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I. INTRODUCTION

1, It can hardly he contested that the role of services in economic and
sdclal 1ife has substantially inceased since the middle of this century. If
servicea are more lmportant, statiatics have to tell more about them,
However, the first basle questlon encountered in this context is what are
services and how can they:'‘be defined?

2. The System of National Accounts (SNA) has a relatively well elaborated
definition for goods and services. This definition dellineates services guite
wall from such flows as factor incomes, transfers, capital galns and losses;
however, it does not separate zervices from goods, It is true, the SNA
definition of goods and services may change to aome evtent hy each revision of
the national accounting system. However, these changes are relatively small
and do not cxuse any major problem for the statiatlces of services. In the
present note it will be asdumed that the definitions of the SNA are generally

acceptad; only those problems of the cencept of services which go beyond the
SNA definitions will be conaidered here,

3. SHA defines only goods and services and not services as such. This
relates not only to SNA; strangely enough, there ia ne international
recommandation on how to separate services from goods. The lack of an
internationally agreed upon dafinition on services does mot prevent
researchers (and also statistical agencies) from publishing abundant
statistics on the share of services (in terms of GDP or emplayment). However,
it 1s questionable to which extent these statiatica are comparable. It ig

often experienced that varinus statistics on shares of services contradiet
each other. ; v
4. .. This 1s why, already at the very beginning of the "Voorburg round , ™
participants were urged to do something on the concept of services. The
Statlstlical Office of the United Raticns (UNSO) prepared a first note on this
gubject in 1987 (this was submitted for consideration at the Stockhnolm meeting
of the Voorburg Group); somewhat later, information was collected from
national atatlstical offices on thia matter via the trade in gervices
questlionnaire, circulated jointly by the UN and the IMF. On some of the

related issues views are converging, on others it is still not clear what
conclusion is to be drawn.

5. The present note tries to summarize the state of affairs on the concept

of services 1lssue. The paper draws on the work of the UNSO, although its
content is the sole responsibility of the author.



1I. ZEARLY EXPERIENCES: SERVICE DEFINITIONS BASED
OR ONE SIRGLE CRITERION

6. Prior. o the Voorburg Round most of the attempts to define services were
bagsed on one single criterion. HNeither ¢f these attempts enjoved general
acceptance. Let us have & short review on these "one dimensional®
definitions, without going much into detail.

7. Services are Intangible, while goods are tangible. =« This is true for
most cases, but not for all cases. Main ericicism: at the end of a number. of
gervice actlvities there 1s something tangible available. For instance a
photo {(end result of photographlc services), a study (end result of advisory
services). Additional criticisms: the tangible character of some goods (lilke
electricity) can also be questioned. '

8. Services cannot be stored (they are produced and consuvmed
simultanecualy), while goods can be stored, - Again true for most cases but
not for all casesa. There may be a considerable time span between the
compllation (production) and utilizatlion of an advisory service.

9. Services cannat be tranasported/tranaferred and must be consumed at the
place of production. - This may have been generally true a long time ago, but

with the davealopment of modern information techniquea, thia definition does
not geem to hald any mare.

10. Services are "changes in the condition of a person or of a good belonging
to gome economic tnit, which ia brought about as the result of the activity of
some other econcmic unit with the prior agreement of the former person o?

- economlc unit”. — The merit of Hill's (1977) definition 1a that it i3 based
more on econcmic than on formal (e.g. transportability) characteristies;
however, by ltself, this definitien falla short of distinguishing gervicas
from goods aince, for instance, a purchased video tape (a good) may czuse the
same “"changes" on/to a person as a transmitted televiaion programme (a
service), Furthermore, what 1s a change in the conditions of a perssn or a
good 13 open to different Interpretationa: for instance preventive services
(e.g. police, firemen, guards) are in fact trying to prevent change from
taking place In the conditions of a gecd or parson.

11. Ten years later Hill complemented his earlier definition by pointing to
an lmportant economic characteristic of services: the contact between producer
and user of the services. ".., it {3 Inherent in the idea of a zarvice that
it should be provided Lo some economic unit. In this context the verb
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provide always carries an indirect object as well as a direet object,
explicitly or implicitly. This is a marked contrast to goods production where
the preducer may have no ldea who will acquire the gooda on which he 1s
wvorking. A farmer may grow crops in complete isclation from his eventual
customera, but a teacher cannot teach without pupils.” - This explanation is
very usaful for understanding scme important economie characteristics of
servicea (e.g. why service producing units are generally relatively small in
comparison with goods producing units), and it casts light on the tresatment of
some borderline cases {e,g., why postcards are goods while photes are
gervices}. However, again it cannot serve as the unique underlying criterioen
for the distinetion, In a number of cases, even in goods produging
Industries, there are aimilar contasty between the producer and user, e.g.

individualized options in specifying car characteristics‘or purchaae of
tallor-made clothing.

12. The tallor-made clothing brings us to snother criterion often mentioned
in distinguishing goods from.services., It is argued by some authors that
small alterations of a product, which do not make a new product from the old
one ghould be treated as services; on the other hand, large alterations, which
create nev products from the old ones should be considered a production of
gonds. On this basls e.g. repalrs are treated as services, but tailoring (the
production of suits from fabrica) as production of goods. -~ This criterion
applies only to one part of servicea; it dcea not work for transportation,
communication and generally to those services which cause changes in the
conditions of a person, In addition, in & number of cases it i{s difflcult to
determine whether an alteration is small or large.

13. It ia often argued that services are more labour input intensive and less
Intermediate lnput' intensive than goods. - This, as a general rule, is true;
-however, this is a characteristic of services rather than a criterion fur
distinguishing them from goods. X

II1. SHIFT FROM ONE CRITERION TQO SEVERAL CRITERIA

14. All of the attempts to define services on the basis of one single
criterion, as described in the preceding section, hava contributed ta a batter
understanding of the nature and character of the services; however, neither of
these attempts enjoys general acceptance. Thig {s why already at the very
beginning of the Voorburg Round the UNSO guggested to find a solution based oz
aeveral criteria defining the scope of services,



15. In the beginning of 1983 a joint UN/IMF questionnaire was circulated to
national statistical offices in which views on the one criterion/aeveral
criteria issue ware sought. An overvhelming majority (almost 90 per cent of
the respondents) supported the several criteria approach. Since the
questionnaire did not ask for specific details (e.g. what should be the
hierarchy among the various criterla, what should be the general rule if
geveral eriteria contradict each other), no indications were received as to
how thia several criteria rule should be interpreted. Many of the replles,
however, recognized that there will be a number of borderline cases where
practical circumstances also have to be taken into account and that the
adaption of a number of conventions seems to be unavoidable.

16. It is, presumably, right to draw the conclusion that the several eriteria
appraach ia generally accepted. If so, the next step before us 13 to work out
this priociple operationally and to delineate servicea from gooda within the
whole "goods and services" category. This 1s not an easy task; however, it
does seem to he feasible, The most promising continuation could be to take
the Central Product Classification {CPC) and to determine for each of its
categories whether they belong to gaoda or services. If necessary, scme af
the smalleat catsgories could he split between goods and servicea. Thia whole
‘exarcise should he preceded by establishing some general principles as to haw
to treat conflieting sitnacions and borderline cases (e.g. which are the
typical cases where the tangibility sheuld play only a secondary role).

17. It is likely that on Some of the borderline cases views will differ;
however, theas typed of difficulties are encountered in respect of most of
statistical recommendations. The most expedient procedure would seem to be to
prepare & draft proposal (by the UNS0, or by several international
organizationa jointly) and to discuss it at regional and/or expert group
meetings. Of course, the Voorburg Group could also contribute to carrying out
this programme, howevar, owing to its time and councry coverage limitations it
cannot subatitute for the role of the above-mentioned mestings.

18." Before launching this programme, however, there are a mumber of guestions
which have to be answvered. Is it indeed worthwhile to work out an
internationally agreed upon definition for services? Wwhat analytical uses can
such a service concept provide? 1Ia it feasible to use the same service
definition throughout the whole statistical system? These questions will be
considered in the next sectiom of this paper.



IV. DOUBTS EXPRESSED IN RESPECT OF THE UNIQUE SERVICE
DEFINITIOR

19. The nubmer of countries vhich questioned the usefulness of a unique
aervice definition was relatively small in the joint UN/IMF enquiry. The
Netherlands and Hungary were the two countrles whlch expressed the most doubrs
in this respect; some cbjlections can also be found, however, in the replies of
Australia, Czechoslovakia, France, Greece, Norway and the Philippines. Eight
eountries out of the sixty or so responding countries is a relatively small
proportion. However, the arguments given are worth being conasidered, In this
gection the arguments given against & unigue service definition will be
summarized, without identifying wvhich argument was given by which country.
20. VWhat analytical usefulness can one expect from an overall service
apgregate - 13 the first question addressed by some of the critics. Services
as such is a very heterogeneous aggregate, One ¢an find hare the most modern
activities (like some telecommunications services) but also the most
traditfonal activities (like domestic servicea), Some services (e.g.
haircuts) are the moat labour intensive, others (like air transport) very
capital intensive. Some services (like telecommunications servicea) become
ralatively less expensive with economic development, others (like repairs,
beauty salons) relatively mors expensive. ¥hen a country moves from a
centrally planned esconomy into the direction of a market economy the share of
some gervices (e.g. financial services) increases, while that of others (a.g,
public administration) decrezses. Does the overall service aggregate exprass
something which is markedly characteristic? (The corollary of this question:

does the overall goods aggregate sxpress scmething which Is markedly
characteristic?)

[N

!
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21. Another group of counterarguments centers on the incidentality which

influences whether a given thing/activity ia treated as a good or as a
service. Refrigeratars purchased by households are claarly gooda.
Refrigerators which are provided by a landlord (2s fixtures) are parts of a
service., If a family which has two refrigeratora, one which they purchased
-and one which they hire with the apartment, and if they take out a meal from
ane refrigerator and put it into the other, are they shifting their
consumption from goods to services or vice versa? Of course, this last
question has only a symbolical character; however, ita general importance is
connected with the fact that important shifts may occur between owning and
hiring beth in the consumption and preduction sphere,

22, Other examples on incidentality: a sandwich purchased in a retail shop is
a good; however, the axact same sandwich purchased in a catering establishment
{(like MacDonald's) is a purchase of a service. The gesneralized message of
this example 1s that whether a thing purchased 1s treated as goad or service
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dependa on in what kind of unit (in which circumstances) was it purchased. A
bullding conatructed by one single contractor 1s production of & good, and the
vhole value addad created by this proceas will appear as goods producing value
added, However, the value added of the same bullding if constructed in a main
contractor/sub-contractors arrangement will appear as created partly or mainly
by services. (At least according to those views which consider that
sub-contractors provide services tp the main contractor.) This again 13 a

_ mora general problsm than relating to construction only: contracting out some
* activities previously ecarried out by a gooda producing enterprise makes them

" services withoaut any change In the activities themselves. Or, if an ancillay
unit (e.g. that of providing accounting or computer services within a
manufacturing enterprise) starts to sell a substantial part of its services
outside the enterprise, the whole of these services, including those which are
used within the enterprise will be treated &s service production {since the
ancillary unit will be promoted to the rank of a separata establishment;

before the changa, ancilla?y.activities were not geparated from goods
production). ) .

23. One of the main uses of the averall service aggregate {or maybe the only
use of it) 1s to demonatrate how the importancs of services within the
national economy increases (e.g. in terms of the GDP). Bowever, is this
information, e.g. that the shars of the services In a given country increased
from 55 to 60% within the whole gdp, to be interpreted at its face value? One

should note that in this ifcrease varjous and by nature very different factors
could have contributed: b

- real shifts from goods producing activitles tio service
producing activities (e.g, relatively more educational or;
medical gervices ar> produced, and relatively less foad);:

- services become more expensive relative to goods (e.g. the

pricea cof halrdressing services increase faster than the pricea
of clothing); :

- the same activities ars provided as before, only a larger part
of them is contracted out;

- activities which earlier were treated as secondary or ancillary
activities (and, therafore, not separated from the main
activity of the enterpriae) are treated in the next period as
produced in separate establishments (elther because of
organizational changes, or simply becauss more informaticn is
available for distinguishing separate establishments.
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24, A further doubt axpreassed in respect of the usefulness of a unique
definition is the question of whether, indeed, the same service concept can be
applied in all fielda of atatistica. The most controveralal seems to be the
issue of whether or not one can achieve having the same service concept
applied in external trade statistics as in domestic transactions. As far as
one can judge from the results of the joine UN/IMF aurvey, there are two kinds
of objectiona. Firat some countries argue that in external trade statisties
the moat they can do ia to meparate marchandise transactions frem
non—merchandige transactions. Since In this separation statistieal
feasibilities play the primary role (does the good or service pass customs
registration) this distinetion does not coincide with the goods-services
distinetion as used in domestic statistics, Juat one example: mewspapers im
domestic statisties are goods, but foreign newspaper subscriptions (since.they
do not pass customa registration) belong to the non-merchandise trade,
Navarthelasss, since most merchandise is goods and most non-merchandise 1s
gervices, one can c¢conceive the merchandise - non-merchandise dlstinction as -
some kind of approximation of.the gooda-services distinctien.

25. The second objection comea from those who claim that there 1s a need for
a goods~zgervices distinctlon 1n the external trade statistics, in addition to
or instead of the merchandise -~ non-merchandise distinction. However, the
distincrtion line they are proposing for the external trade goods-services
separation i3 not exactly the same as that which they propose for separating
domestic transactiona. Practical limitarcions are mastly argued, bur not only
practical limitations. ¥Fof instance construction activities carried out
abroad are suggested by the majority of cthe replies of the jolnt UN/IMF
questionnaire to be treated as services (in splte of the fact that most of
these countries in domestic ataristics treat conatruction as a goods producing
indust:y).- A third group of coumeries insists that the definitian of services
in external trade should be axactly the same as in domestic transactions.

However, there i3 not yet sufficient evidence of haw this objective can be
achisved in practice,

26. It should also be noted that the goods-services distinetion, if dome on
the production gide of the accounta and on the expenditure aide of the
accounts, will not amount t¢ thes same shares, even 1f exactly the same
definition 18 applied for services on both sides of the accounts. On the
production side the distinction i3 made on the basis of whether the value
added was produced In the goods producing activiciea or service producing
activities, On the expenditure side, however, the distinction criterion is
whether the final form of the thing when it Is used, Is 1t embodied in a gzood
or In a gservice. For instance a television set purchased by a household is
treated as consumption of a good, including the transport and trade margins
and cther services embodied in the retail value of the televisien set, The
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latter activities on the production side are treated aa production of
gerviceas, Similary the amount paid for a meal consumed in a restaurant ias
treated in the final expenditure statiatica as a purchase of a service;
however, in the production statlstics the value of the agricultural and food
industry products embodied in the price of the meal was produced in the goods
producing industry. (It should be noted, with the help of inverted
input-output tables it would bBe possible to present goads—aervices expenditure
categories which are distinguished on the basis of where the value added was
produced; however, this is not customary, and most of the expenditure
goods—services distinetions are based on the final form of the product.)

27. Finally, let us conslder the role of the service definition for some.
specifie (non statistical) purposes, Some participants at the Group of
Negotiationa on Services (GRS, GATT) argued that before any agreement can be
.signed on the liberalization of service trade, a clear definition of services
is needed. Whila it is entirely true that any agreement muat clearly define
the scope of its validity, it 1s very doubtful that this Is the overall
service definition which would be needed for the GNS§. Most likely the
agreement will not relate to all kinds of sarvices, e.g. excluding those which
are unimportant in external trade. It is also poasible that it will cover
soma activities which in the SNA are treated outside the scope of gooda and
services (e.g. factor payments like license fees). GConsequently, although for
the GNS it may be highly important to have good definitions for particular
types of services (from the Gentral Product Classification (CPC) or from the
Standard Internaticnal Trade Clasaification (SITC), it is hardly likely that a
unlque overall service definition would be helpful for the trade negotiations.

V. QUESTIONS TO BE ANSWERED AND OPTIONS

28. Summing up the requests made, the views exprassed and the comments

recalved in respect of the concept of services lssue we can characterize the
preaent situation as follows:

- nobody seems to deny that a definition which separates sarvices
from goods would be of aome use; however, a3 to the relative
importance of this definitien, viaws are divided. Some
consider that such a definition would ba very important in the
development of service statistics, others think that it is not
of primary importance or is not indispensable;
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- such a definiction, at least ap intermationally amreed upen
definition of services, does not yet exist. To work out this
definition seems to he feasible, although not very easy, since
the number of controversial borderline cases iIs relatively
large. And it would require substantial rescurcas (doth in
time spent and in financial means) and flexibilicy.

29, If a methodologlcal task is very important (of high analytical value) and
not difficult to achieve it, there ia no heaitation to carry it out. Nelther
is there much hesitatlon in tasks which are difficult but of high importance
or which are of only moderate importance but easy to achieve. However, how
ahout the tasks which are only of moderate importance and are also difficult

to achieve? Does the definition of services issue really belong to this last
category?

30, The two extreme options intermational organizations could adeopt in
respect of the definition of .services issues are the following:

(1) to work out, as soon as possihle, a proposal for a unique
definition of gervices, and to have it accepted as the usuhil
procedure of internatinal recommendations {consultatiomns,
regional meetings, expert group meetings);

{2) to dalete from the programme aof wark of intermational
organizations the issue of the definition of servicas,
considering it as not sufficiently impertant.

31. There are, of course, various intermediate sSolutions within the above
extreme variants. One could wark out a proposal on the definition of services
only as general guldance for countries wanting to separate services from goods
without strongly recommending its use., Or, one could work out a definitton as
guldance with the recognition that it camnot be considered as a unique
defipition of services. In the case ‘of "soft"" guidelines perhapa the
procedure could also be gomevhat eased (without having tha series af meetings,
atc.); however, the working out of the propesal would still require some
minimum consultation facilities and presuvmably some additiomal rescurces.

32. The main question raised by the present note: which of the abeve variants
gcems to he the most expedlent In proceeding (or not proceeding) with the work
on the concept of services, The UNS0 is open to any of the above solutions;

However, a consultation on this issue seems to be important before a new phase
in this work ls launched.
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VI. POSTSCRIPTUM

33. In order to get mores reaction on the issues raised in the firae five
sections of this paper, the present document was also submitted to the

21at General Conference of the International Association for Research in
Income and Wealth (XARIW), Lahnstein (FRG), 21-25 August 1989. At least ten
persons partlicipated 1n the diacussion of this paper.

34, In spite of the vivid interest on this subject, it 13 difficult to dravw
general conclusions on the main issues raised in this paper since most of .the
comments made related to particular criteria problems or borderlline cases.
Although ncbody contested explicitly the doubts expressed in respect of the
uvnique service definition, as described in section IV of this paper, the few
speakers who expreased some views on the maln issue (as presented in
paragraphs 30~-31 above) preferred to have some kind of services definition and
auggested that further work should be carried out in this fleld.

35, Although it was not stated explicitly, it seems that no speaker had in
mind a wnique, wmiversal service definition which should ba applied rigidly In
all circumstances. Thus, the IARIW views seem to support some of the
intermediate solutions as described in paragraph 31; however, 1t did not

emerge from the discussion what kind of flexible or soft guldelines would get
the most suppoert, -



