








Services transactions between residents and non-residents

3.249. Operating leasing should be distinguished from financial leasing. Under a finan-
cial lease, the lessee undertakes most or all of the risks and benefits of ownership. There is
a change in economic ownership although the legal title remains with the owner. Although
similar, a financial lease is seen as a loan and therefore the transactions concerned are
excluded from services.

3.250.  Trade-related services covers commissions on goods and service transactions pay-
able to merchants, commodity brokers, dealers, auctioneers and commission agents. These
services include, for example, the auctioneer’s fee or agent’s commission on sales of ships,
aircraft and other goods. If the trader owns the goods being sold, the trader’s margin is
generally included indistinguishably in the value of the goods.

3.251.  Any margins not included in the f.o.b. price of the goods are included in #rade-
related services. Excluded from trade-related services are franchising fees (included in charges
Jfor the use of intellectual property n.i.e.); brokerage on financial instruments (included in
[financial services); and transport-related charges, such as agency commissions (included in
transport). Given GATS requirements and other analytical needs, EBOPS 2010 proposes
a complementary grouping for rozal trade-related transactions (trade-related services and
the value of distribution services which in the balance of payments is included in value of
products sold) (see paras. 3.296-3.297).

3.252.  Other business services n.i.e. includes distribution services for water, steam, gas and
petroleum products as well as distribution services for electricity, where these are iden-
tifiable separately from transmission services (transmission of these products is recorded
under fransport); air conditioning supply; placement of personnel (the services provided
by these personnel are recorded under the relevant services item); security and investiga-
tive services; translation and interpretation; photographic services; building cleaning; real
estate services to businesses; and any other business services that cannot be classified to
any of the business services listed above.

11. Personal, cultural and recreational services

3.253.  Personal, cultural, and recreational services comprises two sub-components, audio-
visual and related services and other personal, cultural, and recreational services.

3.254. Audio-visual and related services covers services associated with audio-visual activi-
ties (movies, music, radio and television) as well as services relating to the performing arts.
The coverage of this EBOPS item is therefore broader than that of CPC, Version 2, group
961 (“Audio-visual and related services”).

3.255. In EBOPS, audio-visual and related services is further broken down into audio-
visual services (corresponding to CPC, Version 2, group 961 (“Audio-visual and related
services”) and artistic related services (corresponding to CPC, Version 2, group 962 (“Per-
forming arts and other live entertainment event presentation and promotion services”) and
group 963 (“Services of performing and other artists”).

3.256.  Audio-visual services relates to the production of motion pictures (on film, videotape,
or disk or transmitted electronically), radio and television programmes (live or on tape) and
musical recordings. Performing arts and other live entertainment event presentation and
promotion services (namely, live performances such as concerts and plays) are excluded from
this item and included in arsistic related services. However, the recording of live performances
is included in audio-visual services and for these recordings, the same treatment as for other
audio-visual products applies. Included in audio-visual services are amounts receivable or
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payable for rentals of audio-visual and related products and charges for access to encrypted
television channels (such as those offering cable and satellite services).

3.257.  Mass-produced audio-visual products (movies and music, including recordings
of live performances) that are purchased or sold outright or for perpetual use, are included
under audio-visual services if downloaded (in other words, delivered electronically). How-
ever, those on CD-ROM, disk, etc., are outside the scope of the EBOPS 2010 standard
categories (and included under general merchandise). Similar products obtained through
a licence to use (other than when conveying perpetual use) are included in audio-visual
services, as is other online content related to audio and visual media. Charges or licences to
reproduce and/or distribute audio-visual products are excluded from audio-visual services
and included in charges for the use of intellectual property n.i.e.

3.258. Also included are purchases and sales of ownership rights for entertainment such
as radio and television broadcast originals, sound recordings, motion pictures, videotapes,
television and radio programme originals, etc., over which legal or de facto ownership can
be established by copyright. Table III.1 summarizes the treatment of intellectual property
associated with audio-visual services as defined in EBOPS, as well as other types of intel-
lectual property.

3.259. It would be useful to separately identify audio-visual originals, as the information
on these products would be of use to compilers and analysts of national accounts.

3.260. Artistic related services includes the services provided by performing artists (actors,
musicians, dancers, etc.), authors, composers and sculptors. It also includes services pro-
vided by independent models as well as set, costume and lighting designers. Transactions
are included if the service providers are not employees of the entity making payments
(otherwise, they represent compensation of employees). Also included are presentation and
promotion services for performing arts and other live entertainment events. However, the
recording of such events is included in audio-visual services.

3.261. Mass-produced artistic related products (for example, books), as well as related
purchases and sales of ownership rights of literary or other artistic originals (excluding those
covered under audio-visual), should be treated in the same way as audio-visual products
as described above.

3.262. Transactions relating to the selling of exclusive rights (for example, the exclusivity
of a publisher to publish literary works of an author) are not covered (this right of exclu-
sivity is considered an asset, that is, a contract for future production, and the payment is
included in the capital account).

3.263.  Other personal, cultural, and recreational services is divided into four components:
health services, education services, heritage and recreational services and other personal services.

3.264. Health services comprises general and specialized human health services supplied
by hospitals, doctors, nurses and paramedical and similar personnel, as well as laboratory
and similar services, whether rendered remotely (through telemedicine or tele-diagnosis)
or on-site. Included are diagnostic-imaging services and pharmaceutical, radiology and
rehabilitation services. Excluded are health services provided to non-residents who are
present in the territory of the service provider (included in #7avel) and veterinary services
(included in services incidental ro agriculture, forestry and fishing).

3.265.  Education services comprises services relating to all levels of education whether
delivered through correspondence courses, via television, satellite, or the Internet, or by
teachers, among others, who supply services directly in host economies. Excluded are
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education services provided to non-residents who are present in the territory of the service
supplier (included in rravel).

3.266. Heritage and recreational services includes services associated with museums and
other cultural, sporting, gambling and recreational activities, except those involving per-
sons outside their economy of residence (included in #ravel). The amounts paid for gam-
bling, including for lottery tickets and the placing of bets, consist of two elements:

* Aservice charge receivable by the unit organizing the lottery or gambling (this
charge may also have to cover taxes on gambling)

e A transfer to cover the amounts payable to the winners and, in some cases,
amounts payable to charities

3.267. 'The value of the lottery and other gambling and betting services supplied by or
to non-residents is estimated as the amount wagered by non-residents, multiplied by the
overall ratio of services to the total amount wagered for that gambling operator or type of
gambling. This method for separately identifying the service component is similar to the
method used for insurance services.

3.268.  Other personal services includes social services, membership dues of business asso-
ciations, domestic services, etc.

12.  Government goods and services n.i.e.

3.269.  Government goods and services n.i.e. covers:

* Goods and services supplied by and to enclaves, such as embassies and military
bases

* Goods and services acquired from the host economy by diplomats, consular
staff and military personnel located abroad and their dependants

e Services supplied by and to Governments and not included in other categories
of services

3.270. EBOPS 2010 recommends that government goods and services n.i.e. be further
classified according to the following breakdown:

¢ Embassies and consulates
* Military units and agencies

* Other government goods and services n.i.e.

This further breakdown is based on the transactor, that is, the government unit
undertaking the transaction, rather than on the type of transaction.

Goods and services supplied by and to enclaves, such as
embassies and military bases

3.271. As government and international organization enclaves are not residents of the
territory in which they are physically located, their transactions with residents of the
territory of location are international transactions. For the same reason, transactions of
embassies, military bases, etc., with their home economies are resident-to-resident, and
outside the scope of EBOPS.

3.272. Exports of government goods and services n.i.e. include the supply of goods and
services to embassies, consulates, military units, defence agencies and other official entities
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(such as aid missions, and government tourism information and trade promotion offices)
of foreign Governments located in the compiling economy.

3.273. Imports of government goods and services n.i.e. include acquisition of goods and
services by embassies, etc., of the Government of the compiling economy in other ter-
ritories. Charges for visas and other services provided by embassies and consulates are
also included in government goods and services n.i.e. The supply and purchase of goods and
services by international organizations are also included in government goods and services
n.i.e. The acquisition of goods and services for joint military arrangements, peacekeeping
forces, and other services, such as those provided by the United Nations, are also included
in government goods and services n.i.e.

Goods and services acquired by staff employed in enclaves and
their dependants

3.274.  All expenditure on goods and services by diplomats, consular staff, and military
personnel, and dependent members of the same household, in the economies in which they
are located, is also included in government goods and services n.i.e. However, the expenditure
of locally engaged staff of embassies, military bases and so forth, and international organiza-
tion staff is not included in government goods and services n.i.e.

3.275. 'The supply of goods and services to foreign diplomats, etc., located in the com-
piling economy is shown as credits, while the expenditure of the compiling economy’s
diplomats, etc., in the economy of their posting, is shown as debits. (Goods disposed of
by diplomats, etc., are similarly recorded with the signs reversed; for example, a car sold
at the end of a posting is shown as a debit to the local economy.)

Other services supplied by and to Governments

3.276. Services supplied by and to Governments should be classified to the relevant ser-
vice category (business services, health, etc.), if possible. However, some services are related
to government functions that cannot be classified to another specific service categorys;
hence, they are classified as government services. For example, technical assistance on
public administration is included in government services. Also, payments for police-type
services (for example, keeping order), such as those supplied by mutual agreement by a
foreign Government or international organization, are included in government goods and
services n.i.e. Government supply of a licence or permit that is classified as provision of a
service is also included under government goods and services n.i.e.

Government licences, permits, etc.

3.277. One of the regulatory functions of Governments is to forbid the ownership
or use of certain goods, or the pursuit of certain activities, unless specific permission is
granted through the issuing of a licence or other certificate for a fee. If the issue of such
licences involves little or no work on the part of government, the licences being granted
automatically on payment, it is likely that they are simply a device through which to raise
taxes, even though the Government may provide some kind of certificate, or authoriza-
tion, in return.

3.278. Governments also use the issue of licences to exercise some proper regulatory
function. Where the licensing is used to check the competence or qualifications of the
person concerned, to check the efficient and safe functioning of equipment, or to carry
out some other form of control that it would otherwise not be obliged to do, the pay-
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ments made should be treated as purchases of services from government, rather than as
payments of taxes, unless the payments are clearly out of all proportion to the costs of
providing the services.

3.279. 'The borderline between taxes and payments of charges for services rendered is not
always clear-cut in practice. In the case of permits issued by the private sector, as treatment
as a tax is not an option, the fee can be only a service or contract, lease or licence asset. In
the case of licences (Government or private) that may be resold by the holder, the resale is
recorded in the capital account. By convention, amounts payable by households for licences
to own, or use vehicles, boats or aircraft, along with licences for recreational hunting, shoot-
ing or fishing, are treated as taxes. Amounts payable by households for all other kinds of
licences, permits, certificates, passports, etc., are treated as purchases of services.

P. Complementary groupings of service and
non-service transactions

3.280. For various analytical purposes, compilers may wish to aggregate a number of
service transactions (and non-service transactions) so as to provide information on areas
of particular interest or concern to users. These may relate to health care, environmen-
tal activities or audio-visual or software activities. As is the case for the components
described above, it would be useful for compilers to follow the same guidelines for pro-
ducing these complementary aggregations. Compiling economies which are willing to
further disaggregate some of the complementary groupings (e.g. call-centre services), are
encouraged to do so on a basis compatible with CPC, Version 2.0. For each complemen-
tary grouping a list of services (or goods) items is provided which indicates under which
item the transactions sought are most likely classified. This does not necessarily mean
that the entire service item should be included under the complementary grouping, or
that other relevant transactions may not be covered under other items. The following
complementary groupings are discussed:

o Audio-visual transactions

o Cultural transactions

o Computer software transactions

o Call-centre services

o Total services transactions between related enterprises
o Total trade-related transactions

o Environmental transactions

o Total health services

o Total education services

1. Audio-visual transactions

3.281. Audio-visual transactions has been identified as a complementary aggregation for
addressing the needs of analysts for information on a range of transactions relating to
audio-visual activities. It is sometimes difficult to isolate audio-visual services from other
audio-visual transactions, not only because these transactions are of a technical nature, but
also because they are often conducted between related enterprises. In audio-visual busi-
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ness networks, integration of production and distribution enterprises and co-production
activities are more often the rule than the exception.

3.282. 'This aggregation should be used to show the total value of such resident/non-
resident transactions. Audio-visual transactions is defined as covering all international
transactions relating to products (goods and services) with an audio-visual content. It
represents a reorganization of a range of resident/non-resident transactions, including
transactions that are outside the range of services covered in EBOPS 2010. It is recom-
mended for its analytical usefulness and includes transactions encompassing:

o Audio-visual services
e Licences to reproduce andfor distribute audio-visual products

* Audio-visual goods that are not covered by the above items. The definitions of
the goods in the list need to be consistent with the definitions of the products
in the services categories;

3.283. Audio-visual transactions will therefore include customized, original or mass-pro-
duced recordings and other entertainment or artistic products on physical media (CD-ROM,
disk, etc.) or delivered electronically, whether purchased or sold outright, for perpetual use, or
with a periodic licence fee. Audio-visual transactions include distribution rights for film and
television programmes; television retransmission rights for sports events; sale of rights for video
editions of films and television programmes, based either on the number of video cassettes or
disks produced, or on distribution in a particular territory; music composers’ rights that are
linked to the sale of records paid through collecting societies; rights related to the recording of
live musical or theatrical performance; sale of ownership rights for original films and television
programmes, for cinema release or for broadcasting; and subscription services provided for
encrypted television channels, such as cable, and over-the-air, or free-to-air, broadcasting,

3.284. It should be noted that fees and rights may be paid for on a number of different
bases, including pay-per-view, number of video cassettes or disks produced, time period,
territory or size of the audience reached.

3.285. For musical works and television and radio programmes, the management and
collection of these fees are often carried out by “performing rights societies” or “collecting
societies”.

3.286. 'The enterprises carrying out these transactions are mainly producers of audio-
visual goods and services that receive distribution rights (for example, when there is a tel-
evision or radio transmission) or author’s or composer’s rights (for example, when records
are sold); television and radio channels that pay for rights for retransmission and encrypted
television channels; and performing rights societies that act as intermediaries between
producers and the media.

3.287. For national accounts purposes, it would be useful to separately identify all
licences to use audio-visual products.

2. Cultural transactions

3.288. Cultural transactions includes audio-visual transactions and other cultural related
transactions in services and goods, such as performing rights related to live musical or
theatrical performances; rights for theatrical releases abroad by drama companies; rights
for musical shows produced abroad; music composers’ rights that are not linked to the
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sale of records paid through collecting societies; performing fees related to live musical or
theatrical performance; and fees for theatrical releases abroad by drama companies.
3.289. 'This complementary grouping therefore includes transactions included in:

¢ Audio-visual transactions (see list above)

e Artistic related services

* Licences to reproduce and/or distribute other products

* Heritage and preservation services (for example, involving fees collected from
exchanges of artefacts between museums of different countries)

¢ News agency services

* Other information services, excluding database and related services

* Architectural services

* Advertising services that are included in advertising, market research, and public
opinion polling services

* Cultural related goods that are not covered by the above items (the defini-
tions of items in the list need to be consistent with the definitions of products
covered in services categories).

3.290. 'The list of cultural goods and services, which is based on CPC and the Harmo-
nized Commodity Description and Coding System (HS), is further elaborated in the 2009
UNESCO Framework for Cultural Statistics.?

3. Computer software transactions

3.291. ‘'The computer software transactions complementary grouping encompasses trans-
actions relating to computer software goods and computer software services. It therefore
includes transactions included in:

* Computer software services

* Licences to reproduce and/or distribute software

e Computer software goods that are not covered by the above items (the defi-
nitions of the goods in the list need to be consistent with the definitions of
products in the services categories)

3.292. Computer software transactions includes sales of customized software (however
delivered) and related licences to use; development, production, supply and documentation
of customized software, including operating systems made to order for specific users; non-
customized (mass-produced) software downloaded or otherwise electronically delivered,
whether with a periodic licence fee or a single payment; non-customized (mass-produced)
software provided on physical media with a periodic licence fee; sales and purchases of
originals and ownership rights for software systems and applications; charges for licences
to reproduce and/or distribute intellectual property embodied in produced computer soft-
ware; software installation; and non-customized software provided on physical media with
the right to perpetual use.

3.293. For national accounts purposes, it would be useful to separately identify all
licences to use computer software products.

4. Call-centre services

3.294. Call-centre services is not identified as a separate category in BPM6 or EBOPS
2010, which is why it is suggested as a complementary grouping in MSITS 2010. This
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aggregation groups all relevant transactions (that is, those provided by call centres) included
in the various services item, which correspond to services that are provided by call-centres
(for example, computer technical support, debt collection or marketing services). Given
their growing importance in a number of economies, a broader grouping could also be
created to cover all Business Process Outsourcing (BPO) services.

5. Total services transactions between related enterprises

3.295.  Total services transactions between related enterprises provides information on the
value of the various types of service between affiliated direct investment enterprises. It
includes payments from subsidiaries and associates to the parent enterprise or other related
enterprises that represent contributions to the general management costs of the subsidiar-
ies and associates (for planning, organizing and controlling) and also reimbursements
of expenses settled directly by parent enterprises. It also includes payments from parent
enterprises to their associates and subsidiaries.

6. Total trade-related transactions

3.296. Total trade-related transactions encompasses all transactions relating to the distri-
bution services of goods and services. It includes the commissions on goods and services
transactions payable to merchants, commodity brokers, dealers, etc., who do not own the
goods that they buy and sell (included in trade-related services), as well as the traders” mar-
gins. The margins of wholesalers and retailers are generally included indistinguishably in
the value of products sold (including for goods under merchanting) and are not presented
separately in the balance of payments statistics.”'

3.297.  Total trade-related transactions includes:

e Trade-related services
* 'The estimated distribution services included in the value of products sold
(including goods under merchanting)

7. Environmental transactions

3.298. 'The environmental transactions grouping is an aggregation of all transactions that
relate to the treatment, cleaning, restoring etc. of the environment following damage
caused by the pollution of water, air, and soil. The grouping also covers transactions relat-
ing to waste disposal, noise reduction and ecosystems, as well as services associated to the
measurement, prevention, correction and limitation of damage.

3.299. Itincludes, in particular, transactions in waste treatment and de-pollution as well
as a number of other transactions relating to the preservation and protection of the envi-
ronment. The EBOPS 2010-CPC, Version 2, correspondence table presents the coverage
of this complementary grouping (available from http://unstats.un.org/unsd/tradeserv/
TFESITS/msits2010/annexes.htm).

8. Total health services

3.300. Total health services combines international transactions relating to the provision
of health services. It includes generalized and specialized human health services provided
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remotely or on site; and health services provided to persons while they are visiting the
economy of the health service provider.
3.301.  Total health services includes transactions included in:

e Health services (product breakdown of travel, other services)
* Health services (under other personal, cultural, and recreational services)

9. Total education services

3.302. Total education services combines international transactions relating to the pro-
vision of education services. It includes the provision of all levels of education through
distance teaching, teaching services provided directly in the host economies and education
services provided to non-residents who are present in the territory of the service provider.
3.303. Total education services includes transactions included in:

* Education services (product breakdown of travel, other services)
*  Education services (under other personal, cultural, and recreational services)

Q. Data collection

3.304. Methods of collection can be described in terms of the following main types of
sources:

¢ International merchandise trade statistics (IMTS)

e International transactions reporting systems

* Surveys of enterprises

* Surveys of households

e Administrative data

* Information obtained from partner countries and international organizations
e Other sources

3.305. Data may be obtained directly through one or more of these methods, or it may
be that some type of modelling is used in order to obtain estimates of the balance of pay-
ments components.

3.306. It may be possible to obtain data from IMTS on the movement of goods shown as
supplementary items under the component manufacturing services on physical inputs owned
by others.

3.307. An international transactions reporting system (ITRS) records transactions that
take place between residents and non-residents. Such a system may be a product of pre-
sent or past exchange controls, or it may exist separately from them. In many countries,
commercial banks record all of the transactions that take place through their systems and
report these (either individually or in aggregate form) to the balance of payments compiler.
In cases where residents are able to conduct transactions outside of the domestic bank-
ing system, the relevant segment is included in the ITRS. Typically, this segment would
comprise data on transactions through bank accounts held abroad by residents. Additional
data must be collected for transactions where no money changes hands (as in barter trade
or when trade credits are extended).

3.308. Surveys of enterprises collect information in aggregate form on the transactions
of resident enterprises with non-residents. Such surveys may entail full coverage or may be
conducted on a sample basis. Surveys of enterprises may be conducted to collect informa-

83



84

Manual on Statistics of International Trade in Services 2010

tion from enterprises engaged in specific activities — for example, airlines that are engaged
primarily in carriage of passengers and freight, legal firms that supply only a small range of
services, and hotels and restaurants that cater primarily to overseas visitors. Alternatively,
surveys may be applied to a wide range of enterprises in order to collect information on all
of their services transactions, or even on all of their balance of payments transactions. To
be successful, such surveys require the use of an up-to-date register of enterprises and good
survey techniques (such as appropriate follow-up, and verification and estimation methods).
3.309. There are few household surveys conducted specifically for balance of payments
purposes; usually, they may be periodic or ongoing surveys conducted to collect informa-
tion on travel. However, compilers may use existing houschold surveys to derive informa-
tion for balance of payments purposes.

3.310. Official data include data available from the detailed accounting records of the
monetary authorities and all levels of government. These may supplement other data
sources or be used to validate data obtained from other sources.

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

3.312. Information obtained from partner countries is useful for providing data where it
is not possible to collect them directly within a country as well as for validating other data-
collection and estimation methods. Data from international organizations are particularly
useful to aid-recipient countries that are compiling data on technical assistance services.
3.313.  Compilers must consider many factors when choosing a method or methods for
estimating the various services components, including the legislation that permits data
collection, the data that are already available, the available resources, the needs of users
and the appropriateness to the particular country of the various methods of data collection
that might be used.

3.314. Information on some types of transactions may be obtained from more than one
data source. In this case, data can be usefully cross-checked.

R. Summary of recommendations

3.315. 'The main recommendations on compiling statistics on transactions between resi-
dents and non-residents can be summarized as follows:

1. The BPM6 recommendations on the principles of recording residence,
valuation, time of recording, unit of account and currency conversion
should be followed.

2. Data on services transactions between residents and non-residents of an
economy should be compiled according to EBOPS 2010. Of the highest
priority is the compilation of data at the level of BPM6. This should be
followed by the introduction of the EBOPS 2010 level of detail; how-
ever, the data requirements in individual compiling economies should
be taken into account. Related supplementary items should also be com-
piled. A further, although less immediate, priority is the compilation of
data on EBOPS 2010 complementary groupings.
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Data should be compiled on an individual trading partner basis, at least
at the level of the 12 major components of BPM6.

Data for at least total services transactions should be compiled separately
for transactions with related and with unrelated parties.

Allocate the transactions between residents and non-residents over the
GATS modes of supply. As a starting point each EBOPS component
should be allocated either to one dominant mode or, where there is
no single dominant mode, to the most significant modes of supply as
described in chapter V (table V.2).
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Chapter IV
Foreign affiliates statistics (FATS) and
the international supply of services

A. Introduction

4.1.  Forboth goods and services, international sales may be effected not only through
the transactions between residents and non-residents that are recorded in balance of pay-
ments accounts as specified by BPM6 and the 2008 SNA, but also through the establish-
ment of a commercial presence abroad. For services, this method of serving foreign mar-
kets is particularly important because, often, it can be the only method that permits close
and continuing contact between service providers and their customers, which is necessary
if those service providers are to compete effectively with indigenous enterprises.

4.2.  In MSITS 2010, statistics describing the overall operations of foreign-controlled
affiliates’ are called foreign affiliates statistics (FATS). Principles for recording FATS are in
line with international statistical standards, especially those governing the measurement of
foreign direct investment (FDI) within BPM6 and the OECD Benchmark Definition of For-
eign Direct Investment, 4th ed. (BD4).2 The FDI universe, which is introduced in box IV.1,
enables an understanding of the universe of FATS. Furthermore, although the FDI universe
has a broader coverage than that of the FATS universe, FDI statistics may provide useful
indicators relating to commercial presence for those countries that have not yet begun to
compile FATS. A precondition for the establishment of a foreign affiliate is generally the
development of investment flows leading to an FDI relationship. The affiliate engages in the
production and supply of goods and services, but there may also be, among other things,
intra-enterprise international trade in services (for example, management charges).

4.3.  Foreign afhiliates statistics form a subset of statistics on the activities of multi-
national enterprises (AMNEs) and exclude the activities of the affiliate’s ultimate parent
enterprise. Conceptually, the population of enterprises covered by the statistics on AMNEs
is itself a sub-category of the enterprises covered by FDI statistics: the former relates to
control, while the latter is based on ownership and influence.?

4.4. Consonant with the theme and purpose of MSITS, its recommendations for
compiling these statistics have been designed and presented with services in mind. How-
ever, apart from the particular activity and product breakdowns suggested, most of the
recommendations are equally applicable to goods and services.

B. Coverage of FATS

4.5. Before considering the particular measures that should make up the FATS data
set, it is necessary to consider which enterprises should be covered by these statistics as well
as the recommendations regarding statistical units.
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Here, the term “affiliate” is
synonymous with “direct
investment enterprise”,
which, following usage of
BPM6 and the OECD Bench-
mark Definition of Foreign
Direct Investment, 4th ed.,
(BD4), refers to an incorpo-
rated or unincorporated
enterprise in which a direct
investor who is resident in
another economy owns

10 per cent or more of the
voting power (for an incor-
porated enterprise) or the
equivalent (for an unincor-
porated enterprise). As will
be explained below, the pre-
sent chapter is concerned
mainly with only those affili-
ates that are “controlled” by
the direct investor. In what
follows, they may — for
ease of exposition — also be
referred to simply as “affili-
ates”; within the context of
the discussion, however, it
will be clear that they are
members of the subset of
affiliates that are foreign-
controlled.

They are also in line with
Measuring Globalisation:
the OECD Handbook on
Economic Globalisation
Indicators 2005.

In other words, the popu-
lation of FDI enterprises
satisfying the ownership
criterion of 10-100 per
cent of the voting power is
greater than the population
of enterprises covered by
MNE statistics, for which
more than 50 per cent
ownership is necessary for
control. However, the rec-
onciliation of the two sets of
statistics is not achievable
solely through this theoreti-
cal discussion of control and
influence (see BD4, chap. 2,
para. 27).
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Eurostat Foreign Affiliates
Statistics (FATS) Recom-
mendations Manual, which
foresees the compilation of
FATS on controlled foreign
affiliates.

5 Seethe 2008 SNA, chap.
26, entitled “The rest of the
world accounts and links to
the balance of payments”,
paras. 26.84, 26.85 and
26.89.

6 De facto control (actual
control) is less clear-cut than
de jure control (legal control
of more than 50 per cent of
voting power), as it is associ-
ated with questions of direct
and indirect influences.
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Ownership criteria

4.6.  Although 10 per cent ownership of the voting power is recommended as the lower
threshold for FDI, MSITS 2010 is in accordance with the OECD Handbook on Economic
Globalisation Indicators and BD4 in recommending that FATS should be compiled, as a
first priority, for the foreign-controlled subset of foreign affiliates. “Control”, as referred
to in the Framework for Direct Investment Relationships (FDIR), set out in chapter 3 of
BD4 (para. 135), is deemed to exist if there is majority ownership (that is, control of more
than 50 per cent) of the voting power at each stage of the chain of ownership.

4.7.  Although the GATS does not provide statistical definitions, it does give some
indication of the kind of ownership criteria that would be useful in support of the Agree-
ment, which refers to concepts of “ownership”, “control” and “affiliation”. Under the
GATS (see article XXVIII, sect. (n)), a juridical person (such as a business enterprise) is:

e “Owned” by persons of a World Trade Organization Member if more than
50 per cent of the equity interest in it is beneficially owned by persons of that
Member

* “Controlled” by persons of a Member if such persons have the power to name
a majority of its directors or otherwise to legally direct its actions

e “Affiliated” with another person when it controls, or is controlled, by that
other person, or when it and the other person are both controlled by the same
person

Therefore, the GATS is concerned with cases of control as defined by the FDIR, as well
as with other cases in which control can be demonstrated to have been achieved.

4.8.  Similar criteria are already used as the basis for FATS in key countries that
maintain this type of data* and provide operationally practical bases for the selection of
enterprises that are to be regarded — following a concept found in the 2008 SNA>— as
“foreign-controlled enterprises”.

49. Although it may in some respects have been conceptually more appealing to
categorize enterprises based on the actual presence or absence of foreign control in an
operational sense, control as defined by the FDIR (corresponding to majority ownership
of the voting power at each stage of the chain of ownership) has been selected as the
recommended ownership criterion for FATS. In contrast with de facto control,® its imple-
mentation does not require the use of subjective criteria, nor does it require that compilers
examine the nature of investments on a case-by-case basis. The absence of a subjective
factor has the added benefit of eliminating a potential source of bilateral asymmetry —
namely, possibly different assessments of the issue of control by home- and host-country
compilers.

4.10.  While the measure of control recommended by MSITS 2010 differs from that
of the 2008 SNA derived from its concept of foreign-controlled enterprise, the two
approaches are alike in that both are based on control by a single investor (or investor
group). This approach is followed in MSITS 2010 not only for the sake of consistency
with other international guidelines, but also because it is only through a single inves-
tor or associated investor group that control can be systematically exercised. However,
the relevance of other criteria for selection is acknowledged, and countries that can do
so might wish to provide supplementary statistics covering cases where foreign control
may be deemed to be present, even though no single foreign direct investor holds a
majority stake.
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4.11.  Examples of investments that might be covered on a supplementary basis are
majority ownership of voting power by multiple unaffiliated foreign direct investors, and
ownership of exactly 50 per cent of voting power by a foreign direct investor. Also cov-
ered would be cases in which a qualitative assessment is made that effective control has
been achieved through a minority stake in an enterprise.” Such supplementary statistics
on afhiliates that are not controlled through majority ownership of voting power may be
particularly relevant in cases where the ownership by non-resident investors is restricted.

4.12.  Statistics on foreign affiliates controlled by residents of the compiling economy
should include all controlled foreign affiliates, irrespective of whether the control in the
affiliate is held directly or indirectly and irrespective of whether the direct investor in the
compiling economy is the ultimate investor (ultimate controlling institutional unit (UCI))
or is, instead, an intermediate investor in an ownership chain. However because the activi-
ties of an affiliate held through an ownership chain could be recorded in the FATS of
both the ultimate and the intermediate investors, and in order to facilitate international
aggregation without double counting, compilers are strongly encouraged to identify the
aggregate share of FATS variables accounted for by enterprises for which the compiling
country is the ultimate controller. Of particular interest will be data on this set of foreign
affiliates belonging to ultimate investors resident in the compiling economy. For FDI data,
investments in given affiliates may be reflected in the statistics of both immediate and
ultimate controllers.

C. Statistical units

4.13.  In principle, FATS could be collected at either the enterprise (company) level or
at the level of individual business locations (establishments). Neither basis of location is
unequivocally superior; rather, each has its own strengths and weaknesses. For example,
some financial indicators, such as total assets, are more appropriately collected from enter-
prises than from establishments. In addition, because FDI statistics are usually collected
at the enterprise level, collection of FATS at this same level facilitates linkages between
the two types of data. However, because enterprises are more likely than establishments to
engage in activities in multiple industries, data that are classified on the basis of primary
activity can be more difficult to interpret for enterprises than for establishments. Although
there may thus be advantages associated with each basis of collection, MSITS 2010 makes
no recommendation as to statistical units. FATS often will be developed in the context
of existing statistical systems, where the statistical units are already defined, and in those
cases, there may be little choice in respect of the units that are to be used.

4.14.  Because the statistical units can have an important bearing on how the statistics
should be interpreted, both in isolation and in comparison with other data sets, it is rec-
ommended that metadata on the statistical units used in collecting FATS be disclosed in
explanatory notes.

D. FATS and trade in services

4.15.  'The primary interest of MSITS 2010 in FATS is related to the international
supply of services. In this context, the most pertinent information on the operations of
affiliates may be considered to be that on their sales (turnover) and/or output. Services
supplied through transactions between residents and non-residents are usually measured
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in terms of sales (apart from any services that may have been donated) and a comparable
measure must be available for affiliates in order that services supplied through them may
be measured on a parallel basis. Although, as discussed below, MSITS 2010 recommends
a broader programme of data collection, it recognizes that some countries may, at least
initially, limit themselves to the collection of statistics on sales and/or output, inasmuch
as these statistics most directly support the monitoring of commitments under the GATS.

4.16.  While data collected on sales and/or output may be considered to be the most
important information needed for FATS, additional information is generally required for
an adequate assessment of the economic effects of affiliate operations and of measures to
liberalize the supply of services through commercial presence. For example, information
on value added allows output originating within the afhliate to be distinguished from
output originating in the enterprises that supply it with intermediate inputs. Similarly,
information on employment is required to assess the impact of affiliates on labour markets.
Accordingly, MSITS 2010 recommends utilization of multiple indicators, or variables,
rather than only sales and/or output, in compilation of FATS.

4.17.  FATS may be developed for both foreign-controlled affiliates 7 the compiling
economy (inward FATS) and controlled foreign affiliates of the compiling economy (outward
FATS). Since under the GATS, countries make commitments with respect to the services
that are supplied in their own economies by suppliers of other economies rather than the ser-
vices they supply abroad, the data most directly related to commercial presence may be those
on the activities of foreign-controlled affiliates in the domestic economy (inward FATS).
Nonetheless, the reason countries make these commitments is to secure commitments on
the part of other countries, with a view to enhancing the ability of their enterprises to sup-
ply services in those countries. In terms of commercial presence, this type of services supply
is tracked by data on outward FATS, which must therefore be considered relevant as well.

E. Collecting inward and outward FATS

4.18. In addition to being more directly related to the compiling country’s own com-
mitments under the GATS, inward FATS are often easier to collect than outward FATS.
The entities covered are located in the compiling country, and data for those entities would
ordinarily already be included in the country’s domestic enterprise statistics. Although
specific surveys may be needed, obtaining a basic data set may involve only identifying the
foreign-controlled subset of domestically located enterprises and tabulating existing data for
them. For outward FATS, in contrast, the entities covered are located outside the compiling
economy and generally would not be covered by existing data. In this case, specific surveys
of resident direct investors, rather than surveys from the foreign affiliates themselves, would
be necessary. An increasing number of countries have successfully compiled outward FATS.

4.19.  Because one country’s inward FATS provide information on the outward FATS
of partner countries, exchanges of information among partner countries have the poten-
tial to provide countries that do not collect data on outward FATS with information on
the overseas activities of their own multinational companies. For such data to be useful,
it is important that they be compiled using standardized definitions and methodologies.
In this regard, MSITS 2010 can play an important role in promoting comparability. In
addition, international organizations can, by republishing data for their members, serve as
clearing houses for such information. The value of such clearing houses may be consider-
able, as they can help to achieve consistency in presentation and greatly reduce the number
of contacts required to assemble the data.
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F. FATS and FDI statistics

4.20. FDI financial transactions and related investment position (stock) and income
measures are not, strictly speaking, FATS variables because they do not pertain to the
overall operations of foreign affiliates but relate only to transactions between and positions
with direct investors and their foreign affiliates. In addition, FDI measures are ordinarily
compiled with respect to transactions and positions with all foreign affiliates, whereas
FATS variables, as discussed in paragraphs 4.5-4.12, are to be compiled only with respect
to affiliates in which the direct investor holds a controlling interest.

4.21.  Notwithstanding those differences, FDI statistics should be considered an impor-
tant adjunct to FATS. Countries that cannot implement the compilation of FATS imme-
diately may find that FDI statistics (and, more specifically, FDI positionss) can serve
as an indicator of a country’s interests in using commercial presence to supply services
internationally. In addition, FDI statistics can be used in conjunction with FATS to indi-
cate the extent to which the operations of affiliates were financed with funds from direct
investors, as well as the extent to which the income generated by affiliates accrued to direct
investors. MSITS 2010 recommends that FDI statistics be compiled in accordance with

the specifications of BPM6 and BD4. For convenience, those guidelines are summarized
in box IV.1.

G. FATS for analysing globalization and for GATS-
related needs

4.22. Interest in statistics on foreign affiliates has been spurred by two primary fac-
tors. The first is the growing integration or globalization of the world economy. From a
variety of motives — among others, to reap the benefits of geographical diversification, to
circumvent trade barriers, to increase proximity to markets, and to reduce costs of labour,
transportation and other inputs — an increasing number of enterprises have expanded
their operations beyond the countries of their controllers. The need to understand this
phenomenon of internationalization of operations, and to monitor the performance of the
foreign affiliates through which they are conducted, is quite separate from the needs asso-
ciated with any trade agreements. In this regard, FATS and the broader AMNE statistics
are important analytical tools.

4.23.  'The second factor accounting for interest has been the GATS. By recognizing the
need for proximity between suppliers and consumers of services, it has, among other con-
sequences, created a new need for information describing the activities of foreign-owned or
-controlled enterprises in host economies. The information will mainly relate to commercial
presence. However, partial information on presence of natural persons may also be available
from this source, if employment by foreign affiliates is among the variables for which data
are collected and if their foreign employees, who are present temporarily in the country of
location of the foreign affiliate as corporate transferees or not, can be separately identified.

4.24.  For both of these purposes, FATS are of interest in their own right, but it will
often be possible to ascertain their full significance only when they are viewed in con-
junction with other information, such as comparable information on total home- or host-
country economic activity and on services supplied through modes other than commercial
presence. For example, while the number of employees of foreign-controlled affiliates in
the domestic economy is useful information in and of itself, a fuller understanding of its
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Moreover, FDI flows within
a given period may also be
useful as supplements to
indicators based on posi-
tions. For example, FDI by
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Co-operation and Develop-
ment, Directorate for Finan-
cial and Enterprise Affairs
and Directorate for Science,
Technology and Industry,
“Why users need to link FDI
and AMNE statistics: note
by the Secretariat” (COM/
DAF/DSTI/WD(2009)1),
para. 25).
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Box IV.1
Measuring foreign direct investment

As presented in BPM6 and BD4, foreign direct investment (FDI) reflects the objective, of a
resident enterprise in one economy (direct investor), of establishing a lasting interest in an
enterprise (direct investment enterprise) that is resident in an economy other than that of
the direct investor. The direct or indirect ownership of 10 per cent or more of the voting
power of an enterprise resident in one economy by an investor resident in another economy
is evidence of such a relationship. Direct investment comprises not only the initial transac-
tion between the investor and the enterprise but also all subsequent transactions between
them and among affiliated enterprises.

A foreign direct investor is an entity (an institutional unit) resident in one economy that
has acquired, either directly or indirectly, at least 10 per cent of the voting power of a cor-
poration (enterprise), or the equivalent for an unincorporated enterprise, resident in another
economy. A direct investor could be classified to any sector of the economy and could be
any of the following: (a) an individual; (b) a group of related individuals; (c) an incorporated
or unincorporated enterprise; (d) a public or private enterprise; (e) a group of related enter-
prises; (f) a government body; (g) an estate, trust or other societal organization; or (h) any
combination of the above. A direct investment enterprise is an enterprise resident in one
economy and in which an investor resident in another economy owns, either directly or
indirectly, 10 per cent or more of its voting power if it is incorporated, or the equivalent for
an unincorporated enterprise.

The Framework for Direct Investment Relationships (FDIR) is a generalized methodology
for identifying and determining the extent and type of direct investment relationships. For
a compiling economy, the FDIR identifies all enterprises related to a particular enterprise,
whetheritis a directinvestor or a direct investment enterprise or both, that is to say, it identi-
fies all enterprises over which the investor has significant influence, using the 10 per cent or
more voting power criterion. In this determination, it is necessary to establish whether each
enterprise under consideration is a subsidiary (an enterprise in which a non-resident investor
owns more than 50 per cent of the voting power), an associate (an enterprise in which a non-
resident investor owns from 10 to 50 per cent) or a fellow enterprise (a non-resident enter-
prise having the same parent but without sufficient ownership of voting power). Inasmuch
as it encompasses enterprises that are not controlled by the direct investor, the concept of
directinvestment enterprise is broader than the concept of foreign-controlled affiliate used
by MSITS 2010 in defining the universe of enterprises covered by FATS.

Compilation of statistics on direct investment will entail collection or estimation of mainly
three broad types of data: direct investment income, direct investment financial transac-
tions and direct investment position (stock).

The direct investment position measures the value of the stock of direct investment (direct
investment equity capital — including reinvestment of earnings — and debt). In principle,
the position should be measured at current market prices as of the dates involved (that
is, the beginnings or ends of reference periods). In practice, however, there may be some
departures from the market price principle. In many cases, book values from the balance
sheets of direct investment enterprises (or of direct investors) will be used to determine the
value of the stock of direct investments.

Direct investment transactions are all investment transactions between direct investors,
direct investment enterprises and/or fellow enterprises (encompassing direct investment
equity capital, reinvestment of earnings and intercompany debt).

Direct investment income is part of the return on the direct investment position, that is
to say, it is the return on equity and debt investment (earnings on equity investment plus
income on debt between direct investors and direct investment enterprises and between
fellow enterprises). Direct investment income is recorded as it accrues.
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For balance of payments and international investment position statistics, FDI aggregates
components are reported on an asset/liability basis. For FDI statistics broken down by
partner country and by economic activity, data are reported on the basis of the directional
principle which takes into account reverse investments and investments between fellow
enterprises. For the reporting country, inward investments represent non-resident invest-
ments in resident enterprises and outward investments represent investments abroad of
resident investors.

Following BD4, in both inward and outward direct investment statistics, the analysis of eco-
nomic activity should be primarily directed towards the activity of the direct investment
enterprise, that is, of the resident direct investment enterprise for inward investment and of
the non-resident direct investment enterprise for outward investment. The minimum level
of detail recommended by BD4 is that of 11 major divisions of the International Standard
Industrial Classification of All Economic Activities (ISIC), Rev.4, high-level aggregation for
SNA data reporting.? For the purposes of consistency with FATS compiled as recommended
by MSITS 2010, a further breakdown to the level of the MSITS 2010 ISIC, Rev.4, Categories for
Foreign Affiliates in services (see paras. 4.37-4.41) would be desirable.

BPM6 and BD4 provide additional details on the treatment of direct investment, includ-
ing special instructions for the treatment of intercompany transactions between affiliated
financial intermediaries (for example, security dealers) and special-purpose entities (SPEs).

significance could be obtained if the proportion of domestic employment accounted for by
these affiliates could be computed. For such computations to be possible, compilers will
have to devote attention to issues of comparability between FATS variables and statistics
on the domestic economy covering the same items.

4.25.  To promote such comparability, the MSITS 2010 recommendations for FATS
draw to a very considerable extent on concepts and definitions found in the 2008 SNA
— in terms of both the entities to be covered and the selection and definition of variables
for measuring their operations and performance. This approach also allows FATS to be
related to or integrated with not only statistics for the domestic economy but also similar
statistics on the activities of foreign affiliates in the production and distribution of goods.
Concerning the latter, the concepts, definitions and recommendations of MSITS 2010 are
also harmonized with those used in the OECD Handbook, which regards foreign affiliates
as suppliers of both goods and services.

4.26.  Some enterprises produce both goods and services, and it is only by coverage of
all producers that the activities of those for which supply of services is a secondary activ-
ity would be reflected in the statistics. In addition, coverage of all producers allows for
the activities of services producers to be examined in the context of statistics covering all
enterprises. As explained in paragraphs 4.35-4.43, attributing and presenting FATS vari-
ables by activity and, to the extent possible, selected ones by product, rather than limiting
the universe to entities whose primary economic activity is the production of services,
constitute the mechanism recommended for isolating services from goods.

H. Attribution of FATS variables

4.27.  FATS variables may be attributed or classified in a variety of ways. One method
is geographical, which entails determining in what country the production took place,
and what country is to be regarded as the country of the owner of the producing affiliate.
Another method is based on the primary industrial activity of the producer (see para.

2 See BD4, para. 379, and ISIC,
Rev.4, part four, sect. A.1.
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9 FDltransactions and posi-
tions by partner and by
industry should be recorded
in accordance with a
directional principle. In the
standard directional pres-
entation, compilers should
provide the key FDI statistics
excluding resident special-
purpose entities (SPEs);
however, separate details for
these resident SPEs should
be provided. In addition,
compilers are strongly
encouraged to provide
supplementary series for the
purpose of looking through
all (including non-resident)
SPEs. These novel features

in BD4 represent improve-
ments through which data
can be obtained that is more
meaningful, analytically
speaking, compared with
those derived from record-
ing transactions/positions
for the first counterpart. BD4
devotes its annex 7 to SPEs.
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4.37). Some variables may, in addition, be classified by product, according to the types of
goods or services produced. Recommendations on each of these bases for attribution are
provided in the sections that follow.

1. Attribution by country

4.28.  'The issues to be addressed in attributing variables by country differ between
inward and outward FATS. For inward statistics, a choice must be made between attribu-
tion to the immediate investing country and attribution to the country of the ultimate
controlling institutional unit. For outward statistics, the issue is whether to attribute vari-
ables to the immediate host country or to the ultimate host country.

4.29.
tion of both the nature and the uses of these statistics. These issues are discussed below with
respect to each type of investment and recommended bases of attribution are provided.

The need to follow investments to their ultimate origins or destinations is a reflec-

Inward FATS
4.30.

to attribute FATS variables to the country of the immediate investor (first foreign parent)
or to that of the ultimate investor (ultimate controlling institutional unit (UCI)). Com-
monly, the first foreign parent and the ultimate investor are one and the same, but in many
cases they are distinct. A discussion on the determination of country of immediate or that
of ultimate investor is presented in box IV.2.

4.31.

variables concerning production and industrial activity to the country of the ultimate

For foreign-controlled affiliates in the compiling economy, the question is whether

Apart from practical considerations, it is preferable, conceptually, to attribute

investor because this is the country that ultimately controls, and therefore derives most of
the benefits from controlling, the direct investment enterprise. In light of the relevance of
the ultimate-investor basis and the demonstration by a number of countries that compila-
tion on this basis is feasible, MSI7S 2010 recommends that the ultimate investor serve
as the first-priority basis for compilation of FATS and as the basis on which estimates
are prepared in the greatest detail. However, considering that information on immediate
investors may be available as a by-product of linkages to FDI data, and to facilitate com-
parisons with those data, countries are encouraged to make available some data classified
to the country of the first foreign parent.’

Outward FATS

4.32.
options for the geographical attribution of FATS variables are possible. The variables could
be attributed to the country of location of the affiliate or, if the ownership is through a
directly held affiliate located in another country, to the country of that affiliate. MSITS
2010 follows other international guidelines in recommending that attribution of FATS
should be to the country of the affiliate whose operations are described by the variables,

For foreign affiliates controlled by residents of the compiling economy, two

since that is the country in which the foreign direct investor’s commercial presence exists
and where the various activities (sales and/or output, employment, etc.) tracked by the
statistics are carried out. This basis of attribution is recommended in both the OECD
Handbook and in BD4. In addition, it is consistent with the treatment of foreign-controlled
enterprises in the 2008 SNA, in that the value added (see para. 4.55 below for a definition)
in production by the enterprise is attributed in both cases to (in other words, is included
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Box IV.2
Immediate and ultimate investors

Foreign-controlled affiliates in the compiling economy may be grouped geographically
based on the country of the immediate investor (first foreign parent) or the country of the
ultimate investor (ultimate controlling institutional unit (UCI)). The first foreign parent is the
first foreign person in the chain of control of the affiliate. The ultimate controlling institu-
tional unit is the first person in the chain—beginning with and including the first foreign
parent — that is not controlled (that is, no other unit holds more than 50 per cent of the
voting power of the UCI) by another person. The following examples illustrate how these
entities may be identified in particular cases. In each case, the chain of ownership of voting
power runs from top to bottom, with the company at the bottom being the foreign affiliate
whose control is at issue.

| Il ] \% v Vi
Company A Company C Company F Company | Company L Company O
100% 80% 70% 40% 100% 50%
Company B Company D Company G Company J Company M Company P
80% 60% 90% 40%
Company E Company H Company K Company N

Casell. Company A is both the foreign parent and the UCl of company B.
Casell.  Company D is the foreign parent of company E. Because company D is, in turn,

controlled by company C, company C is the UCI of company E; its country would
be considered the country of control of company E in FATS.

Caselll  Following the same reasoning as in case ll, company G is the foreign parent of
company H, while company F is its UCl. Company F is the UCI of company H and
is deemed to control company H even though its indirectly held ownership of
voting power in company H is only 42 per cent — the product of its 70 per cent
share of company G and company G's 60 per cent share in company H. It can be
presumed to control company H because each entity in the chain can control the
entity below it, including that entity’s actions with respect to the entities that are,
in turn, below it.

CaselV. Company J is the foreign parent of company K. Company I is not the UCI of
company K because it is not controlling company J. At this stage, it is not pos-
sible to determine who is the UCI of company K, as it is not specified who owns
the remaining 60 per cent of voting power of company J. Also, company J is not
included in the core FATS data for the economy of company |, because company
| does not control company J.

CaseV.  Company M is the foreign parent of company N. Because company M is, in turn,
controlled by company L, company L is definitely the UCI of company M, but it
cannot be stated that company L is also the UCI of company N, it is not been
known who owns the remaining 60 per cent of voting power of company N.
However, company N is not covered by FATS because it is not controlled by its
foreign parent.
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Box IV.2
Immediate and ultimate investors (continued)

CaseVI. Company O is the foreign parent and could be the UCI of company P if no
other foreign investor also owns 50 per cent of the voting power of com-
pany P. However, if another foreign investor did own 50 per cent of the voting
power of company P, other criteria would have to be taken into account in order
to identify the UCI. Usually, a company like company P is not covered by FATS
becauseitis not controlled by its foreign parent, but it nonetheless represents a
case that may be deemed relevant for the purposes of the GATS or of globaliza-
tion analysis. Thus, the compiling country may wish to show data for company P
(and other cases of interest) on a supplementary basis (see paras. 4.10 and 4.33-
4.34).

in the gross domestic product (GDP) of) the economy of location of the enterprise. Since
surveys are an important source of outward foreign affiliates statistics, knowing the UCl is
key to identifying the correct survey population of resident direct investors. To the extent
that the statistics may be used in conjunction with FDI statistics,'° it should be reiterated
that the latter are actributed to the immediate host country, as is appropriate for tracking
financial flows and positions.

Ownership of voting power by residents of more than one
country

4.33.  Ordinarily, FATS variables for a given foreign affiliate are attributed in their
entirety to a single country of ownership of voting power. As descriptors of the operations
of affiliates, they should not be factored down by ownership shares. Nor are the values of
the variables to be apportioned between the controlling enterprise and any foreign minor-
ity owners of voting power. However, in cases where supplementary statistics are provided
covering cases in which foreign control has been achieved otherwise than through majority
ownership of voting power by a single investor, classification dilemmas may arise when
direct investors of different countries have collectively achieved control through holdings
of equal ownership of voting powers. Because the ownership of voting power is evenly
split, the determination of the country of control has to be made using criteria other than
ownership percentages of voting power.

4.34.  Although it is sometimes difficult to reach a decision in such cases, there is often
some factor that would lead to the selection of one country rather than another. For exam-
ple, if one controlling entity’s interest in the affiliate was held directly and the other con-
trolling entity’s interest was held indirectly, then the affiliate generally would be classified
to the country of the controlling entity holding the direct interest. Or, if one of the foreign
controlling entities was a government entity, then the country of that government would
probably be considered the country of control. Finally, if one of the foreign controlling
entities was a holding company or was located or incorporated in a tax haven country, then
the other country would probably be considered the country of control. In the absence of
any such factor as could be used as a basis of attribution, the value of FATS variables may
be allocated evenly among the foreign countries of control. However, data so allocated
may pose problems of interpretation, and efforts should first be made to determine a basis
for allocation to a single country.



Foreign affiliates statistics (FATS) and the international supply of services

2. Attribution by activity and product

4.35.  Ideally, it would be possible to attribute all FATS variables on the basis of the
industrial activity of producers and, in addition, particular variables, such as sales or out-
put, exports and imports, by the types of services products produced and sold. Data on a
product basis, ideally following EBOPS (see paras. 4.42-4.43), would identify the specific
types of services delivered through the commercial presence mode of supply and could
most readily be compared with data on services delivered through trade between residents
and non-residents. However, some FATS variables, such as value added and employment
(discussed below), do not lend themselves to a product classification. Also, for some coun-
tries, FATS may be developed as a subset of domestic enterprises or other statistics that are
classified only on an activity basis. This means that all of the data for a given enterprise are
classified to the single activity — often termed the “primary” activity — that, based on
some key variable (such as employment or sales), is the largest. Finally, for some purposes,
the data may need to be viewed in conjunction with data on stocks and flows of FDI,
which normally would be classified by activity but not by product.

4.36.  Taking these factors into account, an activity basis is recommended as the first pri-
ority for FATS. However, as a longer-term goal, countries are encouraged to work towards
providing product detail for the items that can be classified on this basis. Countries that are
building on existing data systems that already include product detail will wish to utilize this
level of detail from the outset in their tabulation and presentation of FATS, because doing
so could help them monitor commitments under the GATS that are specified in terms of
services products. Similarly, countries that are building their FATS data systems from the
ground up should consider the feasibility of providing for a product dimension.

By activity

4.37.  MSITS 2010 recommends that, for reporting to international organizations,
FATS variables be classified by activity according to ISIC, and grouped according to the
ISIC, Rev.4 Categories for Foreign Afhiliates in services, Revision 1 (ICFA, Rev.1), which
have been derived from ISIC. These categories cover all activities, but with more detail
provided for services than for goods. Annex II on ICFA, Rev.1, offers general guidelines.
As noted earlier (paras. 4.18-4.19), it is most likely that, in general, more data will be
available for inward FATS than for outward FATS, in which case countries might provide
a less detailed table for outward FATS on some selected industries that are of particular
importance for them. However if countries are in a position to provide more detail than
is presented in annex II, this supplementary breakdown should be compatible with ISIC,
Rev.4. Services supplied by enterprises primarily engaged in manufacturing activities may
also be of interest in the context of the supply of manufacturing services on physical inputs
owned by others.

4.38.  'This all-inclusive basis of presentation allows activities of services enterprises to
be viewed within the context of the activities of all enterprises. In addition, it provides
a framework for displaying services produced as a secondary activity by enterprises clas-
sified as goods producers. Finally, this approach has been adopted by the countries and
international organizations that are actively developing FATS.

4.39.  Primarily because the activities carried out by a given firm are often not limited to
its activity of classification, the data recorded against any given activity must be interpreted
as an indication of the total activity of enterprises for which the given activity is the most
important, or primary, activity, rather than as a precise measure of the activity itself."
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services may be provided
not only by enterprises
classified in the computer
services industry but also
by enterprises classified in
computer manufacturing
and computer wholesale
trading. Similarly (although
this is less common in
practice), computer services
enterprises may engage in
manufacturing or wholesale
trade as secondary activities.
Statistics shown for the
activity “computer services”
would misstate the value of
the activity both by exclud-
ing the computer services
provided by manufacturers
and wholesale traders and
by including the manu-
facturing and wholesale
trade activities of computer
services enterprises.
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12 For example, if legal services
were performed only by law
enterprises and law enter-
prises tended to perform
only legal services sales
recorded under the “legal
services” activity would
correspond closely to sales
of legal services because
they would be recorded ina
product classification. This
example is unlike that pre-
sented in note 11, involving
computer services.

13 In some cases, however,
even in a product-based
classification, the payments
for the services may be bun-
dled with those for some
other products (for example,
the distribution service fee
might be included in the
payment for the sold good).

14 Value added is generally
estimated by national statis-
tical institutions and is not
directly reported.
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4.40.
selves, the extent to which data on resident/non-resident trade classified according to
EBOPS can be aligned with data on FATS variables classified according to ICFA, Rev.1,
is inherently limited. Nonetheless, establishing a correspondence between the two bases
of classification may be useful, mainly for activities that tend to be carried out only by

For the same reason, as well as because of differences in the classifications them-

enterprises that are specialized in the activity and generally do not engage in significant
secondary activities.” For this purpose, the EBOPS categories corresponding most closely
to the ICFA, Rev.1, categories in services activities have been indicated in the online ver-
sion of MSITS 2010. The reverse correspondence is also shown.

4.41.  MSITS 2010 recognizes that data for particular ICFA, Rev.1, categories may
sometimes have to be suppressed (that is, not separately shown) so as to preserve the
confidentiality of those data for individual companies. This will happen most often at the
most detailed level of the classification, or when smaller countries are involved or in cases
where the data are cross-classified by country or area.

By product
4.42.

by product some of the variables — which include sales (turnover), output, exports and
imports — that lend themselves to attribution on this basis. Product-based statistics are
more likely to be free of problems of interpretation related to secondary activities™ and

As a longer-term goal, countries are encouraged to work towards disaggregating

are consistent with the basis on which GATS commitments are made and with the basis
of classification used for trade between residents and non-residents.

4.43. To the extent possible, the breakdown should be on a basis compatible with
EBOPS 2010 for services (and according to the Harmonized System for goods) so as to
facilitate comparisons with resident/non-resident trade in services classified on this basis.
If this level of specificity cannot be achieved, countries may wish to disaggregate sales (or
output) in each industry as between total goods and total services as a first step towards
achieving a product basis (see paras. 4.46-4.52 below on the sales and output variables for
a discussion of this option).

I. Economic variables for FATS

4.44.
regard to FATS may be pertinent for analytical and policy purposes. The selection of the
variables to be collected should be based primarily on their usefulness for trade policy
needs and for analysing globalization phenomena. The practicalities associated with data
availability also must be considered. With such considerations in mind, and in the interests
of harmonization with other international guidelines, MSI7S 2010 recommends that the
FATS variables to be collected include at least the following basic measures of foreign affili-
ate activity: sales (turnover) and/or output; employment; value added;" exports and imports
of goods and services; and number of enterprises. Although these variables constitute a basic
set which can provide answers to a variety of questions, additional variables may prove
useful in addressing specific issues. MSITS 2010 suggests several additional measures that
might be considered for collection by countries that are able to compile such information.
Most of the “basic” and the “additional” variables, as well as their definitions, have been
drawn from the 2008 SNA.

4.45. Table IV.1 provides a concrete illustration of how these variables, classified by
activity on the basis of ICFA, Rev.1, might be presented. Additional tables might be

A wide range of economic data or variables — operational and financial — in
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constructed to present the variables from different perspectives; for example, time series
or geographical detail could be utilized for a single variable (which would entail making
specific time periods or country names, rather than the names of variables, the titles of
column headings).

1. Sales (turnover) and/or output

4.46.  Sales and rurnover here have the same meaning and are used interchangeably. Fol-
lowing the 2008 SNA (which may be consulted for additional details and examples), ouzpur
differs from sales because it includes changes in stocks of finished goods and work-in-progress
and because of differences in measurement applicable to activities involving wholesale and
retail trade or financial intermediation. Output is a superior and more refined measure of
activity for most purposes and is recommended as the preferred variable for compilation.
However, sales data are easier to collect and may present more options for disaggregation.
Thus, there may be a continuing role in FATS and AMNE statistics for both measures.

4.47.  For certain service activities, special conventions are used for measuring output.
Services activities do not involve stocks of finished goods, and changes in work-in-progress
will usually be impossible to measure. In practice, therefore, measured output will be
identical to sales for most service activities, except for the three activities identified below:

(@)  For wholesale and retail distribution, although the sales are of goods, the
output is defined as a service, equal not to the total value of sales but to
the trade margins realized on goods purchased for resale.

(6)  For financial intermediaries, output includes not only services that are
charged for by explicit fees, but also margins on buying and selling trans-
actions, asset management costs deducted from property income receiv-
able in the case of asset-holding entities, and margins between interest
payable (or receivable) and the reference rate on loans (called financial
intermediation services indirectly measured (FISIM)) (see box II1.8). The
main factors affecting the measurement of the output of financial services
— and how they can be differentiated from sales — are discussed in the
2008 SNA (paras. 6.157-6.174).

(o) For insurance, output is measured not by total premiums earned, but by
a service charge that takes into account the income earned on technical
reserves and also the fact that a portion of premiums must be devoted,
not to the provision of services, but to the payment of claims and to the
accumulation of capital sums guaranteed under life insurance policies,
annuity plans and pension entitlement schemes.

In all these cases, output will generally be considerably lower than sales because, unlike
sales, it excludes the amounts — which may constitute a large portion of total operat-
ing revenues — that pass through the enterprise without being considered a part of its
intermediate consumption.

4.48.  Sales measures gross operating revenues, less rebates, discounts and returns. Sales
should be measured exclusive of consumption and sales taxes on consumers and value-
added taxes. Although lacking the duplication-free quality of value added, the sales vari-
able generally presents fewer collection-related difficulties and is thus likely to be more
widely available than value added. Also unlike value added, sales indicates the extent to
which foreign affiliates are used to deliver outputs to customers, irrespective of the extent
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Table IV.1
Sample format for reporting operations of foreign affiliate statistics by
industry to international organizations, using ICFA, Rev.1

Declaring economy: ...
Reference year: ...
Partner economy: ...

Exports of Imports of

Sales/turnover goods and goods and Number of
Industry of affiliate oroutput’ Employment Valueadded  services® services® enterprises

Agriculture, forestry and fishing

Crop and animal production, hunting and related
service activities

Support activities to agriculture and post-
harvest crop activities

Hunting, trapping and related services
activities

Forestry and logging
Support services to forestry

Fishing and aquaculture
Mining and quarrying

Mining support service activities
Manufacturing

Repair and installation of machinery and equipment
Electricity, gas, steam and air conditioning supply

Electric power generation, transmission and
distribution

Water supply; sewerage, waste management and
remediation activities

Water collection, treatment and supply
Sewerage

Waste collection, treatment and disposal activities;
materials recovery

Remediation activities and other waste management
services

Construction

Wholesale and retail trade; repair of motor vehicles
and motorcycles

Wholesale and retail trade and repair of motor vehicles
and motorcycles

Wholesale trade, except of motor vehicles and
motorcycles

Retail trade, except of motor vehicles and motorcycles
Transportation and storage
Land transport and transport via pipelines
Etc.

2 If possible, should be broken down by type of product, at least total goods and total services.
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to which the output originated in the affiliates themselves or in other enterprises. Further,
sales are more comparable than value added with regard to such variables as exports and
imports, which themselves mainly arise from sales.

4.49. Inaddition to disaggregation by industry and by country (following the principles
of attribution discussed earlier), other breakdowns of sales may be useful for particular
purposes. One such breakdown entails distinguishing among sales within the host country
(local sales), sales to the country of the parent enterprise (that is, the immediate investor)
and sales to third countries (see paras. 4.58-4.60)." All three types of sales result from the
commercial presence of the home country in the host country. However, only the local
sales represent the delivery of output within host economies. and thus relate directly to
the commitments made under the GATS Mode 3 by those economies. In any analysis of
FATS variables in conjunction with data on the parent country’s trade with non-residents,
it should be noted that the foreign afhiliates’ sales to the parent country would appear in
both data sets. This may suggest the usefulness of an adjustment to eliminate the duplica-
tion, or a memorandum item to identify it.

4.50. In the search for other breakdowns that could prove useful, countries might
attempt to disaggregate sales within each industry between sales of goods and sales of ser-
vices so as to obtain an aggregate measure of sales of services. As mentioned in paragraph
4.43 on the attribution of FATS variables, such a breakdown would represent a first step
towards a product breakdown of sales. Sales of services would include both sales of services
by enterprises that produce services as a primary activity and sales of services by enterprises
that produce goods as a primary activity but have secondary operations in services.

4.51.  'The potential usefulness of this extension is considerable, and compilers that are
able to provide these data are encouraged to do so. It is likely that a significant share of sales
of services by affiliates is accounted for by affiliates whose primary industry is manufactur-
ing or another goods-producing industry. For example, sales of computer services might,
as noted earlier, be spread among manufacturing affiliates, wholesale trade affiliates and
computer services affiliates. If only total sales were collected, then, by default, only the
sales by the affiliates classified in computer services would be taken as a measure of sales
of such services, resulting in a significant understatement.

4.52. Asalonger-term goal, countries are encouraged to work towards developing prod-
uct detail on sales, on a basis compatible with EBOPS 2010."

2. Employment

4.53. Ina FATS context, employment would normally be measured as the number of
persons on the payrolls of foreign affiliates. Employment data are sometimes converted on
a full-time equivalent (FTE) basis, whereby part-time workers are counted according to
the time worked (for example, two workers on half-time schedules are counted as one full-
time worker). Although FTE employment may provide a better measure of labour input,
this measure is not as widely available as numbers of employees and may be difficult to
implement consistently in the context of internationally varying employment practices.
For these reasons, the recommendation of MSITS 2010 is that the FATS employment
variable be the number of persons employed. The number should be representative of the
period covered, but in the absence of strong seasonal or other fluctuations in employment,
it may be measured as of a point in time, such as the end of the year, following national
practices. A useful extension would be the separate identification of employment of for-
eigners within the affiliates.
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possible to derive a close
proxy for this breakdown
by examining data on total
sales in conjunction with
data on exports. Export data
may indicate sales to the
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may be derived by subtract-
ing these export sales from
total sales.

16 Such detail is likely to be

more difficult to collect
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travel and government goods
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the mode of consumption of
goods and services, rather
than the type of product
consumed.
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4.54. Data on employment by affiliates can be used in several ways. They can be used
to determine the share of foreign affiliates in host-country employment, or the extent to
which employment by foreign affiliates complements or substitutes for domestic (home-
country) employment by parent companies or other domestic enterprises. An industry
breakdown of affiliates’ employment can yield further insights into the impact of for-
eign-controlled enterprises on specific parts of the economy. In conjunction with data on
compensation of employees — one of the “additional” variables suggested below — the
employment variable may be used to examine compensation practices of affiliates relative
to those of domestically controlled enterprises. In addition, although data would not,
in general, appear to be available, identifying separately the portion of employment by
affiliates that is accounted for by employees from abroad would be useful for elaborating
on the presence of natural persons (mode 4) commitments which is linked to the sup-
ply of services through mode 3. If possible this information should be broken down into
intra-corporate transferees and foreign employees directly recruited by foreign established
companies (see paragraphs 5.87-5.88).

3. Value added

4.55.  'The 2008 SNA defines “the gross value added of an establishment, enterprise,
industry or sector” as “the amount by which the value of the outputs produced by that
establishment enterprise, industry or sector exceeds the value of the intermediate inputs
consumed” (para. 15.133). A related concept, “net value added”, is defined as gross value
added less the consumption of fixed capital. Gross value added can provide information
about the contribution of foreign affiliates to the gross domestic product of a host country,
both in the aggregate and in specific industries. For this reason and because it may often
be easier to compute (because it does not require estimation of capital consumption) and
is thus more widely available, the gross measure of value added should be accorded the
higher priority.

4.56.  Although it is defined in terms of outputs and intermediate inputs, value added
is also equal to the sum of primary incomes generated in production (compensation of
employees, profits, etc.). In some cases, depending on the particular data that are available,
this equivalence may be exploited in deriving estimates of value added. Such an alterna-
tive might be chosen, for example, if data on intermediate consumption were lacking but
information on the various incomes generated in production was available.

4.57.  Because it includes only the portion of the firm’s output that originates within
the enterprise itself, value added is a particularly useful measure from the perspectives
of both the GATS and globalization analysis. This is why it has been included among
the “basic” FATS variables, even though, as a measure that may have to be estimated or
derived from other variables, it can be among the more difficult variables to compile. For
inward FATS, value added will often be available from regular industrial or enterprise
surveys; but for outward FATS, it may have to be derived from other variables collected
in separate surveys.

4. Exports and imports of goods and services

4.58. International goods and services transactions of foreign affiliates constitute
another basic indicator of activity. The concept involved is that of international trade in
goods and services between residents and non-residents. Both balance of payments data
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and data provided by parent enterprises and affiliates in separate questionnaires may be
appropriate sources for such information. To a large extent, the possibilities for disaggre-
gating total exports and total imports may depend on the sources used to obtain the data.

4.59.  Where the data are obtained through linkages with primary data sources for
balance of payments transactions, breakdowns by product and by origin or destination
will often be possible. If this is the case, exports and imports of services may be disag-
gregated, not only by the primary activity of the affiliate according to ICFA Rev.1 but
also by product, on a basis compatible with EBOPS 2010.

4.60. Although linkages with balance of payments data may thus provide useful
information, often it will be difficult or even impossible to separately identify the trans-
actions of foreign-controlled enterprises in these data. Thus, it may be possible to develop
the data on exports and imports only through the use of separate questionnaires. In
that case, these same breakdowns would be useful; however, it is unlikely that a large
number of countries would be able to collect the necessary data with the frequency or
at the level of detail associated with balance of payments data. It would be useful, for
purposes of globalization analysis, to disaggregate exports and imports into a few broad
categories where trade with related enterprises would be distinguished from trade with
unrelated parties, thus providing information for one of the last of the elements for a
phased approach to implementation of MSITS 2010 (see para. 1.33)." In addition, trade
with the country of the parent enterprise could be distinguished from trade with other
countries. If possible, those breakdowns should be achieved separately for goods and
services. For inward FATS, for example, this would mean disaggregating the afhiliate’s
exports of goods and exports of services into (a) exports to the parent enterprise, (b)
other exports to the country of the parent and (c) exports to third countries. Imports
would be similarly disaggregated.

5. Number of enterprises

4.61. 'The number of enterprises (or establishments, where the establishment is the
statistical unit) meeting the criteria for coverage by FATS is a basic indicator of the preva-
lence of control by foreigners in the host economy. That number may be compared with
the total number of enterprises (or establishments) in the economy. It may also be assessed
in relation to the other FATS variables because it allows the computation of ratios — such
as value added or number of employees per enterprise — that may be compared with the
corresponding ratios for domestically controlled enterprises, thus giving an indication of
the behaviour of foreign afhiliates.

4.62. It should be recognized that the data on the number of enterprises alone may
not give an accurate picture of the overall importance of foreign-controlled enterprises,
because of differences in size between these enterprises and those that are domestically
owned. If the foreign-controlled enterprises tend to be larger, for example, then their
share in the total number of enterprises will be smaller than their share in the various
measures of operations and there would thus be a tendency to understate the role and
importance of these enterprises in host economies.

4.63. Typically, information on numbers of enterprises will be a natural by-product
of collection of data on other FATS variables, rather than a separate target of the data-
collection effort. This being the case, the number is likely to be affected, often significantly,
by the level of company consolidation and by thresholds for reporting on surveys. To assist

103

17 Trade with related enter-
prises is defined to include
trade with all enterprises
with which there is a direct
investment relationship.



104

Manual on Statistics of International Trade in Services 2010

users in interpreting counts of enterprises (or establishments), compilers are encouraged to
indicate in explanatory notes how the numbers were derived.

6. Other variables

4.64. Although not included as priority items, there are other FATS variables of signifi-
cance — perhaps, for certain countries, of equal or greater importance than some of the
items previously discussed. As for the priority items, comparisons with the total economy
and with specific sectors can be made and used for the purpose of assessing the impact of
foreign-controlled enterprises on home and host economies.

4.65. Among such variables, as listed and defined below, are those for which data are
already being collected by some countries. (The definitions are drawn from the 2008 SNA,
which may be consulted for additional details.)

Assets: a store of value representing the benefit or series of benefits accruing to the
economic owner by holding or using the entity over a period of time. It is a means of
carrying forward value from one accounting period to another. These include both
financial assets and non-financial assets, whether produced or non-produced.

Compensation of employees: the total remuneration, in cash or in kind, payable
by an enterprise to an employee in return for work done by the employee during the
accounting period.

Net worth: the difference between the value of all assets — produced, non-produced
and financial — owned by an institutional unit or sector and all its outstanding liabilities.
Net operating surplus: measured as value added (gross), less compensation of employ-
ees, consumption of fixed capital and taxes on production, plus subsidies receivable.

Gross fixed capital formation: measured by the total value of a producer’s acquisi-
tions, less disposals, of fixed assets during the accounting period, plus certain specified
expenditure on services that adds to the value of non-produced assets. (Fixed assets:
produced assets that are themselves used for more than one year repeatedly or continu-
ously in processes of production.)

Taxes on income: corporate income taxes, corporate profit taxes, and corporate
surtaxes, among others, and taxes that accrue to owners of unincorporated enterprises
as a result of the production of income by those enterprises. Taxes on income include
only taxes in the host country of the affiliate and not any taxes paid by the parent in
the home country as a result of income earned or distributed by the affiliate. Taxes on
income are usually assessed on the total income of corporations from all sources and
not simply on profits generated by production.

Research and development expenditures: expenditures on work undertaken on a
systematic basis to increase the stock of knowledge, and use of this stock of knowledge
for the purpose of discovering or developing new products (goods and services), includ-
ing improved versions or qualities of existing products, or discovering or developing
new or more efficient processes of production.

Purchases of goods and services (intermediate consumption): expenditures on goods
and services consumed as inputs by a process of production, excluding fixed assets
whose consumption is recorded as consumption of fixed capital. It would be of inter-
est for economic analysis to separate local purchases from imports. It would also be of
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interest to have information on goods and services that are purchased for resale in the
same condition as received.

J. Compilation issues for FATS

4.66. There are two basic approaches to developing FATS, which are not necessarily
mutually exclusive. The first approach entails conducting surveys that request information
directly on the operations of resident affiliates of foreign enterprises and foreign affiliates of
domestic enterprises. The second approach, which can be used only for inward investment,
identifies the subset of existing data on resident enterprises that are foreign-controlled
enterprises.

4.67.  Whichever of these approaches is taken, there are likely to be links to existing
data on FDI. Where there are surveys of foreign affiliates, registers used in collecting
FDI data would typically be used to identify foreign-controlled affiliates for which FATS
variables should be collected. Alternatively, key FATS variables might be incorporated in
existing FDI surveys. However, compilers should note that FDI surveys may need to be
conducted more frequently (for example, quarterly), whereas FATS may be needed less
frequently (for example, annually). Incorporating FATS-related questions in FDI surveys
may also increase the response burden imposed on enterprises that are not part of the FATS
population. Where existing domestic statistics are used as the source of information, links
to FDI data will often provide the means of determining which resident enterprises are
majority foreign-controlled and should be included, as well as the means of identifying the
country of the owner. Under this approach, FATS would be obtained as an aggregation of
statistical variables across the foreign-controlled statistical population.

4.68. Each approach has its own advantages and drawbacks. Moreover, it is possible
to outline some of the intrinsic differences. However, the criteria for deciding whether an
enterprise is foreign-controlled would be the same in both cases.

4.69. 'The FATS data collection can be implemented by adding questions to existing
FDI surveys or through the instituting of new surveys covering the foreign-controlled
subset of the FDI population. It allows for the compilation of outward as well as inward
statistics and provide more options for tailoring the data to specific needs. However, the
activity classification used in FDI statistics may be different from that used for FATS. In
addition, it appears to be difficult to go beyond basic statistical variables, such as turnover
and employment, without having to design completely new surveys, which might raise
concerns about resource availability and respondent burden. Further, if such an approach
is taken, special care will be necessary to ensure compatibility with the domestic statistics
with which the foreign afhiliates’ statistics may be compared.

4.70.  'The situation in respect of FATS as a subset of enterprise statistics is quite differ-
ent. It is not possible to compile outward statistics within that framework. However, the
activity classification used may be quite detailed and product detail may be available for
sales or turnover. In addition, a comprehensive set of statistical variables can generally be
provided.

4.71.  In many cases, a mix of the two approaches may work best, with separate surveys
(or existing FDI surveys) being used for the compilation of outward FATS and the iden-
tification of foreign-controlled companies; and with “enterprise statistics” providing the
context for the compilation of inward FATS, having a more detailed activity breakdown
and a more comprehensive set of variables. Extended business registers might also be a
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suitable means of maintaining such information. This approach has already been adopted

18 Inthe European Union, the  in some countries which use them to maintain data on foreign ownership.” Indeed, in

EuroGroups Register (EGR)
is considered a potential

a world of increasingly complex business structures of multinational enterprises, there is

source for identifying ulti- ~ a need to encourage bilateral, regional and international cooperation in dealing with the

mate controlling units.

practical difficulties associated with identifying UCl.

4.72.  MSITS 2010 recognizes the advantages and disadvantages of each approach and
the need for compilers to demonstrate flexibility in adapting the recommendations to
economies’ statistical infrastructures and maximizing the use of existing data.

K. Summary of the main recommendations for
FATS

4.73.  'This chapter’s main recommendations regarding the compilation of foreign afhili-
ates statistics may be summarized as follows:

1.

FATS should cover controlled affiliates as defined in the FDIR (control is
deemed to exist if there is majority ownership of the voting power at each
stage of the chain of ownership). However, countries are encouraged to
provide supplemental statistics, covering cases in which foreign control
may be deemed to be present, even though no single foreign direct inves-
tor holds a majority stake.

FATS variables should be compiled for all foreign affiliates, not only those
affiliates in services. However, the activity classification to be used for
reporting to international organizations provides more detail for services
than for goods. This classification particularly serves better the informa-
tion needs related to GATS and similar agreements in the absence of a
product breakdown.

For statistics on foreign-controlled afhiliates in the compiling economy
(inward FATYS), the first priority for geographical attribution should be
the country of the ultimate controlling institutional unit. However, to
facilitate linkages with FDI data, countries are also encouraged to pro-
vide some data in which attribution is based on the country of the first
foreign parent. Statistics for foreign afhiliates of the compiling economy
(outward FATS) should be attributed based on the country of location
of the affiliate whose operations are being described.

It is recommended, as an initial priority, that FATS be compiled on
an activity basis, because this is the required basis for the compilation
of some variables, as well as the basis on which, in all probability, data
are currently most widely available. However, as compilation of data
on a product basis is recognized as a longer-term goal, compilers are
encouraged to work towards providing product detail for those variables
that lend themselves to this basis of attribution (namely, sales (turnover)
and/or output, exports and imports). If this level of specificity cannot
be achieved, compilers may wish to disaggregate sales in each industry
between sales of goods and sales of services, as a first step towards achiev-
ing a product basis.
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For the purpose of reporting to international organizations, FATS vari-
ables should be disaggregated according to the ISIC, Rev.4 Categories
for Foreign Afhliates in services (see annex II). Any product detail that
is developed should be disaggregated on a basis compatible with EBOPS
2010 (see annex I).

MSITS 2010 recommends that the FATS variables to be collected include
at least the following basic measures of foreign afhliate activity:

e Sales (or turnover) and/or output

* Employment

* Value added

* Exports and imports of goods and services
e Number of enterprises

Additional measures are suggested for countries wishing to expand data
collection of FATS beyond this basic set.

A variety of sources and methods may be used to collect and compile
FATS. Separate surveys may be conducted or links may be established
with domestic enterprise statistics that have already been collected. In
either case, there are likely to be links with existing FDI data.

107






Chapter V
Statistics on the international
supply of services by mode

A. Introduction

5.1. 'The outcomes of trade negotiations depend on Governments’ policy objectives
and constraints, as well as on their negotiators’ skills and strategies. In this context,
research and analysis are important factors with respect to identifying issues of commer-
cial importance to an economy. The parties involved need to determine their economies’
strengths and weaknesses, assess impacts of different policies, and identify opportunities
offered by their partners’ markets.

5.2.  Statistics play an important information-related role in building strategies based
on individual performances of domestic services industries and/or the existence of regu-
latory barriers. While available statistics allow the analysis of trade at the global level,
analysis of bilateral flows of individual service sectors by mode of supply is much more
difficult, given the lack of adequately disaggregated data.

5.3.  Asdescribed in paragraphs 2.11-2.25, on the GATS, in addition to fulfilling gen-
eral obligations which apply across all the service sectors of all members of the World Trade
Organization, countries undertake specific commitments with respect to market access and
national treatment in individual services sectors. In this context, members are allowed to
limit their commitments with regard to particular modes of supply. Statistical information
on these services sectors by mode of supply and origin and destination (partner country) can
be used to improve individual countries’ negotiation strategies, to monitor developments
in general, and to compare and analyse the extent and effects of liberalization over time.

5.4. While Governments need statistics on service sectors and modes of supply in
order to negotiate commitments and assess economic impact, in many instances available
statistics do not allow for detailed analyses. For example, the balance of payments regis-
ters only transactions between residents and non-residents, which means that important
aspects of the international supply of services taking place through commercial presence
or the presence of natural persons, either are not captured or are difficult to identify
separately.’ In addition, service commitments are structured in line with W/120, which
has not been revised since 1991 despite changes in CPC, upon which it was first based.
Moreover, the divergences in respect of coverage by the classifications used for available
trade in services statistics, and the lack of information on modes of supply, make a proper
assessment of the international supply of services difficult. Box V.1 provides, as an example,
the information needs regarding tourism services.

5.5. At a disaggregated level, it would be desirable to have information on flows by
mode of supply and by partner, which would allow analyses of the origin of the service
or service supplier, and its territorial presence at the moment of the transaction.? Ideally,
statistics on the international supply of services should therefore be available by country

1
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See note 3 below for a defi-
nition of “natural person”.

Statistical requirements of
GATT and UNCTAD in the
area of international trade
in services paper prepared
jointly by the GATT and
UNCTAD secretariats for
the eighth meeting of the
Voorburg Group on Service
Statistics, held in Oslo from
27 September to 1 October
1993.
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Box V.1
Sector analysis: example using the international supply of tourism and travel-
related services

Tourism and travel-related services (W/120, sector 9) are an important export of many econo-
mies. The international supply of tourism services is often associated with mode 2, that s, the
second mode of supply identified by the GATS. However, other GATS modes of supply may
be involved when tourism services are being supplied to foreign consumers. The establish-
ment abroad of a branch of a hotel chain (Mode 3) may be associated with the presence of a
foreign manager (intra-company movement, Mode 4); the sale of services by international
tourism operators through computer reservation systems (Mode 1); foreign tourist guides
present in the host economy to provide tourist guide services (contractual service supplier,
Mode 4), etc.

In W/120, which is generally used by negotiators for making commitments, sector 9 is di-
vided into four subsectors: Hotels and restaurants (including catering); Travel agencies and tour
operator services; Tourist guides services; and Other. Negotiations are, in general, conducted
with reference to these subsectors (or a breakdown of them) and the four modes of supply,
but some World Trade Organization member Governments have suggested that the sectors
in the broader tourism satellite accounts classification should also be included.

To develop models for a complete assessment of tourism as a service sector, negotiators
and analysts need to use statistics sourced from various statistical frameworks. As a starting
point, the analysis of the tourism industries within a given economy could be conducted by
using national accounts, business and employment statistics. However, for a more detailed
analysis, tourism statistics would be the most relevant source. The tourism satellite accounts
will notably provide comparable macroeconomic aggregates on tourism, demand and sup-
ply of tourism services, production accounts of national tourism industries and basic infor-
mation required to link economic data and other non-monetary information (hnumber of
trips, duration of stay, purpose of trip). When developed consistently with other frameworks,
such as national accounts or balance of payments, this information could also be linked to
trade in services data or FATS, and could help improve the quality of all relevant statistics.

To measure trade in tourism services, one should consider the travel item of the balance of
payments. However, this item excludes transportation of non-residents provided by non-
residents in the visiting economy, as well as international transportation (covered under
passenger services in transportation). In addition, the standard breakdown of this balance
of payments item (business and personal) does not allow for a correspondence within the
scope of W/120. BPM6 and EBOPS suggest an alternative breakdown into goods, local trans-
port, accommodation services, food-serving services and other services. While this break-
down would improve links with the classification used by negotiators, it mainly covers Mode
2, under which the consumer is abroad to consume tourism services. To cover the supply of
tourism services through Mode 1 or 4, one should also be considering other balance of pay-
ments services items (for example, the cross-border provision of services by tour operators
on the Internet or the supplying of tourist guide services by foreigners in a host country).
While balance of payments breakdowns may match some needs of trade negotiators, they
do not fully correspond to the scope of the negotiating classification. They could therefore
be complemented by a further breakdown of these items using the list of tourism character-
istic products, as defined in IRTS 2008 and TSA-RMF 2008. International tourism expenditure
as defined in tourism statistics could also complement travel data (see para. 3.130, box lIl.5
and annex V). To measure the supply of services through Mode 3, foreign affiliates’ sales of
services for activities related to tourism should be considered (see chap. IV).

Provided above is some guidance on how to measure the international supply of tourism
services. However, negotiators also need to consider other types of statistics for a more
in-depth analysis of this supply as well as of market access commitments. From a Mode 3
perspective, information on FDI flows, income and positions would enable an analysis of
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foreign investment in the tourism sector, which could be complemented with FATS on the
number of foreign affiliates, employment or gross capital formation. For Mode 2, one could
consider data on the number of arrivals of international passengers drawn from tourism
statistics. This framework could also be used for collecting information on the number of
persons travelling abroad to supply tourism services under Mode 4. As an alternative to this,
the non-migrant categories of RSIM, Rev.1 could be considered.

of origin and of destination, allowing identification of principal suppliers and consumers.
A link between trade and output data, whether by activity or by product, would enable
a more complete and improved analysis of the international supply of services. Data at
volume level would allow complementary analysis for constant price considerations in
various statistical frameworks.

5.6.  Gaps exist between what a country’s trade in services statistics can cover in terms
of detail on international transactions by service sector and mode of supply, and the respec-
tive needs of trade negotiators. Furthermore, service suppliers and/or consumers may not
always be aware of their international supply/consumption of services. Potentially, any
individual or economically active entity, whether in the government or in the private
sector, profirmaking or not, can purchase foreign services, whether directly or through
intermediaries.

5.7.  'The value of some goods is included under services transactions (for example, bal-
ance of payments items maintenance and repair n.i.e., construction and travel); similarly, the
value of some services is included under goods transactions such as training, and installing
and maintenance contracts as part of the sale of machinery or ships.

5.8.  Overlaps may exist between the two statistical frameworks presented in MSITS
2010. For instance, the supply of services may be accounted for twice in the case of the
supply of services through foreign affiliates: the first transaction being between a parent
enterprise and its affiliate (intra-enterprise trade, which is recorded under trade in services
between residents and non-residents) and the second occurring when chis affiliate sells
services to consumers in its country of location (the foreign affiliate’s sales of services).
Furthermore, sales of services of foreign affiliates can include exports by the affiliate to
third economies or to the economy of the parent enterprise.

5.9.  MSITS 2010 attempts to strike a balance between the constraints of data compil-
ers and user needs. Chapter III dealt with the extension of the breakdown of the services
item of the balance of payments classification and chapter IV with the supply of services
through foreign affiliates. The present chapter describes measurement issues connected
with the international supply of services by mode, and provides a more detailed examina-
tion of the supply of services through the presence of natural persons.

5.10. The GATS is an important driving force for the development of statistics on the
international supply of services. Paragraphs 5.11-5.26 address the GATS extension of the
definition of trade in services to include the four modes of supply, explore links between
them and describe information needs. Paragraphs 5.30-5.69 present the conceptual frame-
work for measuring the international supply of services by mode and individual services
sector through the use of a country’s balance of payments statistics and FATS, using a
simplified approach as a starting point. The statistical allocation of the supply of services
by mode that is operational within a statistical context and consistent with international
standards is described. Particular attention is given to the statistical conceptualization of
the supply of services through the presence of persons as defined in the GATS. Paragraphs

m
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5.80-5.112 examine additional indicators that are useful in analysing GATS commitments
and other dimensions of flows by mode of supply. MSITS 2010 provides advice on how to
use and possibly extend existing statistical frameworks, and the data derived from them,
for the purpose of analysing the international supply of services by mode.

B. The four modes of supply and information
needs under the GATS

1. The GATS definition of international trade in services

5.11. As mentioned earlier, the definition of trade in services in the GATS covers four
different modes of supply (see annex III).

Cross-border supply

5.12.  Mode 1, cross-border supply, takes place when a service is supplied “from the ter-
ritory of one Member into the territory of any other Member”. This is similar to trade in
goods where the product is delivered across borders and the consumer and the supplier
remain in their respective territories. For example, a law enterprise may deliver legal advice
by phone to a consumer, a physician may provide a medical diagnosis to a patient via e-mail
or a financial services supplier may supply portfolio management or brokerage services
across the border.

Consumption abroad

5.13.  Mode 2, consumption abroad, takes place when the service is supplied “in the ter-
ritory of one Member to the service consumer of any other Member”, which means that
cither the consumer or his property is abroad. Tourist activities such as visits to museums
and theatres, and travel abroad to receive medical treatment or follow language courses,
are typical examples. Services such as ship repair abroad, where only the property of the
consumer moves, or is situated abroad, are also covered. Services suppliers may often not
be aware of their international supply under Mode 2.

Commercial presence

5.14.  Mode 3, commercial presence, takes place through supply of a service “by a service
supplier of one Member, through commercial presence in the territory of any other Mem-
ber”. GATS recognizes that it is often necessary for services suppliers to establish a com-
mercial presence abroad to ensure closer contact with the consumer at the various stages of
production, distribution, marketing, sale and delivery as well as into context of after-sales
services. Commercial presence in a market abroad covers not only juridical persons in the
strict legal sense, but also legal entities that share some of the same characteristics, such
as representative offices and branches. Relevant in this context are, for example, financial
services provided by a branch or subsidiary of a foreign bank, medical services provided
by a foreign-owned hospital and courses offered by a foreign-owned school.

5.15.  Commercial presence is defined in the GATS as “any type of business or profes-
sional establishment” (article XXVIII, para. (d)). This includes “through the constitution,
acquisition or maintenance of a juridical person, or the creation or maintenance of a
branch or representative office, within the territory of a Member” (article XXVIII, para.
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(d) () and (d) (ii)) (see chaps. Il and IV for further information on the definition of juridi-
cal persons and commercial presence). Commercial presence is therefore closely linked to
foreign suppliers’ objective of obtaining a lasting interest in another economic territory to
render services to consumers of that territory or other territories. Direct investment flows
are deemed to be associated with such cases. As will be shown below, short-term arrange-
ments (that is, establishing a commercial presence for less than one year with no direct
investment relationship) which may be preferred by foreign suppliers (for example, those
engaged in some short-term construction projects) will qualify just as well as the supply
of services through Mode 3 under the GATS. The associated transactions will be covered
by the services account of the balance of payments.

Presence of natural persons
5.16.

present in the territory of an economy other than his own to provide a commercial service.?
The GAT'S defines Mode 4 as the supply of a service “by a service supplier of one Member,
through presence of natural persons of a Member in the territory of any other Member”.

Mode 4, presence of natural persons, takes place when an individual is temporarily

Mode 4 is generally understood as covering:

* Contractual service suppliers, whether employees of a foreign service supplier
or self-employed;4

* Intra-corporate transferees and foreign employees directly recruited by foreign
established companies;’

* Service sellers who enter the host country to establish contractual relation-
ships for a service contract, or persons responsible for setting up commercial
presence.

5.17.  Mode 4 applies to service suppliers at all skill levels. For example, Mode 4 covers
computer services delivered to the consumer either by an employee of a foreign computer
enterprise or by a self-employed computer consultant within the context of a services
contract. Other examples could encompass a computer programmer who is transferred
temporarily to work abroad in the branch of his employer (intra-corporate transferee), a
plumber contracted in a host country to work on a building site or a fruit-picker employee
of an employment agency contracted to work abroad temporarily on a farm.

5.18.  'The GATS Annex on Movement of Natural Persons supplying Services under the
Agreement specifies that the agreement “shall not apply to measures affecting natural per-
sons seeking access to the employment market, nor shall it apply to measures regarding
citizenship, residence or employment on a permanent basis”.

Understanding Mode 4

5.19.
supplier is located in B, then GATS Mode 4 may be considered as covering the following
major categories of natural persons:®

If the service consumer is defined as being located in member A, and the service

Contractual service suppliers — self-employed: a self-employed person of mem-
ber B enters member A in the context of a service contract with a service con-
sumer in member A.” For example, a self-employed lawyer delivers legal advice
to foreign consumers. However, determining if the specialist is a self-employed
person or an employee of the “client” may not always be a straightforward
matter (see box V.2). If an employer-employee relationship exists, then the
individual would not be included in this statistical framework.

3
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A natural person of a
World Trade Organization
member is an individual
who is a national of that
member (for more informa-
tion, see chap. Il). How-
ever, this definition may be
extended where a member
has specifically indicated
that some non-nationals,
permanently resident in
that member, have the
same rights as its nation-
als in respect of measures
affecting trade in services
and as notified in its accept-
ance of or accession to the
World Trade Organization
Agreement. Only six mem-
bers have provided notifica-
tion of this treatment: Arme-
nia; Australia; Canada; Hong
Kong, China; New Zealand;
and Switzerland.

Some self-employed
persons may also establish
themselves in the host
market as per a Mode 3
commitment and supply
services from within that
territory. Although a Mode
4 commitment guarantees
the right of such persons to
be present in the territory,
MSITS 2070 considers that
the supply of the service is
carried out through a com-
mercial presence.

The supply of the service

to the consumer is through
the affiliate. For foreigners
directly recruited by the for-
eign affiliate, there may be
ambiguity with respect to
their coverage under Mode
4, in particular for foreigners
recruited from within the
host economy, as they may
be seen as seeking to access
the employment market of
the host economy.

These categories are the
major groupings of persons
moving abroad in the con-
text of Mode 4 established
in this statistical framework.
Compilers should use the
categories identified in this
statistical framework and
break down information
according to more specific
needs, where required.
Trade negotiators often
refer to this category as that
of “independent profession-
als”. Some self-employed
persons may also establish
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7 (continued) themselves in the
host market and supply
services from within this ter-
ritory as per a relevant Mode
3 commitment. Although

a Mode 4 commitment can
guarantee the right for
such persons to be present
in this territory, it is con-
sidered in MSITS 2010 that
the supply of the service is
carried out through a com-
mercial presence.

2 BPM6 recommendations for
the identification of the self-
employed and employees

are consistent with those

of the 2008 SNA. Those
recommendations are also
broadly consistent with the
recommendations contained in
the resolution concerning the
International Classification of
Status in Employment (ICSE-
93), adopted by the fifteenth
International Conference of
Labour Statisticians (ICLS) in
January 1993, and with other
resolutions of the Conference
concerning the definitions of the
economically active population.
For more information on ISCE,
see http://www.ilo.org/public/
english/bureau/stat/class/icse.
htm.
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Box V.2
Self-employed or employee?

The terms “self-employed” and “independent” as applied to service suppliers are often
used interchangeably. BPM6 recommendations describe these individuals (hereafter re-
ferred to as “self-employed”) as operating their own unincorporated enterprises, and sell-
ing the output they produce.? Self-employed persons, who may also employ others, are
generally responsible for decisions on markets, scale of operations and finance, and are likely
to own or rent the machinery or equipment with which they work.

An employer-employee relationship exists when there is an agreement, which may be for-
mal or informal, between an entity and an individual, normally entered into voluntarily by
both parties, whereby the individual works for the entity in return for remuneration in cash
orinkind. The remuneration is normally based on either the time spent at work or some
other objective indicator of the amount of work undertaken. If an individual is contracted
to produce a given result, it suggests a service contract relationship between the entity and
a self-employed person.

It may not always be clear whether an employer-employee relationship exists between
the individual and the entity or whether the individual is self-employed and is supplying a
service to the client entity. Provision of several types of services may pose such problems
because entities may choose either to purchase a service from a self-employed worker or to
hire an employee to perform the job. The status of the worker has important implications
for the international accounts. If an employer-employee relationship exists between the
worker and the entity for which the work is being done, the corresponding payment con-
stitutes compensation of employees. If the individual is self-employed, then the payment
constitutes a purchase of services.

Several factors may have to be considered in determining whether an employer-employee
relationship exists. An important test is that of control. The right to control or to direct, as
regards both what shall be done and how it shall be done, is a strong indication of an em-
ployer-employee relationship. The method of measuring or arranging for the payment is not
importantas long as the employer has effective control over both the method and the result
of the work undertaken by the individual. However, a certain control over the work being
undertaken may also exist for the purchase of a service. Therefore, other criteria should also
be used to define more clearly the employer-employee relationship. If the individual is solely
responsible for social contributions, this would suggest that he or she is a self-employed
service provider. In contrast, payment of social contributions by the employer is an indica-
tion that a employer-employee relationship exists. If the individual is entitled to the same
kind of benefits (for example, allowances, holidays and sick leave) that the entity generally
provides to its employees, this indicates the existence of an employer-employee relation-
ship. Payment of taxes by the individual on the provision of services (such as sales taxes or
a value-added tax) is an indication that the individual is a self-employed service provider.

It is often the payment of taxes or social security contributions that will determine the per-
ception of the individuals involved. This will also determine the way in which accounting
systems record their remuneration. Consequently, this will define how the distinction is
made in available sources for statistics (registration in the client economy of a transaction
as compensation of employees or as payment for a service).

o Contractual service suppliers as employees of a juridical person: employees of the
service supplier in member B are sent to member A in order to supply a service
within the context of a contract between their employer and a service consum-
er in member A. For example, computer services are supplied to consumers of
A by an employee of a foreign information technology services enterprise of
member B, who is sent to member A to deliver this service.
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Intra-corporate transferees and foreign employees directly recruited by foreign
established companies: the service supplier of member B has a commercial pres-
ence in member A and sends its employee to its affiliate in A or the affiliate
recruits directly foreign employees.® The supply of the service to the consumer,
however, is taking place through the afiliate (Mode 3). For example, a surgeon
is transferred temporarily to work in a branch of his employing hospital in a
country abroad. The Mode 4 commitment guarantees the right of the sup-
plier in B to send staff to A (or the affiliate to recruit foreign staff) in order
to supply a service through its local affiliate.” Intra-corporate transferees are a
particularly relevant subgroup, as many commitments are made and negotia-
tions carried out with respect to this category of persons.

Services sellers who are attempting to establish contractual relationships for a
service contract, and persons responsible for setting up commercial presence: these
persons enter member A in the context of the negotiation for a service con-
tract or for setting up the establishment of an affiliate in member A." There
is no international supply of services in economic terms and consequently no
accompanying transaction that is taking place, at least initially. Their move-
ment, in order to conduct negotiations, is guaranteed by commitments under
Mode 4. The negotiations will then eventually lead to the future supply of
services through either of the modes.

Table V.1 summarizes the coverage of GATS Mode 4.

Table V.1

Summary of GATS Mode 4 coverage

Included Excluded

Duration of
stay

Purpose
of stay

Skill level
Main

categories of

Temporary presence as well as non-specified periods
of stay (“temporary” is not defined in the GATS, the
period is set by the host country)

Permanent migration (not defined, but
the GATS does not apply to measures
affecting residence, citizenship or
employment on a permanent basis)

Persons seeking to access the
employment market

Presence of natural persons for the supply of
commercial services

Presence of natural persons for
the production of goods (for
example agricultural products and
manufactures)

Services supplied under governmental
authority

No skill level is excluded from the GATS

Foreign employees of domestically
owned juridical persons

All skill levels
Self-employed service suppliers
(Contractual services suppliers — self-employed)

natural persons

Employees of service suppliers sent abroad to
supply a service

(Contractual services suppliers — employees)

Employees of foreign service suppliers established
in the host country linked to Mode 3 (that is,
enterprises established in the host country that have
foreign capital participation of at least 50 per cent,
or are controlled by a foreigner)

(Intra-corporate transferees and directly recruited
foreign staff)

Services sellers and persons responsible for setting
up commercial presence

10

15

For foreigners directly
recruited by the foreign
affiliate, there may be
ambiguity with respect to
their coverage under Mode
4, as one could consider,

in particular for foreigners
recruited from within the
host economy, that these
individuals are seeking to
access the employment
market of the host economy.
Note that services can also
be delivered by foreign affili-
ates without involvement of
a Mode 4 component.

Trade negotiators often
refer to these categories as
encompassing “business
visitors”. Business visitors as
defined in a GATS context
are not the same as busi-
ness visitors or travellers
as defined in interna-

tional statistical frameworks.
Those frameworks refer to
travellers/visitors who enter
in the territory of another
economy for any business
or professional reason (that
is to say, those frameworks
cover, in addition to service
sellers, many of those
covered under the definition
of contractual service sup-
pliers).
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In para. 34 of “Guidelines for
the scheduling of specific
commitments under the
General Agreement on
Trade in Services (GATS)”
(S/L/92 of 28 March 2001),
adopted by the WTO Coun-
cil for Trade in Services on
23 March 2001, members
are encouraged to include
in their commitments, the
duration of temporary stay
of natural persons for the
purpose of supplying a ser-
vice. In the absence of a ref-
erence to a specific duration
for the temporary stay of a
foreign service supplier, it
could be understood that no
binding is being undertaken
in respect of the duration of
that stay.
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5.20. The GATS provides for the possibility that commitments, and therefore access
conditions, may be scheduled according to different categories of natural persons. Mem-
bers’ commitments in Mode 4 have been undertaken largely on the basis of the above
categories. However, a number of World Trade Organization members refer to particular
categories such as installers and servicers, artists, sportspersons and other suppliers of
services who are taking part in public performances, graduate trainees, etc. For statistical
purposes, these categories may be seen as falling under one of the four categories described
above (for example, installers and servicers may be regarded as contractual service suppliers
or intra-corporate transferees; artists as contractual service suppliers; graduate trainees as
intra-corporate transferees, etc.).

5.21.  In their commitments, World Trade Organization members have, in general,
indicated the length of stay of natural persons by the respective categories." For example,
in the case of contractual services suppliers, whether self-employed or employees, the dura-
tion ranges between three months and one year, and rarely exceeds two years; for intra-
corporate transferees, the duration is generally limited to from two to five years; and for
services sellers and persons responsible for setting up commercial presence, the duration
is normally limited to three months.

2. Determining the relevant mode of supply

5.22.
as a service can often be produced, distributed, marketed, sold and/or delivered through
many modes. For example:

Allocating the international supply of services to the different modes is difficult,

* A doctor, providing advice online to a foreign patient (Mode 1), may request
his client to travel for an appointment with him (Mode 2), may decide to
open a practice abroad (Mode 3), may relocate to work in his practice abroad
(Mode 3 with a Mode 4 element) or simply travel abroad temporarily to treat
an individual patient (Mode 4).

* A single service contract between an architect and his client abroad may cover
the design of the construction project, its delivery to the client through elec-
tronic mail (Mode 1) and occasional visits to the country of the client during
the implementation phase (Mode 4).

* 'The operation of an affiliate in a foreign country supplying services under
Mode 3 may require the transfer of managers, technicians, etc., from the
parent enterprise to the affiliate (guaranteed by Mode 4 commitments), as in
the case where a construction enterprise signs a contract with a client abroad
involving the establishment of a temporary site office (Mode 3) and/or the
transfer of workers (Mode 4) at whatever skill level.

* A lawyer working in a law enterprise travels abroad and establishes a business
link with a client (Mode 4 movement, but initially no economic transac-
tion), which may lead to the future supply of advisory work online to the
client (Mode 1) and the attraction of new clients, who travel to consult the
law enterprise (Mode 2). This direct relationship with the client abroad may
also result in the subsequent establishment abroad of an affiliate by the law
enterprise (Mode 3).

e A computer services supplier and a consumer are located in two different ter-
ritories and the supplier has commercial presence in a third territory (Mode 3).
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The affiliate may act as an intermediary between the supplier and the client
(for example, in marketing or billing (Mode 3)). However, most of the sup-
ply of these services may be taking place through Mode 4 (if; for example,
the parent enterprise sends a computer specialist to the client’s country) and/
or Mode 1 (if part of the services are also supplied cross-border (online)). In
other cases, this affiliate may also be more closely involved in the supply, eicher
cross-border (online) or by sending an employee.

5.23.  Asshown in the previous paragraphs, modes of supply are essentially defined on
the basis of the location of the service supplier and the consumer, the nationality of the
supplier and the way in which the service is provided. Even if these factors are known,
it may be difficult in certain cases to determine the allocation of the supply of services
by origin and by destination and which individual mode(s) was (were) involved. This
ambiguity is particularly noticeable with respect to Modes 1 and 2 when, under both of
these Modes, the supplier is not physically present within the territory of the consumer.
The distinction between both Modes hinges upon whether the service is supplied within
the territory of the consumer from the territory of the supplier, or whether the service is
supplied to the consumer outside his or her country of residence. For example, the supply
of financial or insurance services often does not require the physical presence of the con-
sumer. Electronic means associated with the globalization of financial markets have made
it possible to deliver a financial service almost anywhere in the world. Once the physical
presence of the consumer ceases to be an unequivocal benchmark for determining the
place to or from which a service is supplied electronically, it becomes difficult to clearly
determine whether Mode 1 or Mode 2 or both are involved.

5.24.  All of these issues make estimating values of the international supply of ser-
vices by modes a challenging task. In addition, depending on the point of view adopted
(importer or exporter, inward or outward), the way in which compilers allocate transac-
tions to modes of supply may differ, particularly when there is a combination of modes
involved (for example, when service supplier and consumer are located in two different
countries and commercial presence of the supplier in a third country is acting as an inter-
mediary). This will result in asymmetries with respect to the recording of corresponding
transactions. Accounting legislation, conventions and conveniences will also affect the way
enterprises, banks and compilers report related payments by services category and modes,
and may have implications for the recording of associated payments and receipts in the
balance of payments statistics or in the FATS frameworks.

3. Information needs for assessing the international
supply of services by modes

5.25.  Two groups of variables are identified in order to assess international supply of
services by mode: first, the value of services supplied (for example, exports and imports, or
inward and outward sales/output of services); and second, a number of more specific vari-
ables necessary for a more complete assessment. Such variables include FDI transactions
and positions in services industries or the number of persons moving (lows) and tempo-
rarily present (stocks) abroad in the context of the supply of services. Box V.3 provides an
example of the different means that may be available to a computer services supplier for
providing his services to foreign consumers and exhibits a number of possible sources of
statistics for an assessment of the sector.

17
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5.26.

While it is useful to analyse information according to the overall structure of the

GATS, it may be difficult to obtain the detailed data needed (for instance, relevant vari-
ables may not be readily available in data sources of compilers). Ideally, variables should
be broken down according to:

* 'The type of service product provided (namely, the service that is the subject

of the transaction between the supplier and the consumer and for which a
payment is made). If a breakdown by product (that is, type of service) is not
possible, then a breakdown by type of activity (that is, industry) of the service
supplier would constitute the best approximation. More information on appro-
priate classifications may be found in chapters III and I'V.

The direction of the supply (that is, the destination/origin of the service pro-
vided by the service supplier to the consumer). For Mode 4 also, as a lower
priority, the origin/destination of persons (for some categories of persons, this
may be the only information available). For this mode of supply, there may
indeed also be a particular interest in the origin and categories of persons
involved.

The relation between the parties (that is, trade between related or between
unrelated enterprises).

Additional breakdowns for Mode 4:

Box V.3

An example of different modes of supply of computer services

The Alpha computer services company in country B has an affiliate and a customer in coun-
try A, and its headquarters and research and development activities in country B. The dif-
ferent modes of supply are presented below, along with the kinds of statistics that would
be useful for analysing the associated transactions.

1.

The computer service was provided to the customer by Alpha’s affiliate in country
A. This illustrates the Mode 3 (commercial presence) supply of service. The FATS
sales/output information would be the statistical source for measuring this (if avail-
able for the service product, computer services; however, most probably, it would
be available only by activity, that is, computer programming, consultancy and
related services.

Alphais also providing its services directly to the customer in country A via e-mail
and/or by sending its employees directly to the premises of the customer. This
would reflect a Mode 1 (cross-border) supply of services (transaction recorded
in the balance of payments item computer services or licences to reproduce and/or
distribute computer software) and/or Mode 4 (presence of natural persons, transac-
tion recorded in the balance of payments item computer services).

The headquarters can send professionals to its affiliate. Although the supply of
the service would be through Mode 3, the physical presence of the professionals
relates to Mode 4. Migration (or FATS) or tourism statistics could be the source of
information regarding these physical flows. If relevant, the value of the intra-enter-
prise trade would be covered in the balance of payments item computer services.

Customers from country A can travel to country B to buy computer services on
their own account. This flow illustrates Mode 2 (consumption abroad) of service
supply. The travel item of the balance of payments would cover information relat-
ing to this transaction.



However, in reality, relations between suppliers and customers may be much more com-
plicated, for example, when the client is located in a third country and the affiliate may
serve only as an intermediary and will therefore not be directly involved in the production/

delivery of the service.

Customer

Mode 3: sales

Statistics on the international supply of services by mode

Mode 2: customer travels to country B
to buy computer services on his own
account; EBOPS item travel, IRTS 2008

Mode 1: sending computer services to

of computer customer EBOPS items computer services
services; FATS and licences to reproduce and/or distribute Alpha
sales/ output computer software computer
data services
company
(functions:
, - management,
(fu:l’:igz::ﬁllrlzsteing Mode 4: professionals (intra corporate software
N or contractual service suppliers) development)
systems analysis,

customer support);
FDI flows and stocks

EBOPS item computer services; RSIM,
Rev.T; IRTS 2008; FATS employment

* By skills and occupations of persons using the International Standard Clas-

sification of Occupations (ISCO-08), defining specific types of occupations
and skills of persons involved.”

By length of stay: this is a low priority. Notwithstanding the difficulties
involved, MSITS 2010 proposes that compilers break down relevant statis-
tics between permanent and non-permanent stays according to their national
definition of residency, regardless of whether stays may be substantially longer
than the one year generally recommended by statistical systems.™ As a longer-
term goal, the breakdown should be of: stays of less than three months; stays
of between three months and less than one year; stays of between one and
three years; stays of between three and five years; and stays of more than five
years. Compilers may also adapt this classification to their national needs and
statistical systems (for example, through further breakdowns of time periods).

C. Value of the supply of services by mode

5.27.  MSITS 2010 conceptualizes the valuation of the supply of services by mode in
a statistical context. A comprehensive statistical treatment by mode of supply that would
fully mirror the GATS legal definition and other GATS articles is beyond the scope of

12
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Some World Trade Organi-
zation members make
commitments under Mode
4 defining specific types

of occupations and skills.
Although this may be dif-
ficult to obtain, a breakdown
by type of occupations and/
or skills would be useful.

It may also be worthwhile
exploring whether commit-
ments may be “translated”
into categories of ISCO, even
if the available statistics do
not provide these distinc-
tions.

National legislations may
determine whether or not

a unit and its activities are
included as “resident” in the
national statistics. The one-
year guideline has had very
little influence on actual
definitions of “residency” as
used by national legislation
regulating immigration or
population registers, and
thus on the registrations in
the main administrative data
sources.
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14 In the case where the
employment contract is
with the affiliate. The case
of those intra-corporate
transferees whose employ-
ment contract remains with
the home enterprise, would
correspond in MSITS 2010
to intra-firm contractual
service supply (that is, intra-
firm trade in services).

15 There are some limitations,
however, with regard to the
assimilation of commer-

cial presence entities to
foreign affiliates or to the
correspondence between
EBOPS 2010 transactions

and Modes 1,2 and 4. These
limitations are discussed
further below.
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MSITS 2010. For Mode 4, the value of the supply of services is relevant only in the case
of contractual service suppliers, whether those services are supplied by an employee of the
service supplier or the service supplier is self-employed and supplies the service himself.
This information is not needed for intra-corporate transferees' and foreign employees
directly recruited by the foreign affiliate, or for services sellers or persons responsible for
setting up commercial presence. For the former, the supply of the service by the service
supplier (that is, the juridical person) to the consumer is taking place through Mode 3 (the
Mode 4 commitment enables the presence of the person in order for the service supplier
to supply the service via Mode 3); and for the latter, there is no service transaction (the
transaction takes place at a later stage).

5.28.  Itis often important that several institutions — for example, the central bank; the
national statistical office; tax, value-added tax, customs and social security agencies, etc.
— cooperate to provide the value of transactions by mode of supply. Drawing on GATS
provisions, MSITS 2010 proposes, as a first approximation, a simplified approach that is
operational in a statistical context and consistent with international statistical standards.

5.29.  After presenting the basic assumptions underlying the simplified approach, the
present section goes on to propose a number of recommendations with respect to the
allocation of balance of payments services transactions to the four modes of supply. It
also shows how the FATS variables sales and output can be used to measure the supply of
services through commercial presence. Finally, it explains how to treat the transactions
relating to self-employed individuals who have become residents of a host economy. Table
V.2 summarizes the simplified allocation of FATS and balance of payments services data
to modes of supply, which may serve as a first guidance on presenting estimates by modes
of supply (see para. 5.78).

1. Statistical treatment of modes for estimating the
value of the supply of services: the simplified
approach

5.30. To allow the allocation of services transactions to modes of supply in a system-
atic way, MSITS 2010 proposes criteria derived from the GATS definitions. MSITS 2010
acknowledges that this allocation is only a first step in the estimation process and that
further research and empirical information will be required to validate and refine the
estimates. The simplified criteria that can be used as a starting point are based on the fol-
lowing considerations:

* To the extent that foreign affiliates represent a good approximation of com-
mercial presence entities, FATS provide most information for services supplied
through Mode 3.

* Service transactions between residents and non-residents, as captured in the
balance of payments accounts, broadly cover Modes 1, 2 and 45

5.31.  Itis therefore possible to derive information on services transactions by modes of
supply from balance of payments services statistics and FATS.

5.32.  The simplified statistical criteria are based on the territorial location of the transac-
tors (consumer and supplier) at the time the service is supplied, and on the type of supplier
(individual or business enterprise, termed “natural person” and “juridical person”, respectively,
in the GATS). However, it should be stressed that the MSITS 2010 guidelines on the com-
pilation of statistics by modes of supply are laid out only for statistical purposes and do not
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imply any attempt to interpret the GATS. These simplified statistical criteria are presented in
figure V.1 and are further complemented by the rules discussed in the following paragraphs.

2. GATS modes of supply and balance of payments
services statistics

5.33. Ideally, each balance of payments services transaction should be allocated to a
mode. However, compilers may not be able to make this allocation in the short term.
As a starting point it is therefore proposed to allocate the balance of payments services
components broken down according to EBOPS 2010, and if this is also not possible, to
first concentrate on a less detailed level of EBOPS. Although this would be less desirable,
compilers are encouraged to make the allocation at least at the level of the 12 major balance
of payments services components (see table V.2). Recognizing the difficulty of allocating
balance of payments transactions to modes of supply, MSITS 2010 identifies a full alloca-
tion as a longer-term goal. The discussion should not be limited to main items, but rather
linked to the more detailed analysis of balance of payments services items (that is, broken
down according to EBOPS 2010).

Figure V.1
The value of international supply of services by the four modes of supply:
simplified statistical criteria

Territorial presence of transactor Mode of supply Major statistical area

Consumer (or his or her property) outside
territory of residence Mode 2. Consumption abroad BPM6 services

Consumer in the territory of residence:

Supplier has no presence in the territory of the

consumer Mode 1. Cross-border supply BPM6 services
Supplier has a presence in the territory of the
consumer:
(@) Commercial presence Mode 3. Commercial presence FATS
(b) Presence of natural persons Mode 4. Presence of natural persons BPM6 services
Consumer or prqperty No Mode 2
located within (BPM6 ices)
territory of residence J services

Yes

commercial
presence

Mode 3
(FATS)

Supplier has presence w Yes
within consumer's territorU

Supply
through

No
Presence of natural persons

Mode 1 Mode 4
(BPM6 services) (BPM6 services)
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5.34. Asin many cases a single service transaction may involve more than one mode of
supply, MSITS 2010 acknowledges the difficulty in allocating each balance of payments
service transaction to the GATS mode of supply. As a first step, to facilitate the feasibility
of data collection, some simplifying assumptions are recommended. In short, each type
of service is allocated either to one dominant mode or, where there is no single dominant
mode, to the most significant mode of supply.

5.35.  Services supplied internationally by government agencies and by government
units that are based in diplomatic and other similar enclaves in the host economy (covered
under government goods and services n.i.e.) are not of interest in this context.

Balance of payments services components largely corresponding to Mode 1

5.36.  Mode 1 applies when a service is delivered from a supplier abroad to a consumer
in the consumer’s territory of residence. This is the case for the majority of balance of
payments transactions recorded under ransport (except supporting and auxiliary services
that are provided to domestic carriers in foreign ports or to non-resident carriers in domes-
tic ports), insurance and pension services, financial services, telecommunications services and
information services. Within other business services, operating leasing services and trade-related
services are also deemed to be predominantly supplied through Mode 1.

5.37.  With respect to the valuation of transport and insurance and pension services, it
is important to note that, following balance of payments principles, amounts relating
to freight correspond to transactions that have been adjusted for f.o.b. (free on board)
(see paras. 3.98-3.103) principles. However, from a GATS perspective, the corresponding
transactions before any adjustment would be more relevant. More information on these
aspects is provided in paragraphs 3.107-3.110.

5.38.  Some transactions covered by the balance of payments items listed above may
also take place through other modes of supply, for instance:

* Transactions occurring through presence of natural persons (Mode 4), which
are presumed to be marginal in these components.

 Transactions that involve elements of both Modes 1 and 4, like that involving
an insurance agent travelling to discuss the terms of a contract (the insurance
service would, for the most part, be produced in the country where the insur-
ance enterprise is located). In such cases, it might appear reasonable to allocate
the entire transaction to Mode 1.

* Transactions involving Mode 2 (like that involving the consumer of finan-
cial services who has travelled abroad to the supplier’s offices to open a bank
account). In general, these transactions are presumed to be marginal in these
components. With respect to the determination of the mode of supply (1 or
2) for financial and insurance services, which is discussed in paragraph 5.23,
MSITS 2010 recommends the full allocation of these transactions to Mode 1,
unless this is an important issue in the compiling economy.

5.39.  Following application of the simplified approach, the balance of payments com-
ponents considered in paragraphs 5.36-5.37, would be allocated to Mode 1.

5.40. Valuing of the service provided by commission agents, wholesalers and retailers
(distribution services) would present a particularly useful complement to services statistics
covered in the balance of payments.

5.41.  Wholesalers and retailers are treated as supplying services to their customers
by offering products in convenient locations for customers to buy. Their output is meas-
ured by the total value of trade margins realized on the products that they purchase for
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resale. However, the services that are provided by them are not measured within the bal-
ance of payments services account, because the value of international wholesaling and
retailing services (including merchanting of goods, which covers cases where the products
bought and subsequently sold do not enter the merchant’s economy) are indistinguishably
included in the value of the traded products. Estimating and providing this information on
a complementary basis, excluding holding gains and losses, would enable a more complete
analysis of the international supply of services." Box V.4 presents the experience of the
United States of America in developing experimental estimates of trade in distribution
services for merchandise trade. The value of these services (that is, those supplied cross-
border) are deemed to be under Mode 1.

5.42.  MSITS 2010, proposing that there be an aggregate in EBOPS which responds to
these information needs, includes a complementary grouping entitled rozal trade-related
transactions, which encompasses all transactions relating to the supply of distribution
services, whether for the sale of goods or services.

5.43. 'There is a certain degree of uncertainty with respect to the coverage of charges
Jfor the use of intellectual property n.i.e. Franchising is clearly identified within W/120 and
transactions for distribution and/or reproduction licensing rights for audio-visual and
software products are generally regarded as being payments relating to trade in services
in these sectors. The same may be said of certain other transactions under charges for the
use of intellectual property n.i.e., for example, fees for the use of copyright in relation to
audio-visual works. Other transactions, however — for example, payments for the use
of patents for pharmaceutical products — may be more difficult to assign to trade in
services. Given that distinctions are sometimes hard to draw in the compilation process,
it is recommended, if a breakdown is not possible, that all charges for use of intellectual
property be considered payments for supply of services through Mode 1. If a breakdown
is possible, it is recommended that additional work be conducted to identify licences for the
use of outcomes of research and development that can be associated with trade in services.

Box V.4
Experimental estimates, by the United States Bureau of Economic Analysis, of
distribution services associated with cross-border trade

The inclusion of these distribution services in the value of merchandise trade follows the
treatment recommended in BPM6 and reflects the fact that data on cross-border trade are
collected by product. In this case, the product is an exported orimported good, and its value
includes the distribution services used to arrange for its export orimport. As a consequence,
statistics on cross-border trade in services do not include estimates of distribution services
provided by exporters because those services are included in the value of trade in goods.

Nevertheless, services provided by wholesalers and retailers could be important as shown
by the estimates of the United States Bureau of Economic Analysis (BEA). BEA constructed
these estimates of distribution services associated with merchandise trade by using exports
of goods of wholesalers and retailers and the average percentage of distribution services
per dollar of sales of goods. Forimports, it assumed that the share of United States imports
accounted for by foreign wholesalers was the same as the share of United States exports
accounted for by United States wholesalers. These 2002 experimental results show that
considering these figures for GATS purposes would increase United States exports and im-
ports of services (resident/non-resident trade) by more than 10 and 20 per cent, respectively.
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Balance of payments services components and Mode 2

5.44. Most services transactions recorded in the balance of payments as zravel are
deemed to fall under consumption abroad, or GATS Mode 2. However, the mravel com-
ponent of the balance of payments classification also includes the purchase of goods, for
their own use or to be given away, by non-residents during visits outside their economy.
These goods are outside coverage by GATS Mode 2. Thus, travel expenditure on goods
should be separately identified from travel expenditure on services, and only the services
portion of travel expenditure should be allocated to Mode 2. The goods portion should
not be allocated to any mode of supply. In addition, further refinements of the services
share of #ravel would be needed for a better measurement of Mode 2 by type of service.

5.45.  Although it does not categorize all the types of services supplied to non-residents
while travelling abroad, the EBOPS 2010 classification does provide an alternative break-
down of services consumed by these non-residents. These services comprise: local transport
services, accommodation services, food-serving services and other services. In response to the
particular interest in health and education services, EBOPS 2010 also provides for a dis-
tinction within the component other services between education services and health services.
As noted in paragraph 3.126, the collection of separate data on specific expenditure on
health and education services would be particularly useful for analysing the supply of
these services via Mode 2. Finally, countries willing to compile a more detailed breakdown
of travel services expenditure may do so on the basis of the list of tourism characteristic
products provided in IRTS 2008 (see annex V).

5.46.  Supporting and auxiliary services that are provided to resident carriers in non-res-
ident ports, or to non-resident carriers in resident ports (sub-component of transport),
should be allocated to Mode 2, if they can be separately identified. Finally maintenance and
repair services n.i.e. and manufacturing services on physical inputs owned by others (that is, the
service component of the repair or processing service fee) are also covered by Mode 2, as
the property of the consumer is moving in order for the service to be supplied. However,
if maintenance, repair, or manufacturing services are supplied through persons moving
abroad, then these would fall under Mode 4.

Balance of payments services components
where no single mode is dominant

5.47.  For other types of services transactions, the picture may be more complex, as indi-
vidual transactions might involve significant elements of different modes. Indeed, Mode
4 might be relevant where the supplier (or his or her employee) travels abroad to provide
the service at the site of the client. To take a simple example: An information technology
consultant resident in the compiling economy providing computer services to a non-resident
client may supply the service either on-site (Mode 4, on-site development of software) or
from his or her office, by transmitting reports (Mode 1, sending portions of the software
to the client by e-mail), or through a combination of both arrangements (sending the soft-
ware via e-mail and travelling to the client’s office for implementation and fine-tuning).
For construction, enterprises may want to establish a commercial presence for a couple of
months (Mode 3) and/or post their own workers in the host country under Mode 4.

5.48. For the more specific case of Mode 4, as stated above, information is needed
about contractual service suppliers who are present in the host economy to supply a service.
How the value of the services trade is recorded in the balance of payments depends on the
category of person, as illustrated in the following examples:
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* Contractual service suppliers as employees of the foreign-based service sup-
plier: A service provider sends his employee to the other country in order
to supply the service. The transaction corresponding to the service contract
remains between a resident and a non-resident and will be recorded as an
export or import in the type of services concerned, regardless of whether that
person stays abroad for a year or more or less than a year. In the majority of
cases, the presence of contractual service suppliers as employees will not imply
substantial operations that can be identified separately from the overall opera-
tions of the service supplier. A group of persons per se cannot be considered
to constitute a branch or representative office (if this were the case, the supply
would fall under Mode 3, commercial presence).17

* Self-employed service suppliers: A self-employed person moves abroad in order
to supply a service. If the person stays less than a year, the corresponding
transaction should be recorded as an export/import of services. If it is possible
and if the amounts are believed to be significant, information on self-employed
persons under Mode 4 should be provided separately. However, if he or she
stays or intends to stay a year or more, then in principle he or she will qualify
as a resident of the host economy and the transaction corresponding to the
service contract will not be recorded as a service transaction.' This particular
issue is further discussed in paragraphs 5.68-5.69.

Modes 1 and 4
5.49.

business services (research and development services, professional and management consulting

Combined Modes 1 and 4 transactions are often found in computer services, other

services, architectural, engineering, scientific and other technical services and other business ser-
vices n.i.e.) and personal, cultural and recreational services. For the transactions falling under
these components, further analysis and empirical information are needed to determine
how modes 1 and 4 can be separately identified or estimated. In particular, the knowledge
of the location of the supplier at the time when major transactions are delivered would
be critical for a proper assessment of the share of modes in these balance of payments
transactions. A first proposal on estimating these modes separately within payments (at
least for major transactions) is provided in paragraphs 5.56-5.62. If, for certain balance of
payments components, a particular mode of supply provides only a small proportion of
the total supply, then all supplies should be allocated to the dominant mode.

5.50. If detailed balance of payments services statistics are compiled (that is, accord-
ing to EBOPS 2010), it may be easier to allocate some of the transactions in cases where
Mode 1 is deemed to be the dominant mode and then concentrate subsequently on the
remaining transactions." Table V.2 presents the services categories that are believed to be
supplied through either dominant mode and those where more refinement is necessary.

Modes 2 and 4

5.51.  Within other business services, in respect of waste treatment and de-pollution, agri-
cultural and mining services, international transactions can involve significant elements of
Modes 2 and 4. For waste treatment and de-pollution, Mode 2 (shipment of radioactive
and other waste for treatment) and Mode 4 (pollution cleaned up by workers, etc.), will
represent important components. Services incidental to agriculture, forestry and fishing, min-

17

18

19
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As noted in para. 4.27

of chap. 4 of BPM6, “the
identification of branches
as separate institutional
units requires indications of
substantial operations that
can be separated from the
rest of the entity, to avoid
creating numerous artificial
units” (see also para. 3.22 of
the present publication).

For more information on
residency of households, see
paras. 3.7-3.16.

Within other business
services, operational leasing
services and trade-related
services are deemed to be
predominantly supplied
through Mode 1.
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ing, oil and gas extraction transactions are deemed to include significant elements of Mode
4. Maintenance, repair and manufacturing services may include mode 4 elements.

Modes 3 and 4

5.52. Commercial presence (Mode 3) concerns mostly domestic sales of foreign affili-
ates (that is, transactions between residents), as described in FATS and as discussed in
detail in paragraphs 5.63-5.67.

5.53. There are cases, however, presented in BPM6 and MSITS 2010, where a com-
mercial presence is not regarded as being resident in its host country. Foreign entities
established for less than one year, or operations based from the home territory to supply
services, rather than in a local office (that is, the entity does not qualify as a branch), are
considered non-residents in the host country. This is particularly relevant for construction.
Corresponding services transactions are thus recorded in the balance of payments. In the
GATS, the supplies of foreign established entities are considered to fall under commercial
presence, which ignores the one-year residency rule. Therefore, for the GATS, some of
these construction transactions could be accounted for as Mode 3 (which could or could
not include the temporary presence of foreign workers).

5.54. In turn, the balance of payments component construction includes transactions
related to Mode 4 (that is, cases involving the presence of construction workers where
operations are conducted from home territory). Whether or not these Mode 4 transactions
are minor relative to the Mode 3 transactions in construction will depend on the compiling
country’s situation and the type of arrangements for the different projects. (For example,
does the project necessitate the creation of a site office or can it be considered that the
operations are conducted from the home territory?) For the sake of simplification, it is
recommended that consideration of this issue of Mode 3/Mode 4 allocation be limited to
construction, unless the specific situation of a country requires the consideration of other
balance of payments services items.

Modes 1,2 and 4

5.55.  Services purchased in host economies by government units that are based in
diplomatic and similar enclaves are included in government goods and services n.i.e. These
services transactions are covered by the GATS (Mode 1 or 4) when provided on a com-
mercial or competitive basis.?® Unless this is relevant for the compiling country, MSITS
2010 does not recommend that these purchases of services (irrespective of the supplier)
be separately identified from purchases of goods.”" In addition, services purchased by
diplomats, consular staff, and military personnel working in government enclaves and
their dependants (considered as GATS Mode 2 if provided on a commercial basis) are also
included under government goods and services n.i.e. Again, unless this is deemed relevant
for the compiling economy, MSITS 2010 does not recommend a separate identification of
these transactions, as their share is believed to be relatively small.

Developing practices to separately identify modes of supply
information within balance of payments services transactions

5.56.  As discussed in paragraph 5.47, a given balance of payments service item gener-
ally includes transactions corresponding to several modes. With a view to facilitating the
analysis and compilation of service transactions between residents and non-residents by



Statistics on the international supply of services by mode

modes of supply, it is recommended that, if estimates cannot be provided for the subdivi-
sion of the transaction value by modes, the transaction be allocated to the most important
mode in terms of the time and resources associated with it.

5.57.  To allocate transactions to modes, a number of compiling guidelines need to
be elaborated on the basis of rules of national legislation and/or accounting conventions.
From a general point of view, the possibility of estimating Mode 4 flows within the balance
of payments services account would help improve the estimations of the international sup-
ply of services by modes. In order that further information may be collected with respect
to Mode 4, a clear list of questions needs be developed to help survey respondents and/
or compilers identify whether the payment for a service contract refers to the supply of a
service through Mode 1, 2, 3 or 4. The rules applied to compile these estimates by mode
of supply, and the list of items for which estimates of Mode 4 are necessary, should be
established depending on each country’s interest. That list should not necessarily strictly
be limited to the services items identified in this chapter.

5.58.  Given the complexity of services contracts (that is, the several modes for supply-
ing the service), the allocation should be made on a dominance basis. Compilers should
concentrate on services categories relevant in the context of activity (for example, con-
struction, computer, engineering, legal, agricultural services) and not necessarily attempt
to differentiate Mode 4 from other modes for services where this mode of supply is not
believed to be an important component.

5.59.  There are various options that would help determine whether a transaction should
be allocated to Mode 4 or not:

* Indicate whether the supply of the service involved the physical presence of
foreign individual(s), whether as self-employed or as employee(s), sent to the
compiling economy by their non-resident company. If supply of the service
did involve the presence of these persons, how was most of the value of the
service supplied (in terms, for example, of time and/or resources involved)? In
other words, if most of the service was supplied by fax, e-mail, etc., with the
supplier remaining in its own country and the person(s) involved going just to
supervise a final stage, then the service is mostly Mode 1, but if the embodied
knowledge went with the person(s) and was transmitted directly to the client,
then the service is mostly Mode 4.

* Define modes of supply in surveys and ask respondents to allocate transactions
themselves. If the transaction involves various modes of supply, the question-
naire should suggest allocating the transaction to the most important mode
in terms of the time and resources associated with it. While this option will
be costly and very burdensome for respondents, it could be used for specific
service sectors in which countries have a particular Mode 4 interest.

* Add a question related to the estimated share of the inputs for the related
services trade.

5.60. The modes for which questions are formulated under the second and third options
need to be clearly determined according to the balance of payments services transaction for
which information is being sought. For example, for construction, it would be relevant to
refer only to Modes 3 and 4, whereas for computer services, Modes 1 and 4 would be more
appropriate and for waste treatment and de-pollution, Modes 2 and 4.

5.61.  Compilers should also consider that questions need to be formulated differently
depending on whether it is exports or imports that are involved (an importer may have less
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not be used to measure

the international supply of
services through commer-
cial presence, as this would
resultin an important over-
estimation of Mode 3 trade.
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information on the shares of different modes in the supply process and/or the breakdown
of inputs in the service supply), particularly in respect of the Mode 1/Mode 4 distinction.

5.62. It may be difficult to allocate transactions by mode of supply when a service supplier
and a client are located in two different economic territories, and commercial presence of
the supplier in a third territory is involved (see para. 5.75). If service payments relating to the
service contract are made directly between the client and the supplier, then it will be possible
to allocate the transaction to the relevant mode(s). However, if the payment is made by the
client to the affiliate and most (or part) of the service is supplied by the parent company,
it will be difficult to define the mode of supply and to determine the direction of the flow.

3. GATS Mode 3 and foreign affiliates statistics

5.63. FATS, as recommended in MSITS 2010, differ from the coverage of the GATS
in the following ways:

* Under the GATS, a foreign service supplier is defined on the basis of majority
ownership or control, whereas FATS are compiled for the foreign-controlled
subset of foreign affiliates, where control is defined in the FDIR (control is
deemed to exist if there is majority ownership of the voting power at each stage
of the chain of ownership).

e The GATS covers the services (products) and the suppliers of those services,
whereas, in practice (see paras. 2.11-2.25), FATS are generally based on activi-
ties of affiliates.

5.64. By including commercial presence as a mode of supply, the GATS has created
interest in information on foreign affiliates in host economies. Service suppliers may
choose to set up affiliates as a means of selling their services in foreign markets as an
alternative or complement to exporting through other modes. On the grounds that such
sales/output may, to a certain extent, substitute for cross-border exports, MSITS 2010
chooses to view domestic sales/output of foreign affiliates as the primary statistical indica-
tor of Mode 3.

5.65.  Although output is considered a superior and more refined measure of activity
for most purposes, in many instances only sales data are compiled, as they are easier to
collect and may present more options for disaggregation.?? For practical reasons, FATS are
primarily compiled by activity, which may cause particular problems for certain services
industries, such as wholesale and retail trade and financial intermediation. For wholesale
and retail trade, most of the value of the sales will be accounted for by the value of the
goods that are sold.”® Output for these particular activities is therefore a more appropriate
estimation of the wholesale/retail service provided to the consumer, as it refers to the trade
margins realized on goods purchased for resale and therefore excludes the value of the
goods that are sold (see para. 4.47). Providing estimates for wholesale and retail services
would give a clearer picture of distribution services provided. Similarly, establishing output
as a preferred measure for financial intermediaries and insurance is a means of excluding
the amounts that pass through the enterprise without being considered a part of its inter-
mediate consumption (see para. 4.47).

5.66. A generalized framework for statistics on affiliates” operations would provide
information on domestic sales/output, according to both an activity breakdown (ICFA,
Rev.1, categories) and a product breakdown (on a basis compatible with EBOPS 2010).
When product breakdowns are not available, the ICFA activity breakdown is used. This



Statistics on the international supply of services by mode

has been aligned with EBOPS for the purpose of approximating products resulting from
various industrial activities. There is, however, no intention of establishing a one-to-one
correspondence between ISIC, Rev.4, and EBOPS 2010 for the estimation of services pro-
duced by foreign affiliates. Such a correspondence might overlook important areas of sec-
ondary production by industries (for a further explanation, see http://unstats.un.org/unsd/
tradeserv/ TFSITS/msits2010/annexes.htm).

5.67.  Only when compilers are able to classify the output of foreign affiliates on a
product basis will it be possible to directly compare the values of specific types of services,
delivered to foreign markets through trade between residents and non-residents, with sales/
output by foreign affiliates, which comparison would provide a more complete assessment
of the international supply of services by modes.

4. The case of resident, foreign, self-employed
individuals

5.68. The preceding paragraphs have shown that transactions falling under Mode 4
are covered in balance of payments services components. Self-employed service suppliers
staying (or intending to stay) for a year or more in the host economy should, according
to international statistical guidelines, become residents of this economy. The transactions
corresponding to the services contracts will no longer be international transactions. The
only transactions that should, in principle, be recorded in the balance of payments for
these self-employed service suppliers will be the amount they remit to their home economy
(therefore recorded under personal transfers)** and/or the increase in assets in the home
economy (if the person is saving in the home economy).

5.69. However, two categories of self-employed persons need to be distinguished: those
who are present temporarily in the context of a service contract (Mode 4 supply of services)
and those who operate from a base in the host economy (as per a relevant Mode 3 commit-
ment). In general, the former will constitute a small proportion of the Mode 4 contractual
service supplier population; therefore MSITS 2010 does not recommend the compilation of
information for this specific group, unless this is deemed necessary.>® Those who establish
themselves in a host country in order to supply services from this base would in many cases
represent a small proportion of the overall commercial presence in the host economy. This
will not be captured by FATS, as the UCI will be a resident of the host country. However,
compiling economies that believe the category of self-employed persons established in an
economy other than their own (the compiling economy on the “inward” side or on the
abroad “outward” side) is important may wish to estimate the value of sales/output of their
services to consumers in the host economy, in the home economy and in third economies.

5. lIssues in the measurement of the international
supply of services

5.70.  Within economic statistics, and in particular balance of payments transactions,
the value of a number of services is often not separately available from the value of goods
that are sold. These include distribution services included in the value of merchandise that
is traded and the cost of installation, maintenance and training that is part of the sale of
machinery, computers, ships, etc. However, this is regarded as trade in services from a
GATS perspective. Estimating the value of these services would provide a useful comple-
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Although this information
cannot be used to measure
sales/output of services, it
may be used for analytical
purposes. Further informa-
tion is provided in paras.
5.108-5.109 and box V.6.

Moreover, it will be difficult
to establish the centre of
predominant economic
interest for these persons
and, in practice, many of
the transactions will be
recorded in the services
account.
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ment to statistics compiled in the balance of payments (see the example for distribution
services provided in box V.4).

5.71.  As indicated above, for a complete view of the total value of GATS supply of ser-
vices, it is necessary to combine statistics drawn from the balance of payments and FATS
frameworks. If necessary, additional statistics on sales of services by self-employed service
suppliers resident in a host country can be utilized (see para. 5.69). However, compilers and
users of the statistics need to keep in mind that a number of difficulties may be encoun-
tered. The different sets of statistics cannot be compared precisely because of differences
in terms of coverage, measurement and classification.

5.72.  For example, sales of services through cross-border trade are generally classified
by type of service, whereas, for many countries, sales/output through foreign affiliates, fol-
lowing practices for collecting information from domestic enterprises, is classified by the
primary activity of the affiliate. Until more work has been done on the correspondence
between the EBOPS 2010 and ICFA, Rev.1 (or ISIC, Rev.4) classifications, or until FATS
are compiled on a product basis, any attempt to combine sales/output of foreign affiliates by
industry and trade in services data by product should be undertaken with extreme caution.

5.73.  Balance of payments services transactions will record sales of services by residents
to non-residents and vice versa. FATS will record the total sales/output of services of the
affiliate to clients resident in the economy where the affiliate is established, as well as
exports of the affiliate outside this economy. For a proper assessment of international sales
of services into an economy broken down by mode of supply, it is desirable to separately
compile data on sales to residents of this economy where the affiliate is established, and
other sales of services of this affiliate, that is, international services exports conducted by
this affiliate (which will be considered to be exports of the economy where the affiliate is

established) (see para. 4.49).

5.74.  'There may be some double counting when comparing balance of payments ser-
vices transactions with sales/output of services by foreign affiliates. Foreign affiliates may be
importing services from their parent enterprise or other affiliated enterprises (representing
intra-enterprise trade in services) and will themselves sell services to consumers — either
the same service, which has not been transformed, or another service. It may therefore be
difficult to interpret balance of payments services data in conjunction with FATS. Compil-
ing balance of payments services data separately for transactions with related parties and
those with unrelated parties, or more detailed FATS relating to purchases/sales of services
based on the relationship between providers and consumers of services and economy of
delivery, would help better understand this phenomenon. Compiling statistics on a control
basis would also be an interesting alternative, analytically speaking, to the compilation of
trade in services statistics on a residence basis.

5.75.  Although, in principle, this should not be the case, in practice a number of bal-
ance of payments service transactions, or FATS sales/output, could be misreported in cases
where a foreign affiliate’s main function is to facilitate transactions (for example, market-
ing or billing). This is often the role of affiliates in the computer services industry where
the service supplier establishes a regional base in another economy for transactions with
third economies of the region, without necessarily being involved in the production and
provision of the service, or in its consumption. However, the associated trade in computer
services could be misreported; for example, computer services trade could be recorded as
taking place with this intermediary, which would distort the measurement of the economic
transactions actually occurring,
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6. Conclusion

5.76.  The simplifying assumptions for the allocation of the supply of services by mode
set out in paragraphs 5.30-5.67, should be regarded as a guide to the first steps in the esti-
mation process and subjected to periodic review and empirical testing of their validity and
appropriateness. This allocation may vary from country to country and should be adapted
to each compiling economy’s specific situation and information needs. For particularly
important services sectors of an economy, compilers may invest further to improve the
estimation of these items by mode of supply.

5.77.  Estimation should be improved over time using the information obtained by
compilers, notably on the way in which service sectors operate. For instance, the simplified
allocation could be amended by the use of partial or anecdotal information on a number
of specific sectors. Following their identification as an information need of the compiling
economy, these estimates would also be improved for specific services sectors if practices
were developed to separately identify modes of supply in relevant services transactions, as
presented above (see paras. 5.56-5.62).

5.78. As noted above, table V.2 summarizes the recommended allocation of statistics
which can serve as a first guidance on how to estimate the value of the supply of services
broken down by modes. It identifies the dominant mode(s) of supply used in resident/non-
resident transactions; for FATS, all sales/output in the host economy are supplied through
Mode 3 (see the cells containing an “X).28 If, for a compiling economy, allocation of
resident/non-resident transactions does not necessitate the separate identification of modes,
or if it has difficulties in implementing the allocation according to this table (because such
implementation is too burdensome or costly for compilers or reporters), the rules can be
simplified by concentrating on the 12 major balance of payments services transactions,
FATS and, if possible, the estimated value for distribution services associated with cross-
border trade (see the cells containing a boldface “X”). For example, telecommunications
services transactions as recorded in the balance of payments are deemed to be provided
through Mode 1, whereas computer services are deemed to be provided through Mode 1,
Mode 4 or a combination of both. However, if a country compiles only the aggregate of
telecommunications, computer, and information services, then compilers should consider
additional information in order to estimate the allocation between modes (1 and 4) or
the dominant mode. Sales of telecommunication services or computer services by foreign
affiliates should all be allocated to Mode 3.

5.79.  'The dark shaded rows in table V.2 set out categories regarded as not comprising
the supply of services from a GATS perspective. Row items given in italics are not sepa-
rately identified in the EBOPS 2010 classification, but are presented to improve clarity
with respect to the links of existing balance of payments items with modes of supply.

D. Additional indicators for analysing the
international supply of services

5.80. Statistical needs of negotiators and trade analysts are numerous. Such informa-
tion is needed, inter alia, to further guide negotiations, to support comparison of com-
mitments, and as background for the settling of disputes and for the assessment of the
international supply of services, as requested in article XIX, paragraph 3, of the GATS.?”
Additional information is also necessary for a more complete economic analysis and to
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26 For FATS, if sales/output can
be broken down by product,
this should be presented
using the EBOPS classifica-
tion.

27 Paragraph 3 of article XIX of
the GATS states that, prior
to establishing negotiating
guidelines for a new round
of negotiations, “the Council
for Trade in Services shall
carry out an assessment of
trade in services in overall
terms and on a sectoral basis
with reference to the objec-
tives of this Agreement”.
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Table V.2
Simplified allocation of FATS and balance of payments data to modes of supply?

FATS (sales
or output)b Balance of payments trade in services

Mode(s)

4 1and4 2and4 3and4

Manufacturing services on physical inputs owned by others X X
Maintenance and repair services n.i.e. X X
Transport X X
Passenger X X
Freight X X
Other X
- Postal and courier services X X
- Service to domestic carriers in foreign ports (and vice versa) X X
- Other X X
Travel X

Local transport services
Accommodation services
Food-serving services

Other services

X >x< = = x=
> x> =

Construction

Services X X
Insurance and pension services X X
Financial services X X
Charges for the use of intellectual property n.i.e.c X X
Telecommunications, computer, and information services X X
Telecommunications services X X
Computer services X X
Information services X X
Other business services X X
Research and development services X X
Professional and management consulting services X X
Technical, trade-related and other business services X
- Architectural, engineering, scientific and other technical services X X
- Waste treatment and de-pollution, agricultural and mining services X
« Waste treatment and de-pollution X X
«  Services incidental to agriculture, forestry and fishing X X
«  Servicesincidental to mining, and oil and gas extraction X X
- Operating leasing services X X
- Trade-related services X X
- Other business services n.i.e. X X
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FATS (sales
or output)b Balance of payments trade in services

Mode(s)

4 1and4 2and4 3and4

Personal, cultural and recreational services X X

Government goods and services n.i.e.

Government services n.i.e. debits

- Commercial services purchased in host economies

«  Government units in diplomatic and similar enclaves X
«  Personnel from home economy and dependents X
- Other commercial services n.i.e. purchased by government X
Distribution (wholesale, retail trade) services X X

2 The allocation may vary from country to country (in respect of general needs as well as for specific sectors, data-collection system, resources, etc.).

b In the economic territory where the affiliate is established. If it is not possible to break down sales or output by product using EBOPS 2010, then provide sales
or output of services, broken down by activity using ICFA, Rev.1.

¢ There is a certain degree of uncertainty with respect to the coverage of certain charges for the use of intellectual property n.i.e. (see para. 5.43).

evaluate market access opportunities. To conduct such analyses, it would be useful not
only to look at the level and structure of values as presented above, but also to obtain
additional information related to individual service sectors by modes of supply.

5.81.  Although it may prove difficult to obtain information relating to specific arrange-
ments, it could be useful to obtain aggregated economic statistics in order to estimate, for
instance, the level of FDI in individual services sectors of a country, or the number of foreign
affiliates established in a country’s service industry. Data on the number of persons crossing a
border (ows) or present (stocks) in the context of GATS Mode 2 or 4 are one of the additional
information needs mentioned directly above. For Mode 4, this type of statistics should be
identified for all categories of persons involved in the supply of services, with priority given to
contractual service suppliers (either as employees of the service supplier or as self-employed)
and employees of foreign service suppliers established in the host country (intra-corporate

transferees and foreigners directly recruited).?® MSITS 2010 considers that collecting sepa- 28 Intra-corporate transferees

are a particularly relevant

grouping, as many com-

ence is not a priority, as there is in this case, at least initially, no economic transaction. mitments are made and
5.82. Discussed directly below are, in particular, the additional information needs Cv??ho::rolzzftcgmiesdcg:etgory

relating to commercial presence and the presence of natural persons. Variables of interest of persons.

within FDI statistics and FATS frameworks are identified and possible extensions of exist-

ing statistical frameworks (tourism and migration), for the purpose of collecting the more

detailed information relevant to improving the monitoring and analysis of the supply of

services through the presence of persons are explored. This information is then linked to

rate information for services sellers and persons responsible for setting up commercial pres-

a comprehensive description of the flows that result from this particular way of supply-
ing services (derived from balance of payments or related statistics). Finally, a list of other
indicators that would also be relevant in the context of a complete analysis of a service sec-
tor are provided, including statistics on national production, current and constant prices
estimates, employment data and quantitative indicators.
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29 The FATS sales/output
data provide an alternative
view of services supplied
internationally. Although
this information is used to
compare the supply of ser-
vices by modes as defined
in the GATS, these sales are
not considered interna-
tional transactions under
the residency principle of
balance of payments and
national accounts. However,
the direct investors’ shares
of the profits earned on
these sales are recorded as
international transactions
(under investment income)
and show the income on
investment returning to the
country of the direct inves-
tor (see box V.5).
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1. GATS Modes 3 and 4, foreign direct investment and
foreign affiliates statistics

Foreign direct investment, foreign affiliates statistics and
commercial presence

5.83.  This chapter has described how information from the FATS statistical framework
can be used to measure the value of the supply of services through Mode 3 (commercial
presence). To conduct a more complete analysis of Mode 3, sales (and output) statistics
need to be complemented by other statistical variables drawn from FDI statistics and the
FATS framework. This supplementary information may be related, for instance, to the
categories of limitations on supplies or suppliers as described in schedules of specific com-
mitments, that is, in respect of the number of service suppliers, the total value of assets,
the number of natural persons that may be employees of service suppliers, the total value
of individual or aggregated foreign investment, etc.

5.84. As stated in chapter IV, although FDI statistics (financial transactions, income
and position) do not reflect the operations of foreign afhiliates, they should be considered
an important complement to FATS. Although they have a broader coverage (FDI consid-
ers all foreign affiliates, whereas FATS deals with those that are foreign controlled), FDI
statistics can provide useful information when no FATS are available.

5.85.  Compiling FDI statistics on stocks and flows, broken down according to services
activities and countries of origin and destination of investment, is instrumental in assessing
the impacts of commercial presence on economies. This would reflect the interest of for-
eign service suppliers in establishing affiliates in the host country and would provide useful
information with respect to the income on investment returning to the home economy.?
MSITS 2010 recommends that FDI statistics be compiled as specified by BPM6 and BD4.
The guidelines for compiling FDI statistics are summarized in box IV.1.

5.86.  FATS variables other than sales or output will provide useful complementary
information for assessing the implications of market access commitments (number of
enterprises, assets, employment). They also allow for a view of the actual value added
originating from the affiliate itself and a more detailed analysis of the impact of commer-
cial presence on a particular services sector of the receiving economy (gross capital forma-
tion, research and development expenditure). They also provide information on use by an
economy’s enterprises of commercial presence for supplying services to different markets.

Box V.5
The effects of the channels of delivery of services on an economy

The channels of delivery of services typically differ in their effects on an economy. For
example, services exports as reflected in data in the balance of payments (for example,
under Mode 1 or Mode 4) usually have a greater effect on an economy than the equivalent
sales through foreign affiliates, because most, or all, of the income generated by the pro-
duction generally accrues to domestic supplied labour and capital. In contrast, for sales
through foreign affiliates, only the domestic parent enterprise’s share in profits accrues to
the domestic economy (and is recorded as an international transaction); the other income
generated by production, including compensation of employees, typically accrues to for-
eigners. For Mode 4, the income generated by services production accrues to the home
economy in the form of exports of services, but a (smaller) portion may also accrue to the
foreign host economy.
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Foreign affiliates statistics and presence of natural persons

5.87.  Foreign staff employed in foreign afhiliates, in particular intra-corporate trans-
ferees, constitute a Mode 4 category of natural persons referred to in countries’ commit-
ments. As noted in chapter IV, although data on foreign employment of foreign affiliates
would not, in general, appear separately from data on the number of employees, such
information could be used for a more in-depth analysis of Mode 4 commitments, includ-
ing their relationship to the supply of services through Mode 3.

5.88.  Although a service is actually sold by the foreign invested company, the presence
and movement of foreign staff are covered by Mode 4 commitments. It may therefore still
be of analytical interest to have a sense of the contribution of these persons to the sales
involved. The intra-corporate transferees and other foreign employees of the services for-
eign affiliate do not necessarily have to be directly involved in the supply of the service. For
instance, in the case of a financial services company, the person that enters a host economy,
as an intra-corporate transferee or as a foreign employee of the affiliate located there, may
be sent as a financial or computer specialist to work for this company. However, compilers
must remember that what is relevant is the financial service provided by the company to
the final consumer located in the host economy.

2. GATS, tourism and migration statistics

5.89.  Other statistical systems may offer sources of information of interest for a more
in-depth analysis of the international supply of services. International Recommendations for
Tourism Statistics 2008 (IRTS 2008) and Tourism Satellite Account: Recommended Meth-
odological Framework 2008 (TSA-RMF 2008), as well as Recommendations on Statistics of
International Migration Revision 1 (RSIM, Rev.1), can assist. The tourism recommenda-
tions notably provide information on the W/120 “Tourism and travel related services”
sector. Information on flows and stocks of persons is necessary for a more detailed analysis
of Mode 2, as well as for categories of persons identified within Mode 4. This information
could be derived from the definitions used in IRTS 2008, TSA-RMF 2008 and RSIM,
Rev.1. While rough aggregated Mode 4 information may be drawn from these statistical
systems, for a more complete picture, compilers will have to identify relevant categories
and breakdowns within frameworks. The present section examines how these frameworks
could be used and extended in order for relevant additional indicators to be developed.
Although such statistics will not perfectly mirror the definitions of the GATS, they would
provide a reasonable indication of the flows and stocks of Mode 4 persons crossing borders
within the context of the supply of services.

The GATS, Tourism Satellite Account: Recommended
Methodological Framework 2008 and International
Recommendations for Tourism Statistics 2008

5.90. IRTS 2008 is a comprehensive methodological framework for the collection and
compilation of tourism statistics. This conceptual framework defines tourism and refers to
related concepts such as country of residence, place of usual residence, usual environment,
etc. It introduces the activity of visitors from the point of view of their expenditure and
presents the standard classification of products and productive activities that need to be
considered in order to conduct a comparable analysis of the demand and supply related to
tourism. An extension of IRTS 2008 is the tourism satellite account, through which tour-
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ism statistics are linked with the mainstream of macroeconomic analysis (see TSA-RMF
2008). Statistics compiled according to these frameworks would be a useful complement
to an in-depth analysis of the tourism sector covering all modes of supply.

591. IRTS 2008 identifies international visitors as those that are on a tourism trip and
are non-residents travelling in the country of reference or residents travelling outside of
it. They must not be in an employer-employee relationship with an entity resident in the
country visited and receive compensation for the labour input provided. This framework
proposes to provide a breakdown of the reasons for trips into their main categories, namely,
personal (holidays, leisure and recreation, education and training, health and medical care,
etc.) and business and professional.

5.92.  Although they are highly aggregated, data collected on the flows of visitors whose
main purpose for taking the trip is business or profession-related are useful for analysing
flows of Mode 4 persons. They include the activities of the self-employed and employees,
as long as they do not entail an employer-employee relationship with a resident producer in
the country visited, as well as those of investors, businessmen or any other type of persons
travelling for professional reasons.

5.93.  Although IRTS 2008 recognizes that some countries may experience difficulties
in implementing the breakdown as indicated in these recommendations (such as separately
identifying business and professional), it suggests that for some others further disaggre-
gation of the information may be of sufficient importance to warrant such a step. ITRS
2008 suggests, although this may not be of direct interest from a GATS perspective, that
business and professional purposes could be split into “attending meetings, conferences
or congresses, trade fairs and exhibitions” and “other business and professional purposes”.
Paragraphs 5.100-5.106 discuss how this framework should be used to derive relevant
information for Mode 4. More information on tourism statistics and relevant information
for the compilation of GATS-related indicators may be found in IRTS 2008 and TSA-
RMEF 2008.

The GATS and United Nations Recommendations on Statistics
of International Migration Revision 1 (RSIM, Rev.1)

5.94. RSIM, Rev.l, defines two main groups of internationally mobile persons:
non-migrants and international migrants (comprising short-term migrants and long-term
migrants). It also provides a framework for the compilation of statistics on inflows and
outflows of these groups of persons.

5.95.  Aninternational migrant is defined as any person who changes his or her country
of usual residence. The country of usual residence is the country in which the person lives,
that is to say, the country in which he or she normally spends the daily period of rest.
Temporary travel abroad for recreation, holiday, visits to friends and relatives, business,
medical treatment or religious pilgrimage does not change a person’s country of usual
residence.

5.96. 'The category of short-term migrants comprise persons admitted into a country
other than that of their usual residence for a period of at least 3 months but less than 12
months, but excludes persons whose movement is for recreation, holiday, visits to friends
and relatives, business, medical treatment or religious pilgrimage. Persons who are on
short visits should not be remunerated from within the country visited. For purposes of
international migration statistics, the country of usual residence of short-term migrants is
considered to be the country of destination during the period they spend in it.
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5.97.  Long-term migrants are persons who move to a country other than their usual
residence for a period of at least a year, so that the country of destination becomes their
country of usual residence. From the perspective of the country of departure, the person will
be a long-term emigrant and from that of the country of arrival, a long-term immigrant.

5.98. RSIM, Rev.1, suggests a number of definitions of categories of migrants (short-
and long-term) and non-migrants that could be used for the compilation of statistics on
international inflows and outflows of internationally mobile persons. Although some of
these categories cover some persons of interest in the context of the international supply
of services, a one-to-one correspondence is not possible. More information may be found
in RSIM, Rev.1.

5.99.  Statistics collected along the lines of these recommendations would serve to meas-
ure the number of persons who are present abroad and, as a consequence, are consuming
services, via Mode 2. Within non-migrant categories, these persons should include bor-
der workers, tourists, business travellers, etc.; and within migrant categories, they should
include various types of nationals who change their place of residence and consume ser-
vices abroad. For instance, one particular category of migrants that would be of interest
encompasses those admitted for education or training. Similar to tourism-related statistical
guidelines, recommendations on migration statistics could also be useful for compiling
statistics on Mode 4 flows and stocks of persons, notably through examination of the non-
migrant category encompassing business travellers (corresponding to the category business
and professional in IRTS 2008). Identifying persons falling under Mode 4 within other
categories proposed in RSIM, Rev.1 (such as foreign migrant workers, migrants for settle-
ment, migrants for free establishment, etc.) is a difficult task, as IRTS 2008, definitions
were not designed to enable an analysis of the international supply of services. However,
through the adoption of a number of assumptions and simplifying rules, it will be possible
to derive more meaningful and detailed Mode 4 estimates from migration statistics.

Deriving Mode 4 indicators: links between RSIM, Rev.1 and IRTS
2008

5.100. As indicated above, the IRTS 2008 business and professional category for purpose
of trip is a category of particular interest in respect of analysing flows of Mode 4 persons.
It is recommended that compilers undertake a further disaggregation, if relevant, of this
category. On this basis, compilers willing to collect information on the number of Mode
4 persons may further break down the business and professional category into contractual
service suppliers (comprising self-employed and employees);*® and services sales persons
and investors. However, unless supplementary information is considered, statistics result-
ing from utilization of this framework will not cover cases where there is a change of usual
residence (from one country to another) and intra-corporate transfer and direct recruit-
ment by the foreign affiliate (employer-employee relationship with a producer resident in
the host economy).

5.101.  Relevant information could also be derived from migration statistics with the
help of some simplifying rules:

e 'The best source of information on Mode 4 persons is the category of
non-migrants

* Intra-corporate transferees and other foreign employees maintaining an
employer-employee relationship with the affiliated entity in the host country
fall largely within the migrant categories
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30 Thisincludes intra-corporate
transferees for whom
the employer-employee
relationship remains with
the parent company. In
MSITS 2010, this corresponds
to intra-firm contractual
services supply.
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31 The category business travel-
lers as defined in RSIM, Rev.1,
does not refer explicitly to
the employer-employee
relationship, but speaks,
instead, of persons on short
visits related to business or
professional activities not
remunerated from within
the country visited.

32 Those intra-corporate
transferees whose employ-
ment contract remains with
the home enterprise, would
come under the MSITS 2010
rubric of intra-firm contrac-
tual service supply (in other

words, intra-firm trade in
services).

33 Entrepreneurs and investors
are defined in RSIM, Rev.1,
as “[floreigners granted
the right to long-term
settlement in a country on
condition that they invest
a minimum sum of money
or create new productive
activities in the receiving
country” (see box 4, para. 5
(d) in that publication).
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MSITS 2010 therefore recommends that:

* For non-migrants moving for less than one year, the category of business travel-

5.102.

lers (which should cover persons moving abroad for professional reasons, but
for whom no employer-employee relationship with an enterprise resident in the
host country exists®"), should be broken down as follows: contractual service
suppliers (further broken down into self-employed and employees*®); services
sales persons and persons responsible for the establishment of commercial
presence; and other business travellers. If necessary, supplementary statistics
(that is, statistics outside the scope of RSIM, Rev.1, and tourism guidelines)
could be compiled to include in addition, for the same categories identified,
persons who have changed their country of usual residence (that is, who are
staying elsewhere for one year or more) but for whom the employer-employee
relationship remains with an enterprise located outside the host country, or
who are self-employed (and not established in the host economy)

* For migrants, there should be identification, within short-term and long-term
migrants in an employer-employee relationship with an entity in the host
country, of those persons who have been transferred within the same services
company (that is, the intra-corporate transferees who are remunerated from
within the economy visited) and those foreign employees who are directly
recruited by the foreign affiliate. In cases where there is a need identified,
supplementary statistics (beyond the scope of the RSIM, Rev.1, guidelines)
could be compiled, covering moves entailing a length of stay of less than three
months (of which those involving intra-corporate transferees)

e 'This information should be broken down according to the type of service
supplied (using EBOPS 2010), the service activity of the enterprise employing
the person or the activity performed by the self-employed (ICFA, Rev.1), the
relation between the employer and the client (i.e. whether intra-firm trade or
not), the occupation/skills of the persons moving (ISCO-08) and their length
of stay in the host country (see para. 5.26). Information on the number of visits
during the latest months could also be collected, as well as an indication of the
value of services supplied and/or purchased.

5.103.  Although the supply of the service is considered to be taking place through com-
mercial presence, it could also be of interest to collect information on self-employed per-
sons who are established in a host country and are therefore intending to provide services
from this base (as per a Mode 3 commitment). These persons will be covered indistinguish-
ably in the category entrepreneurs and investors.>

Interpretation of table V.3

5.104. Table V.3 summarizes the links between the coverage of RSIM, Rev.1, and cov-
erage of IRTS 2008 in terms of the purpose of a trip or migration, and duration of stay.
It identifies, in bold, the purposes that are relevant for Mode 4. The list of purposes is
derived from the categories of RSIM, Rev.1, and the IRTS 2008 classification of tourism
trips according to main purpose, and should not be considered to be exhaustive as regards
reflecting accurately the categories defined in both these frameworks. The table has been
constructed to show how these tourism and migration data sources can be used for the
purpose of collecting and compiling information on the number of persons crossing bor-
ders in the context of Mode 4 (flows and stocks).
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Table V.3
Links between coverage of RSIM, Rev.1 and that of IRTS 2008 in terms of
purpose of trip or migration and length of stay: identifying GATS Mode 4

Length of stay

From 3 to
Less than less than 12 More than
Purpose of trip or migration 3 months months 12 months

IRTS 2008 categories
Visits/trips
Personal
Holiday, leisure and recreation
Visiting friends and relatives
Education and training
Health and medical care
Religion/pilgrimages
Shopping
Transit entering economic/legal territory
Other

Business and professional (no employer-employee relationship with entity established in
compiling economy)

- Contractual service supply:
— Byself-employed
— Byemployees
Of which intra-corporate
«  Service sales/commercial presence negotiation

— Service sales/commercial presence of service producing company
negotiations X

— Commercial presence of goods producing company negotiations
«  Other (including attending meetings, conferences, etc.)

X< X X X X

Migrant work and employment-based settlement (employer-employee relationship
with an entity established in compiling economy)

 Intra-corporate transfer:
— Inservices producing company
— Other

- Directly recruited by a foreign established:
— Services producing company

— Other
« International civil servants
«  Other

Training

Family reunification/formation

Family-based settlement; ancestry-based settlement
Retiree settlement

Entrepreneurship and investment settlement®
Humanitarian reasons (refugees, etc.)

Border work; frequent border crossing; nomads
Transit not entering economic/legal territory
Diplomatic/consular; military

Note: :non-migrant categories. o migrant categories. D 1 visitors.

Entries in “purpose of trip or migration” column in boldface signify a Mode 4 purpose.

Entries in italics in “purpose of trip or migration” column signify items that are not available in RSIM, Rev.1/IRTS 2008; additional breakdowns possible.
“X" signifies first rough approximation of Mode 4.

“X" signifies Mode 4 information requirement.

2 Only in the services sector; see para. 5.103.
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34 Thisis considered intra-firm
contractual service supply.
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5.105.  Entries presented in italics are not separately available in RSIM, Rev.1 and IRTS
2008 but are represented in table V.3 as components of a possible breakdown that would
better serve the information needs of the GATS. All purposes of stay are covered by RSIM,
Rev.1, as it deals with migrant as well as non-migrant categories. The table is broken
down into the non-migrant subcategory (light grey cells), and the migrant subcategory
(dark grey cells). In RSIM, Rev.1, the migrant categories are further broken down into
the short-term migrant subcategory (entailing stays of between 3 and 12 months) and the
long-term migrant subcategory (entailing stays of 12 months or more). Visits as defined
by IRTS 2008 are grouped in table V.3 in the box with boldface borders. As shown these
statistical systems have two overlapping items. The first covers personal visits for less than
12 months but more than 3, for education and training, and the second covers personal
visits for less than 12 months but more than 3 for other reasons.

5.106. “X” indicates the minimum Mode 4 information requirements. Bold-
face “X” signifies that, in the absence of a further disaggregation, the category “business
and professional” stays (corresponding to business travellers in RSIM, Rev.1) could be
used as a first approximation for total flows and/or stocks of persons staying abroad in
the context of Mode 4 supply of services (but excluding most of the Mode 4 movements
and presence related to the supply of services through Mode 3).

3. GATS Mode 4 and supplementary information from
balance of payments statistics

5.107.  Identifying relevant transactions in relation to Mode 4 (presence of natural per-
sons), within BPMG6 items travel, compensation of employees or personal transfers— although
they do not reflect the value of the services contract and hence cannot be used to measure
Mode 4 supply of services — will provide additional analytical information (see box V.6).
5.108.  For a contractual service supplier, if the person (as either an employee or self-
employed) stays less than one year in the host economy, his or her related expenditure will
be recorded under the item zravel. If the employee stays or intends to stay one year or more,
as he or she becomes a resident and continues to be remunerated by a non-resident entity,
the compensation received by the employee from his or her employer will be recorded as
compensation of employees, and subsequent personal transfer flows and/or increases in
assets in the home economy should be recorded. For self-employed persons staying more
than one year, personal transfer flows and/or increases in assets in the home economy could
be recorded. See box V.6 for more information.

5.109. BPMG statistics can also provide supplementary information of interest for ana-
lysing the transactions associated with the movement of intra-corporate transferees work-
ing for service suppliers that have established a commercial presence abroad. In this regard:

e Ifthe employer-employee relationship is with the affiliate, and the intra-corpo-
rate transferee stays less than one year, then wages, etc., will be recorded under
compensation of employees. 1f he or she stays one year or more, any personal
transfer flows and/or increases in assets in the home economy may be recorded.

e If the employer-employee relationship remains with the parent company and
the intra-corporate transferee stays less than one year, then the affiliate will pay
for the service rendered by the parent company.** If he or she stays one year
or more, then wages, etc., paid by the parent company will be recorded under
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compensation of employees and, subsequently, any personal transfer flows and/
or increases in assets will be recorded in the home economy.

e Whatever the nature of the employee-employer relationship, if the intra-
corporate transferee stays less than one year, then his or her related expenditure
will be recorded under the item travel.

5.110.  The expenditure of services sellers and persons responsible for setting up com-
mercial presence will be recorded under the item #ravel, unless they become residents of
the host economy (which, in theory, will not occur given the nature of their activity while
present in the economy visited).

Box V.6
Remittances are not a measure of Mode 4

For many countries, remittances represent an important source of income that exceeds of-
ficial aid flows or financial inflows from foreign direct investment. The two standard items
that relate to remittances, as defined in BPM6, are compensation of employees and personal
transfers.

Compensation of employees represents “remuneration in return for the labour input to
the production process contributed by an individual in an employer-employee relation-
ship with the enterprise” (BPM6, para. 11.10). It refers to the income of border, seasonal and
other short-term workers who are in an employer-employee relationship in an economy
where they are not resident and of residents in an employer-employee relationship with a
non-resident entity.

Personal transfers consist of “all current transfers in cash or in kind, made or received, by
resident households to or from non-resident households” (BPM6, para. 12.21). This includes
all current transfers from resident to non-resident households, independent of (a) the sources
of income of the sender (whether he or she receives income from labour, entrepreneurial or
property income, social benefits, or any other types of transfers; or disposes assets); (b) the
relationship between the households (whether it be between related or between unrelated
persons); and (c) the purpose for which the transfer is made (whether it entails inheritance,
alimony, the lottery, etc.). BPM6 recommends the recording of a supplementary item entitled
workers’ remittances (current transfers made by employees to residents of another economy).

Information of BPM6 on compensation of employees and personal transfers broken down
by relevant categories of persons (for example, intra-corporate transferees or persons di-
rectly employed by a foreign affiliate in services) could provide additional information on
Mode 4. However, these flows will not reflect the value of the service contract (or sales of
services) and cannot be used to measure the international supply of services. According to
the definition of compensation of employees and personal transfers, as well as other remit-
tances indicators, a majority of contractual service suppliers are not covered in the universe
of persons to which these balance of payments items refer.

In addition, in the (rare) cases where some Mode 4 persons were covered, double counting
would occur, as the value of the supply of services would be included implicitly, either within
the value of trade in services statistics (between residents and non-residents) for Mode 4, or
in FATS for Mode 3. In some instances, however, compilers might use this information to ex-
tract a Mode 4 estimate for some contractual service suppliers from appropriate balance of
payments services items. While this additional information could not be tracked to specific
transactions, it might probably be used as a reality check. However, it will often be difficult
to identify specific compensation of employees/personal transfers for categories of interest
for Mode 4 (that is, categories of those who have become residents of the host economy),
as related transactions will often represent a small proportion of the relevant total income
and transfer transactions.
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4. Otherindicators

5.111.  As regards complementing information so as to achieve more global analysis of
services industries and/or an assessment of individual services sectors or market opportuni-
ties, there exist a number of additional useful statistics which can be derived from various
frameworks. These include indicators on prices, production and employment (for example,
national accounts, business and employment statistics, and performance indicators that
trace the quantitative development of a service sector). National accounts statistics provide
information on an industry’s activity such as output, value added, capital formation and
employment. These aggregates are useful, as they are available in both current and constant
prices. Compiling export and import price indices for services as well as international trade
in services at constant prices would be particularly useful. Further quantitative informa-
tion that can be used to supplement information on international services trade flows is
also obtainable from sectoral performance indicators, including those covering interna-
tional tourist arrivals, international freight or passengers carried, international telephone
traffic, etc. While these indicators allow analysis of the sector’s developments over time,
they are not suitable for cross-sector comparisons.

5.112.  Recent developments in linking trade and business registers have resulted in
significant additions to statistical information at a microeconomic level. Such a linkage
would improve the compatibility of trade and business statistics with respect to analysing
trade flows characteristics of enterprises, inter alia, by economic sector, between enterprise
groups (intra-enterprise trade), size class (employment), or a country’s regional disaggrega-
tion, or analysing offshoring or trade in value added terms.

E. Data collection

5.113.  The differences in methodology, definition and level of aggregation of the various
data sources necessary for compiling international supply of services information accord-
ing to the four modes pose formidable challenges to data compilers. Although not exhaus-
tive, the list of data sources in the present section provides an indication of how existing
sources, or new ones, could be developed to enable the collection of relevant information
for trade negotiators and analysts.

5.114.  Data-collection methods for balance of payments services transactions and for-
eign affiliates statistics were described in chapters Il and I'V respectively, while the present
chapter provides guidelines for using these statistics for a full assessment of the interna-
tional supply of services by mode, in particular the allocation of transactions to modes of
supply. This would require adjustments of survey forms.

5.115. A number of complementary sources could be used for collecting other statistics
relevant for analysing the international supply of services, in particular for the variable
number of Mode 4 persons. Various data sources exist for collecting this information, such
as migration authorities and other administrative sources (population registers, permit
data, visas, etc.) and censuses (whose data could be used as a benchmark), household,
enterprise and labour-force surveys and border/ passenger surveys. However, appropriate
questions would need to be developed in order to identify the information of interest.
5.116.  In this regard, the World Tourism Organization developed a model border survey
that combines administrative data (entry/exit cards) and statistical data obtained from
surveys conducted when travellers leave the country visited. Some simple questions could
be added in order to identify Mode 4 categories within the grouping of persons travel-
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ling internationally for business and professional reasons. In order to be operative, such a
proposal would require as for other types of data collection, clear-cut cooperation between
national tourism administrations and migration and trade authorities.

5.117.  Another possibility would be to use labour-force surveys, which are conducted on
a regular basis by many major economies supplying services through Mode 4. A limited
number of questions on (recent) visits abroad by household members for the purpose of
work could be added, including questions about the contracting parties, the duration and
forms of payment. Such questions would also enable the identification of Mode 4 types of
visits separately from that of international labour mobility.

5.118.  Ifinformation could be broken down into other categories (reasons for settlement,
industry of employment and/or occupation of workers, length of stay), this would greatly
enhance its usefulness for analysis of the international supply of services. While it has a
different focus than MSITS 2010, the International Monetary Fund (IMF) publication
entitled International Transactions in Remittances: Guide for Compilers and Users,”® suggests
that household surveys could be used to collect details on the people moving for employ-
ment or migration purposes by including a number of specialized modules or questions in
existing surveys, or that specialized surveys could be conducted through which relevant
households would be identified. Including relevant mode 4 modules/questions would help
analysts understand the relations among the supply of services, employment status, etc.

5.119.  However, it must be noted that collecting information on the supply of services
according to modes using the sources identified is a difficult task. These sources were
not developed to enable the collection of specific information of interest from a GATS
perspective; but as described above, some sources could prove to be useful, in particular if
appropriate questions are included.

F. Summary of recommendations

5.120. ‘The simplified statistical approach to modes of supply does not strictly adhere
to GATS provisions. Rather, it has been designed as a first guidance designed to provide
information relevant for the GATS, while ensuring feasibility and consistency with sta-
tistical frameworks. Utilizing simplification criteria and rules, this chapter, in particular,
paragraphs 5.30-5.67, describes the allocation of balance of payments services transactions
and FATS by mode of supply. However, such an allocation should be adapted by compilers
according to their economy’s information needs, the situation of data-collection systems
and resource constraints. These data should be complemented by other types of statistics
that could be useful from an analytical perspective, and appropriate guidance thereon is
provided in paragraphs 5.80-5.112. In order to develop these statistics, all parties (such
as statistical offices, central banks, tax authorities, relevant ministries, export promotion
agencies and business associations, etc.) need to cooperate and to be made aware of data
requirements.

5.121. MSITS 2010 recommends that:

1. Transactions between residents and non-residents and FATS be allocated
over the GATS modes of supply. Where a full breakdown of statistics
by modes of supply is considered a longer-term goal, compilers may
choose to concentrate in the short-term on the simplified approach
as described below.

35 Washington, D.C., 2009.
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As a starting point, the table V.2 summary of simplified allocations
according to the dominant mode of transactions can be followed, but
should be adapted to each countries situation with respect to the most
relevant mode of supply for services items. If compilers encounter dif-
ficulties in implementing the allocation for detailed EBOPS 2010 items
as indicated in table V.2, the allocation may be limited to the higher level
of aggregation of service transactions (that is, the one using the 12 major
services items and, if possible, an estimation of distribution services). The
simplified allocation of FATS and balance of payments services compo-
nents is summarized below:

* Asa general rule, FATS sales (turnover) and/or output provide(s) infor-
mation on Mode 3. Balance of payments services statistics generally cor-
respond to Modes 1, 2 and 4. The exception is the balance of payments
construction component, which may be allocated to Mode 3 or broken
down between Modes 3 and 4.

e Each balance of payments services component (broken down according
to EBOPS 2010) should be allocated either to one dominant mode or,
where there is no single dominant mode, to the most significant mode(s)
of supply as suggested in table V.2.

* While trade in distribution services (that is, wholesaling and retailing) is
included within the value of goods traded, separate estimation of trade
margins would improve the estimation of the supply of services through
Mode 1.

* For services sectors that are important for compiling economies, the
practice of separately identifying information on the modes of supply
within specific balance of payments services items could be developed,
as shown in paragraphs 5.56-5.62.

It is recommended that compilers collect additional information to

improve and extend the knowledge of the international supply of services

beyond the economic transactions involved. This should be achieved
using the frameworks described in paragraphs 5.80-5.112.

Given that the number of persons crossing borders and staying abroad is

a particularly important indicator within the context of Mode 4, MSITS

2010 recommends, in particular, that such information be collected

following the recommendations of IRTS 2008, TSA-RMF 2008 and

RSIM, Rev.1. However, these recommendations should be expanded, if

necessary, following the guidelines contained in paragraphs 5.89-5.106.
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2010 Extended Balance of Payments
Services Classification (EBOPS 2010)

The present annex sets out the components of EBOPS 2010. Supplementary items
are presented in italics and complementary groupings appear at the end of the EBOPS
2010 classification.

1 Manufacturing services on physical inputs owned by others
1.1 Goods for processing in reporting economy — Goods returned (credits), Goods re-
ceived (debits) (see para. 3.71)
1.2 Goods for processing abroad — Goods sent (credits), Goods returned (debits) (see
para.3.71)

2 Maintenance and repair services n.i.e.
3 Transport

Alternative 1: Mode of transport
3.1 Seatransport
3.1.1  Passenger
Ofwhich: ~ 3.1.1.a Payable by border, seasonal, and other short-term workers
3.1.2  Freight
3.1.3  Other
3.2 Airtransport
3.21 Passenger
Ofwhich: ~ 3.2.1.a Payable by border, seasonal, and other short-term workers
3.2.2  Freight
3.3.3 Other
3.3 Other modes of transport
3.3.1 Passenger
Ofwhich: ~ 3.3.1.a Payable by border, seasonal, and other short-term workers
3.3.2  Freight
3.3.3 Other
34 Postal and courier services

Extended classification of other modes of transport

3.5 Space transport

3.6 Rail transport
3.6.1 Passenger
3.6.2 Freight
3.6.3 Other

3.7 Road transport
3.71 Passenger
3.7.2  Freight
3.73  Other

3.8 Inland waterway transport
3.8.1 Passenger
3.8.2 Freight
3.8.3 Other

3.9 Pipeline transport

3.0  Electricity transmission
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311  Other supporting and auxiliary transport services
For all modes of transport
Alternative 2: What is carried

3a.1 Passenger
Ofwhich:  3a.1.1 Payable by border, seasonal, and other short-term workers

3a.2  Freight
3a.3 Other
3a.31 Postal and courier services
3a.32  Other
4  Travel

41  Business
4.1.1  Acquisition of goods and services by border, seasonal, and other short-
term workers
4.1.2  Other
4.2 Personal
4.21 Health-related
4.2.2  Education-related

4.2.3  Other
Alternative presentation for travel (for both business and personal travel)
4a.1  Goods

4a.2  Local transport services
4a.3 Accommodation services
4a4 Food-serving services
4a.5 Other services
Of which:
4a.5.1  Health services
4a.5.2  Education services
5 Construction
5.1  Construction abroad
5.2 Construction in the reporting economy

6 Insurance and pension services
6.1  Directinsurance
6.1.1  Life insurance
6.1.1a  Gross life insurance premiums receivable (credits) and payable
(debits)
6.1.1b  Gross life insurance claims receivable (credits) and payable (deb-
its) (see para. 3.189)
6.1.2  Freightinsurance
6.1.2a  Gross freight insurance premiums receivable (credits) and pay-
able (debits)
6.1.2b  Gross freight insurance claims receivable (credits) and payable
(debits) (see para. 3.189)
6.1.3  Other direct insurance
6.1.3a  Gross other direct insurance premiums receivable (credits) and
payable (debits)
6.1.3b  Gross other direct insurance claims receivable (credits) and pay-
able (debits) (see para. 3.189)
6.2 Reinsurance
6.3 Auxiliary insurance services
6.4  Pension and standardized guarantee services
6.4.1 Pension services
6.4.2 Standardized guarantee services

7  Financial services
7.1 Explicitly charged and other financial services
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7.2 Financial intermediation services indirectly measured (FISIM)

8 Charges for the use of intellectual property n.i.e.
8.1  Franchises and trademarks licensing fees
8.2  Licences for the use of outcomes of research and development
8.3  Licences to reproduce and/or distribute computer software
8.4  Licences to reproduce and/or distribute audio-visual and related products
8.4.1 Licences to reproduce and/or distribute audio-visual products
8.4.2  Licences to reproduce and/or distribute other products

9 Telecommunications, computer, and information services
9.1 Telecommunications services
9.2 Computer services
9.21 Computer software
Ofwhich: 9.2.1.a Software originals
9.2.2  Other computer services
9.3 Information services
9.3.1  News agency services
9.3.2  Otherinformation services

10  Other business services
10.1  Research and development services
10.1.1  Work undertaken on a systematic basis to increase the stock of knowledge
10.1.1.1  Provision of customized and non-customized research and de-
velopment services
10.1.1.2  Sale of proprietary rights arising from research and develop-
ment
10.1.1.2.1  Patents
10.1.1.2.2  Copyrights arising from research and development
10.1.1.2.3  Industrial processes and designs
10.1.1.24  Other
10.1.2  Other
10.2  Professional and management consulting services
10.2.1  Legal, accounting, management consulting, and public relations services
10.2.1.1  Legal services
10.2.1.2  Accounting, auditing, bookkeeping, and tax consulting services
10.2.1.3  Business and management consulting and public relations ser-
vices
10.2.2  Advertising, market research, and public opinion polling services
Ofwhich: 10.2.2.1 Convention, trade-fair and exhibition organization services
10.3  Technical, trade-related and other business services
10.3.1  Architectural, engineering, scientific, and other technical services
10.3.1.1  Architectural services
10.3.1.2  Engineering services
10.3.1.3  Scientific and other technical services
10.3.2  Waste treatment and de-pollution, agricultural and mining services
10.3.2.1  Waste treatment and de-pollution
10.3.2.2  Services incidental to agriculture, forestry and fishing
10.3.2.3  Services incidental to mining, and oil and gas extraction
10.3.3  Operating leasing services
10.3.4 Trade-related services
10.3.5 Other business services n.i.e.
Of which: 10.3.5.1 Employment services, i.e., search, placement and supply
services of personnel

11 Personal, cultural, and recreational services
11.1  Audio-visual and related services
11.1.1  Audio-visual services
Of which: 11.1.1.a Audio-visual originals
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11.1.2  Artistic related services
11.2  Other personal, cultural, and recreational services
11.2.1  Health services
11.2.2  Education services
11.2.3  Heritage and recreational services
11.24  Other personal services

12 Government goods and services n.i.e.
121 Embassies and consulates
12.2  Military units and agencies
12.3  Other government goods and services n.i.e.

4.0 Tourism-related services in travel and passenger transport

EBOPS 2010 complementary groupings
C.1  Audio-visual transactions
Of which: C.1.1 Licences to use audio-visual products
C.2  Cultural transactions
C.3  Computer software transactions
Of which: C.3.1 Licences to use computer software products
C4 Call-centre services
C.5 Total services transactions between related enterprises
C.6 Total trade-related transactions
C.7  Environmental transactions
C.8 Total health services
C.9 Total education services
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ISIC, Rev.4 Categories for Foreign
Affiliates in services (ICFA, Rev.1)

149

1 The present annex places
emphasis on activities
related to services with
potentially prominent for-
eign direct investment (FDI)
activity and introduces a
closer link to EBOPS 2010.

ICFA headings/elements ISIC Rev. 4 code

1

AGRICULTURE, FORESTRY AND FISHING

1.1 Crop and animal production, hunting and related service activities
1.1.1  Support activities to agriculture and post-harvest crop activities

1.1.2  Hunting, trapping and related service activities

1.2 Forestry and logging
1.2.1  Support services to forestry
1.3 Fishing and aquaculture
MINING AND QUARRING
2.1 Mining support service activities
MANUFACTURING
3.1 Repairand installation of machinery equipment

ELECTRICITY, GAS, STEAM AND AIR CONDITIONING SUPPLY

4.1 Electric power generation, transmission and distribution

WATER SUPPLY; SEWERAGE, WASTE MANAGEMENT AND REMEDIATION ACTIVITIES

5.1  Water collection, treatment and supply

52  Sewerage

5.3 Waste collection, treatment and disposal activities; materials recovery

54  Remediation activities and other waste management services

CONSTRUCTION

WHOLESALE AND RETAIL TRADE; REPAIR OF MOTOR VEHICLES AND MOTORCYCLES
71 Wholesale and retail trade and repair of motor vehicles and motorcycles

7.2 Wholesale trade, except of motor vehicles and motorcycles

7.3  Retail trade, except of motor vehicles and motorcycles
TRANSPORTATION AND STORAGE
8.1  Land transport and transport via pipelines
8.1.1  Passenger rail transport, interurban
8.1.2  Freight rail transport
8.1.3  Other passenger land transport
8.1.4  Freight transport by road
8.1.5  Transport via pipeline
8.2  Water transport

8.2.1  Seaand coastal water transport

Section A
div. 01
group 01.6
group 01.7
div. 02
group 02.4
div. 03
Section B
div. 09
Section C
div. 33
SectionD
class 35.10
SectionE
div. 36

div. 37

div. 38

div. 39
Section F
Section G
div. 45

div. 46

div. 47
Section H
div. 49
class 49.11
class 49.12
class 49.22
class 49.23
class 49.30
div. 50
group 50.1
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ICFA headings/elements ISIC Rev. 4 code

8.2.2  Inland water transport group 50.2
8.3  Airtransport div. 51
8.4  Warehousing and support activities for transportation div. 52
8.5  Postal and courier activities div. 53
9 ACCOMMODATION AND FOOD SERVICE ACTIVITIES Section |
9.1  Accommodation div. 55
9.2  Foodand beverage service activities div. 56
10  INFORMATION AND COMMUNICATION Section J
10.1  Publishing activities div. 58
10.1.1  Publishing of books, periodicals and other publishing activities group 58.1
10.1.2  Software publishing group 58.2
10.2  Motion picture, video and television programme production, sound recording
and music publishing activities div. 59
10.3  Programming and broadcasting activities div. 60
104  Telecommunications div. 61
10.5 Computer programming, consultancy and related activities div. 62
10.5.1  Computer programming activities class 62.01
10.5.2  Computer consultancy and computer facilities management
activities class 62.02
10.5.3  Other information technology and computer service activities class 62.09
10.6  Information service activities div. 63
10.6.1  Data processing, hosting and related activities; web portals group 63.1
10.6.2  Other information service activities group 63.9
10.6.2.1  News agencies activities class 63.91
10.6.2.2  Other information service activities n.e.c. class 63.99
11 FINANCIAL AND INSURANCE ACTIVITIES Section K
11.1  Financial service activities, except insurance and pension funding div. 64
11.2  Insurance, reinsurance and pension funding, except compulsory social
security div. 65
11.2.1  Lifeinsurance class 65.11
11.2.2  Non-life insurance class 65.12
11.2.3  Reinsurance class 65.20
11.24  Pension funding class 65.30
1.3 Activities auxiliary to financial services and insurance activities div. 66
11.3.1  Activities auxiliary to financial service activities, except insurance
and pension funding group 66.1
11.3.2  Activities auxiliary to insurance and pension funding group 66.2
11.3.3  Fund management activities group 66.3
12 REALESTATE ACTIVITIES Section L
13 PROFESSIONAL, SCIENTIFIC AND TECHNICAL ACTIVITIES Section M
13.1  Legal and accounting activities div. 69
13.1.1  Legal activities group 69.1

13.1.2  Accounting, bookkeeping and auditing activities; tax consultancy  group 69.2
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ICFA headings/elements ISICRev. 4 code

14

15
16

17

18

13.2  Activities of head offices, management consultancy activities
13.2.1  Activities of head offices
13.2.2  Management consulting activities
13.3  Architectural and engineering activities; technical testing and analysis
134  Scientific research and development
13.5  Advertising and market research
13.5.1  Advertising
13.5.2  Market research and public opinion polling
13.6  Other professional, scientific and technical activities
13.7  Veterinary activities
ADMINISTRATIVE AND SUPPORT SERVICE ACTIVITIES
141  Rental and leasing activities
14.2  Employment activities
14.3  Travel agency, tour operator reservation service and related activities
14.4  Security and investigation activities
14.5  Services to buildings and landscape activities
14.6  Office administrative, office support and other business support activities
EDUCATION
HUMAN HEALTH AND SOCIAL WORK ACTIVITIES
16.1  Human health activities
16.2  Residential care and social work activities
ARTS, ENTERTAINMENT AND RECREATION
171 Creative, arts and entertainment activities
17.2  Libraries, archives, museums and other cultural activities
173  Sporting and other recreational activities; gambling and betting activities
OTHER SERVICE ACTIVITIES
18.1  Activities of membership organizations

18.2  Repair of computers and personal and household goods, other personal
service activities

div. 70
group 70.1
group 70.2
div. 71
div. 72
div.73
group 73.1
group 73.2
div. 74
div. 75
Section N
div. 77
div. 78
div. 79
div. 80
div. 81
div. 82
Section P
Section Q
div. 86
. Note: The following ISIC
div. 87,88 categories have been excluded
SectionR from ICFA because they are not
. relevant to FDI or FATS: Public
div 90 administration and defence;
div 91 compulsory social security
. (sect. 0), Activities of households
div92,93 as employers; undifferentiated
SectionS goods- and services-producing
activities of households for own
div 94 use (sect. T) and Activities of
extraterritorial organizations and
div 95,96 bodies (sect. U). All other ISIC

categories are included.
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Extract from the General Agreement
on Trade in Services

Reproduced below are the preamble and part I of the text of the General Agreement
on Trade in Services," which defines the scope of the agreement as concerns trade in

services.

“Members,

Recognizing the growing importance of trade in services for the growth and

development of the world economy;

Wishing to establish a multilateral framework of principles and rules for
trade in services with a view to the expansion of such trade under conditions
of transparency and progressive liberalization and as a means of promoting the
economic growth of all trading partners and the development of developing coun-

tries;

Desiring the early achievement of progressively higher levels of liberalization
of trade in services through successive rounds of multilateral negotiations aimed
at promoting the interests of all participants on a mutually advantageous basis
and at securing an overall balance of rights and obligations, while giving due

respect to national policy objectives;

Recognizing the right of Members to regulate, and to introduce new regula-
tions, on the supply of services within their territories in order to meet national
policy objectives and, given asymmetries existing with respect to the degree of
development of services regulations in different countries, the particular need of

developing countries to exercise this right;

Desiring to facilitate the increasing participation of developing countries in
trade in services and the expansion of their service exports including, inter alia,
through the strengthening of their domestic services capacity and its efficiency

and competitiveness;

Taking particular account of the serious difficulty of the least-developed
countries in view of their special economic situation and their development, trade

and financial needs;

Hereby agree as follows:

Part I: Scope and definition
Article I: Scope and definition

1. This Agreement applies to measures by Members affecting trade in ser-

vices.

2. For the purposes of this Agreement, trade in services is defined as the

supply of a service:
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See Final Act Embodying

the results of the Uruguay
Round of Multilateral Trade
Negotiations, done at Mar-
rakesh on 15 April 1994 (GATT
secretariat publication, Sales
No. GATT/1994-4), annex 1.B.
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(@)
©)
©
(d)

from the territory of one Member into the territory of any other
Member;

in the territory of one Member to the service consumer of any other
Member;

by a service supplier of one Member, through commercial presence
in the territory of any other Member;

by a service supplier of one Member, through presence of natural
persons of a Member in the territory of any other Member.

3. For the purposes of this Agreement:

a.

“measures by Members” means measures taken by:
(i)  central, regional or local governments and authorities; and

(i) non-governmental bodies in the exercise of powers delegated
by central, regional or local governments or authorities;
In fulfilling its obligations and commitments under the
Agreement, each Member shall take such reasonable meas-
ures as may be available to it to ensure their observance by
regional and local governments and authorities and non-
governmental bodies within its territory;

“services” includes any service in any sector except services supplied

in the exercise of governmental authority;

“a service supplied in the exercise of governmental authority” means

any service which is supplied neither on a commercial basis, nor in

competition with one or more service suppliers.”
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Corresponding Provisional

Sectors and subsectors CPC category
c.  Financial leasing 8112
d.  All payment and money transmission services 81339**
e.  Guarantees and commitments 81199**

f.  Trading for own account or for account of customers, whether
on an exchange, in an over-the-counter market or otherwise, the

following:
« Money market instruments (cheques, bills, certificate of

deposits, etc.) 81339**
« Foreign exchange 81333
+ Derivative products including, but not limited to, futures and

options 81339**
+ Exchange rate and interest rate instruments, including

products such as swaps, forward rate agreements, etc. 81339**
- Transferable securities 81321*

+  Other negotiable instruments and financial assets, including
bullion 81339**

g. Participation in issues of all kinds of securities, including under-
writing and placement as agent (whether publicly or privately)
and provision of service related to such issues 8132

h.  Money broking 81339**

i.  Asset management, such as cash or portfolio management,
all forms of collective investment management, pension fund
management, custodial depository and trust services 8119**+81323*

j. Settlement and clearing services for financial assets, including
securities, derivative products, and other negotiable
instruments 81339** or 81319**

k. Advisory and other auxiliary financial services on all the activities
listed in Article 1B of MTN.TNC/W/50, including credit reference
and analysis, investment and portfolio research and advice,
advice on acquisitions and on corporate restructuring and
strategy 8131 or 8133

I. Provision and transfer of financial information, and financial data
processing and related software by providers of other financial

services 8131
C.  Other
8. Health related and social services (other than those listed under
1.A.h-j)
A.  Hospital services 9311
B.  Other human health services 9319 (other than 93191)
C.  Social services 933
D.  Other

9.  Tourism and travel-related services

A.  Hotels and restaurants (including catering) 641-643
B.  Travel agencies and tour operators services 7471

C.  Tourist guides services 7472

D.  Other

10. Recreational, cultural and sporting services (other than audio-visual
services)
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Note: An asterisk (*) indicates
that the service specified is a
component of a more aggregated
CPC item specified elsewhere in
the present classification list; two
asterisks (**) indicate that the
service specified constitutes only a
part of the total range of activities
covered by the CPC concordance
(for example, voice mail is only
one component of CPC class 7523).
The abbreviation “n.a.” signifies
that the corresponding code is not
available.
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Corresponding Provisional
Sectors and subsectors CPC category

H.  Services auxiliary to all modes of transport

b.  Storage and warehouse services 742

d.  Other 749

12.  Other services not included elsewhere 95+97+98+99
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Clarifying the relationship between
MSITS 2010 and tourism statistics
international recommendations

1. 'The present annex briefly outlines the nature and purpose of the tourism sat-
ellite account, as referred to in the publication Tourism Satellite Account: Recommended
Methodological Framework 2008' (TSA-RMF 2008), which has been jointly developed by
Eurostat, the Organisation for Economic Co-operation and Development (OECD), the
United Nations Statistics Division of the Department of Economic and Social Affairs of
the United Nations Secretariat and the World Tourism Organization and which describes
the relationship between the travel component of EBOPS 2010 as defined in MSITS 2010
and the concept of tourism expenditure as defined in the nternational Recommendations
Jfor Tourism Statistics 2008 (IRTS 2008). It also discusses breakdowns of tourism expendi-
ture and their potential relevance to trade agreements. In the context of MSI7TS 2010, the
tourism satellite account provides an alternative potential source of data which might be
used to partly estimate a more detailed breakdown of travel, as presented in chapter III of
MSITS 2010.

A. Tourism statistics and the tourism satellite
account: an overview

2. 'The present section, which draws from the introduction to IRTS 2008 and TSA-
RMEF 2008, offers a brief overview of the nature and purpose of tourism statistics and of
a tourism satellite account, which provide a greater level of detail and insight than can be
provided by any necessarily aggregate measurement of tourism expenditure derived from

the balance of payments or from MSITS 2010.

3. Statistical information on the nature, progress and consequences of tourism has
often been based on arrivals and overnight-stay statistics as well as other balance of pay-
ments data that do not fully capture the economic phenomenon of tourism in its entirety.
Consequently, Governments, businesses and citizens may not receive the most accurate
information necessary for the conduct of effective public policies and efficient business
operations. In general, the information on the role that tourism plays in national econo-
mies throughout the world tends to be deficient, and more credible data concerning the
scale and significance of tourism are needed.

4. In the past, the description of tourism focused on the characteristics of visitors,
the conditions in which they travelled and stayed, the purpose of the trip, etc. Now, there
is an increasing awareness of the role that tourism is playing and can play, directly, indi-
rectly or through induced effects, in the economy in terms of generation of value added,
employment, personal income and government income. This awareness has led to the

1
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United Nations publication,
Sales No. E.08.XVI1.27.

Studies in Methods, Series
M., No. 83/Rev.1 (United
Nations publication, Sales
No. E.08.XVI1.28).
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3 European Commission,
International Monetary
Fund, Organisation for
Economic Co-operation
and Development, United
Nations and World Bank,
System of National Accounts
2008 (United Nations
publication, Sales No. E.08.
XVII.29).

4 See chap. 29.
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development of techniques for measuring tourism’s economic importance. Those develop-
ments have now been pulled together in the internationally comparable framework of the
tourism satellite account.

5. The 2008 SNA? provides concepts, definitions, classifications, accounting rules,
accounts and tables for the purpose of presenting a comprehensive, integrated framework
for the estimation of production, consumption, capital investment, income, stocks, flows
of financial and non-financial capital, and other related economic variables. Within that
framework, a detailed analysis of a specific type of demand such as that related to tourism
can be presented in an interface with the supply of these tourism-related goods and services
within an economy.

6. The tourism satellite account focuses on the concept of visitor and on measuring
his or her demand for goods and services. However, visitor expenditure is not restricted to
a set of predefined goods and services produced by a predefined set of industries. What
makes tourism special is not so much what is acquired but rather the temporary situation
in which the consumer finds him- or herself. The visitor is taking a trip to or visiting a place
outside his or her usual environment for less than a year and for a purpose other than to be
employed by a resident entity there, which differentiates a visitor from the other categories
of consumers. These specific characteristics of the visitor cannot be made explicit within the
central framework of national accounts, where the transactors are classified according to
(relatively) permanent characteristics, one of them being the country or place of residence.

7. In order to deal with such situations, the 2008 SNA* suggests the use of satellite
accounts, which are annexed to the core of the System of National Accounts and which
to a greater or lesser extent share with this core system its basic concepts, definitions, clas-
sifications and accounting rules. While they may exhibit some differences from the central
system, they do not entail a change in the underlying concepts of the SNA in a funda-
mental way. The main reason for developing such satellite accounts stems from the fact
that any attempt to encompass all the details for all sectors of interest within the standard
system would simply overburden it and possibly distract attention from the main features
of the System of National Accounts as a whole.

8.  The function of the Tourism Satellite Account, once set up, comprises analysing
in detail all aspects of demand for goods and services that might be associated with tour-
ism, establishing the actual interface with the supply of such goods and services within the
economy of reference, or outside, and describing how this supply (of domestic or imported
origin) interacts with other economic activities, using the supply and use table of the 2008
SNA as a reference.

9. The complete tourism satellite account for a country will provide:

(@) Macroeconomic aggregates for describing the size and the economic
contribution of tourism, consistent with similar aggregates for the total
economy and for other productive economic activities and functional
areas of interest;

(6) Detailed data on tourism consumption and a description of how this
demand is met by domestic supply and imports, integrated within tables
derived from general supply and use tables of the national accounts,
which can be compiled at both current and constant prices;

(0 Detailed production accounts of the tourism industries, including data
on employment, linkages with other productive economic activities and
gross fixed capital formation;
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(d)  Basic information that might be needed for the development of models
of the economic impact of tourism (at the national and supranational
levels), as required for the preparation, for example, of tourism market-
oriented analysis;

(e Alink between economic data and other, non-monetary information on
tourism, such as number of trips (or visits), duration of the stay, purpose
of trip, modes of transport, etc., which are required to specify the char-
acteristics of the economic variables.

10. A tourism satellite account should be seen from two different perspectives:

(@)  As a statistical tool that complements the concepts, definitions, aggre-
gates and classifications already presented in the IRTS 2008 and adapts
them to the design of analytical tables. Those tables will contain elements
that allow for valid comparisons of estimates among regions, countries or
groups of countries and that are comparable with other internationally
recognized macroeconomic aggregates and compilations;

(6)  As the framework for guiding countries in their development of a system
of tourism statistics, with the main objective being the completion of the
tourism satellite account, which could be viewed as a synthesis of all the
components of such a system.

B. Relationship between travel in
EBOPS 2010 and tourism statistics

11.  In MSITS 2010 (and in BPMG®), the travel component covers, on the credit side,
goods and services for own use or to be given away that are acquired from an economy
by non-residents during visits to that economy; and on the debit side, goods and services
for own use or to be given away that are acquired from other economies by residents
during visits to other economies. Other transactions in services related to these visits are
included in zransport, passenger. Travel covers stays of any length provided that there is no
change of residence. The residence of houscholds is determined according to the centre
of predominant economic interest of its members, which is determined by the economic
territory in which those members maintain a dwelling or a succession of dwellings that are
treated and used by members of the household as their principal dwelling. It is sufficient
to be present for one year or more in a territory or to intend to be so in order to qualify as
having a principal dwelling there. Nevertheless, this one-year guideline does not apply to
students or to patients receiving health care abroad, who, except in some particular cases,
remain resident in the territory in which they were resident prior to studying or being
treated abroad, even if the length of stay in another economy is greater than one year.

12.  Table AV.1 which follows (see International Recommendations for Tourism Statistics
2008, para. 8.19) illustrates the relationship between the “travel” and “passenger transport
services” items of the balance of payments and tourism statistics. It separates two basic
issues: (a) the range of individuals encompassed by the balance of payments, and visitors;
and (b) the scope of expenditure considered within “travel” and tourism consumption.

13.  The EBOPS component of transport, passenger includes international transporta-
tion services provided by resident transport operators to non-resident travellers and those
provided by non-resident transport operators to resident travellers, as well as transportation

5
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Fund, Balance of Payments
and International Investment
Position Manual, 6th ed.
(BPM6) (Washington, D.C.,
2009).
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Table AV.1

Bridge table between the “trave

Ill

and “passenger international transport services”

items of balance of payments and inbound/outbound tourism expenditure
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Balance of payments Tourism statistics

Definition

Persons

Diplomats, consular staff, military personnel
(other than locally engaged staff) and their
dependants

Border workers
Seasonal workers
Other short-term workers*

Crews

Students

Patients

Nomads, refugees and displaced persons
Travel

Transactions on goods and services that
do not imply a monetary transaction and
represent social transfers in kind or require
imputations

Acquisition of consumption goods and
services other than international transport

“Travel” item of balance of payments

Travel credits cover goods and services for own use

or to be given away acquired from an economy by
non-residents during visits to that economy. Travel

debits cover goods and services for own use or to be
given away acquired from other economies by residents

during visits to these other economies.
Passenger international transport item

Passenger services cover the transport of people.
It covers all services provided in the international

transport of non-residents by resident carriers (credit)
and that of residents by non-resident carriers (debit).
Also included are passenger services performed within
a territory by non-resident carriers. The valuation of

passenger transport should include fees payable by
the carriers to travel agencies and other providers
of reservation services. Passenger services provided
within a territory by residents to non-residents and
provided/purchased separately from international

transport are excluded from passenger transport; these

services are included in travel.
Scope

Arriving non-residents/leaving residents

No

Yes
Yes
Yes

Yes

Short-term and long-term

Short-term and long-term

Yes, if for stay of less than one year

Yes

Yes

Inbound/outbound tourism expenditure

Tourism expenditure refers to the amount paid
for the acquisition of consumption goods and
services, as well as valuables, for own use or to
be given away, for and during tourism trips. It
includes expenditures by visitors themselves, as
well as expenses that are paid for or reimbursed
by others.
(@  Inbound tourism expenditure is
the tourism expenditure of a non-
resident visitor within the economy of
reference;
(b)  Outbound tourism expenditure is
the expenditure of a resident visitor
outside the economy of reference.

International visitors: non-resident travellers
taking tourism trips outside their usual
environment for less than one year, for a purpose
other than to be employed by a resident entity in
the country visited.

No

No
No
No

Considered visitors except regular as well as
occasional crews on public modes of transport

Only those taking courses for less than one year
(short-term)

Only those under treatment for less than one year
(short-term)

No

Not included in tourism expenditure but in the
more inclusive concept of tourism consumption
used in the tourism satellite account approach

Yes
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Balance of payments Tourism statistics

Travel (continued)

Acquisition of valuables Yes if under the customs’ threshold All, if acquired on trips

Acquisition of consumer durable goods Yes if under the customs’ threshold All, if acquired on trips

Expenditure on education for those whose  Yes Yes, if course for less than one year (short-term)
main purpose is education

Expenditure on health for those whose main  Yes Yes, if treatment for less than one year (short-
purpose is health term)

Expenditure other than acquisition of goods  No in principle. Nevertheless the BPM5 Textbook** No

and services (p. 337) recommends that fees such as airport taxes or

traffic violations be included under travel, although
they should be considered current transfers

International transport

Transport to and from the country of referencein Yes Yes

aresident to non-resident transaction

Transport between two points outside the Yes For the country of residence of the carrier, the
country of reference as a resident to non-resident traveller is not a visitor to, from or within that
transaction country; for the country of residence of the

traveller, part of outbound tourism expenditure,
if the traveller is an outbound visitor.

Transport within an economy by non-resident Yes Part of outbound tourism expenditure for the

carriers as a resident to non-resident transaction country of residence of the traveller if he or she is
a visitor; not in tourism statistics for the country
of residence of the carrier.

Intermediation of travel agencies If remunerated by a fee or commission paid by the In all cases, the service is valued using the gross
carrier, whatever the country of residence of the margin: it is acquired by the visitor. It is included
travel agency, its service is included in the valuation in inbound, outbound or domestic tourism
of international passenger transport and included expenditure depending on the country of
or excluded whether the purchase of international residence of the travel agency and the visitor.

passenger transport is a resident to non-resident
transaction or not. Or, if a separate fee is paid by
the traveller, it is included under travel but only if it
represents a resident to non-resident transaction.

Package tours The fee or commission of a tour operator is part of the  In all cases, the service is valued using the gross
value of the package. For the fee or commission paid ~ margin: it is acquired by the visitor. It is included
by the service provider, the treatment is similar to that  in inbound, outbound or domestic tourism
of the intermediation of travel agencies. The value of  expenditure depending on the country of
the service of the tour operator on top of the services  residence of the tour operator, the travel agency
purchased from providers will be included under and the visitor.
travel only if it represents a resident to non-resident
transaction.

* Not including persons travelling for business purposes with no employer-employee relationship in the economy visited. These are covered in both sets of
statistics.

** International Monetary Fund, Balance of Payments Textbook, 5th ed. (Washington, D.C., 1996).

services provided to travellers within the economies they are visiting, where such services
are provided by carriers non-resident in those economies.

14.  Tourism statistics identify zourism as “the activities of travellers taking trips to a
main destination outside their usual environment for less than one year for any main pur-
pose (business, leisure and other personal) other than to be employed by a resident entity
in the place visited”, where usual environment is defined as the geographical area (though
not necessarily a contiguous one) within which an individual conducts his or her regular
life routines. Such travellers are called visitors. Visitors are further classified in two ways:
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(@)  Either, according to length of stay, as rouriszs, who stay for at least one
night in the place visited, or as same-day visitors, whose visit does not
include an overnight stay;

(6)  Or, according to the country visited, as international visitors, when their
country of residence is different from the country visited, or as domestic
visitors, when their country of residence is the country visited.

15.  In terms of MSITS 2010, the focus is on international visitors. Military person-
nel on active duty and diplomats and their dependants are excluded from the category of
visitors in tourism statistics and their consumption is excluded from international tourism
consumption in the same way as in MSITS 2010. As regards individuals whose expendi-
ture is included in MSITS 2010 but excluded from tourism statistics:

(@) BPMO6 and MSITS 2010 regard students and medical patients as residents
of their home economies, even when they are staying in another country
for one year or more. In contrast, tourism statistics, in those cases where
they are staying in another country for one year or more, consider that
they are within their usual environment and are thus no longer to be
viewed as visitors;

(6)  Tourism statistics exclude from the category of visitors all individuals who
move to another economy primarily for the purpose of being employed
by a resident entity in the place visited, and thus those statistics do not
include their expenditure in tourism expenditure. By contrast, MSITS
2010 includes in travel goods and services acquired by non-residents in
the economies in which they undertake a productive activity, and whose
primary purpose of travel is for business irrespective of the residence of
the employer — in other words, it includes seasonal, border and other
short-term workers who are not resident in the economy in which they
are employed and whose employer is resident in that economy. However,
the EBOPS component acquisition of goods and services by border, seasonal,
and other short-term workers separately identifies their expenditure.

16.  MSITS 2010 excludes migrants from its definition of travellers and tourism statis-
tics similarly exclude migrants from its definition of visitors. However, following the “one
year rule”, MSITS 2010 may consider refugees either as travellers or as migrants whereas
tourism statistics exclude refugees in all cases, as they are considered to be within their
usual environment (see chap. III for a more detailed discussion).

C. Tourism characteristic products and EBOPS
components

17.  Trade negotiators and trade policymakers need to be able to identify and quantify
trade in services within a product breakdown. The tourism satellite account undertakes
such a breakdown of visitor expenditure within the framework of 12 groupings of tour-
ism characteristic products of a set of tourism industries. This is designed to ensure the
international comparability of tourism satellite account data and of other products con-
sidered non-tourism characteristic which visitors may also acquire. With the exception
of international passenger transport, products acquired by non-residents relating to their
visits abroad are included indistinguishably under EBOPS travel.
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18.  The revised EBOPS suggests a separate supplementary breakdown of travel into
types of goods and service, which would allow for closer links with the tourism satellite
account as well as supply and use tables:

(@) Goods;
(6)  Local transport services;
(0 Accommodation services;
(d) Food-serving services;
()  Other services, of which:
(i) Health services;
(ii) Education services.

In addition to this supplementary breakdown, and in order to highlight the link
between travel and passenger transport services and tourism statistics, MSITS 2010
proposes a supplementary item, fourism-related services in travel and passenger transport,
as allowing an estimate of tourism as an international traded service.

19.  All tourism characteristic products that are identified in the tourism satellite
account are linked to CPC, Version 2, and may be identified in MSITS 2010, although,
in some cases, the relationships are only partial (see table AV.2).® For example, the tourism
characteristic product relating to passenger transport is partly described by EBOPS compo-
nents relating to passenger transport services, whose coverage also includes passengers being
transported by the carrier of a third-country, i.e., a country different from that of the coun-
try of origin or of destination (see chap. III for the definition of passenger transport services).

20. If statistics compiled on trade in services are to be used for compiling the tourism
satellite account, or vice versa, adjustments will be needed for these differences in coverage.
However, the data sources used for compiling the tourism satellite account are also likely
to be relevant for balance of payments statistics.

Table AV.2
List of tourism characteristic products and groupings by main categories,
according to CPC, Version 2

1. Accommodation services for visitors

63111 Room or unit accommodation for visitors, with daily housekeeping services
63112 Room or unit accommodation for visitors, without daily housekeeping services
63113 Room or unit accommodation services for visitors in timeshare properties
63114 Accommodation services for visitors, in rooms with multiple occupancy

63120 Campsite services

63130 Recreational vacation camp services

63210 Room or unit accommodation services for students in student residences
63290 All other room or unit accommodation services

72111 Renting or leasing services involving own or leased residential property

72123 Trade services of timeshare properties

Residential property management services on a fee or contract basis except of timeshare ownership
72211 properties

72213 Timeshare (ownership-type) property management services on a fee or contract basis
72221 Residential building sales on a fee or contract basis, except of timeshare ownership properties

72223 Sale of timeshare properties on a fee or contract basis

6
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See online annexes to

MSITS 2010 at http://unstats.
un.org/unsd/tradeserv/
TFSITS/msits/2010/
annexes.htm; and annex 4 of
IRTS 2008.
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Table AV.2
List of tourism characteristic products and groupings by main categories,
according to CPC, Version 2 (continued)

63310 Meal-serving services with full restaurant services

63399 Other food-serving services

64131 Sightseeing services by rail

64115 Taxi services

64117 Road transport services of passengers by man- or animal-drawn vehicles

64119 Other land transportation services of passengers n.e.c.

64221 Inter-urban scheduled road transport services of passengers

64223 Non-scheduled long-distance bus and coach services

64121 Inland water transport services of passengers by ferries

64129 All other inland water transport services of passengers

64231 Coastal and transoceanic water transport services of passengers by ferries

64239 All other coastal and transoceanic water transport services of passengers

64134 Sightseeing services by air

64242 Domestic non-scheduled air transport services of passengers

64244 International non-scheduled air transport services of passengers

73111 Leasing or rental services concerning cars and light vans without operator

85511 Reservation services for air transport

85513 Reservation services for bus transportation

85519 Other transportation arrangement and reservation services n.e.c.
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Asset

Balance of payments

Balance of Payments
and International
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Manual
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Corporation

Employees

Employment

Enterprise

Establishment

Exports of goods and
services

Fellow enterprises

An asset is a store of value representing a benefit or series of benefits accruing to the eco-
nomic owner by holding or using the entity over the period of time. It is a means of carrying
forward value from one accounting period to another. These include both financial assets and
non-financial assets, whether produced or non-produced (2008 SNA, p. 617 and para. 3.5).

The balance of payments is a statistical statement that summarizes transactions between resi-
dents and non-residents during a period. It consists of the goods and services account, the
primary income account, the secondary income account, the capital account, and the financial
account (BPM6, p. 9, para. 2.12).

The sixth edition of the Balance of Payments and International Investment Position Man-
ual (BPM6) serves as the standard framework for statistics on the transactions and positions
between an economy and the rest of the world (BPM6, p. 1, para. 1.1)

The Central Product Classification (CPC) constitutes a complete product classification cover-
ing goods and services. Itis intended to serve as an international standard for assembling and
tabulating all kinds of data requiring product detail, including industrial production, national
accounts, service industries, domestic and foreign commodity trade, international trade in
services, balance of payments, consumption and price statistics. Other basic aims are to pro-
vide a framework for international comparison and promote harmonization of various types of
statistics dealing with goods and services. The primary purpose of CPC, Version 2, is to classify
the goods and services that are the result of production in any economy. CPC, Version 2, is
useful in studying transactions in goods and services in detail (CPC, Ver. 2).

Compensation of employees is the total remuneration, comprising wages, salaries and employ-
ers’ social contributions, in cash or in kind, payable by an enterprise to an employee in return
for work done by the employee during the accounting period. Also included are all forms of
bonuses and allowances (2008 SNA, p. 618 and para. 7.5).

2008 SNA distinguishes between two types of corporations: non-financial corporations
are institutional units that are principally engaged in the production of market goods and
non-financial services; financial corporations are institutional units that are principally
engaged in financial services including financial intermediation (2008 SNA, p. 17, para. 2.17
aand b). A corporationis a legal entity, created for the purpose of producing goods or services
for the market, that may be a source of profit or other financial gain to its owner(s); it is col-
lectively owned by shareholders who have the authority to appoint directors responsible for
its general management (OECD GST, p. 106).

Employees are persons who, by agreement, work for a resident institutional unit and receive
remuneration for their labour (2008 SNA, p. 621).

Persons in employment are all persons above a specified age who, during a specified brief
period, either one week or one day, were in paid employment or self-employment (OECD
GST, p. 170).

An enterprise is an institutional unit engaged in production of goods and/or services. It may
be a corporation, a non-profit institution, or an unincorporated enterprise. Corporate enter-
prises and non-profit institutions are complete institutional units. An unincorporated enter-
prise, however, refers to an institutional unit — a household or government unit — only in its
capacity as a producer of goods and services (OECD BD4, p. 232).

An establishment is an enterprise, or part of an enterprise, that is situated in a single location
and in which only a single (non-ancillary) productive activity is carried out or in which the
principal productive activity accounts for most of the value added (OECD BD4, p. 233).

Exports of goods and services consist of sales, barter, or gifts or grants, of goods and services
from residents to non-residents (OECD GST, p. 194).

An enterprise in one economy may be related through the Framework for Direct Investment
Relationships (FDIR) to another enterprise in the same economy, or in a different economy,
without either being a direct investor in the other, but through both being directly or indirectly
influenced by the same enterprise in the ownership hierarchy (OECD BD4, p. 233).
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* The definitions provided for
each of the terms in the present
glossary are referenced according
to their source:

BMP6: Balance of Payments
and International Investment
Position Manual, 6th ed., 2009,
International Monetary Fund,
Washington, D.C.

CPC, Ver. 2: Central Product
Classification (CPC), Version 2,
2006, United Nations, New York.
MSITS 2002: Manual on
Statistics of International Trade
in Services, 2002, United Nations,
New York.

ISIC, Rev 4: International
Standard Industrial Classification
of All Economic Activities (ISIC),
Revision 4, 2008, United Nations,
New York.

IRTS 2008: International
Recommendations for Tourism
Statistics, 2008, Madrid and New
York, 2008.

OECD BD4: OECD Benchmark
Definition of Foreign Direct
Investment: Fourth Edition 2008,
OECD, Paris.

OECD GST: OECD Glossary of
Statistical Terms, 2008, OECD,
Paris.

2008 SNA : System of National
Accounts 2008, 2009, United
Nations, New York.

GATS: General Agreement

on Trade in Services. Final Act
Embodying the Results of the
Uruguay Round of Multilateral
Trade Negotiations, done at
Marrakesh on 15 April 1994.
Annex 1 B. 1994, World Trade
Organization, Geneva.

Where no source is noted, the
present Manual is the source of
the definition provided.
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MSITS 2010 makes recommendations on the collection of statistics that focus on the activity
of foreign affiliates that are foreign direct investment enterprises controlled through major-
ity ownership of voting power by a direct investor. The definition of affiliated enterprises (as
opposed to foreign affiliates) is broader in OECD BD4 and BPM6 and cover enterprises in a
directinvestmentrelationship. Thus, a given direct investor, its direct investors, its subsidiaries,
its associates, and its branches, including all fellow enterprises, are affiliated enterprises. It is
possible for a given enterprise to be a member of two or more groups of affiliated enterprises.
(OECD BD4, p. 227).

Foreign directinvestment (FDI) is a category of investment that reflects the objective of estab-
lishing a lasting interest by a resident enterprise in one economy (direct investor) in an enter-
prise (direct investment enterprise) that is resident in an economy other than that of the direct
investor (OECD BD4, p. 234).

A foreign direct investment enterprise is an enterprise resident in one economy wherein an
investor resident in another economy owns, either directly or indirectly, 10 per cent or more
of its voting power if it is incorporated or the equivalent for an unincorporated enterprise
(OECD BDA4, p. 234).

A foreign direct investor is an entity (an institutional unit) resident in one economy that has
acquired, either directly or indirectly, at least 10 per cent of the voting power of a corporation
(enterprise) or the equivalent for an unincorporated enterprise, resident in another economy
(OECD BDA4, p. 235).

The Framework for Direct Investment Relationships (FDIR) is a generalized methodology for
identifying and determining the extent and type of direct investment relationships. The FDIR
allows compilers to determine the population of direct investors and direct investment enter-
prises to be included in FDI statistics (OECD BD4, p. 235).

The General Agreement on Trade in Services (GATS) is one of the principal agreements of the
World Trade Organization. As the first multilaterally agreed framework for trade in services, it
provides a system of legally binding obligations and commitments for services trade, apply-
ing to all members of the World Trade Organization. It came into force in January 1995. The
GATS comprises: the text of the agreement, including a set of general obligations, many of
which apply directly and automatically to all World Trade Organization members for virtually
all services; several annexes covering specific sectors (for example, air transport services and
financial services) or trade-related policy matters; and members’ schedules of specific com-
mitments defining the sectors and modes of supply in which a member has undertaken access
obligations to its domestic markets vis-a-vis foreign services and foreign service suppliers.

Goods are physical, produced objects for which a demand exists, over which ownership rights
can be established and whose ownership can be transferred from one institutional unit to
another by engaging in transactions on markets (2008 SNA, p. 623).

Gross fixed capital formation is defined as the value of institutional units’ acquisitions less
disposals of fixed assets. Fixed assets are produced assets (such as machinery, equipment,
buildings or other structures) that are used repeatedly or continuously in production over
several accounting periods (more than one year) (2008 SNA, p. 8, para. 1.52).

An institutional unit is an economic entity that is capable, in its own right, of owning assets,
incurring liabilities and engaging in economic activities and in transactions with other entities
(2008 SNA, p. 624).

The International Standard Industrial Classification of All Economic Activities (ISIC) consists
of a coherent and consistent classification structure of economic activities based on a set of
internationally agreed concepts, definitions, principles and classification rules. It provides a
comprehensive framework within which economic data can be collected and reported in a
format that is designed for purposes of economic analysis, decision-taking and policymak-
ing. The classification structure represents a standard format to organize detailed information
about the state of an economy according to economic principles and perceptions (ISIC, Rev.4,
para.1).

An international transactions reporting system (ITRS) measures individual balance of pay-
ments cash transactions passing through the domestic banks and foreign bank accounts of
enterprises, and non-cash transactions and stock positions. Statistics are compiled from forms
submitted by domestic banks to the compilers and from forms submitted by enterprises to the
compiler (OECD GST, p. 285).

A juridical person, in the GATS, is any legal entity duly constituted or otherwise organized
under applicable law, whether for profit or otherwise, and whether privately owned or govern-
mentally owned, including any corporation, trust, partnership, joint venture, sole proprietor-
ship or association (GATS, article XXVIII, para. (m)).
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Mirror statistics are used to conduct bilateral comparisons of two basic measures of a trade
flow and are a traditional tool for detecting the causes of asymmetries in statistics (OECD
GST, p. 335).

The GATS defines trade in services as covering four modes of supplying services, as follows:
cross-border supply (Mode 1); consumption abroad (Mode 2); commercial presence (Mode 3);
and presence of natural persons (Mode 4).

A natural person, in GATS terminology, is an individual. A natural person of a Member means
a national of that Member or a natural person who, under the law of that Member, has a right
to permanent residence in it in the case where it does not have nationals or accords substan-
tially the same treatment to its permanent residents as it does to its nationals (GATS, article
XXVII, para. (k)).

Generally, offshoring is used to describe a business’s (or a Government’s) decision to replace
domestically supplied service functions with imported services produced offshore (OECD
GST, p. 377).

Personal transfers consist of all current transfers in cash or in kind, made or received, by resi-
dent households to or from non-resident households (BPM6, p. 210, para. 12.21).

Output is defined as the goods and services produced by an establishment, excluding the value
of any goods and services used in an activity for which the establishment does not assume the
risk of using the products in production, and excluding the value of goods and services consumed
by the same establishment, except for goods and services used for capital formation (fixed capital
or changes in inventories) or own final consumption (2008 SNA, p. 629).

An institutional unit is resident in an economic territory when there exists, within the eco-
nomic territory, some location, dwelling, place of production, or other premises on which or
from which the unit engages and intends to continue engaging, either indefinitely or over a
finite but long period of time, in economic activities and transactions on a significant scale.
Individuals and institutional units changing countries are normally considered resident in the
new country only after one year, although the one-year guideline may be interpreted flex-
ibly (BPM6, p. 70). The residents of a country are individuals whose centre of predominant
economic interest is located in its economic territory. For a country, the non-residents are
individuals whose centre of predominant economic interest is located outside its economic
territory (IRTS 2008, p. 98).

Services are the result of a production activity that changes the conditions of the consuming
units, or facilitates the exchange of products or financial assets. They cannot be traded sepa-
rately from their production. By the time their production is completed, they must have been
provided to the consumers (2008 SNA, p. 96, para. 6.17).

Special-purpose entities are all legal entities that have little or no employment, or operations,
or physical presence in the jurisdiction in which they are created by their parent enterprises,
which are typically located in other jurisdictions (economies). They are often used as devices to
raise capital or to hold assets and liabilities and usually do not undertake significant production
(OECD BD4, annex 13, p. 241).

The System of National Accounts (SNA) is the internationally agreed standard set of recommen-
dations on how to compile measures of economic activity in accordance with strict accounting
conventions based on economic principles. The recommendations are expressed in terms of
a set of concepts, definitions, classifications and accounting rules that comprise the interna-
tionally agreed standard for measuring indicators of economic performance. The accounting
framework of the SNA allows economic data to be compiled and presented in a format that is
designed for purposes of economic analysis, decision-taking and policymaking (2008 SNA,
p. 1, para. 1.1).

Tourism refers to the activity of visitors (IRTS 2008, para. 2.9).

The Tourism Satellite Account is an international standard on tourism statistics that has been
developed in order to present economic data relative to tourism within a framework of internal
and external consistency with the rest of the statistical system through its link to the System of
National Accounts (IRTS 2008, p. 99).

Atransaction is an economic flow that reflects the creation, transformation exchange, transfer
or extinction of economic value and involves changes in ownership of goods and/or financial
assets, the provision of services, or the provision of labour and capital. Transactions between
residents and non-residents consist of those involving goods, services and income; those
involving financial claims on and liabilities to the rest of the world; and those classified as
transfers, which involve offsetting entries to balance — in an accounting sense — one-side
transaction (OECD GST, 2008, p. 550).
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Travel

Value added (gross)

Voting power

Workers’ remittances

In the balance of payments context, travel refers to the acquisition of goods and services in
an economy by individuals who are visiting but not resident in that economy. Acquisitions of
goods and services by border, seasonal, and other short-term workers in their economy of
employment are also included in travel. However, travel excludes the acquisition of valuables,
consumer durables, and other consumer purchases that are included in general merchandise
(BPM6, p. 275, para. A5.19).

Gross value added is the value of output less the value of intermediate consumption; it is a
measure of the contribution to gross domestic product (GDP) made by an individual producer,
industry or sector. The 2008 SNA offers a more detailed discussion of the concept (2008 SNA,
pp. 103-104).

Generally, ordinary shares provide voting power. While voting power is generally obtained
through the purchase of equity, it is possible to have voting power that is not in the same pro-
portion as the equity ownership (for example, “golden shares” have greater voting power than
other shares). Itis also possible to obtain voting power without purchasing equity (for example,
through swaps and repurchase agreements) (OECD BD4, annex 13, p. 243).

Workers’ remittances are current transfers made by employees to residents of another econ-
omy (BPM6, p. 210, para. 12.22).
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Accrual 2.35, 3.118, 3.41, 3.163, 3.172

Advertising, market research and public opinion polling
3.242-3.243

Advertising services, 3.289

Agents 3.184, 5.40

Agricultural services 5.58

Air transport 3.84, 3.113

Alternative presentation of travel 3.127

Approach of MSITS 2.53-2.59

Architectural services, 3.244

Assets 4.65

Associates, 3.295

Audio-visual and related services 3.216, 3.217, 3.220, 3.282,
3.253-3.259

Audio-visual transactions, 3.55, 3.220, 3.280-3.289

Auxiliary services 3.184, 5.46

Auxiliary transport services 3.104-3.105

B

Balance of Payments and International Investment Position
Manual, sixth edition (BPMG6) 2.34-2.37

Balance of Payments Compilation Guide, 1.19

Border workers, 3.16

Branches 3.19-3.25, 2.31, 3.142, 3.241, 3.295

Business travel 3.117, 3.123, 3.125

C

Call-centre services 3.294

Central Product Classification (CPC) 2.47-2.49

Charges for the use of intellectual property n.i.e. 3.213-
3.220

Coding system 2.26-2.27

Commercial presence 5.14, see also Modes of supply

Compilation issues for FATS 4.66-4.72

Complementary groupings 3.53, 3.55-3.56, 3.61, 3.280,
5.42

Computer and information services 3.221, 5.78, table V.2

modes of supply 5.36
Computer services, 3.221-3.232
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Computer software transactions 3.291-3.293
Construction 3.132-3.147
Consumption abroad 5.13, see also Modes of supply
Core elements (recommended) 1.26-1.29

Courier services 3.111-3.114
Cross-border supply 5.12, see also Modes of supply
CPC, see Central Product Classification
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D

Data sources (also data collection) 3.304-3.314
Determining the relevant mode of supply 5.22-5.24
Direct insurance 3.148-3.189

Distribution services 3.252, 3.296-3.297

E

Education-related expenditure 3.127
Education services 3.263, 3.264, 3.280, 3.302-3.303, 5.45
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Electronic commerce 2.4, 3.63
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Correspondence with CPC, see online at http://unstats.
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F

FATS, see Foreign affiliates statistics

EDI, see Foreign direct investment

Financial intermediation services indirectly measured
(FISIM) 3.202-3.210

Financial leases 3.190

Financial services 3.190-3.212
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FISIM, see financial intermediation services indirectly
measured

Foreign affiliates statistics (FATYS) 4.1-4.4, 4.15-4.17

Foreign direct investment (FDI) 4.20-4.21

Franchise fees, 3.220

Freight insurance, 3.106, 3.178

Freight services, 3.97-3.103

Freight transport 3.107

G

GATS, see General Agreement on Trade in Services
General Agreement on Trade in Services (GATS) 2.11-2.25
GATS commitments 2.11-2.20
Geographical allocation, 2.89, 3.57
Globalization 2.4-2.10
Goods for processing, see manufacturing services on physical
inputs owned by others
Goods procured in ports, 3.106
Government goods and services n.i.e. 3.269-3.279
modes of supply 5.4
Gross fixed capital formation 1.31, 2.33, 4.65

H

Health services 3.264, 3.280, 3.300-3.301
Heritage and recreational services 3.266

Immediate investor, 4.30-4.31, 4.49

Industrial classification, see International Standard
Industrial Classification of All Economic Activities (ISIC)

Industry 1.14, 4.49-4.50

Inland waterway transport 3.89

Insurance and pension services 3.148-3.189

Insurance claims 3.150, 3.153, 3.163

Insurance premiums 3.179

Insurance services 3.148-3.189

and modes of supply 5.23, 5.37

International Merchandise Trade Statistics 2.40

International organizations 2.69, 2.85, 3.15, 3.28-3.30,
3.123, 3.145, 3.248, 3.271, 3.273-3.274, 3.276, 4.19

transactions with 3.145

International Recommendations for Tourism Statistics 2008
(IRTS 2008) 2.38-2.39, annex V

International Standard Industrial Classification of All
Economic Activities (ISIC) 1.14, 1.28, 1.29

International trade in services box 1.2

Internet 3.63, 3.222-3.223

Inward and outward FATS, collecting statistics 4.18-4.19

Inward FATS, attribution of variables 4.30-4.31

ISIC, see International Standard Industrial Classification of
All Economic Activities

L

Legal services 3.241
Licence fees 3.225, 3.283, 3.292
Life insurance 3.152, 3.154, 3.162, 3.165, 3.170-3.175

M

Management consulting services 3.240-3.243
Manufacturing services on physical inputs owned by others
3.66-3.77
Market price 3.32-3.33, 3.52
Market research 3.242
Medical patients 3.126, box II1.5
Merchandise trade, see International Merchandise Trade
Statistics
Merchanting 3.62
Metadata requirement 1.36
Migrants 2.41
Migration 2.4, 2.41, 2.84
Military units and agencies 3.270
Mining services 3.245, 5.51
Mobile equipment, 3.13, 3.20, 3.106
Modalities, see Modes of supply
Modes of supply 5.11-5.21
determining 5.22-5.24
EBOPS 5.33-5.35
information needs for assessing 5.25-5.26
statistical treatment of 5.30-5.32
value of 5.27-5.29
Most-favoured-nation (MFN) treatment, 2.16
MTN.GNS/W/120, see Services Sectoral Classification List

N

Natural person, see Modes of supply
Net operating surplus 2.33, 3.201, 4.65
Net worth 1.31, 2.33, 4.65

News agency services 3.232, 3.289

)

Operational leasing services 3.231

Other business services 3.233-3.252
modes of supply 5.49, 5.51

Other personal, cultural, and recreational services 3.263



Outsourcing 3.61

Outward and inward FATS, collecting statistics 4.18-4.19
Outward FATS, attribution of variables 4.32

Ownership criteria 4.6-4.12

P

Partner country 3.57-3.58,
see also Trading partner
Passenger transport 3.95-3.95
related to tourism box I11.5
Pension funds 3.151-3.153, 3.157, 3.184-3.187
Personal, cultural, and recreational services 3.253-3.268
modes of supply 5.49
Personal travel 3.126
Pipeline transport 3.83, 3.90
Postal services 3.112
Presence of natural persons, 5.16 see also Modes of supply
Principles of recording 2.90, 3.315
Product basis 2.73, 4.35, 4.43
Product classification, see Central Product Classification
(CPC)
Public relations services 3.240
Purchaser’s price 3.52

R

Rail transport 3.87
Recreational services 2.56, 3.263-3.268, 5.49
modes of supply 5.49
Reinsurance 3.154-3.157, 3.159, 3.161
Related enterprises, 3.56, 3.295
transactions between 3.295 box V.1
Research and development 3.233-3.239, 4.65
Residence
defined 3.4-3.6
enterprises 3.17-3.26
general government 3.27
households 3.7-3.16
international organizations 3.28-2.30
non-profit organizations serving households 3.31
Retailing 5.41
Road transport, 3.88
Royalties and licence fees 3.216

S

Sales 1.15, 1.29, 1.32, 2.33, 4.46-4.52
definition 4.46, 4.48
domestic 5.66

Index 179

Seasonal workers, 3.16, box I11.5
Sea transport 3.83
Services box I.1
Services between related enterprises, 3.56
Services Sectoral Classification List (GNS/W/120) 2.21-2.23
SNA, see System of National Accounts
Software 3.224-3.232
Space transport 3.86
Special-purpose entities 3.6, 3.19, 3.203
Students
residence 3.10-3.12
travel 3.117, 3.126
Supplementary items 1.30, 3.126, 3.131, 3.189, 3.306, 3.315,
box V.6, annex I
System of National Accounts 1.6, 1.8, 1.17, 2.28-2.33, 2.35

T

Tax consulting services 3.241
Taxes on income 1.31, 2.33, 4.65
Technical services, other 3.244-3.252
Telecommunication, computer and information services
3.221-3.232
Telecommunications services 3.223, 5.36
modes of supply 5.56
Time of recording 2.35, 2.90, 3.41
Total education services 3.302-3.303
Total health services 3.300-3.301
Total services transactions between related enterprises 3.295
Total trade-related transactions 3.296-3.297
Tourism 2.38-2.39, annex V
related to transportation services box I11.5
related to travel box IIL.5
Tourism characteristic products 2.39, 5.45, annex V (paras.
17-20)
Tourism expenditure 2.39, 3.131, annex V
Tourism satellite account, 2.39, 5.89, 5.90, annex V
Tourist 3.131, 5.13, 5.99, annex V
Trade in goods 2.40, 2.41, see also International
Merchandise Trade Statistics
Trade-related services, other, 3.59, 3.244, 3.250-3.251
Trading partner, statistics by 3.57-3.58
Transaction 3.53, 3.55
between related enterprises 3.56
between residents and non-residents 3.42
time of recording 3.41
valuation of 3.38-3.39
Transfer prices 3.36-3.37
Transparency 1.36, 2.16
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Transport services 3.80-3.114

air 3.84

electricity transmission 3.91

freight services 3.97-3.103

inland waterway 3.89

other supporting and auxiliary transport services 3.92,
3.104-3.105

passenger services 3.94-3.96

pipeline 3.90

postal and courier services 3.111-3.114
rail 3.87

relationship to tourism box V.5

road 3.88

sea 3.83

space 3.86

Travel 3.115-3.131

business travel 3.123-3.125
personal travel 3.126-3.130
related to tourism box II1.5

tourism-related services in travel and passenger trans-

port 3.131

Turnover 4.46-4.52

U

Ultimate controlling institutional unit (UCI),
see Ultimate investor

Ultimate investor 4.12, 4.30-4.31, box IV.2

Unit of account 3.38

Unrelated enterprises (unrelated parties), see Related
enterprises

Vv

Valuation of transactions 2.32-3.40
Value added 4.55-4.57
Visitor 3.131

W

Waste treatment and de-pollution 3.245
Wholesale trade 2.62, 3.53, 3.195, table IV.1



