework which has been created essentially for trade in goods and for transactions in
services aimed at facilitating their trade?

6. Afer this introduction, I will refer to the main ideas developed in different UNCTAD studies
related to the conceptual and statistical limitations on production, employment and trade in
services.] will then present the most relevant aspects of these limitations in the preparation of na-
tional studies.?

CONCEPTUAL PROBLEMS AND STATISTICAL LIMITATIONS OF THE
SYSTEMS ON PRODUCTION, EMPLOYMENT AND TRADE IN SERVICES

1. Statistics on Production in Services

A. Conceptual Problems with the Systems on Production in Services

7. There are five primary conceprual problems involved in using the national accounting ¢lassi-
fication of services. The first refers to the narrow definition of services in the national accounts as
a residual category encompassing all economic activities excluding agriculture, muning, manufac-
tures. construction and utilities. However, there are a wide diversity of opinions regarding which

! E.z TD B 1008 Rev.l, TD:B.1100 and UNCTC document ST CTC/159.

“Trade” in inverted commas refers 10 IMF definitions which, for a number of reasons are inadequate. Firstly in that,
untike trade in goods, mosi trade in services appears 10 be associaled with the transhorder movement factor of pro-
ducton. In additon, technological advances (¢.g. data services} are shown as invisibles in the balance of payments
accounts,

1 G.P. Sampson. R.H. Snape. ‘[dentifying the lssues in Trade in Services”, The World Economy. Vol. 8, No. 2. June
1985, Oxford. L.K. This recent study identifies {our Iypes of ransactions in which “trade” in services is conducted,
i.e. {3) the producer moves across an international frontier to the consumer (“receiver”). (b) the consumer moves to
the producer, {c} the producer and consumer move 10 each other (i.e. in a third country or in “internalional space™),
(d) neither the producer nor Lhe ¢<onsumer move 1o each other. The advantage of this approach is Lthal it sddresses
nol the pavments for services identfied in balance of payments accounis, but what actually crosses imernational
fronuers. The examples of calcgory {d) provided in the swdy. indicale thal what 15 1n fact moving is information in
variaus forms. See also Deepak Nayyer. Iniernational Trade in Services, Implicaiions for Developing Couniries,
lecture pubhshed by Export-lnport Bank of India, Bombay. 1985, As he points oul, it is necessary to differenliale
between the sconomic and negouating issues. This current debate, however, seemns 10 run the risk of confusing them
that regardiess of Lhrir intent, the studies inevitably provide inteliectual suppont 10 the various negoliating posiuons
wilh respect lo 4 possible mululateri legal framework for services,

4 Countries which have requesied advice or assistance [fom UNCTAD in the conduct of naticnal ssseasmenis under
TDB Decision 309 (XXX) include: Andean Group (Botivia. Colombia. Ecuader, Peru, Yenezuela), Argentina,
Bahrain, Barbados, Caricom, Chile, Cote d'lvoire, El Salvador. Guaternala, Honduras, Jamaica. Maldives. Senegal,
St Lanka. Trinidad and Tobago, Viel Nam, Zambia. Costa Rica and Mexico.
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activitics should in fact be considered as components of the “service sector”, Some argue that both
“construction” and "wtilitics” provide a service to the community and should therefore be included.
However, the output of these two activities is undeniably a tangible, cansumable good. It is also
argued that government services should be excluded from the definition of servives since niost
studies focus on the private service sector. The exclusion of government services would distort
internationzl comparisons of services since the same activirv provided by the private sector in one
country is very often provided by the public sector in another. A reasonable solution 1o these
problems would be to exclude construction and utilities {rom the definition of services and include
government services. This will best allow Jor international comparability across aggregaté service
data.

8. Sccond, the incorporation of certain service activitics within manufacturing operations resuits
in the under-statement of the size of the domestic service sector and in the over-statement of the
size of the manufacture sector. Many services are provided in-house 1o manufacturing operations
and are recorded in the total outpur (value added) of the industrial sector in which the activity is
taking place. For example, corporations ofien have in-house legal departments, research and de-
veloprnent stalls and marketing and advertising operations. Under current national accounting
practices, legal services provided by an in-house Jegal department of a textile company would be
recorded under “manufactures” while legal services provided by a private law firm to another textile
company would be recorded as "business services™. These accounting practices therefore result in
the understaternent of the production of services activities within all countries, as well as inhibit
direct comparison of these activities across countries.

9. Third, the SNA does not account for the unrecorded activities of the so-called “informal sector”
or "underground economy”. Many consumer services such as laundry, food preparaticn and
clothing repair are generated within the household economy and hence are technically not “traded”
1n the domestic market. Other service activities such as machine and equipment repair, minor
transport and removal services, car washing, miner retail trade and other domestic services are
carried out in small workshops or other unrecorded premises and evade any formal recording or
registration.  These productive activities are not recorded in the SNA and hence result in the
understatement of the true size of the service sector. While an informal economy exists in devel-
oped market economy countries and socialist countries, it appears to be far more commen and
important in the developing countries. Moreaver, it is generaily believed that the share of service
activitics 1n the mformal sector is somewhut greater than that in the formal sector of many devel-
Oping countrics - especially in countries with large urban populations.

10. Fourth, the importance of services 1o the domestic economy and to econamic development is
even greater than that implied by its share of gross domestic product. The SNA only measures the
direct value-added associazed with economic activities. [t does not take into account the important
contnbution that services make through their interlinkages and externalities with the rest of the
economy. While this 15 also true in the case of goods, it is even more significant in the case of
services. Services are interlinked with an economy in scveral ways. Transportation, telecommu-
nucations and public admimstranion are essential parts of the general infrastructure of all countries.
Services such as accounting, advertising and other professional services play a vital role in the
vertical integration of corporate activitics. Similarly, services such as telecommunications and
telematics facilitare the horizontal integration and expansian of corporate conglomerate activities.
Only by combining the national accounts measuresments of value added with some ad-hoc meas-
urement of the economic benefits to be had from interlinkages would a truly meaningful and ac-
curate valuation be made of the contribution that services make 10 an economy.

11. Fifth, the recent entry of housewives into the labour force has resulted in an increass in the
recorded size of the domestic service sector even though there has been no real change in the total
output of these activities. This is because many services previously performed in the household
(and nat recorded in the natonal accounts) are now provided prefessionally and enter into the
staustics on nauonal income under the SNA (i.e. household services, day care centres, laundry
services, hairdressing). International comparisons of service data are therefore somewhat under-
mined by the discrepancy in reporting which results from differing degrees of female panicipation
in national labour forces.
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B. Statistical Limitations of Data on Production in Services.

12. In the preparation of national studies under UNCTAD assistance in many develaping coun-
trics, cight limitatiens have been identified. There are various statistical limitations to the use of
national accounts data. The first refors to the lack of adequate time-series data in national ac-
counts (1.e. greater than ten years). This inhibits any analysis of long term trends n the production
of services. Comprehensive cross-country analysis of such trends must therefore be limited to a
recent time frame. Second, international comparability of production data on individual service
activities is hindered by variations in countries’ definition of these activities. Individual countries
often adjust the coverage and classification of panticular activities 10 meet particular national
conditions.

| 13. Third, international comparability of production data on services is also limited by the lack
: of adequate disaggregation at the sectoral level. For example, services are disaggregated into only
five categories: "wholesale and retail trade and restavrants and hotels”, “transport, storage and
communication”, "fnancing, insurance, real estate and business services”, “public administration
and defense” and “community, social and personal services”. However, given the description of
1SIC classifications, each of these categorics include a broad array of individual service activities
that are lost in the aggregation. In particular, “other services™ include diverse activities such as
education, medical and health activities, religious organization, welfare institutions, lepal services,
business services and motion pictures, just to name a few. This limited degree of disaggregation
inhibits any meaningful or detailed analysis of individual service activities. While greater disag-
gregation may be available from the national accounts work sheets at the national level, it is not
possible at the international levet.

!4. A final limitation to the use of production data on services arises from the difficulty in ob-
taining comparable figures for the value added in many service activitics. In the case of a manu-
factured good, total output (value added) can be measured in physical terms. This is not the case,
however, with services. Countries therefore use difTerent and sometimes arbitrary methods of re-
cording their output of services. 1n most cases, the value added of a service industry is estimated
by summing up all the factor payments involved in the production process. The obvious limitation
of this approach is that inefTiciency in the use of factors for a given service activity would result
In a greater contribution to (i.¢. share of) gross domestic product.

2, Statistics on Employment in Services

A. Conceptual Limitations

15. Because the ILO Yearbook data suffers from essentially the same conceptual problems as that
of the SNA, it requires little claberation. First, the aggregate definition of services could include
emplovment i construction and utilities, though these activities involve a tangible consumable
good. Morcover, the fact that some services are provided by the gavernment in cerain countnes
and by the private sector in other countrics leads to a distortion in international comparisens un-
less government related services are included. Hence, the most meaninglu! and comparable defi-
nition of services would include employment in trade, transport, storage and communication,
finance, insurance, real estate and business services, public administration and defense, but exclude
construction and wtilities.

16. Second. underreporting of employment in the service sector occurs because of the probiem of
in-house services provided within manufacturing operations. Third, underreporting of service em-
ptovment will also result because of the aforementioned existence of the “informal sector” or
“underground economy”. This distortion becomes even more of a problem as housewives enter the
recorded side of the economy while performing the same service activities. International compar-
ability of the ILO Yearboeok and employment data is therefore hindered by these discrepancies.
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B. Staristical Limitations

17. Far more important than the conceptual problems, however, are the statistical limitations 10
the ILO Yearbook data. First, the comparability of this emplovment data across countrics (and
even within a country) is severcly hampered by the difTerences in the methods of collection, clas-
sification and tabulation by reporting countrics. The data 1s ¢ollected in some eountries by a
sensus, in other countries through a survey and in still others through official national estimates.
Often, different defimtions are used and different groups of workers are covered. For example, the
extent to which family workers (particularly women) who assist in a family enterprise are included
as part of the economically active population varies considerably from one country to another,
In addition, while some countries repont statistics of the economucally active population only for
persons above a certain age, other countrics will not have such an age provision. Together, these
variations in coverage inhibit international comparability of such data.

18, Seccond, the reference peried used by cach country in reporting their employment data vanes
considerably. For example, some countries refer to the actual position of each individual on {or
around) the day of the census or survey, while other countries record empioyment without refer-
ence (o anv given period of time. Third, national practices vary between countries regarding the
treatment of members of the armed forces, inmates of institutions, persons living on reservations, ‘
persons seeking their first job, seasonal workers and persons engaged in part-time econornic ac- ‘
tivitics. _

19. Uniike in the case of the production data under the SNA, no attempt is made whatsoever by

the 1LO 10 standardize this particular set of data so that it is comparable across counines. In fact, ;
this data simply is not comparable and should not be aggregated across countries. Nor should an c
atternpt be made to directly compare data [rom the ILO Yearbook with the corresponding cate- '
gories in the SNA production data. .
g
b
L
3. Statistics on Trade in Services ;'
131
Tl
Structure of the IMF Balance of Payments tr
p!
_ G
20. The balance of payments has traditionally been divided into a current account (composed of
merchandise trade and “invisibles”) and a capital account. The capital account contains all trans-
actions of a purely financial nature. The merchandise account covers both exports and tmports 2.
of goods, where “goods™ in principle correspond to the output of the non.service secior (i.e. agn-
culture, manufactures, muning, uulitics, and construction). The “invisibles” account involves
transactions which relate neicher to capital nor to goods. 2?[
a
for
iny
A. Conceptual Limitations to Statistics on Trade in Services l::
the
21. There are five major conceptual problems involved in the international balance of pavrnents ™a
definition of services. These involve (a) the definition of trade in services; (b} the treatment of in- 27
vestment income: {(¢) the treatment of foreign afliliate operations; (d) the treatment of reinvested sm'1
earmungs, and (d) workers’ remmittances. ven
the:
- . . ~m£
I. The Definition of Trade in Services asst
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22. The most important conceptual problem involved in the use of the balance of payments sta-
tistics in analyzing trade in services is related to the difTerent interpretations of the concept of trade
in services itsclf. Accordingly, defining exactly what constitutes a traded service is an essential first
step to any analysis of services. There are four broad categories: (a) services that are not traded
in wnternational markets, (b) services that are provided within national boundaries 1o non-residents,
(c) services that are produced domestically but are exported to [oreign markets, and (d) services
that are provided directly to the host country through the affiliate of a foreign-owned enterpnse.
By definition, "(2)" is not traded in international markets. In the case of both “(a)” and "(d)" the
service is produced and consumed domestically and hence no trade is involved. The only difference
15 that in the latter case, foreign nationals own the domestic entity involved. Only in the case of
"(b)” and "(c)” does foreign trade in services occur.

23. There has been much confusion in the gencral literature regarding “trade” in services. Authors
commonly use expressions such as “invisibles™, “factor services™ and "non-factor services™ very
loosely and add further to this confusion. Moreover, the standard layv out of the balance of pay-
ments classification scheme does not easily allow the identification of traded service components.

24, It is commonly referred that “invisibles” encompass all current account transactions excluding
merchandise trade. “Invisibles” are often further subdivided into so-calied “factor services™ (i.e.
dircct investment income and other investment income), “non-factor services” (i.e. shipment, other
transportation, travel and other goods and services) and “unrequited transfers”. Some analysts
consider Tinvisibles” to be trade in services. Others consider both factor and non-factor services
to constituie trade in services. Only nan-factor services constitute trade in services.

25. As defined by the [MF, a wraded activity involves a transaction between a resident and a
non-resident of an economy. Following this logic, only three types of services could therefore be
considered as traded services. The first would be those services which physically cross international
borders. This weuld include “shipment”, “passenger services™ and the sub-item “other goods and
services” under “private transactions’/other goods, services and income™. The second relevant
group of scrvices would be thase consumed by foreign residents in the “home™ country as well as
by domestic residents while in a foreign country. For example, in the case of tourism, the customer
travels to his her destination and fulfils his’her housing, food and entertainment needs accordingly.
in the cusc of pont and airport services, international ships and aircraft temporarily harboured in
a foreign country must meet their fuel and servicing needs in that foreign market place. Though
no “acress-border export” actually takes place, the transaction is stil] between a resident and a
non-resident and hence constitutes trade. The final group of traded services would be “olfficial
transactions”. This involves transactions between one country's official secter and the official or
private sector of another country. In paricular, it includes inrer alia, activities of embassies,
consulatcs, military units and other official entities located abroad.

2. Treatment of Investment Income

26. Dairccr investment income consists of receipts (dividends, interest, earnings of unincorporared
affiliates and reinvested earnings) derived from domestic ownership ol foreign a[Tiliates and from
foreign ownership of domestic afliliates. No distinction is made, however, between foreign direct
investment in "goods-producing ventures” and foreign direct investment in “service-oriented ven-
tures”. This is because in both cases capital is being invested abroad and the income eamed on this
investment represents the return associated with the “service” of providing the capital. The service,
therefore, (s the “provision of capital” and not the nature of the project in which the invesiment is
made.

27. 1t can be argued, however, that the "nature” of the final activity is the relevant point and not
simply the “act of investing”. The returns from direct foreign investment in a “service-related”
venture (for example, a bank of one country opening a subsidiary in another country) should
therefore be reported separately from the returns from direct foreign investment in a
‘manulactuning-related” venture (for example, a motor manufacture of one country opening an
assemply plant in another country).
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28. If such a distinction is indeed valid, then the present method of recording “factor services”
overstates the real “service” magnitude involved. The extent of this overstatement is, however,
dillicult 1o quantify. Statistics published by the United States Department of Commerce suggest
that nc morc than one third of United States direct invesiment income receipts (and roughly the
same proportion for direct investment income payments) is attributable to service industries. The
remaining two thirds are divided approximately equally between manulacturing and petrolecum.s
While comparablc data are not readily available for other countries, it would be reasonable to as-
sumc that a subsiantial amount of investment income is attributable to “non-service-related ac-
tivities™. The disaggregation of (oreign subsidiaries’ earnings would increase the credits and debits
of the merchandise accounts by the amount of the decrease in the credits and debits of the service
account. The decline in the size of the service sectar would therefore be countered by the nse in
the size of the merchandise account, and hence there would be no change in the current account
balance.

2. Treatment of Foreign Affiliates

29. The currently accepted method of balance of payments accounting operates under the princi-
ple of “location”. Overseas afliliates are considered to be “residents™ of the host country. Their
sales are therefore recorded in the “host™ country's national incame accounts and only the earnings
show up in the "home” country’s balance of payments.# The rationale for this treatment is that
most of the subsidiary’s sales revenue is used to pay wages and other cxpenses in the host country
(or sometimes in other foreign countries) and that only the net profit directly contnibutes to the
home country’s economy.

30. Iuvis argued by some, however, that the “location” concept significantly understates the mag-
nitude of foreign affiliate operations and thercfore the size of the service acrount itself, Proponents
of this view advocare the use of the “ownership” concept in place of the “location” concept. Under
the "ownership” coneept, all transactions of fully-owned foreign subsidiares would be attribured to
the parent firm. [n the case of muliiple ownership, the sales could be distributed pro rata among
the different shareholders and, conscquenily, among their countries. The rationale for this
approach is that identical transactions - whether by the parent company in the form ol exports or
by a fullv-owned subsidiary in the form of sales - should not be treated differently. If the entire
value of the salc appears as a balance of payments credit in one case (the parent’s transaction), it
may be argucd that there is no reason why only the profit should appear as a credit in the other
case {the subsidiary’s transactions).”

51. I it were conciuded that the “ownership” principle more accurately reflected a foreign sub-
sidiary’s contnbution to the service account, then the size of the service account would be in-
creased significantly. Because the subsidiary’s "sales revenue®, in contrast 1o its “earnings”, would
be recorded in the balance of payments, the size of the direct investment account would increase
by a factor of 17, while the size of the invisibles account would increase by a factor of 2.3 This
reshufTing, however, would have no effect on the balance of the current account, because the
“underreporting” on the eredit side of the services account is ofTset by the “underreporting” on the
debit side.  1f overseas affiliaies were treated as domestic entities, all their transactions in the
countries in which they reside would be considered intemnational transactions. Hence, their pay-
ments 1o foreign residents for both goods and services (which under the present conventions are

#  Sec. for example, “Service transactions in LS international accounts, 1970.1980", Survey of Currenr Buriness. vol, 61,
Mo, 1] {(November 1981), tabies 10 and 11.

¢ Under the accepled method of balance of payments reparting, all carmings of a foreign subsidiary are assumed 1o be
repatniated 16 the home country -whether or nol this actually occurs. In wrn, any poruon of the earnings which in
{act remains with the subsidiary is assurmed (o be a flow from the home counlry and therefore shows up as a debit in
the capital amount.

7 E.P. Lederer, W. Lederer and R.L. Sammons, *International services wansactions of the United Swaws: proposals for
improvernent in dawa coliection”, paper prepred for the United States Departmenl of Stale and Commerce and the
Office of the Lnited Siates Trade Represeniatve (Washington, D.C. January 1982).

3 On average, L'nited Siates foreign service subsidiaries” profits fepresent 6 per cent of its toral sales. Lising this as-
sumplion. Lhe facior services account would therefore increase by a factor of 16.67 (the inverse of & per cemt), see
Lederer, Lederer and Sammons, op.cir., able ).
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considered as transactions hetween foreign partres and hence do not appear in the balance of
payments for the home country) would appear as debit 1tems on the current account. The net
contribution of the overscas affiliate to the current account would essentially be the same as before
- i.c. equal 10 its overseas profis.?

3.Treatment of Reinvested Earnings

32. Where carnings are reinvesied rather than distributed, in the ¢ase of direct foreign investment

they are recorded in the balance of payments. l|lowever, in the case of foreign porifolio invest-

ment, undistnibuted earnings in direct investment enterprises are not recorded." The distinction

. between the definition of "direct investment™ and that of “portfolio investment” is essentially a

! matter of ownership or control. If a domestic party owns a specific minimum percentage of a
foreign enterpnise, the investment is considered to be a “direct investment™. If the degree of own-
ership is less than the specific percentage, it is considered to be a “portfolio investment™." The ra- ]
uonale for this discrepancy is that in the case of direct investment, reinvested camings “are
conceived of 2% providing additional capital 1o the enterpriscs, thus increasing the value of an

i econemy’s stock of foreign assets and liabilities™. 12

33. Itis argucd, however, that the degree of "ownership™ is not pertinent to the reporting of rein-

vested earnings. What 15 of imponance is that in both cases the net contribution to the “host

COuntry’s™ economy 1s increased by the amount of reinvested carnings. The inconsistency in the

"degree of ownership” concept is underlined by the fact that the boundary line between the two
! types of investment varies significantly from country te country; this obviously inhibits compar-
‘ - ability. IMF itsclf concluded that the “treatment of reinvested earnings was quantitatively the

major definitianal inconsistency™.? In practice, however, it would be very difficult to identify the
; countries to which such contributions should be atiributed, let alone the magnitudes that are in-
volved. This may cxplain why such an inconsistency is allowed te continue. Since undistributed
‘ earnings from portfolio investment in direct investment enterprises are presently not recorded in

the balance of payments, their inclusion would result in a credit to the service account and a debit
j 10 the capital account.' This would not only increase the size of the service account but would also
' increase the surplus {or decrease the deficit) of the current account. ¥

4. Trearmeni of Workers' Remitinces

34. "Factor income” is almost exclusively restricted to “investment” income in the balance of
payments.'® Workers” remittances, however, are reported separately from the service account and

! $  While the net effect on the current account would be 2era, proponents of the ownership approach would argue tha
this stll remains a more valid method. In the case of domestic expors of services, the revenue is often offsel by
paymens to loreign ressdents (for goods and services). yet the credit side of the balance af payments still reflects the
total value of forcign sales and not umply the value net of payments abrosd. In addition, the merchandise account
records the entire value of exports as & credit, even though the “import content” of the exports is often considerable.
Hence, the reported export figures likewise provide oversstimates of the contribution of the export sector,

9 According to the IMF guidelines for balance of payments swaustics, the entire amount of reinvested eamings from
direct investment is treated as a credil on the service account and as a debit (representing the implied capital outllow)
on the capital account. On the other hand, “The share of porvfolio investors in the earnings of an incorporated direct
investment enterprise thal are nol formally distributed should not be entered in the balance of pavments™.  INF,
Balance of Paymenis Manual, para 304,

11 The specific perceniage varies from 5 per cent to 50 per ceny, depending on the country involved

I INEF, Balance of Payments Manual, para 304,

13 lbid., para. 567.

14 As in the case of the reinvestment of direct foreign investment earnings.

15 By analogy with Lhe case of direct investment income. it could also be argued that only returns on portfolio investment
in service industries (and on bank lending 1o service industriss) should be considered as parl of factor services. Be-
cause a brealdown of “other investment income” (for example, porfolio investment and bank lending) does ol exisL
it would be dilficult 10 approximate the proporion accounted for by service industries alone.

i inieresl on loans is aiso included.
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are included In “private unrequited transters”. There is, however, a certain inconsistency in this
distinetion between income from capital and income from labour. I[nvestment income is classificd
a8 a “{actor service” because it represents the presumed return to the “service™ provided by capital
as a factor of production. Using this same logic, the return to “labour™ employed ubroad could
also be inlerpreted as representing “facilor income” since labour, too, is a factor of production.
The nclusion ol workers™ remittances woull increase the credits and debits of the service account
angd decrcase the credits and debits of the private transfer account. This would have the effect of
increasing the size of the service account, without aflecting the overall current account.

B. Statistical Limitations to Trade Date on Services

35. There are six primary statistical limitations to the use of balance of payments data in analyzing
interpational trade 1n services.  First, variations in the reporting of data on cerwin international
services aclivities impedes comparability across countries. Balance of payments data rely primarly
on reporling by governments” customs offices. In the case of tourism, for example, many services
are provided informally to visitors by residents and therelore evade any oflicial reporting. Simi-
larly, reeeapts und expenditures of epen regisiry fleets are not recorded in the bulance of pavments
since these fleets are not claimed by any one country. Since open registrics account for roughly
29 per cent of the total world flees, this significantly understates the overall importance of any one
country’s share. The reporting ol "(reight” transactions also varies (rom country te country with
some nations chaosing not to distinguish between “freight™ and “other transportation” while others
choose not to scparate "air [reaght” [rom "sca freight” transactions. The same is often true in the
cuse of air and sca passenger fares. Together, these discrepancies hinder direct comparisons be-
tween the intemational service activities ol one country with those of another.

36. Second, asin the case of the national income accounts data, there is a lack of disaggregation
of one of the largest traded service items, “other goods and services™. This broad category accounts
for over one-third of total world traded serviee ¢redies. Yet, it is a catch-all catcgory for a wide
diversity of activities including non-merchandisc insurance, communications, advertising, broker-
4ge, management, cperational leasing other than chaiters, periodicals bought through sub-
scripuons, processing of and repair, merchanting and professional and technical services. This lack
of disaggregation signiticantly hinders any meaningful and detailed analysis of trade in individual
SECVICE activiiics,

37. Third, traded services dctivitics are understated 1n the balance of payments becausc many
services are aggregated into merchandise export duta. Manufactures often pravide services to their
forcign clicnts in connection with their traded goods activity. This is the case with ENGINCEning as
well as with various training related activities. These same activities, however, are generally re-
ported as part of the goods transactions involved. Hence, this tends to overstate the size of true
merchandise trade and understate the size of traded services.

38. l'ourth, there is no direction of trade statistics for services. Though bulance of payments does
not dircctly report direction of trade statistics for merchandise trade, a sister IMF publication, the
Direction of Trade Statistics, does s6. However, this publication only provides data on goods not
services. Simular information on scrvices would undoubtedly assist rescarch efforts on the Dows
and dyname aspects of international service trade.

39, Fifth, the balance of payments does not have substantial historic Jata for most developing
countries. This impedes the analysis of long-term trends in international trade in services. Anu-
tyses must therelore be confined mn most cases 1o a recent period of time.

40. Finally, the lack of balance of pavments reporting by most socialist countries linuts world-wide
anatysis af international trade in services. Only Hungary and Romania are presently members of
the IMF and hence repart their blaance ol payments statiscs (6 the Fund. Morcover, the na-
tionat balance of paymenis statistics derived by the socialist countries generally do not include
factor payments nor non-material services. The existence of price distortions caused by counter-
trade or barter arrangements [or inter-CMEA trade further limmuts the use of these staustics.
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4. Conceptual and Statistical Limitations in the Context of the Preparation of
National Studies on Services

41, Muny deveioping countries under advisory assistance from UNCTALD and in colluboration
with the regionasl commissions, are engaged in the assessment of the role ol services in their de-
velopment process. In the process of the preparation of these studies, the national planners in
most al these countries have fuced the problem of the inadequacy of statistics and the deficiences
it the conceptual framework as being the muin barricrs to be overcome in order to take policy

decisio

ns. [Follewing are some of these problems:

(1} Detailed information on services industries is very scarse or inexistant due to in-
sufliviencics in the existing classificauon of services activities.

(2) There are great difliculties in mceasuring the contribution of producer services in
the cconomy because of the incxistence of a) detailed listing of outputs produced or
used by service industries, b) the inpuls of services used in the goods producing scc-
tors, und ¢} on final expenditure on services.  This makes it almost impossible 1o
assess the interlinkages between services and the other sectors of the economy. For
instance, tmformation does not exist on the oulput produced by trading companies,
architects, accounting firms, consultants etc.

{3} There is no knowlcdge on the vontribution of non-marketed services in the
cconomy. In this regard, w is very important to highlight the lact that it is nat
possible to ussess the parncipation of services industries on the occupational struc-
ture of employment, making it almost impossible to estimute the productivity 1n
scrvices industries.,

(4) Lack ol mnethology for the treatment of the informal service sector.

{3) Price data does not exist for almost the totality of services industries. In addition,
there are no surveys to collect inlormation 1o estimate the value-added clements of
services industries.  These constraints impede the estimation of the volume of oui-
puts produced by services industnes. The main factor snfluencing this situakion is
perhaps the lack of an adequate Jefinition of services outpurs and that it does not
allow the collcction of duta for making price services indexes. As a resull, in most
developing countries it is impossible 10 measure the real domestic product for ser-
vices indusines.

(0 The available stanstical hase in different countries does not allow the analyses
of the process of externalizaton or the degree of internauonalization of services in-
dustries due, on the one hund, o the high degree of aggregation existing in the dif-
ferent greupings of services and, on the other hand, to the inexistence of data of
in-housc services produced in the goods producing lirms which normally are reported
ds an activity ol the sector where the industry is classificd.

12 Regarding internationul transactions on services, the situation is equatly Jramatic as in the
romestic production af services. The main Jeficiencies or handicaps faced in the preparation of
nahional studies gre:
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(1} The treatment of foreign investment in services related activities. [n chis regard
it1s highly relevant to menton that it is practically impossible to isolate the service
component from the manufactures component of direct invesiment.

{2} The lack of disaggregation of “other services” in the bzlance of payments.

¢3) The impossebihity to estimate the service component in Lhe export of goods,
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