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Recent Improvements to U.S. Data on International Services
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SEP alTthBﬂ:]ﬁ wing material describes several recent fmprovements to U.§. data c.hvi/

internitional services.

¢ comfal fl

"Technical Notes™ is excerpted from an article on

%, y.s.nternational transactions that appeared in the June 1983 {ssue of the
: % It describes the most recent improvements to

—oau of Edonomic Analysis data on international services transactions;

Table 3 summarizes the information now provided for services, and Table ¥

shows in detail the impravements in data on “other private® services
transactions with unaffiliated foreigners. .
Services: New Information on U.S. Transactions With Unaffiliated Foreigners
is from the October 1988 Survey; it presents the detailed results of a new
survey that was the basis for many of the improvemenis Tisted in Table F.

Technical Notes

As id customary each Juns, estimates of U.5. interna.
tional transactiona are revised to incorporate new source
data and improved methodologies. Several major im-
provementa were introduced this year.

(1) Other private service receipts and payments for
1986—88 incorporate the results of the recently completed
benchmark and annual fellow-on surveys of selected ser-
vice transactions with unaffiliated foreigners. Tha new
estimates, the culmination of one phass of a program to
improva estimates of intarnational service transactions,
provide greatly expanded coverage of service transac-
tions and much greatar detsil by type of transaction. The
new estimates raise other private service receipts $4,201
millicn and cther private service payments $3,088 mil-
lion in 1984,

{2) Travel and passenger fare receipts and payments
for 198498 incorporate results of a survey administered
by the United States Travel and Tourism Administration
(USTTA). The estimates replace those based on BEA sur-
veys that had been discontinued and brought forward by
interim estimation techniques. The new eatimatas raisa
travel and passenger fars receipta $12,353 million and
tlr;\B'-;al and passenger fara payments $7,772 million in

(3} Estimatas of foreign students’ expenditures in the
United States and U.S. students’ expenditures abroad
are incorporated for 188188, Previously, they had not
been included in the sccounts. The estimates are based
on information about characteristics of the student pop-
alations and students’ expenditures for tuition and other
living expenses. The new estimates for education raise
other private service receipts $4,111 miilion and other
private service payments $555 million in 1988,

(4) Noninterest income earned by bankys is reclassified
from portfolio income receipts to other private servics
receipts beginning with estimates for 1988, The amount
of income reclasaified is $1,995 million in 1988.

(§) Coramiasions on securities transactions are revised
for 1987-88, Although the basic methodology introduced
2 years agoe ia unchanged, information on key parameters
has been updated. The changes reduce commission pay-

ments $401 million and reduce commission receipts $126
million in 1388,

The article *International

604000

Other privets services

Estimates of othar privata servics transactions with
unaffilisted foreigners hava been revised significantly.
The results are presantad along with other wlected ser-
vica transactions in table 3, Major improvements to
other privats services with un &rs in-
clude (a) coverage for the first time of meny business,
professional, and technical services, and improved mea-
surement of telecommunications servizas and of Insur-
ance services (linas 20, 31, 22 and 483, 44, 48); (b} a recias-
gsiScation of certain bank income from portfolia incoma to
other privata services (line 18); (c) covexngs Mr the first
tigl: of ed;xfiﬁan s1ervices (Hn::eéah:ng:l); d (D I-;_
updating ay parametert estimation
commissions on wcurities transactions. Thess and other

- improvements ara discussed in the paragraphs that fol-

low.

Business, professional, and technical services.—
Estimates of many business, professional, and tachnical
sarvices for 1986-88 have been devale finm a BEA
benchmark survey for 1986 and annusl follow-on surveys
of selacted aervice transactions with uneffiliated foreign-
ers. The new surveys provide greater detail by type of
transaction than was previously available and they ex-
pand coverage of receipts to such keay aress as computer
and data processing services; installation, maintanance,
and repair of equipment; and managemant and consult-
ing services (table F). The surveys also provids first-time
coverage of paymenta for many types of services, pre-
sented by the samae categories as for receipts. Estimatas
of telecommunications benefited from new survey data -
on channel leasing and enhanced services, Ertimates of
primary insurance, based largely on survey data, were
prepared for the first time to supplement existing esti-
mates of reinaurance transactions.!,

Reclassification of noninierest income of banks—
Noninterest income of banks haa been reclassified from
portfolio income (table 1, line 13) to other private ger-
vice receipts, whers it ia included as a component of fi-
nancial services (tabls 1, line 9, and table 3, lins 19).
Noninterest income ineludesa eatimates for foas received
by banks on bankers’ acceptances, commercial lsttars of
credit, standby letters of credit, undrawn funds under
commitment, and items for collection. The reclassifica.
tion was effectad because this income was mors similar

1. Patimaten e 1988, devaloped from the benchourk mrvey, wars fret pro-
sancad aod docomesd in detxl in the Octsber 1508 Scawrr or Cuasoer Braocos
These sstlonlas—along wilk mtmates for 1907 aod 1700 devaiopsd Gom the
snsual fllow-on ETYYS-ary now ineorgoriied (o6 the scomeeis.
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to other types of service income than to returns (intereat
earned) on portfolio investments. The coverage of the es-
timate is incomplete in that it does not include all types
of fees, largely because source data that can be oTga-
nized into a framework appropriate for the international
a¢counts are not available. As part of finaneial services,
noninterest income is combined with comimissiona and
fees on securities and commodities transactions, The
amount reclassified was $1,395 million in 1988 No es-
timates of payments are included in the accounts at the
present time because source data appropriate for the in-
ternational accounts are not available,

Royalties and license fees.—Beginning in 1987, esti.
mates of receipts and payments of royalties and licensa
fees with unaffiliated foreigners are available by type of
intangible property. The estimates, developed from the
expansian of an existing survey, include royalties and li-
cense fees related to industrial Processes; books, records,
and tapes; trademarks: broadeasting and recording of
live performances and events; and franchising (tahble G).
Similar detail for transactions with affiliated foreigners
is not available,

Beginning in 1986, certain management fzes received
from or paid to unaffiliated foreigners, amounting to less
than $25 million for receipts and less than $5 million for
payments, have been removed from royalties and license
fees (table 1, lines 8 and 23) and have been included in
other private services (table 1, lines 9 and 24, and table
3, lines 13 and 38},

Repairs and alterations.—The value of repairs and al-
terations of equipment physically exported from, and im-
ported into, the United States was transferred (reclassi.
fied) from the merchandise trade accounts and added to
estimates of the installation, maintenance, and Tepair of
equipment in the other private service accounts,

Expenditures and receipls of students—New estimates
have been developed for foreign students' expenditures
in the United Stateq {receipts) and for U.S. students’ ex.
penditures abroad (payments) for 198 1-88. No estimate
of these transactions has previously been included in the
accounts. Receipts are entered in other private services
in table 1, line 9, and are shown separately in table 3,
line 18. Payments are entered in other private services
in table 1, line 24, and are shown separately in table 3,
line 41,

For the estimates of foreign students’ expenditures in
the United States, foreign students are defined as indi-
viduals enrolled in institutions of higher education in the
United States who are not U.S. citizens, immigrants, or
refugees. The population of students is abtained from an
annual survey of about 2,900 U.§, accredited institutions
conducted by the Institute for International Education
(IIE); the response rate is about 95 percent. Character-
istics of the population used in the estimates include the
geographic area of origin (residence), type of institution
{public or private), enrollment statys (part-time or full-
time), and academic level of institution (2-year, 4-year,
OT university).

Estimates of expenditures for tuition and for room and
board are developed from annual surveys of most accred-
ited inatitutions, conducted by the College Board and
adjusted by the Center for Education Statistics, U.S. De-

partment of Education, and matched by BEA to the char-
acteristics of the student population. Data on living ex-
penses are based on Bureau of Labor Statistics estimates
of low-incoma level family budgets in metropelitan and
nonmetropolitan areas, reduced to a single persan and
adjusted for inflation. These receipta are shown sepa-
rately in table 3, line 18.

Other transactions in the current account partly off-
set these receipts. Surveys of the foreign student pop-
ulation by ITE indicata that most of their education is
financed from sources abread. A small amount of their
education, however, is financed from sourced within the
United States—through scholarships from colleges, uni-
versities, private corperations, or other nenprofit insti-
tutions. These payments to foreigners are entered aa
private remittances in tahle 1, line 34. Financial contri-
butions (grants) from the U8, Government are already
included in the acecounts (table 1, line 32) and are not
separately identifiable. In addition, wages earned from
employment, alse developed from the [JF survey, are en-
tered in other private service payments, tahle 1, lina 24

The estimates of 1.5, students’ expenditures obroad
are obtained in & manner similar to that for foreign stu-
dents’ expenditures in the United States. A student
ia defined as anyone who receives academic credit for
studying ebroad from an accredited institution of higher
education in the United States. The population of sty-
dents ia obtained from a biennial survey of about 2,900
U.S. institutions conducted by the IIE; the response rate
i3 about 65 percent. BEA makes an estimata of nonre-
sponse to the survey., Characteriatics of the population
used in the estimates include country of study, type of
institution (public or private), and academic level of in-
stitution in the United States (2-year, 4-year, or univer-
sity).

Most students who earn academic credit abroad do S0
through a U.S. institution that haa establshed a formal
study abroad program with institutions of higher edu-
cation abroad. The paymenta students mske to U.S.
colleges and universities for tuition and for room and
board are assumed to be forwarded to the foreign in-
stitution. Estimates are developed from an annual sur-
vey of most aceredited U.S. institutions conducted by the
College Board and adjusted by the Center for Education

‘Statistics, U.S. Department of Education, A sma!l num-

ber of students who study abroad make their own ar-
rangements with foreign institutians, yet they still re-
ceive academic credit from a U.S. institution. These stu-
dents are assumed to pey the same tuition as those en-
rolled in a formal program of a UJ.S. institution. A sep-

"arate estimate of living expenses for thess studenty is

developed by constructing a ratio between U.S. and far-
eign living costs, which then is muttiplied by the low.
income level family budget series developed for foreign
students who study in the United States. Payments for
i‘wth groups of students are shown separately in table 3,
ine 41,

The coverage of students in these estimates has been
narrowly defined to include only those who receive aca-
demic credit from a U.S. institution, The estimates
do not include students who may participata in study-
abroad programs of U.S. institutions but who do not
receive academic credit Nor do the estimates include
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those individuals who visit the United States or those
U.S. residenta who ge abread to study on a more casual
basis. This student population is much larger than that
discussed previously, and the expenditures and airfares
paid are included indistinguishably in the travel and pas-
senger fare accounts. In principle, overlap between the
other private service accounts and travel and passenger
fare accounts could occur, although current survey tech-
niques for the travel and passenger fare accounts make
it unlikely that any significant overlap exiats in practice.

Commissions on securities transactions—Commis-
sions on securities transactions (table 1, part of lines 9
and 24, and table 3, part of lines 19 and 42) were revised
for 198788 to reflect the general lewering of commission
rates that has oceurred in the past several years and to
incorporate new information on transfer taxes abroad.
For U.S. transactions in foreign securities, underwrit-
ing fees on new Eurcbond issues were reduced, as were
commission rates on foreign stocks. Some transfer tax
rates on stock transactions abroad were reduced and oth-
ers were introduced. Commissicn rated on transactions
in Canadian securities were reduced to reflect a larger
share of institutional trading relative to retail trading.
For foreign transactions in U.S. securities, commission
rates on U.S. stocks were reduced. These changes re-
duce U.S. payments $401 million and reduce U.S. re-
ceipts $126 million in 1988.1

Travel and passenger fares

Travel and passenger fare raceipts (table 1, lines 5 and
6, and table 3, lines 2 and 3) and payments (table 1, lines
20 and 21, and table 3, lines 25 and 26) have been revised
for 19B4-88 ta include the results of a new travel survey
administered by the United States Travel and Tourism
Administration (USTTA) and designed in part to meet
balance of payments estimation needs, The survey is
conducted aboard a randomly chesen sample of sched-
uled flights departing the United States of those U.5. and
foreign flag carriers who voluntarily choose to participate
in the survey. About 70 percent of the U.S. carriers and
35 percent of the foreign carriers participate. Sample re-
sults are expanded to universe estimates to account for
nonrespanse of passengers on each sampled flight, for
coverage of all fAlights on each major airline route, and
for all international routes. The basis for the expanaion
is the number of passengers departing the United States

obtained from the Immigration and Naturalization Ser-
vice (INS). '

Receipts —For U.S. travel receipts, average travel re-
ceipts from each major area or country overseas {defined
to exclude Canada and Mexico), which are developed
from the survey, are multiplied by the number of visi-
tors from each major area or country, obtained from data
from the INS. The sum of all major areas and countries
is the estimate of overseas travel receipts. For those who
travel on a tour package, only expenditures on land are
included as travel receipts; the airfare paid to U.S. car-
riers is included in passenger fare receipts.

2. 5co wha technmical notes in 1987 ipti i
methodology, i Jurw Suxver br a description of this

The procedure is similar for U8, passenger fare re-
ceipts. Average passenger fares, which are developed
from the survey, are multiplied by the number of far-
eign visitors on U.S, flag carriers from each major ares
or country, cbtained from data from the INS, and the
results are summed. In order to develop an adequate
megsure of average passenger fares, it was necessary to
combine the average fares on both U.S. and foreign flag
carriers, even though, in principle, only the average fare
on U.S. Aag carriers should be used in the estimatea.

Although overall coverage is improved from the earlier
BEA surveys, coverage of individual areas or countries
in the new swrvey is highly uneven in quality. The un-
evenness is due in part to the voluntary participation of
air carriers and cannot be compensated for fully in the
estimation procedure. The unevenness ia reflected in the
overseas totals, which are the sum of the individual area
and country estimates, -

Payments.—For U.S. travel payments, average travel
payments from esch major area or country overseas,
which are developed from the survey, are multiplied by
the number of travelers to each major area or ¢oun-
try, obtained from data from the INS, and the results
summed. Information on single and muiltiple destina.
tiong of travelers, also developed from the survey, served
as the basis for the allocation of expenditures abroad.
For tours, an estimate of commissiona paid to U.S. travel
agents and tour operatars was deducted before the com-
putation of travel payments wag made, and the airfare
inctuded in tour packages that was paid to foreign carr-
ers was removed and placed in passenger fare payments.

For U.S. passenger fare payments, average passenger
fares, which are developed from the survey, are multi-
plied by the number of travelers on foreign flag carriers
to each major area or country, cbtained from data from
the INS, and the results summed. In order to develop
an adequate meagsure of average passenger fares, it was
necessary to combine the average fares on both 1J.5, and
foreign flag carriers, even though, in principle, enly the
average fare on foreign flag carriers should be used in
the estimates. Use of only the average fare for foreign
flag carriers would have resulted in a substantial under-
statement of passenger fare payments. Like receipts, the
overseas totals reflect the unevenness in quality of area
and country detail.

The survey questionnaire for payments asks how
much travelers departing the U.S. intend to spend while
abroad; thus it is a survey of infended rather than of
actual expenditures. The relationship between intended
ang actual expenditures is unknown. Congequently, for
balance of payments purposes, the estimates of payments
may be less reliable than those of receipts.

Because of the newness of the source data, the esd:
mates are gubject to considerable revision. Major prob-
lems occurred in establishing comparability of survey re-
sults before and after the first quarter of 1385, when
procedures in USTTA's survey were changed
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By OBIE G. WHICHARD

A new BEA benchmark survey of
selected U.S. international - services
transactions indicates that, for the ser-
vices covered, including several newer
enes such as computer and data base
services, the United States sold more
to unaffiliated foreigners than it pur-
chased from them in 1986. For 16
services for which data were collected
on both U.S. sales and U8, purchases,
sales exceeded purchases—&$4,418 mil-
lien ecompared with $3,692 million (ta-
ble 1). In contrast, for telecommu-
rications services, which accounted
for the largest share of both sales
and purchases, sales were less than
purchasas—$1,990 million compared
with $3,069 million. For the other 15
services combined, sales, at $2,528 mil-
lion, were much larger than purchases,
at $823 million,

For two services—{1) primary insur-
ance and (2) construction, engineering,
architectural, and mining services—
onty data on U.8. purchases were col-
lected; data on 1.8, sales are being col-
lected in other BEA surveys. U.S. pur-
chases of these services were $1,693
million, over one-haif of which was in-
surance. Comparable data on sales are
not available for 1986, but they are
available for 1987, Judging from the
1987 data, sales of both services were
likely to have been much larger than
purchases in 1988,

NOTE.—The benchmark survey was conducled
by the stail of the Special Surveys Branch of
the International [avestment Divisicn. John P.
Begumull, Chiel, susceeded by Ralph Kozlaw, had
overel] responsibility for condueting the survey.
Christopher J. Emond was the survey project
leader. Past and present Branch members who
helped process the survey were Faith M. Bran-
nam, Shirley J. Davis, Maynerd R. Guas, Kim-
berly Kirkman, sand Gwandolyn B. Singleton.
Amold A Gilbert of the Data Retrieval pod Anal-
yvis Branch established o data retrieval system,
deaigned disclosure pregrams, and was responsi-

ble for the tomputer generation of tables for this
article.

International Services: New Information on
US8. Transactions With Unaffiliated Foreigners

The benchmark survey was con.
ducted mainly in response to the in-
creased emphasis on services in U.S,

Tabte 1.—U.9. Zales To. and Purchases From,

UnaffiHated Forelgners of Selected Scrvices,
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trade policy nitiatives. It will also
cloge a gap in information on services
in the UJ.5. balance of payments ac-
counts, A less detailed annual sur
vey is being instituted to maintain the
data series between benchmark sur-
“veys, which will be taken avery J years.
The new surveys are part of a larger
effort by BEA te improve and expand
the information it provides on 1.8, in-
ternational trade and investment in
services.! :

The benchmark survey covered
transactions between U.S. persons and
foreign persona other than the U.S
person's foreign affiliates or foreign
parent campany. These transartions
are only a part of total U.S. interna-
tional services transactiona in the bal-
ance of payments acrounts. They ex-
clude some services transactions with
unaffiliated foreigners, such as travel
and transportation, that tend to he
much larger but for which information
is already available. They also ex-
clude transactions between U.S. per-
sons and their own foreign affiliales
or foreign parent companies. Finally,
they exclude sales of services made
through affiliates in another country—
that is, sales abroad by foreign affili-
ates of .S, companies and sales in the
United States by 11.5. affiliates of for-
eign companies. These zales are not
included in the U.S. balance of pay-
menta accounts because they are not
transactiens between U1.S. and foreign
persons; they are, however, a common
means of delivering services to foreign
markets. (See the accompanying box
for a fuller discussion of how the sar.
vey data are related to other data se-
riad on international services)

1. The major nlemenia of BEA'S intarmadonal ser.
viees progrars are outlined in U5, Sales of Sarviee Lo
Forwigners,” Buxvey of Uimeswer Buneress, 87 (January
196T): 23-15. ) )

7
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The remainder of this article sum-
marizes the survey results, A technical
note at the end of the article deseribes
the survey and indicates how a num-
ber of special reparting situatiens were

handled.

Sumrnary of Results
U.5. tales

Total sales of services are disaggre-
gated in three ways—by type of ser-
vice, by ceuntry of foreign customer,
and by industry of the U.5. company
reporting the sale.

By type of service.—~Total sales of ser-
vices were $4,418 million. Telecommu-
nications services, at $1,890 million,
accounted for by far the largest share—
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43 percent of the total. Most of the
telecommunications services were mes-
sage telephone servites; “telex, tele-
gram, and other jointly provided (ba-
sit) services” were also significant.
Both groups of services are generally
subject to government regulation, in-
volve the point-to-point transmission
of voice or data, and are jeintly pro-
vided to customers by U.S. and for-
eign carriers.. The sales represent US.
carriers’ receipts from foreign commu-
nications companies and from postal,
telephone, and telegraph agencies for
the U.S. carriers’ share of revenues for
transmitting the Ffollowing: (1) Mes-
sages originating in foreign countries
to U.5. destinations, (2} messages orig-
inating in foreign countries and routed
through the United States (for exam-
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ple, from Caribbean countries via the
United States to Western Europe), and
{3) messages between foreign countries
and not routed through the United
States.

Sales of other types of telecommuni-
cations services—private leased chan-
nel services, value-added services, and
support services—were small.  They
were targest for value-added services,
which are telecommunic¢ations services
that add value or function te the
telecommunications transport services
that deliver the vatue-added services to
end ugers. Examples of such services
include electronic mail, voice mail,
code and protoco! processing, manage-
ment and operation of data networks,
facsimile services, and videoconferene-
ing. These services are not uncommon,

The data collected in the benchmark murvey are U.S, balence of pay-
ments Lransaclions: that is, they are Lransactions between U.S. persons

halgnee of paymenis 2

Relationship of the New Data to Other Series

ceoupts. These transactions are acoountad for
largely by such traditiocal services as travel snd transportation. |a

and foreign persoos. When incorporated into the U5 baiance 5f pay-
ments sccounts, the deta on sales will be recarded as U5, eaports of
*ather privete services” to unaffliated foreigners (line 10 in Lables 1, 2,
and 10 of the quarterly SURVEY OF CURRENT BUSINESS articles op U3,
international transactiona) and the data oo purchsses as U.S. imparts
of *other privele services® from woaffiliated foreigners (line 251

Most of the rervicea covered by the benchmark survey have ool pre-
vicusly been included in the balance of payments accounts. The ma-
ot exception is banmic telecommu nications Lransport setvices, oa which
information on both seles and purchases was previously pravided to
?EA by selacled commeon carmers. Alw, limited informetion on sales of
industrial enginecring pervices and industnel maintenance, repair, in-
stallation, and training services was abtained in & survey that also col-
lected j.nl'ormation an sales of congtruction, engineering, architectural,
and miming services. {Beginning with 1987, the former services have
baer removed from that survey and are being reparted in the bench.
mark and aonual follow-en surveys of selected services LTansaclians.)

[n two cases, tha information reparted in the benchmark survey will
need w0 be supplemented by estimates of related transactions that the
survey did oot cover but that are required far the balance of payents
accounta, The transactiona are: (1} Losses recovered (rom unaffilinted
foreign insurance carriery on primary insurance, and {2} lereign con-
Lraclars’ exports to, and expeases in, the United States aasoriated with
U.S. purchases of construction, engineering, architectural, snd min-
ing services. These iransactions wili parily offset Lhe grosa purchases
tran§adions in these services collected in the beachmark survey. The
derails of the balance of paymenta treatrnent of the benchmark survey
data will apptar in the SURVEY in June 1989, whes availsble data will
be incorporeled inte the secounts.

The services covered by the benchmark survey account for a rela-
Uvely amall portion of total private services transactions in the US.

'I..The asles figure 10 the wumn of $5 4 biltion in U.S. parends’ receipls (tom theiwr
fartigr: aifiliatas and 52,8 Bittion tn LS. aMlinwes’ receipa (rom ther fareign par-
+nw. The purchases figure in the sum of §2.4 Billion 1n U.5. parenw” paymenis Lo
therr foreign wMbiates and 816 Ballwm in ULS, affilintes’ payme ots Lo Lheur foreign
paren. Sen *LU.S. Inarrationsal Transecliond, First Quartsr 1988 Suwvry 58
tlune 1988): 55, '

2. A major exce pticn is basic welecommunications serices. Foreign ownerahip
of teletomaumcalions carmert 1 uncomunan, and carrieri in both the sending

40d receiing countrmes must be involved in w rendmssion Ror iL to crous nauonal
boundures.

1984, travel. pastenger fares, and other LrEnsporiatios sccounted for
$32.1 hillisn of U.S. exportz of gooda and seraces and for §41.4 bil-
lion of impars—amounts much larger than for services reported in the
benchmark survey. The survey excluded services transactions belween
US. perwons wod their owa fareign effiliatea or foreign parsnt com-
pany. [n 1986, U S. sales of services to sffilinted foreigners were $6.2
hilion, and US, purcheses af services (rom slBlisted foreigners were
$2.9 billion.*

The surey alw excluded sales of services abmad by loreign aMbli-
ates of 1.5, companies and salen of services in the Uaited Stutes by
US. aftilintes of foreign companies. These sales are not included in
the U5, balaoce ol payments accounts because they are oot belween
US. persons and foreign persons. (Mffliaten are considered residents
of their country of location, Tether than of their parenl company’s coun-
tries.) Data on these aales are collemad in BEA's direct investmeat
surveys. Affliates are aften used 1 deliver services Lo foreign marketa
becsuse they can communicate mare eaaily with, and respend mcre
quickly to, custorners located in those markets than ould a company
located in analher couptry. Thua, affliste seles in loreign markets
typically are much Jarger than the cross-border transactians covered
by the beachmark survey.? For exampie, in 1986, sales of services to
foreign (nop-LLS.) persons by mejorisy-owned foreign alfiliates of US,
com panies were $72.9 hillion. of which $62.7 billien were te unaffilinted
foreigners. These Rgures pertain to all kervices, not just the ones an the
benchmark marvey, end they cannot be disaggregsted by type of service.
However, it is apparent frem their oversll magnitude and distribution
by industry Lhat, for the services rovered, sales by foreign affiliates to
vnafSliated forergners were much larger than sales made directly by
U 8. persons Lo unaffliated foreigners.’ Comparable datn on 3ales of
serviced in the United States by 1S, afflintes of foreign companies will
became available beginniong with 1987,

3 Datn on Loiel saled of services by majorily-owned foreign afiiates 1o for-
+ign parscna 1n 1985 wre in "U.S. Multinationa! Compa taes: Opersions in 1866."
SURvEY B8 (June 1988} D6, Data disaggregated by induntry of affiliate are 1n table
4 of BEA'S publication U.§ Dumct Inuestment Abroad. Operaiions of V.5 Far
ent Companiet ang Their Forrign Affiliates, Preliminary 985 Egtimater. {Thia
publication may by obtained from Ecoromic and Sutistcsl AnnlynisBEA US.
Department of Commerce, Cibzena and Southern Manonal Bank, 232 Miuwhsll
Street, P.O. Box 100608, Atlanta, GA 10384, The price is §5.00, and the we-
cession number, which should be included when ordering, is BEA 11D 83-104.)
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but international transactions invely-
ing them may tend to be structared in
such a way that they were not, covered
by the benchmark survey.?

Sales of services other than telecom-
munications were largely accounted for
by four services; Computer and data
processing; industrial maintenance, re-
pair, instaliation, and training; re-
search, development, and testing; and
management, consulting, and public
relations, Sales of computer and data
processing services were $985 miilion.
Software services, exeluding custom
pregramming, accounted for two-thirds
of the total. This categary consists af
bath prepackaged seftware and rights
to use, reproduce, or distribute such
software; a major portion of the funds
received in 1986 were for the use, in
priar years as well as in 1986, of pro-
grams on mainframe computers, Qther
:ales of computer and data process-
ing services were largely aceounted for
by integrated hardware-soltware sys-
tems and by systems analysis, design,
engneering, and custom programming
services.?

Sales of industrial maintenance, re-
pair, installation, and training services
were 5448 million.* Maintenance, re-
pair, and training services provided by
U.S. aircraft manufacturers accounted
for a large share of the total.

2. For example, soma value added cervices TEGUILE &
local precency 4nd wre thun likely ta be sold through af-
fliten in the same country racher than scroos borders,
6 sorme casen, the pervices are provided a1 an ncegral
part of & basic L4lecommunications sernce snd may not
w sepacately denufiable. in other cases, uger-owned
nardware (e f., 8 facstmi'e machine may subsutaw far
ke purehise of carvices from puiide Arma. Some un-
derstate ment of saleg ar value sdded serncea may also
v occurred, Suth w whsalute wema and relaove tn
he DAkt servicen, becaume of Lhe exemption level for
the survey and the way 11 wae applied: Becnuse basic
WMIcks Lranesciions mth B couatry am usaally wath »
menopaly pastal, elegragh_ and weltphons agency, the
=xemplon level for tranvaciions in these seraces was,
w elfect, applied az the country level. In contrast, value.
added pePndes transaclions are more likely 1o have been
*ith 2 number of diMferent companies ia 4 cadniry and
the exzmplian leve! would have Seen applied ta each
eumpany indiondeally,

3 Integrated hardwa re-coltware BYSLermd conkigls of
Furchased compulers and paripheral equipment Lhat
are matchad with solwire products o cuswm goftware
'3 provide complels tnformration sywlerns for clienta,

4. The installation and \runing serces companent
of this caagory includes such servicey wnfy ([ they are
Previded by a manufacturer 1n connection wath the sale
o goods; they ure reported 1n siher catagonea fthey ate
Mt provided in connection with the sate of goods. {Foe
f1amrple, training vervices pronded by an educsbional
surices firm would be reporied, aot 1o this CLtegory,
Sut 1n educational services. Furthermore. such 1er-
Sty wern nat W b reportad in the benchmark sarvey
‘ftheir cout was 1neluded in the onte of the goods and
“30 nal separaiely bolled or 1f thewr cont waa declyred ag
:part of the prcw of the goods an the shippers export
declaruvion filed w1th the U S. Cuzoma Sernice.
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Sales of research, development, and
testing services were 3305 million.
Government-sponsored research and
development and consumer preduct
testing accounted for significant shares
of the tatal, Sales of management, con-
sulting, and public relations services
were $272 million; consulting services
accounted for the largest share of the
total,

By country of foreign customer —Of
tota! sales of services, 55 percent were
to developed rountries, and 33 per-
sent to developing countries (table 23,
The remaining 12 percent consisted of
smalltransactions (less than $250,000)
reported en a voluntary basis and nat
allocated by country.

In buth developed and developing
countries, telecommunicationa servicea
accounted for a considerably Tlarger
share of sales than any other service,
In many countries, sales of telecom-
murnications services were larger than
sales of all ather services combined.

Of total sales of telecommunications
services, 59 percent were to developed
countries and 38 percent were to de-
veloping countries; the remaining &
percent were not allecatad by country,
Among developed countries, sales to
Canada, the United Kingdom, Japan,
and Germany were largest. Among
developing countries, sales to Mexico,
Hong Kong, Taiwan, and South Korea
were largest.

Of total sales of services other than
telecommunications, 52 percent were
to developed countries and 29 percent
were to developing countries; 19 per-
cent were not allocated by country,

Amorg developed countries, sales
to Japan, the United Kingdem, and
Canada were largest. A large share
of the sales to Japan was of computer
and data processing services, which in-
¢lauded the previcusly mentioned pay-
ments for the use of programs for main-
frame computers.

Among developing countries, sales to
Saudi Arabia were considerably larger
than those to any other country, These
sales were largely of research, develap-
ment, and testing services and of in-
dustrial maintenance, repair, installa-
tlon, and training sérvices.

Sales not allocated by country were
largest in cemgputer and data process-
ing services. As a percentage of to-
tal sales within a category, however,
they were largest in three other cate-
gories: Data base and other inferma-
tion services {68 percent of which were
unallocated); management, consulting,
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and public relations services (30 per-
cent unallocated); and legal services
{29 percent unallocated). Apparently,
transactions in these types of services
tend to ba relatively small—below the
$250,000 threshold for mandatary re-
Forting by country; the response rate
to the request for voluntary informa-
tion on such transactions 1s unknown,

By industry of U8, company —U 8.
¢ompanies in communications, man-
ufacturing, and “services,” as nar-
rowly defined in the Standard Indus.
trial Classificaticn (SIC), accounted for
over 90 percent of total sales (ta-
ble 3)* For companies in services-
producing industries (broadly defined),
the services sold were generally those
characteristic of the industry of the
seller:  Communications companies
sold telecommunications gervices; ad-
vertising agencies sold advertising ser-
vices; law firms sold legal services, and
s0 on. Sales of services by manufae-
turing companies tended ta be related
to the companies’ primary activities.
They ¢consisted mainly of computer and
data processing services provided by
computer manufacturers and of indus-
trial maintenance, repair, installation,
and tratning zervices sold by the man-
ufacturers of the gnods maintained, re-
paired, installed, or for which person-
nel were being trained to operate or to
service {for example, maintenance and
training services provided by aircraft
manufacturers).

U.S. purchases

As neted earlier, purchases data
were collected both on the 16 services
for which sales data were also collected
and on 2 additional services—(1) pri-
mary insurance and (2) construction,
engineering, architectural, and mining
services. This section Arst discusses
the 16 services for which both sales
and purchases data were collected,
and then it discusses the 2 additisnal
services,

By type of service.—Total purchases
of the 16 services were $§3,602 million
(table 4}. Telecommunications services
accounted for 83 percent, or $3,06% mil-
lion, of the total, The remainder was
spread among several services, The
largest purchases, each falling in the

5. Here and in Lablea 3 and 5, “servieen' corresponds
W thw nerrowly defined services division of the SIC.
Elnewhers in thin wrticle, sther industricn ar ahso on-
tdered mrvices, o that all industnes can B calego-
rzed s mither gpoods producing or wervices producing.
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range of from $60 million to $150 mil-
lion, were in industrial maintenance,
repair, installation, and training; ad-
vertising, research, development, and
testing: industrial engineering, and
management, consulting, and publie
relations services,

Message telephene services aecount-
ed for most of the purchases of tele.
cammunications services; “telex, iele-
gram, and other jointly provided (ba-
sic) services” also were significant.
Purchases of these services repre-
sent payouts to foreign communica-

SURVEY OF CURRENT BUSINESS

tiens companies and to postal, tele-
phone, and telegraph agencies for the
foreign carriers’ share of the revenues
for transmitting messages originating
in, or routed through, the United
States to foreign destinations. Pri-
vate leased channel services and tele-
communications support services al-
most entirely accounted for other pur-
chases of telecommunications services.
Reparted purchases of value.added ser-
vices were negligible (32 million). As
naoted in the section on sales, this result
may reflect the manner in which these
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transactions are structured, rather
than a lack of activities that would add
veiue or function to the basic services.

By country of seller.—Of total pur-
chases of the 18 services, 50 percent
were from developed countries, and
45 percent were from developing coun-
‘ries. The remaining 5 percent con-
sisted of small transactions not alle.
cated by country.

In bath developed and developing
countries, purchases of telecommu-
nications services were considerably
larger than the combined tatal for the

Twbie 2.—U1.3, Sales of Selected Services 1o Unaffilinted Fortignern, Country of Customer by Type of Service, 1988
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sther 15 services. Of total purchases
of telecommunications services, 45 per-
cent were from developed countries,
and 53 percent were from develop-
ing countries; the remaining 2 percent
were not allocated by country. Among
developed countries, purchases from
Canada, Germany, Japan, and the
United Kingdom were largest. Among
developing countries, purchases from
Mexico, South Korea, and the Philip-
pines were largest.

Of $623 million in purchases of ser-
vices other than telecammunications,
73 percent were from developed coun.
tries, and 7 percent were from develop-
ing countries; 18 percent were not al-
lecated by country, Amang develaped
countries, purchases from the United
Kingdom, Canada, and Japan were
largest.  Purchases from the United
Kingdem were largest in management,
ronsulting, and public relations see-
vices;, industrial maintenance, repair,
installation, and training. and indus-
trial engineering. Purchases from both
Canada and Japan were largest in in-
dustrial maintenance, repair, installa-
tien, and training, Among develap.
ing countries, purchases from Saudj
Arabia, India, and Hong Kang were
largest,

Purchases not allpcated by country
were larpest in advertising and legal
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counted for 20 percent or mere of the
total reported purchases of five types of
services shown in table 4—advertising
services; data base and other informa-
tion services; research, development,
and testing services; legal services: and
“other” selected services. The unalle
cated share was particularly high—51
percent—for legal services. As was the
case for sales, the response rate to the
request for voluntary information on
smaller purchases transactions is un-
known.

By industry of 11.5. compa ny.—8y in-
dustry of US. company, a pattern sim-
ilar to that for sales tended to hold:
Services companies tended to purchase
services of their own industry, and
manufacturing campanies tended to
purchase services needed to suppart
their own operationg {table 5).

Services companies’ purchases in
their own industry often reflected 0p-
erations in which US and foreign
campanies jointly provide services te
clients. Thus, the U.8. company re-
perting a purchase often would not
be the ultimate user of the servics
For example, payments by a .S, ad-
vertising agency to a foreign adver-
tising agency would typically refeet,
not payments for promating the ser-
vices of the U.8. agency abread, but
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for its share in billings for an advertis.
Ing-campaign conducted jointly by the
U.5. and foreign agencies on behalf of
a US client,

Purchases of services by manu-
facturing companies weres largest in
industnal engineering services: re.
search, development, and testing ser-
vices; and management, consulting,
and public relations services. Such
purchases occur when 8 manufacturer
calls upon specialized outside firms for
assistance in designing or testing prod-
ucts or in managng, aperating, or pro-
inoting the company.

Two edditional seruices,—Only pur-
chases data were collected for pritnary
insurance and for construction, engi-
neering, architectural, and mining ser-
vices, because sales data for these ser-

" vices are collected in other BEA sur.
veys. These services can be purchased
by many different types of ¢ompanies
and were included in the benchmark
survey because of its wide distribution.
{The sales surveys, in contrast, are
sent only to the firms that sell the par~
ticular services covered.) For these ser-
vices, preliminary data on U.S. salea
comparable with the data on purchases
collected in the benchmark survey are
available for the year 1987 They sug-
gest that, in 1988, sales of bath ser-

services.  Unallocated purchases ac- rather, payments to the fereign agency vices were probably much larger than
Table 3.—U.8. Snies of Selected Services to UnaMiiated Fareigners, Industry of Seller by Type of Service, 1934
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purchases. Reported U.S. sales of the
two services combined ware over $5 VY-
biilion in 1987,

Purchases of primary insurance
{that is, insurance other than reinsur-
ance) are measured by premiuma (net
of cancellations) paid by U.8. persons
to unaffiliated foreign insurdance carri.
ers. Such premiums were $555 mil-
tion in 1986. The United Kingdem and
Bermuda—two of the centers of activ.

Table 4.—U.S. Purchaser of Selected Jarvices From I

SURVEY OF CURRENT BUSINESS

ity in the global insurance industry—
accounted for aver 80 percent of the
total. Insurance companies acting as
brekers on behalf of clients in ather in.
dustries, and electric power companies
accounted for the largest shares,
Purchases of construction, engineer-
ing, architectural, and mining ser-
vices were $738 millien. Among de-
veloped countries, which aceounted for
79 percent of the total, purchases
from the Netherlands and Japan were

October 1384

largest. Among developing countiries,
purchases fram Indonesia were largest.

Technical Note

The services covered by the bench-
mark survey are listad in table 1. In
general, they are ones that tend tg be
traded among businesses; services pur-
chased primarily by individuals were
not covered. Thus, for example, ed-
ucational and training services that

nafflisted Farelgners, Couniry of Seller by Trpe of Service, 1988
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a U.S. company provided ta, or pur-
chased from, an unaffiliated foreign
company were covered, but expendi-
tures of individuel students studying
in another country wers not. Sim-
ilarly, fees that a U.S. company re-
ceived from, or paid te, an unaffiliated
foreign company for the management
of health care facilities were covered,
but expenditures of individual patients
seeking medical treatment in another
country were not.

The survey did net collect informa-
tion on financial services, Financial
institutions did, however, teport any
sales or purchases transactions of the
types covered. For example, a bank
did not report fees and commissions re-
lated to its international lending ac-
tivities, but it did report any sales of
data processing services to unaffiliated
foreigners,

Far three services—omputer and
data processing services, data base
and other information services, and
telecommunications—added detail by
type of service was requested. For
telecommunications, the added detail
was requested {or both sales and pur-
chases; for the other two, it was re-

SURVEY OF CURRENT BUSINESS

quested only for sales. Added detail
wes alzo requested for sales of sdver.
tising services, not by type of service,
but by the type of entity making the
sale; that is, whether the sale was
made by an advertising agency or by a
media company, such as » newspaper,
magazine, or broadcaster.
Regpondents were required to report,
by type of service and by country, any
transaction that exceeded $250,000;
a “fransaction” was defined ns a re-
spondent's total sales te, or purchases
from, an unaffiliated foreign person
of a given service during the year
The reporting threshaold of $250,000
was established to reduce the report.
ing burden en companies that do nat
have the requested information read-
ily available; at this threshold, the re.
call of knowledgeable persons within
the company, rather than an exhaug-~
tive records search, could generzlly be
used in identifying repertable trans-
actions. Reapondents were requested,
but not required, to repert smaller
transactions if their aggregate value
exceeded $500,000. These transsctions
were disaggregated by type of service,
but not by country. As discussed in
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the text, transactions reported on this
basis were not large in the aggregate,
but they did account for a significant
share of reported sales or purchases of
a number of individual services.

Report forms were mailed ts aver
20,000 U.S. companies. The selection
of companies to be surveyed was based
on size, industry classification, and,
in a limited number of cases, knowl-
edge about the activities of individual
companies, Almoat 800 companies re-
ported transactions. The ones that did
not were required to certify that they
had nothing to report.

In a few instances, either to en-
sure that the canceptually correct mea-
sure was teported or to make the ad-
ministration of the survey more effi-
cient, companies were required to re-
port other data in sdditien to their
owt sales and purcthages. Theze
other data wers for four types of
services—advertising, telecommunica-
tions, sports and performing arts, and
personnel supply—and for transac-
tions involving intermediaries.

Advertising agencies reported gross
billings to unaffilinted foreign clienta,

Table 3.—U.5. Purchasss of Selected Services From Unaffiliated Foreigners, Indu:&y of Purchaser by Trpe of Service, 1384
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including funds pessed through to me.
dia companies and not included in
their awn income statements ® The re-
porting of billings permitted most of
the information on sales of advertis-
ing ta be collected from a few large ad.
vertising agencies, rather than frem a
large number of media companies that
often would not have had direct con-
tact with the foreign elient and may not
have been aware of the client's country
of residence.

U.S. telecommunications carriers re-
ported receipts from foreign carriers
for messages or leased lines orginating
abroad and payouts to foreign carriers
for messages or leased lines originat-
ing in the United States. The payouts
provide a measure of U.S. purchases of
telecommunications services from for-
¢ign carriers; however, the U.8. carmi-
ers that reported them were not them-

5. The sgencien als reported groas incomt (the
maunl carmed in their own income swatements] from
sales W unaffilinted forvign clients. Sroas income wud
$i3 muilion, compared with billings of #75 million.
Billings, not incoma, in uned ae the mensure of sales
in the aecympanying tebles because the wables are de-
ngned w abow sales of parucular lypes of serices

father Lhan income meeminng 1o parucialar types of com.
pares,

SURVEY OF CURRENT BUSINESS

selves the "purchasers.” Rather, they
acted as intermediaries who collected
revenues from customers and padsed
on the foreign carriers’ shares, (The
latier shares, not the eniire amounts
received by the U.S. carriers, con.
stitute the cross-border transactions
reportabie in the benchmark survey;
the shares retained by the U.5. carri-
ers constitute intra-U.S., not interna-
tional, transactions.)

For sports and performing arts, fees
were defined net of allowances for ex-
penses, because the allowances were
deemed to be spent in the country
in which the perfermance occurred
Although the fees cauld have been
recorded gross of expense allowances
and the allowances recorded sepa-
tately as purchases of services, the
net method was chosen to simplify
reporting.

For personnel supply services, te-
ceipts and payments were defined to
include agency fees and any funds for
compensation of workers carried on the
payrell of the company supplying the
service. This provision permitted in-
formatien on wages paid to foreign
workers through such services compa-
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nies te be obtained, although the pro.
vision turned out to have little pracu-
¢cal significance due to the small value
of transactions reported under this
category.

Transections arranged by, billed
through, or otherwise facilitsted by an
intermediary (e.g., an insurance bro-
ker) could, depending upen eircum.
stances, be reported either by the inter-
mediary or by the ultimate provider or
end user of the services. The company
that reported depended upon whom the
U.5. person considered itsell to have
a claim on for payment (for a sale)
or to whom it had a lisbilily (for a
purchase}. For a sale facilitated by
a U8, intermediary, if the U.S. seller
looked to the unaffiliated foreign cus-
tomer for payment, then the transac-
tion .was deemed to be between the
U.S. seller and the foreign customer
and was reportable by the seller. If
the seller looked to the intermediary
for payment, however, the transaction
was deemed to be between the interme-
diary and the foreign party and was re-
portable by the intermediary. Report-
ing requirements were parallel for U.5,
purchases of services.



