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1. Introduction

The services sector is an important and growing segment of most developed market
econormlcs. Services represent more than two thinds of GDP and an even larges sharc of totsl
cinploynint, two lacts which attest to their vital role in these conomics. They are now recelving
much attention by policy makers in the design of ccononiic snd souiud policy.

In response to the growing need for information on services, firms operating in onc part of
this sector —- businear services -- are now being included in the Stotistics Conada Blobaliration
database,

The paper first describes the Globalizaton inftistive in Statletics Canada. Thic section
presents the kinds of information that can be created by linking data at the firm level from 1
variety of surveys and examplex nf issues that can be addressed psing these data. Data from
individual surveys arc then used to provide a brief overview of two Aspects of cross horder
activity in business scrvices -- foreign contro) und extemal services trade == in order to ilustrate
that business services activity has many, and growing, cross-border linkages.

The particular difficultics faced in this excrcise arc then discussed, These are the technical
problems of linking enterprisc Ievel data with producing units and their production-related data
and the anulytical difficultics in interpreting the two types of duta together. This is thus a "work-
im-progeess” roport and advice is welcomed with regard 1o how to appropriately interpret the
datasct created once the technical part of the linkage is completed.

2. 'The Globalization Initlative

1n the past two decades, a phenamenon known as "globalizetion” has become prominent
in the world cconomy, “The distinctive feature of globalization is the increasing cross-national
spread of products, murkets, firms and factors of production, resulting in the emergence of
globally Inicgraicd production networks controlled by multinational corporations, Firms make
devisions un whare o locate the various functlons ~- both goods-related and services-related --
which are pare of their produclivn process bused upun wliere these functions can be performed
most efficiently. In order to begin to understand the glubalization pheawnecaan, Statistics Cunady
undertock the “globalization initiative",

The important first step was (o recognize thut the key foature of this phenomcnon s the
decision making which ie sccurring et the firm level and the associated implications it has for firn
bohavior. Thue the information required to understand globalization is micre Icvel data on the
activities of firmz. Since much micro data is available in Statistick Cunudu, collected and organized
on a suhject matter hasis, the approach taken was to make better use of this existing information
through the linkage of each firm ta a large range of iLs micra data.

The infonmation linked, or in the process of being hinked, includes all cross-border activity
of firms (goeds and services trade, inbound and autbound foreign invesiment) and an indication of
the relationship of the firms involved in ecach activity (uffilisied trade or arms length trade). This
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information is supplememed with charucteristics information (industry, ¢ountry of conwmol), a
range of goopraphic information { both nationel and ineenational) and indicators of performance
of the firm, provided principally by financial data.

The snalysis carried out thus far using the globalization database has focased on forsign
investment and trade and the resnlting integrated international production. It has related the
country of control of finrk 15 peographic regions of thalr impart and export trade and to
indicators of intra-flom or arms lenpth trade. Stage of production data alsa provided an indication
of how Cunadian firms and their parent firms work togerher in global production networks.

The next stage of the globalization activity Is 10 Tocus on services, specifically business
services. The intont is to relate production dats arlsing {rom surveys of business servics firms to
the vange of yoss-border activily information to better understand the characteristics and
pecformance of business service fims in a globalized environment. What is unique to this stuge of
the project is the need to match data from very different firm units -- the large enterprise unit and
the snaller production units which arc the bagis of the production surveys. As we ghall see, this is
what provides the challenge for this project,

3. Business Servilces; The Domestic Situation - 1988 to 1992

Bcfore any data Jinkage is undertaken, we ¢an examing the intportance of foreign linkapes
through the degree of foreign control of the business service firms. This information comes from a
financial survey of enterprises engaged in the provision of businesa services. In general, firms
which penerate the majority of thelr revenues through the direct sale of services to other
budincsses axe classified to the business services sectar. However, the industrial clsssification
Syswem used by this survey is based on the primary activity of the enterprises, Sincs in some cases
u enierprise will consist of many companies or producing cstablishients, parts of the enterprise
12y Gaury uul activities other than the provision of buslness services.

Tho Gruwing Importance of Foreign Cunirulled Enter prives

During the period, firms in the busincas services have capordonced & significant increase in
their operuting revenues. From 198% to 1092, opemiing revenuca of Frms cngaged in the
proviston of businese services have incrarsad at an annua! rate of 8.3%. In comparison, the
average annual increase in nomindl ODP was 3.4% during the same potiod. This supgests that
busincss services are 8 growing component of TP,
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Within the business services sector, one of the most distinguishing trends is the growing
importance of foreign controlled firms. From 1928 to 1992, the revenues of foreign controlled
Brms increased by over 90%, while the revenues of Canudien controlled firms Increased only by
18%. One consequence of the large difference in the growth rate between foreign and Canadian
confrolled firms is thai the share of

revenucs accounted for by foreign Chert 3
controlled firus has increased, From Forelgn Controllod Sharo of Operating Fevenus in

1988 to 1992, the farcign controlled Busnéss Services and Al iIndustries, 10681002
share of revenues in business services | = . .

has increased dramatically, rising from
20.9% of total operating revenues in | 2
1988 1o 30.0% of revenues in 1992 (see
Chart 1}. The increase in the foreign |
presence in business scrvices has been
much more pronounced than for the
econdmy as & whole. Whercas in 1984,
the share of foreign conwolled revenue
wis Jower for business services than for
thc agprogaic coononty, by 1952, it was
abovc. -

ME.\?I‘“.H

The foreign controlled share of Chart 2

assets i business services hay also Foreign Controliod Share o Assels In Bus nsss
increased, rising from 22.1% in 198% 10 Services nrd Al Industries, 1989-1992
25.6% by 1992 (see Chart 2). This -

riging share of assets is much different
fram tha trend in the economy as s
whole. where the foreign contralled
shure of assets has been relatively
constant over the period.

1988 L] 1950 wmi 1082

The increase in the share of revenues accounted for by foreign enterprises in businesses
services at the aggregate level, is reflected in five out of the seven industries which comprise the
business servioes sector (see Table 1). Within the five industries in which foreign controlled
revenues increased their share, foreign controlled firms in engineering services and computer
services and software developers more than doubled their revenyes during the period from 1988

to 1992, Indicating that these finns are some of the most dynamic firms in the business services
souLor,

While foreign congolled firms have incrcased Uiy shase of revenucs in many of the
business servicos industrics, they arc dominant in only onc industry, the computer scrvices and
software development industry, In 1992, the foreign controlled firms nccounted for alr ost 70%
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of the industry 's operating revenuos. In the remaining six industrics, forcign controlled firms tend
to play & much mars imited role.

Table 1

Forsign Cantrelied Shere of Operating Rsvanue In Business Servioas, 1988-1012

[indurstry 1000 1000 1ea 1201 1
(%}

Adyvefijeing Suvibes 2] PA 10.3 18 2.
Amhitsatursl Barvioes 5.0 ab -1} Eé LN
Computsr Earvices and S ofrwars Davalopars 548 &0.7 8.6 458 48
Employmant Agsncles and Parmenns Suppllsrs 1.3 %7 b2 105 14
Enginesnny Ssrvices L? T 0.8 12.2 16
Over Businaas flervicis hé LA 14.0 160 4
Solentiflc and Tachmics] Fasrvices n? eF 1&$ 1.9 L
Tekal 209 205 225 2.4 aa

Foreign Controlied Firms are Concontrated Larpely in the Computer Services and
Sofiware Development Industry

The dominance of the computer services and software development industry hy foreign
contralled fivms is alsa reflected in the industoial dismibudon of their revenues. In 1992, almost
70% of the revenues gensraied by foreign controlled fimms in businese services were in this
industry (sec Chart 3), In companson, the Canadian disiribution of revenues is much more widely
distributed over the seven industrics. A rocent study oo foreign direct investment in services has
suggested s=veral factors which influence the patlern of foreign direct investment in senvices.!
Although it 35 not possible to draw direct paraliels between this study and the work at hand, it is
possible to use the faclors presented 1o sugpest possible explanations a3 to why foreign controlled
revenues afe concentrated in the computer scrvices industry. One reason farelgn firms are
concentrated in this industry is that it may be easier for forcign-based firms to enter thiy industry
as campared to the other ficlde In same of the business services flelds such as architects and
engineers, there wre requirements that employees have federal or provincial accreditation or
officlal cerdficaton, making entry more difficult for foreign fims. A turther factor which may
voncibure 10 enoy of forelgn controlled firms in the computer services and software development
industry is it ey many huve fulluwed home country ellent firms to Canada. Another factor may
be the size of the domestic market and ity growih . Of dic soven industries, the conpuier
scrviccs and software developmont industry is Jargest in yeoms of opersting revesiue and it hay
expatienced & faser ratc of growth than amy of the othor six industrics durlng the period from

1008 to 3992, The large size of the demesti murket and ils romarkable rate of growth oy heve
both facilitatsd the sotry of foreigo firms,

1 Unimed Nntione, The Tranemstlonalicaiion of Service lndusiries: An Empilrical Analysk af the Leserniinanis of
Foraipn Direct Invesiment by Transaationel Servies Carporatlone, Ul ol Nutiong, Naw Yok, 1993,
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Chen 3
Distribution of Opsrating Ravanus of Canasdlan and Faralgn Controlisd Entarpriass In
Business Ssrvices, 1992

Adwartising  Arehiteriiend
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Sottware Parsoninel Sarvicaa
Foreign Controlled Firms Perform Better Financially
Onc indicator of competitiveness of Chast 4

firma is te 100k at the financial performance of
firms. At the aggregate level, foreign
controlled firms have tended 1o perform better
financially than Canadtian controlled firms. For
cevery your from 1989 to 1992, foreign
controlicd firms have experienced higher profit
margins, rcturng on asscts and equity than
Cunadian controlled firms (sec Charts 4, 5, and
6}. Ar Chart 4 shows, this trend is ulse similar
to the general pattern in the Canadian
economy, where foreign contvolled finms
typically perform  better than  Canadian
controlled firms.

Profit Mergire of Canadien and Forsign Comtrolisd
Enmepriacs i Busi ndiy Sarvioes sng Toldl Non-hnanoial
rdustries, 10081000
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The primary reagon why the aggregate performance of forcign controlled is above (hat of
Canadisn controlled firms is due 16 the strong financial performance of foreign controlld fimas in
the compmter services and software development industry. Since this industry is one of the nost
profitable of the szven industries and it is dominated by foreign contralied finns, the ageregate
measure Of profilability ix skewed toward fereign controlled firms, There is no consistant pattern
of better performance for foreign controlled finms amangst the sther indusides compsing the
business services group (see Tabie 2).

Tabla 2
Profliablity of Forvign and CAnadian Centrulicd Koterprises, 1988-19%2

19K 1T YT LML 1753

Con Hzrﬂll Lk Ferelgn] Can Ferulan 1CIn Forelpn | Oda FPorsign
Advertisiag Servicos 43 B2 24 173 15 3 G4 7 2d st

o8 of Architccts .7 na i3 an 35 [ 1l 3 i g

puier Rersirse sed Rofiue re Teuglopare [+ 14 LTS EF 3 i1t o4 1 dad o
Evphymoal Ageociss and Pirssund Supplien M s 7w 35 75 s 0 [T +3
Englnsering Sorvioes 59 12 oy 1 9 53 14 23 4 1.3 43
lnar B uslness Bwrviass Lr i L 3] [ £ |- 2] oy b 1 1 03

11 and Technical Servicm 0y 26 oL g 1] as TR
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4. Buginess Services: International Trade

Another look at cross-border activity is provided by existing data on intcrnations! trade in
businass services.

statistics Canada does not specifically collect data on the imports and exporws of firms
operating in the business services sector. Information on wade in services is collegted on the basis
of vommodides. ‘Trade data sre avallable for three select commodities which are: consy lin g and
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profcsaional sarvices; advertising and promotionsl services; and computer scrvices, Singe these
three commoeditics comprisc the bulk of the tradc in busincss scrvices, they provide an overall
picturs of the trends that have been toking place in the trade in busincss scrvices for the last tcn
years.

From 1983 ta 1993, expors of thege three commodities have increased at & slightly faster
rate than that of servioe exports. Durting the period, exports of these commnditias increased by
125% while total scrvice exports increased by 118%. Although expors of these commodites
have been growing faster than service exports, they represent a relatively amall component of
Canada’ total service exports. In 1993, they represented 7.7% of 1otal service exports,

Imports of consulting and professional services, advertising and promotional services, and
computer services have grown much more rapidly thun exports of these commdities and they are
also increasing at a much faster rate than service imports, From 1983 to 1993, imports of these
three commodities increased by 391%, while the imports of services increased by only | 12%. In
1993, these three commodities represented 4.9% of total service imports.

One sfgnificant way in which o
expurts  und  fmpors  of  these AMRAtad e I Businons Barvinee s 1 Poromnaga o ha f s
comunuditics difler is in terms of the | % e . BN FIFACHR, -
ownership relationship belween
trading fimms, Almost half of the
imports of thcse commodities are
ntributable to  firms  which arc | ®
affiliatsd with each other {see Chart | £
M. In addition, since foreign | 4
conwolled firms account for over 80%
of these affiliated imports, there exists 2
& strong telationship berween foreign | S5% e o
direct investment and the imporl of
business services. In comparison, exports of these services are mostly transactions between firms
which do not share any ownership relationship.

These data suggest that althouph the exports of business services are growing rapidly, they
are only growing slightly faster than the generul trend in the growth rate of service exports. In
comparison, imports of business services are growing (wice as fast a5 the imports of services.
While business services represent a relatively small portion of the total wade in services, it is
interesting that in most years Canadian exports of these three commodities exceeded imports.
This tends to suggest that firms operating in the business servives sector of the Canadian sconomy
are competitive in the international market tor buginess services,
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5. Mathodeology and Interpretation Issues

One of the key sets of daia to be Hnked in this exercise 5 enterprise-lovel Snancial datn.
These Income Hatement and balance sheet data provide a wide range of growth and pearfarmance
infarmstion abont the enterprise. They provide an assesiment of decisions made at the entesprise
Jevel, such as decizions ahout venical or herizontul integration in the enterprlse or about how n
range of activitizg - hoth ponds and rervices - are provided on an infra-firm basis.

The S1C code used at the eaterprise lovel of the Canadian SIC reflects the integraterd
operations of large enterprises. The ¢lassification of a particular business service (for example
computer services) al the cnwerprise lovel mey include compuier services and manufacturing,
wholesale, marketing and perhaps R+D activitics of the entsrprive, as long as the computer
scrvice activity was predominant. The classification iz thus defined more broadly than the
establishment-level notion of computer services and flnancial dsia from an enterpns: classified to
computer services will include data froma the entire range of activities.

The data representing the production of busiess services comes fram gstablishment-level
surveys. By productlon data we roran reverue, cxpenses and operating margin, some information
on number of employess and thedr salaries and some further breakdown of revenus by type of
¥outls ur sexvices produced. The unitg surveyed are more homogencous and the data represents
the acuvity in yuestion (in vur exumple computer services) and does not include related acdvity (o
any great degree,

Because of the different noture of tie units reprosented in tho two surveys there are

Problems with the inlezpretation of thy dataset weated by the inkage of emerprisc-bascd and
establichmant-baded surveys.

If ome starts with the list of cnierprises {end their data) idendfed as, for wiumple,
compiter sesvices, and then Link to units in the production survey, the resulting dataset @) will
not inchxle those camputer rervices producing units which are part of a larger enterprise not
identified primarlly as computer services and (i} will inclide: financial daty for producing unite
which urc part of 8 computer services enterprise but which carry out a related activity (eg.
manufacturing of computers or parts, wholesaling),

I, on the other head, one starts with a list of the computer scrvices prodncmg units and
links thern 10 their enterprizes, one has enterprise-level fnencial duta perisining to more than
compuer service production statigtics. Thus, performance messures and any data-based
characteristics will be related 10 more than the production activity in question. Results pertaining

10 degree of foreign control in the industry, rates of growth ete. may be contradictory when the
enterprisc-based view is compared with the establishment view,

One must therefore use the resulting data set with care if linkepes are established between
different Jevele of the fim. If one starts with the st of the produecing uniis and links to their
cnrcrprises, there are varlous ways Lo use the two sets of duts together,
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The simplest and most straightforward is to use the link only to ottribute the
characteristics of the enierprise to the establighment. For example, the conntry of contrel, the
location of the enterprise head office or the industrial classification of the. enterprise Gf there is a
Ink o an enterprise) might he information linked tn the producing unit, The latier will help
establish the existence of an cnterprise link and the nature of the integration of activity in the
entesprise (vertical, horizontal, widely dispersed activiry).

One could then begin to use the actual daia by crcating data-based characteristics using
enterprise data and attributing these characieristics of the enterprise to the establishment. One
oxampic of such a characteristic might be a performance measure based upon rate of retum which
would then be used to group the enterprises into high, medium and low rate of return proups.
This measure would be based upon data pertaining to activitios other than the narrowly defined
activity under consideration, but the use would be simply to establish a success or performance
measure for the whols enterprise within which the establishment operates. It would thus give
some idea of the corporate family environment (dynamic? successtul’? low performer?) for the
producing unit.

Ly additivn W using chucavweristos in the gbove munner und 0 avoid inpceurucies
ussociated with using incompatible daia series logether, we propose that the two types of data
{cntcrprise and cstablishment) can be used to illustrate the two views of the activity, These could
then be used to complement und challenge cach other in erder to provide a mare complets view
of the enterprise and its constituent parts.

The view presented of the activity (ep. computer services) at the enterprise level, in terms of
the gize of the acdvity in the economy, growth, financial perfonnance etc. can be compared to the
viaw of the activity at the estublishment level. Roth are legitimate representations of computer
services and may show interesting contrasts, For exumple. a high rate of expansinn of the activity
at the establishment level compared to the enterprise Jevel might suggest that the specific
computer services activity was more dynamic than the associuted activitics in the cnterprisc and
warc parhaps the major source of growth in the enterprisc. In contrast, slower growth or rates of
return at the level of the establishment Gf availablc) compured to the enterprise might lcad to 2
hypothesis of a less dynamic activity or one which exists partly to serve the rest of the enterprise
and not simply for the rate of retorn it generaies for the enterprise.

Knowledge of the types of activities carried out in un enterprise, together with information
on the type of intra-firrn trude taking place coald alzo shed light on the behavior of enterprises in
tenng of their production strategy in the Canadian market, For example, one may be able to
discern if an enterprise ie atfaring the full ranpe of reluted goods or services in the Canadian
market by producing them in that market or by producing some in the market and some
elsewhere and exporung them o Canada,

By using the data In this msaunwer, foll advantage can be taken of the Heli sct of dma
svailablc once the micro-data arc linked, while at the sumc timc not drawing faulty coaclusions
based on the erroneous use of incompatible data.
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6. Conclusions

We havo started the process of linkdng the globalization set of information for business

. scrvices ond bave mode good progress to date. When finished, the set of information will provide

new insights to businase gervices and the firms that provide them to the Canndian markes. In the

meantime, wny soggestions on overcoming the problems of interpreting enterprise and
sstablichment data together will be most uelcome.
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