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Chapter 5

Individual Sector Summaries

This chapter contains brief summary discus-
sions of the 22 service sectors for which OTA
has estimated trade and foreign revenue figures.
Each sector summary covers:

c domestic industry data, including major
business activities, revenues, employment,
and, where possible, some mention of con-
centration and the distribution of firms by
size, as well as typical forms of orga-
nization;

● difficulties encountered and definitions
employed in measuring international activ-
ity in the industry;

● nature of industry practices and industrial
structure internationally, particularly the
respective roles of foreign affiliates and
direct exporting in providing services
overseas;

c estimates of the magnitude of international
trade, using both the geographic (balance
of payments) and ownership (foreign rev-
enues) definitions set out in chapter 2; and

. where possible, information on geographic

patterns of trade.

Sources of data and estimating procedures used
for each of these sectors can be found in a sep-
arate publication, “Services in the U.S. Balance
of Payments, 1982-84: Documentation of OTA
Estimates,” July 1986, available from the Na-
tional Technical Information Service.

The 22 service industries covered below in-
clude all those with major balance of payments
impacts, but OTA has not attempted to include
each and every service for which there is some
foreign activity. The extensive U.S. borders
with Canada and Mexico mean, for example,

that almost any service will be traded among
the residents of adjacent communities. Texans
may cross into Mexico if shoe repair or dry
cleaning costs are lower; a caterer in Windsor,
Ontario may do some business on the other side
of the Detroit River. But this kind of trade re-
mains small compared with the industries
treated below.

In one sense, retailing—which has not been
included—seems an exception. Total retailing
revenues are huge, and some U.S. retailers are
foreign-owned. Chains like Benetton have ex-
panded rapidly in the U.S. market, while Amer-
ican firms have likewise moved overseas, But
while foreign revenues are very large, they dra-
matically overstate the value added by foreign-
owned retail affiliates. Most of reported reve-
nues simply represent the costs of goods sold.
Furthermore, except for border regions, the re-
tailing service itself will seldom involve exports
and imports. (Retail purchases by international
travelers are counted as part of “Travel.”)

In other cases, identifiable industries have
not been separately treated because they fall
naturally into one or more other classifications.
For instance, many hotel chains maintain a for-
eign presence primarily through franchises;
rather than covering lodging as a separate in-
dustry, these activities have been included in
the section on “Franchising, ” while the lodg-
ing expenditures of Americans overseas, or of
foreign visitors in this country, appear in the
“Travel” category. In a few other cases, OTA
has omitted industries because of a total lack
of information or because they are very small
relative to those covered below.

ACCOUNTING

This industry includes firms providing finan- included, as these tend to be an integral part
cial and managerial accounting, auditing serv- of the accounting business rather than inde-
ices, and tax accounting services. Management pendent activities. However, firms that supply
consulting, data processing, and other related these services as a primary business, rather than ,
services supplied by accounting firms are also accounting, are not included in this sector (see
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“Data Processing” and “Management, Consult-
ing, and Public Relations”).

The accounting industry is thoroughly inter-
nationalized, but generates little in the way of
exports or imports. American accounting firms
followed their multinational clients overseas,
establishing partnerships and affiliating with
foreign concerns to provide services for sub-
sidiaries of U.S.-based multinational corpora-
tions (MNCS). The latter have sought consist-
ent accounting standards across the countries
in which they do business.

Domestic Industry

The 1982 Census of Service Industries re-
ported some 49,OOO U.S. accounting firms, with
revenues totaling $14.6 billion. Domestic reve-
nues for 1983 and 1984 were estimated at $17.4
billion and $19.3 billion, respectively. The 1982
Census of Service Industries reveals that the
“Big Eight” U.S. accounting firms had 28.3 per-
cent of all U.S. industry receipts that year; the
12 largest firms accounted for nearly one-third
of total receipts (32 percent).1 Less than 3 per-
cent of U.S. accounting firms (1414) had reve-
nues of more than $1 million in 1982, and less
than 1 percent (294) had revenues exceeding
$2,5 million.

Based on the 1982 Census, figure 10 indicates
the breakdown of receipts by type of service
for the U.S. industry. The single largest com-
ponent of revenues consists of billings to clients
for accounting and auditing services. These bill-
ings generate perhaps 50 to 75 percent of total
receipts for a Big Eight accounting firm. Other
major business activities include tax account-
ing services (e.g., consultation and tax prepara-
tion, typically 15 to 25 percent of billings for
a Big Eight firm) and management consulting
(typically 10 to 30 percent). For most of the Big
Eight, management consulting or “manage-
ment advisory services” (MAS) has been the
most rapidly growing line of business in recent

IThe so-called Big Eight firms are Arthur Andersen, Peat Mar-
wick, Ernst & Whinney, Coopers & Lybrand, Price Waterhouse,
Arthur Young, Deloitte  Haskins & Sells, and Touche  Ross. A ninth
firm, Kleinveld  Main Goerdeler, is in this size range but earns
over 80 percent of its revenues outside the United States.

Figure IO.— Receipts of Accounting, Auditing, and
Bookkeeping Firms by Type of Activity, 1982
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SOURCE: 1982 Census of Service Industries” Miscellaneous Subjects (Washing-
ton, DC  Department of Commerce, Bureau of the Census, December
1985), p. 140.

years. MAS fees for the Big Eight as a whole
grew an estimated 25 percent between 1984 and
1985, nearly twice as fast as total revenues.z

Larger firms, and particularly the Big Eight,
account for most of the MAS billings.

Only about one-third of U.S. accounting firms
are incorporated, The most common organiza-
tional form is the individual proprietorship, rep-
resenting about 45 percent of all firms. Part-
nerships are also common, particularly among
the larger regional and national firms,

About 387,000 people worked in the U.S.
accounting industry in 1984, compared with
363,000 in 1983.

Measuring Foreign Activity in
Accounting Services

Foreign billings on a chargeable-hour basis
are the appropriate measure of international
accounting services. None of the Big Eight
firms are publicly owned and therefore none
are subject to Securities and Exchange Com-
mission financial disclosure requirements; data
on industry receipts, particularly foreign bill-

ZTotal revenues grew an estimated 12.9 percent. See “Largest
and Smallest Grow Fastest Among the Big Eight, ” Public
Accounting Report, March 1986.
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ings, are therefore limited. The Bureau of Eco-
nomic Analysis (BEA) direct investment sur-
veys provide partial data on international
operations of U.S. accounting firms; some com-
panies also publish statements of operating re-
sults or disclose information to the trade press.

Structure and Nature of
Industry Practices Internationally

The largest U.S. accounting firms maintain
extensive international operations, primarily
to serve U. S,-based MNCS. These operations
tend to be organized as loose collections of
largely autonomous partnerships. Reasons for
this organizational form include variations in
accounting practices among nations, as well
as trade barriers such as work permit restric-
tions, visa delays, and difficulty in obtaining
certification for foreign professionals. Even if
the financial linkages are limited, U.S. firms
benefit from their international affiliations be-
cause they can offer services ranging from
referrals to standardized worldwide account-
ing practices to their clients.

In general, host nations have been ready to
accept partnerships involving U.S. accounting
firms. Because accounting is culture-sensitive,
and because regulations, standard practices,
and tax laws differ from country to country,
these branches or partnerships operate with a
good deal of autonomy; rather than close con-
trol and day-to-day interaction with the U.S.
parent, communications take place on an as-
needed basis. With some exceptions, the pat-
tern is this: the foreign subsidiary of a U. S.-
based MNC purchases accounting services
from the subsidiary of the parent’s accounting
firm. There is little direct involvement by the
U.S. accounting firm except to ensure that its
subsidiary follows proper procedures. Explicit
intra-firm charges for indirect supervision of
this kind would be unusual. Exports of serv-
ices are negligible; the local accounting part-
nership hires employees in the host country and
bills the MNC’S local subsidiary. Under such
circumstances, there is little or no international
trade in accounting. profits may or may not
flow to the parent accounting firm.

Variations on this pattern take two common
forms, both leading to exports or imports of
accounting services. First, the foreign partner-
ship might have temporary need of the skills
of employees from the accounting firm’s head
office or from a third country. Should one or
more people be “loaned” to the foreign part-
nership, international trade in accounting serv-
ices would follow from intra-firm billing for sal-
aries and related expenses. In the future, such
practices will probably grow, with teams of ex-
perts drawn from international accounting
partnerships undertaking specialized work —
e.g., for MNCS diversified across many lines
of business in many parts of the world.

In the second variation, an overseas client
which is the subsidiary of a U.S.-based MNC
may ask that its head office be billed. In that
case, the local accounting partnership would
bill its own parent, which in turn would bill
the MNC; the U.S. balance of payments would
register an export of accounting services,

The foreign accounting firms linked to U.S.
firms as described above may seldom be affili-
ates in the strict sense of the term—that is, there
may be no equity holdings involved. BEA’s 1982
benchmark survey of direct investment identi-
fied only 51 foreign affiliates in accounting,
with 6 U.S. firms accounting for 35 of these
(including nonaccounting affiliates). While
OTA has treated the revenues generated by
these overseas operations as foreign revenues
of U.S. firms, they may in fact have little or no
impact on the balance of payments,

No U.S. accounting affiliates of foreign firms
were reported by the Department of Commerce
over the period 1977-82, and only one affi~iate,
with negligible receipts, in 1983. Foreign ac-
counting firms use networking strategies for
penetrating the U.S. market similar to those of
U.S. firms operating abroad, For example, the
Dutch firm Kleinveld Main Goerdeler (KMG)
earned over 20 percent of its worldwide reve-
nues in the United States during fiscal 1984
through its U.S. arm KMG Main Hurdman.
Similarly, the multinational firm Coopers &
Lybrand was formed in 1957 when the U.K.
firm Coopers merged with Lybrand, a U.S. com-
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pany. This enabled Coopers to follow Unilever
into the American market, just as it enabled
Lybrand to serve Ford Motor Co, ’s growing
European operations.3

Foreign Revenues in Accounting

The Big Eight accounting firms had an esti-
mated $3.8 billion in non-U. S. billings in 1984,
compared with $3.6 billion in 1983 and $3.5
billion in 1982. Foreign billings accounted for
at least 25 percent of total billings for each of
the Big Eight, and more than 50 percent for four
of these companies. Foreign billings as a per-
centage of total billings for the Big Eight de-
clined slightly over the 1982-84 period, from
an estimated 44.7 percent in 1982 to 41.4
percent 2 years later, largely because of the
strengthening U.S. dollar over these years.

Smaller accounting firms conduct consider-
ably less international business. A second tier
of U.S. accounting firms includes about a dozen
companies with revenues in the range of $20
million or more. Of these, nine were part of in-
ternational groups that earned more than half
their fees outside the United States; three were
part of groups earning more than half of their
fees in the United States (including one purely
U.S. operation). If the former are thought of
loosely as foreign firms operating in the U.S.
market and the latter as U.S. firms operating
internationally, then the non-U.S.-based firms
in this second tier had U.S. revenues totaling
$764 million in fiscal 1984, while the U, S.-based
firms generated $117 million in non-U.S. reve-
nues.A While several associations of smaller U.S.
firms have been organized to provide interna-

“’Foreign Attorneys’ Practice in Japan, Other Services Issues
Focus of Chicago Conference, ” International Trade Reporter,
Feb. 12, 1986, p. 222,

qThe second-tier U.S. firms in predominantly non-U. S. groups
are KMG Main Hurdman, Alexander Grant, McGladrey  Hen-
drickson & Pullen,  Fox & Co., Seidman  & Seidman,  Pannell  Kerr
Forster, Oppenheim Appel  Dixon, Cherry Bekaert  & Holland,
and Clifton Gunderson.  Laventhol  & Horwath and Kenneth
Leventhal  belong to networks with large U.S. revenues. The other
top-20 firm in 1984, Moss Adams, is an independent (J. S. firm
with no foreign linkages.

tional services for their clients, these services
consist almost exclusively of referrals and con-
tribute only a negligible amount to earnings.
Table 8 summarizes total estimated foreign rev-
enues of U.S. firms and U.S. revenues of for-
eign firms for 1982 to 1984.

Balance of Payments in Accounting

Because U.S. accounting firms maintain an
overseas presence primarily through networks
of autonomous partnerships, and to a lesser ex-
tent through ownership of foreign accounting
firms, exports of accounting services are small.
Most of the transactions that enter the balance
of payments consist of fees that one firm in the
network charges another—e. g., for consulta-
tions, referrals, or “loans” of skilled employ-
ees. In the 1982 foreign direct investment (FDI)
survey, for example, the six U.S. accounting
firms with foreign affiliates reported a total of
less than $2OO million in exports of services.
Overall, accounting exports probably do not ex-
ceed $500 million annually. Direct U.S. imports
of accounting services are negligible.

Geographic Distribution of International Activity

There is no systematic information on the dis-
tribution of accounting activities worldwide by
the international groups of which U.S. account-
ing firms are part. Figure 11 summarizes the
distribution of chargeable hours in 1985 for the
worldwide operations of one of the largest
American firms.

Table 8.— Foreign Revenues in Accounting Services
(billions of dollars)

1982 1983 1984

Foreign revenues of U.S. fhms:
Direct exports . . . . . . $0.2-0.5 $0.2-0.5 $0.2-0.5
Affiliate sales . . . . . . 3.6-3.9 3.7-4.0 3.9-4.2

$3.8-4.4 $3.9-4.5 $4.1-4.7

U.S. revenues of foreign firms:
Direct imports . . . . . . —a —a
Affiliate sales . . . . . . $0.6-0.8 $0.7-0.9 $0.8-1.0
aNegligible

SOURCE Office of Technology Assessment.
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Figure 11 .—Geographic Distribution of Chargeable
Hours for a Major U.S. Accounting Firm in 1985
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SOURCE Peat-Marwick lnfernatioflal Annual Review (no date), p 5

ADVERTISING

This industry includes advertising agencies,
media advertising representatives, and firms
involved in related businesses such as outdoor
advertising services. OTA’s estimates of inter-
national trade cover only advertising agencies.

Like accounting, advertising is culture-
sensitive. Advertising services must normally
be provided by people located in the client’s
market; New York copywriters, no matter how
gifted, will not strike the right note for a French
advertising campaign. As a result, the foreign
affiliates of advertising firms — mostly branch
partnerships — operate quite autonomously in
terms of production and billing. An interna-
tional advertising firm is likely to be little more
than a loose conglomeration of largely inde-
pendent units, with the most important institu-
tional linkages those through which clients are
steered to affiliates. The net result, once again:
little international trade in advertising. As in
accounting, most exports and imports follow
from the temporary assignment of employees
to affiliated firms, with the affiliate billed for
the services these people provide.

Domestic Industry

According to the most recent Census of Serv-
ice Industries, gross income (billings net of me-

dia time) for the U.S. advertising industry came
to $8,3 billion in 1982, The Department of
Commerce estimates that receipts rose to $8.7
billion in 1983 and $9.9 billion in 1984. Accord-
ing to the Census, advertising agencies ac-
counted for 71 percent of domestic advertis-
ing revenues in 1982 ($5.9 billion), with the
remainder attributable to media representatives
and other related services. Of 9,089 domestic
agencies identified in the Census, 88 large firms
accounted for half of all agency revenues in
1982. Commissions on media sales generated
59.4 percent of 1982 agency receipts, while serv-
ice fees accounted for an additional 20,6 per-
cent. Network TV, the single largest source of
domestic commissions for the major agencies,
accounted for one-third of 1984 billings. Spot
TV placements followed at 21 percent, followed
by magazines and newspapers.

U.S. employment in the advertising industry
came to about 183,000 in 1984.

Measuring Foreign Activity in
Advertising Services

There are two standard measures of activity
in advertising: 1) gross billings; and 2) gross in-
come, or billings net of associated media costs.
Because media costs are typically passed di-
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rectly through to the advertiser, and do not re-
flect the value of the service provided by the
agency, income net of media time is the appro-
priate measure of trade. Gross income for the
20 largest U.S. agencies averaged about 15 per-
cent of gross billings in both the domestic and
foreign markets in 1984 (i.e., media time rep-

resented about 85 percent of total billings), al-
though the percentage varies from firm to firm
and among national markets.

Structure and Nature of Industry Practices
Internationally

Of 145 agencies surveyed for foreign earn-
ings by Advertising Age in 1984, 32 reported
non-zero foreign income, including 22 of the
25 largest agencies but only 10 of the next 120;
8 agencies and their subsidiaries accounted for
more than 70 percent of total reported foreign
incomes U.S. agencies operate abroad almost
exclusively through affiliates and joint ventures,
in part because of the culture-sensitive dimen-
sions of advertising, and in part because of gov-
ernment restrictions in some countries. Accord-
ing to the Commerce Department, 20 U.S.
advertising firms reported a total of 182 for-
eign affiliates (including nonadvertising affili-
ates) in 1982. Including the affiliates of U.S.
firms not themselves primarily involved in the
advertising business, 177 advertising affiliates
were reported.

While U.S. firms have been pushing notions
of global marketing, designing advertising cam-
paigns to be exported rather than developed
and sold by affiliates abroad, most of the pro-
duction will remain local, if only because of
language differences. Other market- and cul-
ture-specific requirements, coupled with re-
strictions such as requirements that commer-
cials be filmed locally, will continue to limit
direct exports. The export in a global market-

ing campaign may then consist solely or pri-
marily of a concept, which is then shaped to
fit the local market.

Foreign advertising agencies seeking to pene-
trate the highly competitive U.S. market do so
almost exclusively through affiliates and joint
ventures. The Department of Commerce iden-
tified nine agencies in 1983 as being affiliates
of foreign firms. Foreign firms also enter the
U.S. market through informal agreements, in
which no equity link exists between participat-
ing firms. No data are available on the extent
of such activity, but the direct impact on the
balance of payments is reportedly negligible.

Foreign Revenues in Advertising Services

Table 9 summarizes foreign revenues of the
U.S. advertising industry for 1982 to 1984.
These estimates are based on the direct invest-
ment surveys of the Department of Commerce
and annual data reported by the trade publica-
tion Advertising Age. A comprehensive esti-
mate of U.S. revenues of foreign firms cannot
be made in the absence of data on joint ven-
tures; table 9 does give sales of U.S. affiliates.

Balance of Payments in Advertising Services

Because most of the overseas business of U.S.
agencies takes place through affiliates and joint
ventures, rather than direct trade, the impact
on the balance of payments is rather limited
(table 9).

Table 9.—Foreign Revenues in Advertising Services
(billions of dollars)

1982 1983 1984

Foreign revenues of U.S. firms:
Direct exports . . . . . . . . . . $0.1-0.5 $0.1-0.5 $0.1-0.5
Affiliate sales . . . . . . . . . . 1.6 1.7 1.8

Majority-owned . . . . 1.4 1.5 NA
Minority-owned . . . . . . . 0.2 0.2 NA

$1.7-2.1 $1.8-2.2 $1.9-2.3

5The eight were Young & Rubicam, Ted Bates Worldwide, U.S. revenues of foreign firms:

Ogilvy & Mather International, ]. Walter Thompson, BBDO Inter- Direct imports . . . . . . . . . . —a —a —a

national, Saatchi & Saatchi Compton Worldwide, McCann- Affiliate saies . . . . . . . . . . 0.2 0.2 NA

Erickson, and SSC&B Lintas Worldwide. All figures exclude data Joint ventures . . . . . . . . . . NA NA NA

on 17 subsidiaries whose income and gross billings are also re-
aNegl!g!ble.

ported for the parent agency. See “41st Report on U.S. Agen- NA = Not available

cies,” Advertising Age, Mar. 28, 1985, p. 14. SOURCE: Off Ice of Technology Assessment
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Geographic Distribution of Trade in cent of sales by majority-owned affiliates in ad-
Advertising Services vertising, U.S. affiliates in other developed

nations accounted for 26 percent, with the re-
According to the 1982 benchmark survey of maining 11 percent the sales of affiliates in de-

direct investment abroad, the European affili- veloping countries.
ates of American firms accounted for 63 per-

COMMERCIAL BANKING

Banking services fall into two fundamentally
different categories: 1) interest-earning activi-
ties, in which a bank receives interest on claims
it holds against its customers; and 2) fee-based
or value-added services (e. g., trust and fiduci-
ary activities, credit cards). Investment bank-
ing and other financial services provided by
nonbanking firms—e. g., brokerage services—
are treated elsewhere (see “Investment Bank-
ing and Brokerage Services”), But given that
many U.S. banks provide banking services over-
seas that they are prohibited from offering in
the U.S. market, there will inevitably be some
overlap in estimates of fee-based services be-
tween banking and nonbank financial service
firms.

Domestic Industry

As table 10 shows, about 15,000 U.S. com-
mercial banks operated some 57, OOO offices in
1984. (These figures exclude mutual savings
banks, savings and loan associations, and credit
unions, some of which offer products similar
to those of commercial banks.) Insured com-
mercial banks in the United States earned $75.2
billion in net interest income (total interest in-
come net of interest expense) during 1984; other
operating income, including fee-based services,
added another $3o.3 billion. As indicated in fig-
ure 12, other operating income increased from
22 percent of total income ($15.7 billion) in 1980
to 29 percent ($30.3 billion) in 1984; net inter-
est income increased by 38 percent (in current
dollars) over this period, while other operating
income nearly doubled. As indicated in figure
13 and table 11, loans represented 56,8 percent
of commercial bank assets; they accounted for
two-thirds of interest-earning assets,

Table 1O.—U.S. Commercial Bank Offices

1982 1983 1984
Number of banks . . . . . . . . . . 15,030 15,050 15,100

Number of banking offices ., . 54,810 55,680 57,010

SOURCE U S Department of Commerce, Internatlonai Trade Admlnistratlon un
publlshed data Onglnal source Federal Deposit Insurance Corpo
ration

Figure 12.— Net Interest Income and Other Operating
Income, U.S. Insured Commercial Banks
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The 10 largest banking corporations in the
United States controlled 20.2 percent of total
banking system assets at the end of 1984, a de-
cline from 1982 (21. 7 percent). The share of to-
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Figure 13.— Distribution of U.S. Banking System
Assets by Type as of Dec. 31, 1984
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SOURCE “Profltabillty  of I lsured Commercial Banks in 1984,” Federal  ffeserve
Bu//et/r?,  November 1985

Table 11 .—U.S. Banking System Assets by Typea

Percent of average
consolidated assets

Loans. . . . . . . . . . . . . . . . . . . . . . . . . . .
● Commercial and industrial . . . . . . .
● Real estate . . . . . . . . . . . .
c Personal . . . . . . . . . . . . . . . . . . . . . .
● Other . . . . . . . . . . . . . . . . . . . . . . .

Securities . . . . . . . . . . . . . . . . . . . . . . .
● U.S. Government . . . . . . . . . . . .
. Other securities . . . . . . . . . . . .

Other interest-earning assets . . . . . .
● Interest-bearing deposits . . . . . . . .
● Gross Federal funds purchased

and repurchase agreements . . . . .

Noninterest-earning assets . . . . . . . .

aAs of Dec. 31, 1984
NOTE Totals may not add due to rounding.

SOURCE Federal Reserve Elu//et/n, November 1985

56.80/o
22.5
14.8

9.7
9.8

17.6
9.9
7.7

10.5
6.3

4.2

15.1

100.0 ”/0

tal deposits controlled by the top 10 also
dropped somewhat, from 18.4 percent in 1980
to 16.8 percent in 1984.

Figure 14 summarizes the position of the ma-
jor U.S. banks among the world’s largest banks,
based on the annual survey of the trade pub-
lication American Banker. With 117 banks in
the Top 500 the United States had the greatest
representation of any single nation, followed
by Japan with 93 and Germany with 33. Japa-
nese banks, however, controlled more assets—
28.8 percent of the Top 500 total—while U.S.
banks controlled only 17.7 percent of the as-

Figure 14.— Distribution of Assets Among the
World’s 500 Largest Banksa
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Kingdom
(20) 5.30/0

France
(20) 7.3%

Italy
(25) 4.90/0 West Germany

(33) 7.50/0
aNumber of banks I n parentheses

SOURCE “Annual Survey of the World’s Largest Banks, ” Arnemarr  Banker, July
1985

sets of the Top 500. West German and French
banks trailed well behind,

Over the years 1982 to 1984, U.S. employment
in the commercial banking industry remained
essentially unchanged, at roughly 1.5 million
people.

Measuring Foreign Activity in Banking

Of the two broad categories of banking serv-
ices, interest-earning activities can be measured
on a gross or net basis, For reasons discussed
in chapter 4, the net interest margin is appro-
priate for comparisons with other service in-
dustries. OTA thus defines the value of the
banking service in terms of the net interest
margin—that is, the difference between gross
interest earned on assets and gross interest paid
on the liabilities corresponding to those assets.
Thus foreign revenues on interest-bearing activ-
ities are presented below net of the cost of
money, but not net of other costs of doing busi-
ness (e.g., labor costs),

To capture all banking services, the entire
earning portfolio of the bank must be consid-
ered, not just loans. This is because the service
function which the bank provides through its
earning assets is intermediation, or matching
sources of funds with need for funds, and ac-
cepting the associated risks. While loans will
predominate on the balance sheet, any asset on
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which the bank earns returns is similar con-
ceptually. (Banks are not the only enterprises
which perform such functions, of course. The
portfolio and FDI receipts of nonbank firms and
individuals also represent a form of interna-
tional intermediation. Arguably, these flows
could be viewed as banking services performed
by nonbanks. By convention, these items ap-
pear in the balance of payments as separate
items—i.e., portfolio or direct investment—
aggregated across the industries in which they
occur. )

Fee-based commercial banking services in-
clude letters of credit, deposit services, foreign
exchange trading, trust and fiduciary activity,
mortgage servicing, credit and charge card
operations, business services, and other mis-
cellaneous fees and commissions. In most
cases, fee-based services cannot be separated
from other sources of noninterest income (such
as the sale of assets or various extraordinary
items); thus OTA’s estimates for income other
than interest income represent an upper bound
on income from fee-based activities.

Perhaps the greatest difficulty in measuring
the foreign revenues of banks, and the conse-
quent impact of banking on the balance of pay-
ments, is that there may be little or no correla-
tion between where banking activity is booked
and where the activity actually takes place. For
example, a European-owned bank may operate
a Cayman Islands office to handle some of its
American business, in which case the assets
dedicated to this business would not appear as
assets held by a U.S. office of a foreign bank.
Thus, while it is possible to draw a quantita-
tive picture of international banking in an
accounting sense, such a picture may not be
fully representative of international business
activity in banking.

Structure and Nature of
Industry Practices Internationally

U.S. banks operating internationally can
choose from a broad range of organizational
forms, An International Banking Facility (IBF)
is a banking unit physically located in the
United States but permitted to conduct certain

international activities free from domestic re-
serve requirements, (IBF’s may lend and bor-
row in any currency, but may not issue negotia-
ble certificates of deposit, bankers’ acceptances,
or other bearer instruments. They may accept
interbank offshore deposits without restriction
as to maturity or size. However, deposits from
nonbank customers must originate outside the
United States, must have a maturity of two busi-
ness days or more and be valued at $100,000
or more.) Another form of domestic subsidiary,
the Edge Act corporation, allows American
banks to take deposits and make loans across
State lines if related to international banking
transactions.

To do business “on the ground” in foreign
countries, U.S. banks may work through rep-
resentative offices, shell branches, or full
branches—all of which are legal extensions of
the U.S. parent. Alternatively, they can estab-
lish affiliates, subsidiaries, or consortia as sep-
arate legal entities, A representative office is
limited to providing liaison, customer-
solicitation, and information services for the
parent. Agencies may also make loans and take
foreign deposits. Shell branches are booking
offices located in foreign countries; they do not
administer the business carried on their books
and have no contact with the local market, The
most common foreign presence is the full
branch, which may make loans and take de-
posits and will typically be backed by the larger
capital base of the parent. A banking affiliate
is a foreign bank in which the U.S. parent holds
a minority ownership share; with more than
50 percent ownership the foreign bank becomes
a subsidiary. b In some cases, affiliates or sub-
sidiaries offer U.S. banks less freedom of ac-
tion than branches, but many foreign govern-
ment regulations require or encourage them—
e.g., by restricting branches and agencies more
than affiliates and subsidiaries. Finally, banks
may also enter into consortia, in which several
banks—generally all holding minority shares—
pool resources.

6 In some of the data presented below for subsidiaries, the figures
i include data for affiliates with ownership shares of 25 to 50 per-
cent because the Federal Reser\’e Board makes no distinction
between subsidiaries and  affiliates with a [ 1.S. oti’nership  sha r[I
of 25 ~)ercent or more.



56

By the end of 1984, 163 U.S. banks were oper-
ating 905 foreign branches, 523 IBFs, and 146
Edge Act corporations with 138 branches. The
most recent comprehensive data on foreign af-
filiates and subsidiaries of U.S. banks comes
from the 1982 FDI benchmark survey. This in-
dicates that 133 U.S. banks had foreign affili-
ates and subsidiaries, including those with non-
bank affiliates and subsidiaries. In all, U.S. in-
terests controlled 882 foreign banks at the 10
percent equity level or greater.

Foreign banks seeking to do business here
face the same basic organizational alternatives;
table 12 summarizes the distribution of total
assets by organizational type for foreign banks
in the United States as of the end of 1984. Fig-
ure 15 gives the breakdown of U.S. assets of
foreign banks’ American offices by national-

Table 12.—Foreign Banks in the United States
by Organizational Forma

Assets
Number (billion dollars)

Branches . . . . . . . . . . . . . . . . . . 305 $215.3
Agencies . . . . . . . . . . . . . . . . . . 176 56.6
Subsidiaries b . . . . . . . . . . . . . . . 66 105.6
Edge Act corporations . . . . . . . 39 0.9
Investment companies, . . . . . . 10 Not available

596 Not available
aAs of December 1984.
bsubsidiaries include all U S. banks owned greater than 25 percent by forei9n

banks.

SOURCE’ Federal Reserve Board, unpublished data.

ity of the parent bank, while table 13 lists the
largest foreign owned or controlled U.S. banks.

Foreign Revenues in Commercial
Banking Services

Table 14 gives OTA’s estimates for foreign
revenues of U.S. banks and U.S. revenues of
foreign banks. These estimates include bank-
ing services provided to non-U.S, customers (in-
cluding the overseas affiliates of U.S. multina-
tional corporations), both foreign operations of
U.S. banks and international banking activities

Figure 15.—Assets of U.S. Offices of Foreign Banks
as of Dec. 31, 1984 (billions of dollars)

Other
$62.6 (16.6°/0)

Switzerland
$15.3 (4.0% )

Hong Kong
$17.3 (4.6°/0)

France
$18.3 (4.8°/0)

Italy
$23.9 (6.3°/0)

Canada
$38,1 (10.1 0/0)

United Kingdom
$51.4 (13.6°/0)

SOURCE, Federal Reserve Board, unpublished data

Table 13.—Foreign-Owned U.S. Banks Ranked by Sizea

Assets
(billions of dollars) Parent Nationality of parent

Crocker National Bank . . . . . . . . . . . . . . . . .
Marine Midland Bank. . . . . . . . . . . . . . . . . . .
Union Bank . . . . . . . . . . . . . . . . . . . . . . . . . . .
National Westminster Bank . . . . . . . . . . . . .
Harris Trust and Savings Bank . . . . . . . . . .
European American Bank . . . . . . . . . . . . . . .
California First Bank . . . . . . . . . . . . . . . . . . .
First National Bank of Maryland . . . . . . . . .
Bank of Tokyo Trust . . . . . . . . . . . . . . . . . . .
Lloyds Bank of California . . . . . . . . . . . . . . .
Bank of California . . . . . . . . . . . . . . . . . . . . .
Sumitomo Bank of California. . . . . . . . . . . .

$17.5
15.4

7.8
7.1
6.3
5.7
4.6
3.4
2.9
2.7
2.7
2.5

Midland Bank plcb

Hongkong & Shanghai
Standard-Chartered Group
National Westminster Bank
Bank of Montreal
European-American Group
Bank of Tokyo
Allied Irish Banks
Bank of Tokyo
Lloyds Group
Mitsubishi Bank
Sumitomo Bank

United Kingdom
Hong Kong
United Kingdom
United Kingdom
Canada
—c
Japan
Ireland
Japan
United Kingdom
Japan
Japan

aAs of Dec. 31, 1984.
bcrocker was subsequently purchased by wells Fargo.
C E u r o p e a n .A mer i can Group  is  a conso~lum  of EUrOpean  banks; shareholders  include AMSterdanl.ROtterdaM  Bank N .V. (The Nether lands) ,  Cred i tansta l t -Ban kvere i  n

(Austria), Deutsche  Bank AG (Federal Republic of Germany), Midland Bank plc (United Kingdom), Socibte  Generaie  de Banque  S.A. (Belgium) and Soci6t6  G6n6rale (France)

SOURCES Federal Reserve Board, unpublished data, annual reports
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Table 14.— Foreign Revenues in Commercial Banking Services (billions of dollars)
—

1982 1983 1984

Foreign revenues of U.S. banks:
Net interest income . . . . . . . . . . . . . . . . . . . . . . $5.8 $6.4 $8.5

Booked in U.S. (excluding IBFsa) . . . . . . . . . NA NA 1.7
Booked in U.S. (IBFs only) . . . . . . . . . . . . . . . NA NA 3.8
Booked in foreign offices. . . . . . . . . . . . . . . . NA NA 3.0

Other income . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.8 3.0 3.7
Booked in U.S. (excluding IBFs) . . . . . . . . . . NA NA 1,0
Booked in foreign offices and U.S. IBFs . . . NA NA 2.7

$8.6 $9.4 $12.2
U.S. revenues of foreign banks:
Booked in foreign banks

Net interest income . . . . . . . . . . . . . . . . . . . . $1.1- 2.7 $1.4- 3,6 $1.7- 4.3
Noninterest income. . . . . . . . . . . . . . . . . . . . . 0.0- 2.0 0.0- 2.0 0.0- 2.0

Booked in U.S. offices . . . . . . . . . . . . . . . . . . . . 3,3- 8.8 3.6-10.2 4,4-11.8

$4.4 -13.5 $5.0 -15.8 $6.1 -18.1
alnternatlonal Bank!ng  Facillty
NA = Not available
NOTES Totals may not add due to rounding  For foreign  revenues of U S banks, “booked In fore!gn  offices” Includes fore{gn

branches, agencies, and other offices, foreign subsidiaries (25 percent or greater U S ownership), and U S Edge and
Agreement subsldlanes  Actlvttles  of foreign  affiliates of less than 25 percent U S ownership are not Included.

SOURCE Off Ice of Technology Assessment

carried out from the United States. According
to the table, foreign revenues of U.S. commer-
cial banks (defined to include net interest in-
come and gross noninterest income) came to
$12,2 billion in 1984, with net interest income
representing $8,5 billion and other income an
additional $3.7 billion. Foreign revenues in-
c-eased nearly 30 percent from 1983 to 1984,
after rising about 9 percent from 1982 to 1983,

The share of total foreign revenues repre-
sented by affiliate sales cannot be calculated,
as subtotals for affiliates and subsidiaries
abroad cannot be separated from the totals re-
ported for all foreign offices. The data indicate
that 64 percent of net interest income was
booked in IBFs and other U.S. offices, with the
remainder booked at foreign offices and for-
eign subsidiaries.7

There are no comprehensive earnings data
for foreign banks in the United States. OTA has
based the lower bound estimate in table 14 on
the reported earnings of major foreign-owned
U.S. banks, as well as a “low-profitability” as-
sumption for U.S. branches and agencies of for-

7N0 similar booking distribution for non interest income (: an
be calculated, because the noninterest income of CJ. S, IBF~ is
in[; ]udecl with the data for foreign offices. U ,S, offices exclud  -
Inx 1 H Fs ac(, ounted  for 26 percent of noninterest  income att ributa-
hle to international operations.

eign banks, The upper bound assumes that for-
eign banks in the United States earn profits
equaling the average for all U.S. banking (a
“high-profitability” assumption).

Balance of Payments in Commercial
Banking Services

Receipts for banking services enter the bal-
ance of payments under “Receipts of income
on U.S. assets abroad. ” The “Other private
receipts and payments” category includes bank-
ing services along with all interest and divi-
dends on foreign securities and earnings from
claims on foreigners by nonbank entities in the
United States (ranging from individual hold-
ings of stock to the overseas deposits of U.S.
corporations). Banking payments, likewise, fall
into the much broader category “payments of
income on foreign assets in the United States. ”
BEA does not release separate estimates of the
share of “Other private receipts and payments”
attributable to banking, However, after consul-
tations with BEA staff and an analysis of sta-
tistics on international claims and liabilities
published by the U.S. Department of the Treas-
ury, OTA estimates that the net effect of bank-
ing as reflected in the official balance of pay-
ments was probably in the range of a $16 to
$21 billion surplus over the years 1982 to 1984–
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closer to the high end at the beginning of the
period, closer to the low end at the close. (Note
that this reflects the impact of gross interest
receipts and payments, as well non-interest
receipts and payments. As discussed earlier,
OTA’s definition of banking services elsewhere
in this report has been based on net interest
income; thus the data on direct exports of inter-
est-earning services in table 14 do not reflect
the full impact on the balance of payments.) The
overall surplus in the “Other private receipts
and payments” account, of which banking rep-
resents the lion’s share, declined from $23.4 bil-
lion in 1982 to $20.8 billion in 1984, with esti-
mates for 1985 showing a further drop to $14.4
billion.

How accurate are BEA’s figures? This is dif-
ficult to judge, for two reasons. First, there are
almost no data on direct imports of fee-based
(i.e. noninterest) banking services from the
home offices of foreign banks. If the ratio of
interest to noninterest income for foreign
banks’ U.S. activities were the same as for U.S.
banks’ overseas activities, then direct fee-based
banking service imports could have been as
much as $2 billion by 1984, much of which is
probably not reflected in BEA’s estimates. The
second difficulty follows from a lack of infor-
mation on typical yields for foreign banks’
interest-bearing activities in the United States.
Estimates of interest earnings must be based

on knowledge of the level of claims on U.S. resi-
dents by foreign banks, coupled with the best
available evidence on yields. But the ratio of
estimated U.S. banking receipts to U.S. bank
claims on foreigners implicit in B EA’s estimates
does not equal the ratio of estimated U.S. bank-
ing payments to U.S. liabilities to foreign banks,
implying different aggregate interest rates on
the import and export sides. If the same ratio
had been used for payments as for receipts,
gross U.S. payments to foreign banks for
interest-earning activities would have differed
from the estimated figure by some $4 billion.
Because of differences in risk, portfolio com-
position, maturities, and future expectations
concerning exchange rates, there is no reason
to anticipate that the rates would be identical
or even similar. However, this example does
illustrate the considerable level of uncertainty
associated with estimating revenues by apply-
ing assumed interest rates to estimates of the
level of claims and liabilities.

Nonetheless, a clear conclusion can be drawn
for this sector: the balance of gross banking
receipts and payments represents a substantial,
if declining, U.S. surplus. At the same time, the
official balance of payments figures may be in
error by several billion dollars because of the
lack of information on foreign banks’ U.S. earn-
ings for both interest-earning and fee-based
services.

CONSTRUCTION

General contracting firms, heavy construc-
tion contractors, and a variety of specialized
companies populate the construction industry.
Management services supplied by construction
firms are also included here, with construction
management by firms primarily engaged in
engineering and architecture covered in the
“Engineering, Architecture, and Surveying”
section.

Domestic Industry

The U.S. construction industry is a huge one,
with the value of new construction in 1984
placed at $313 billion and the total for 1985 esti-

mated to be $343 billion. The most recent
Census of Construction Industries identified
almost 1.4 million construction establishments
in 1982, including subdividers and developers.
Of these, 71 percent were individual proprietor-
ships. Slightly over 4,OOO establishments had
receipts of $10 million or more; they repre-
sented less than 1 percent of all establishments
in the industry, but as a group accounted for
36 percent of total industry revenues. Accord-
ing to the 1982 Census, builders accounted for
the largest component of industry receipts, 36
percent, followed by heavy construction at 20
percent. Figure 16 shows 1985 new construc-
tion by type; private residential construction
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Figure 16.— New U.S. Construction, 1985
(percent by value of total) (billions of dollars)
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NOTE Totals may not add due to rounding

SOURCE “Annual Value of New Construct Ion Put In Place In the United States
I n Current Dollars and 1977 Dol tars, ” U S Department of  Commerce
News Apr 1, 1986

represents 43 percent of the total, other private
construction 39 percent, and public construc-
tion 18 percent.

As might be expected, the industry employs
a large number of Americans: roughly 4.3 mil-
lion in 1984.

Measuring Foreign Activity in Construction

Because many large projects take several
years to complete, international construction
contracting can be measured in several ways:
new contract awards on an annual basis; gross
foreign receipts, which reflect total payments
for work performed; or net foreign receipts,
payments net of foreign expenses (and exclud-
ing associated merchandise exports). The bulk
of the subcontracts on most international
projects go to local firms; here it seems appro-
priate to treat the subcontracts as domestic serv-
ices provided by the local firms to the ultimate
purchaser of the construction services. Thus
gross receipts net of local subcontracting and
other foreign expenses would be the ideal meas-
ure of international value-added in construc-
tion. (Alternatively, gross foreign receipts could
be taken as the measure of construction exports
and subcontracting an imported service. This

would generate the same total estimate for net
exports, while significantly increasing the
figures for exports and imports,) In practice,
however, such data are not available; instead,
net receipts must be used. This is not a major
drawback, because subcontracting is the largest
single component of foreign expenses—thus net
foreign receipts are a reasonable approxima-
tion of gross foreign receipts net of subcon-
tracting.

Structure and Nature of Industry
Practices Internationally

Construction firms may export services
directly, either through the parent firm or
through a domestic subsidiary established ex-
pressly for international operations. They also
operate internationally through foreign affili-
ates, The preferred method will depend on the
location, nature, and duration of the project.
In some cases, international contractors employ
both foreign affiliates and direct contracting
on the same project, Joint ventures involving
two or more firms—perhaps with headquarters
in different countries—provide another mech-
anism. Sometimes parent firms enter into joint
ventures with their own overseas affiliates.
While most joint venture agreements are ne-
gotiated prior to submitting a bid on a project,
they can also be formed after bid approval. Joint
ventures spread risks among the participants.
They may also help in putting together an
attractive bid package, if the participating
firms bring complementary strengths (techni-
cal, managerial, financial) to the venture. Need-
less to say, a joint venture with a host country
firm can also help to win contracts, particu-
larly from foreign governments.

Foreign Revenues in Construction Services

Table 15 summarizes OTA’s estimates of for-
eign revenues in construction services, indicat-
ing that 60 to 65 percent of foreign receipts (af-
ter netting out foreign subcontracting expenses)
result from direct exports of construction serv-
ices from the United States, with overseas af-
filiates accounting for the remainder of foreign
revenues,
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Table 15.—Foreign Revenues in Construction Services (billions of dollars)

1982 1983 1984

Foreign revenues of U.S. firms:
Direct exports. . . . . . . . . . . . . . . . . . . . . . . . . . . . $5.6 $4.8 $4.0-6.0
Affiliate sales: gross total . . . . . . . . . . . . . . . . . $13.8 $13.4 NA

Majority-owned . . . . . . . . . . . . . . . . . . . . . . 12.2 11.8 NA
Minority-owned. . . . . . . . . . . . . . . . . . . . . . . 1.6 1.6 NA

Net of foreign subcontracting . . . . . . . . . . . . 3.2-3.6 2.9-3.3 NA

$8.8-9.2 $7.7-8.1
U.S. revenues of foreign firms:
Direct imports . . . . . . . . . . . . . . . . . . . . . . . . . . $0.0-2.2 $0.0-1.7 $0.0-2.0
Affiliate sales: gross total . . . . . . . . . . . . . . . . . $7.5 $6.9 NA

Net of U.S. subcontracting . . . . . . . . . . . . . . 3.5 3.2 NA

$3.5-5.7 $3.2-4.9
NA = not available
NOTES Totals may not add due to rounding Direct exports are net of subcontracting with U S firms Direct Imports are net

of subcontracting wtth foreign firms.

SOURCE Off Ice of Technology Assessment

Balance of Payments in Construction Services

Because the share of foreign firms’ U.S. earn-
ings that represent U.S. imports of construc-
tion services—as opposed to sales through U.S.
affiliates—is unknown, the balance of payments
in construction cannot be estimated with great
accuracy. The data in table 15 suggest, how-
ever, a U.S. surplus in the range of $3 to $5 bil-
lion annually for both 1982 and 1983. For this
industry, a best estimate would be somewhat
below the middle of the range; this would still
be a considerably greater surplus than shown
in the official balance of payments figures ($1.8
billion for 1982, and $1.1 billion for 1983, in-
cluding design services in addition to construc-
tion). As table 15 indicates, both U.S. firms oper-
ating abroad and foreign firms operating in the
American market saw a drop in international
revenues for direct trade as well as affiliate sales
in 1983 relative to 1982.

Geographic Distribution of International
Construction Activity

Figure 17 and table 16 summarize the geo-
graphic distribution of U.S. foreign contract
awards as reported to the trade publication
Engineering News Record by the 400 largest
U.S. construction contractors (the geographic
breakdowns for 1984 and 1985 are incomplete).
The Middle East remained the largest single
source of new awards over the period 1979-85,
although its share fell below 27 percent in 1985

Figure 17.— Foreign Contract Awards of Major
U.S. Construction Firms

1981 1982 1983
Year Distribution

1984 1985

not available

❑ L. America Canada/other

Europe Far East Middle East

SOURCE Engineering News Record (various issues)

after peaking at 43 percent in 1983. Awards in
Africa and Latin America have also fallen,
while Asia’s share increased from 14 percent
in 1979 to 27 percent in 1985,
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Table 16.— New Foreign Contract Awards of
U.S. Construction Firms (billions of dollars)

1981 1982 1983 1984 1985

Africa . . . . . . . . . ..$ 2.5 $ 2.9 $ 2.5 NA NA
Latin America . . . . . 10.3 4.5 1.7 NA NA
Canada and other . 5.4 3.7 3.2 NA NA
Europe . . . . . . . . . . 7.5 6.9 4.7 $ 5.5 NA
Far East . . . . . . . . . . 10.3 8.9 4.9 8.8 $ 7.8
Middle East, . . . . . 12.8 18.4 12.8 10,8 7.8

$48.8 $45.3 $29.8 $30.9 $29.0
NA = not available

SOURCE Eng/neer/ng  News Record, var!ous Issues

Table 17 gives the estimated geographic dis-
tribution of U.S. foreign revenues for 1982, the
most recent year for which geographic data on
both exports and affiliate sales are available.
These data suggest that the bulk of exported
construction services go to the developing
world, with affiliate sales more evenly distrib-
uted between developed and developing na-
tions, (Care must be exercised in interpreting
these data, as the direct export figures are based
on voluntary responses of firms to the Depart-
ment of Commerce. )

Table 17.—U.S. International Construction Activity
by Region, 1982

Developed nations:
Canada . . . . . . . . . . . . . . . . .
Europe. . . . . . . . . . . . . . . . . .
Japan. . . . . . . . . . . . . . . . . . .
ANZSA a . . . . . . . . . . . . . . . . .

Subtotal . . . . . . . . . . . . . .

Developing nations:
Latin America. . . . . . . . . . . .
Africa. . . . . . . . . . . . . . . . . . .
Middle East . . . . . . . . . . . . .
Asia Pacific . . . . . . . . . . . . .
Unallocated . . . . . . . . . . . . .

Subtotal . . . . . . . . . . . . . .

Data processing (DP) services include batch
and remote computing services, facilities man-
agement, and system integration services. Serv-
ices range from complete handling of payroll
or accounting functions for business clients to
simple data entry or making DP equipment
available on an hourly or time-sharing basis.
This industry does not include electronic in-
formation and databases services (see “Infor-
mation Services”); OTA has also treated soft-
ware, both packaged and custom, as a separate
industry (see “Computer Software”).

Domestic Industry

The Computer Software and Services Indus-
try Association (which has retained the
ADAPSO acronym since changing its name)
puts 1985 revenues of the DP services industry
at roughly $15 billion. Using a slightly more
restrictive definition of the industry, the Census
Bureau estimates total receipts at $11.6 billion
in 1984, and $10.3 billion in 1983.

Net direct Sales of
exports affiIiates

4.0 ”/0
10.0
2.5
3.3

19,80/o

7.9 ”/0
NA
NA
NA
72.2

80.1 0/0

100.0 ”/0

15.1 %
16.6
—

10.7

42.40/o

11 .9%
1,5

34.8
NA
9.4

57.60/o

100.0 ”/0
aAu~traila,  New Zealand,  and South  Africa

NA = Not available,
NOTES” Totals may not add due to round!ng  Affillate sales are for affiliates of

construction parents, Including nonconstructlon  affi  Ilates  Dtrect export
esttmates  include other technical services

SOURCES Direct exports -Serv/ce Transacf/ons  (n the # S /n fernat/ona/  Ac
counts, 1977.1983 (Wash i ngton, DC U S Department of Corn merce,
Bureau of Economic Analysls,  no date), affiliate sales—U S Dfrect
/nvestrnenf  Abroad” 1982 Benchmark Survey Data  (Washington, DC
U S Department of Commerce, Bureau of Economic  Analysls,  Decem.
ber 1985)

DATA PROCESSING

The 1982 Census of Service Industries reports
about 5,100 DP service firms, most small, and
a total of 6,700 establishments. The 15 largest
firms, each with receipts of $100 million or
more, accounted for 37 percent of industry
sales. In all, 116 firms—2.3 percent—had re-
ceipts in excess of $10 million, and two-thirds
of industry sales.

U.S. DP establishments employed about
249,000 people in 1984 (many more people, of
course, work in the DP departments of firms
in other industries).

Measuring Foreign Activity in
Data Processing Services

A number of the larger DP services suppliers
are divisions of firms that do most of their busi-
ness in other industries (e. g., Boeing Computer
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Services, hardware manufacturers like Control
Data), SIC-based surveys of international
operations —such as the voluntary report of
technical service exports filed with the Depart-
ment of Commerce, or the international sec-
tion of the 1982 Census of Service Industries
survey form on Computer and Data Process-
ing Services—do not capture the DP receipts
of these firms. Some of the DP revenues of firms
classed in other industries appear with figures
for other industry groups—e.g., international
data processing fees collected by banks. Others
do not.

Structure and Nature of Industry
Practices Internationally

Of the 6,700 DP services establishments iden-
tified by the 1982 Census, only 173—mostly
from among the larger—reported revenues from
nonresidents of the United States, i.e., direct
exports of DP services. Not all provided an esti-
mate of nonresident receipts; of those that did,
export sales averaged 6.2 percent of total
receipts. ADAPSO’S 1983 annual survey arrived
at similar figures, indicating an 8 percent ex-
port share, while a study by Price Waterhouse
placed exports at 7 percent of industry receipts
for 1982.

In addition to direct exports of their services,
U.S. DP firms supply services internationally
through foreign subsidiaries and affiliates. The
1982 benchmark survey of direct investment
abroad identified 16 firms in the category of
“computer and data processing services”
(which includes software firms and is therefore
broader than the DP services industry) with a
total of 55 overseas subsidiaries and affiliates.
Adding the affiliates of U.S. firms whose pri-
mary business places them in another indus-
try brings the number to 97, with total 1982 sales
of nearly $2.8 billion.

While no data on direct imports of DP serv-
ices are collected, given the size of the U.S. mar-
ket and the relative weakness of foreign indus-
tries, it seems unlikely that imported services
could be of great significance. Foreign firms
have also invested in U.S.-based DP companies.
The annual survey of inward FDI includes a

category “computer and data processing serv-
ices, ” again including software, with a total of
11 affiliates reported in 1983; their sales totaled
$190 million.

Foreign Revenues in Data Processing Services

Table 18 summarizes OTA’s estimates of U.S.
foreign revenues, as well as U.S. revenues of
foreign firms. The lower bound on the direct
export figure is based on the reported export
sales of U.S. DP firms in the 1982 Census of
Service Industries. The upper bound reflects
an estimate for DP exports of non-DP firms as
well; thus a best estimate probably lies closer
to the upper bound. The figures for affiliate
sales necessarily include some software reve-
nues, As table 18 indicates, affiliates with par-
ents in some industry other than computer and
data processing services account for the bulk
of affiliate sales.

Balance of Payments in Data Processing
Services

Given the absence of data on imports, OTA
could not calculate a balance of payments fig-
ure for DP services. It seems unlikely, however,
that the balance would exceed a surplus (or def-
icit) in the range of $1 billion annually.

Table 18.—Foreign Revenues in Data Processing
Services (billions of dollars)

1982 1983 1984
Foreign revenues of U.S. firms:
Direct exports . . ... ... ... .$0.1-1.2
Affiliate sales . . . . . . . . . . . . . . 0.2-0.8

Majority-owned . . . . . . . . . . . NA
Minority-owned . . . . . . . . . . . NA

Noncomputer service
affiliates . . . . . . . . . . . . . . . . 2.1-2.6

$2.4-4.6
U.S. revenues of foreign firms:
Direct imports ... , ... ... ... .$0.0-2.0
Affiliate sales . . . . . . . . . . . . . . 0.0-0.2

0.0-2.2

$0.1-1.2
0.2-0.8

NA
NA

2.3-2.9

$2.6-4.9

$0.0-2.0
0,0-0.2

0.0-2.2

$0.1-1.2
0.2-0,8

NA
NA

2.4-3.1

$2.7-5.1

$0.0-2.0
NA

NA = not available,
alncludes software and data processing sales of noncomputer service affiliates

SOURCE Off Ice of Technology Assessment
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Geographic Distribution of International Activity in Western Europe, and the major European
countries probably still account for most U.S.

Although there are no geographic data on the exports and affiliate sales.
overseas DP businesses of U.S. firms, most of
the earlier foreign affiliates were established

EDUCATIONAL SERVICES

Education, largely a public sector responsi-
bility in the United States, and even more so
in most other countries, hardly constitutes an
industry in the conventional sense, Yet trade
takes place, notably when foreign nationals
come to the United States to attend school or
college, and when Americans study abroad. Ex-
ports of management services in education and
investment in foreign firms providing educa-
tion also generate foreign revenues, but employee
training programs are not included in this in-
dustry (see “Miscellaneous Services”).

Domestic Industry

The United States spent some $245 billion on
education during the 1984-85 academic year,
with the figures for 1983-84 and 1982-83 totaling
$229 billion and $212 billion, respectively. Ele-
mentary and secondary schools account for
about 60 percent of the total, higher education
the rest. Public spending represented 82 per-
cent of the 1984-85 total, with the remainder
going to private schools, colleges, and other in-
stitutions. U.S. educational institutions at all
levels enrolled about 57 million students in the
fall of 1985, including 12.2 million college and
university students.

Public elementary and secondary schools em-
ployed 2.2 million teachers in 1982, and pub-
lic and private colleges and universities another
0.9 million.

Measuring Foreign Activity in
Educational Services

Most foreign study takes place at college and
graduate school levels. When foreigners study
in the United States or Americans go abroad,
their total expenditures, including tuition,
room, board, entertainment, and local travel—

but excluding expenditures funded by U.S.
sources, such as scholarships or local employ-
ment—determine the level of trade, Given that
students also fall within the definition of inter-
national travelers, some student expenditures
will be mirrored in the travel surveys used to
generate estimates for that sector. The fraction
of student expenditures included in the travel
surveys appears to be small, however, Perhaps
15 to 30 percent of foreign student expenditures
other than tuition show up in these surveys. B

Because some of the funding for foreign stu-
dents comes from U.S. sources, the estimates
for trade in educational services must be ad-
justed by subtracting out the purely domestic
expenditures. However, estimates by the Insti-
tute for International Education for 1982-84 in-
dicate that 82 to 84 percent of foreign students
in the United States were supported primarily
by foreign funds, with most of the money com-
ing from families or the home country gov-
ernment.

Structure and Nature of Industry Practices
Internationally

Attracted by the reputation for excellence of
American higher education, the number of for-
eign students attending colleges and universi-
ties here far exceeds the number of Americans
abroad. About 34,OOO foreign students were en-
rolled in the United States in the 1954-55 aca-

BTravel surveys by the U.S. Tratrel  a n d Tourism Ad m 1 n i st ra-
tion indicate that about 4 percent of thf’ all nonresidents tra\cl-
ing to the United States do so for educatlona]  purposes,  Spend-
ing by these travelers cannot be isolated, but if they corresponded
to the average for all trips the resulting expenditures included
in the travel account would be in the range of $0.4 to $0.6 billion
annuallj’.  Because foreign students stay in the United States much
longer than the average tra~’eler,  this is no doubt considerahl~’
belo~ the total estimated expen(iitures  of foreign students in
the United States, as giken below’,
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demic year; by 1984-85, the number had risen
to nearly 350,000. An influx of students from
oil-exporting nations in the Middle East spurred
especially rapid growth during the mid-to-late
1970s. Since the early 1980s, the rate of increase
has dropped to less than 1 percent annually,
While the numbers of U.S. students abroad are
not known as precisely, the United Nations
Educational, Scientific, and Cultural Organiza-
tion (UNESCO) estimated that nearly 24,000
Americans attended institutions in the 44 lead-
ing host countries for foreign students in 1981,

Other forms of trade in educational services
have been small, The Department of Commerce
has added a category for foreign investment in
educational services to its benchmark and an-
nual FDI surveys in both inbound and outbound
directions. For 1982 and 1983, the foreign
educational affiliates of U.S. firms had receipts
in the range of $100 million or less, No U.S.
educational affiliates of foreign firms were re-
ported in 1983, the first year for which such
questions were included.

Foreign Revenues in Educational Services

Table 19 summarizes estimated foreign rev-
enues in educational services for 1982-84. The
United States has maintained a large and grow-
ing surplus in this account, not only because

Table 19.—Foreign Revenues in Educational Services
(billions of dollars)

1982a 1983a 1984a

Foreign students’ U.S. expenditures:
Tuition paid by foreign

sources . . . . . . . . . . . . . . . . $0.6 $0.6
Other expensesb . . . . . . . . . . 0.9-1.6 1.0-1.7

Affiliate sales . . . . . . . . . . . . . . 0.0-0.1 0.0-0.1

$1.5-2.3 $1.6-2.4

U.S. students’ foreign
expenditures b. . . . . . . . . . . . .$0.1 -0.3 $0.1 -0.3

Affiliate sales . . . . . . . . . . . . . . — —

$0.1-0.3 $0,1-0.3
tiACademic  year be9inn in9
bEXCIUdeS  estlrnateci expenditures covered in trawl account
NA = Not available

SOURCE Off Ice of Technology Assessment

$0.7
1.1-1.8

NA

NA

$0.1-0.3
NA

of the large numbers of foreign students who
come here but because tuition and living ex-
penses in the United States generally exceed
those for Americans studying abroad. Except
for the quite small receipts of overseas educa-
tional affiliates of U.S. firms, all the revenues
in table 19 impact the balance of payments
directly. Thus the U.S. ran a current account
surplus on educational services in the range
of $1.5 to $2.0 billion annually for the 1982-84
period.

Geographic Distribution of International
Educational Services Activity

Table 20 lists foreign students in the United
States by home country for the academic years
1964-65 and 1984-85. The distribution has
shifted substantially. Only Taiwan and Iran
were among the top five countries of origin in
both years. Canada, India, and Japan were
replaced by Malaysia, Nigeria, and South Ko-
rea. Overall, as indicated in figure 18, the dis-
tribution of foreign students in the United States
has shifted away from Europe and the Americas
toward Africa, the Middle East, and South and
East Asia.

Table 20.—Foreign Students in the United States
by Nationality

1984-85 1964-65

Taiwan . . . . . . 22,590
Malaysia. . . . . . 21,720
Nigeria . . . . . . . 18,370
Iran . . . . . . . . . . 16,640
Korea . . . . . . . . 16,430
Canada . . . . . . . 15,370
India . . . . . . . . . 14,610
Japan . . . . . . . . 13,160
Venezuela . . 10,290
Hong Kong . . . 10,130
China . . . . . . . . 10,100
Saudi Arabia . . 7,760
Thailand . . . . . . 7,220
Indonesia . . . . . 7,190
Lebanon . . . . . . 6,940

Canada . . . . . . . . . 9,250
India . . . . . . . . . . . 6,810
Taiwan . . . . . . . . . 6,780
Iran . . . . . . . . . . . . 3,720
Japan . . . . . . . . . . 3,390
Hong Kong . . . . . . 3,280
Korea. . . . . . . . . . . 2,600
Philippines . . . . . . 2,470
United Kingdom . 1,960
Thailand . . . . . . . . 1,630
Cuba . . . . . . . . . . . 1,570
Greece . . . . . . . . . 1,540
Israel . . . . . . . . . . . 1,540
Germany . . . . . . . . 1,500
Nigeria . . . . . . . . 1,380

Subtotal, Subtotal,
top 15. . ..198,520 (580/o) top 15 . . . . ..49,420 (60°/0)

All others . ....143,590 All others . ......32,620

342,110 82,040
SOURCE Open Doors”  1984/85 (New York: Institute for International Education,

no date), p. 16
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Figure 18.— Foreign Students in the United States
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SOURCE O~en Doors 1984/85 (New York Institute for International Education,
no date), p 12

Based on the 1981 UNESCO survey data, fig-
ure 19 summarizes the distribution of Ameri-
cans studying abroad by host country. Five
nations—West Germany, Canada, France, the
United Kingdom, and Italy—accounted for 70
percent of the total.

39

1.7

Figure 19.– U.S. Students Abroad, 1981

other countries West Gerl
7,151 (30.0°/0)

many
4%)

Italy
’88 (7,5°/0)

hUnited Kingdom

Canada
4,243
( 17.8 ‘/’o)

2,455 (10.3°/0) 3,576 (15.0°~o)

TOTAL: 23,838
SOURCE. Open Doors” 1984/85 (New York Institute for International Education,

no date), p 10, original source UNESCO Stat/sf/ca/  Yearbook 1984

ENGINEERING, ARCHITECTURE, AND SURVEYING

This industry group (EAS, also referred to as
the design industry) consists of firms providing
professional services in the fields of engineer-
ing, architecture, and land surveying. Construc-
tion management, project general management,
and other activities directly related to construc-
tion are included only if undertaken by a firm
whose primary business is in the EAS indus-
try. (Construction management by firms pri-
marily engaged in construction is included in
the “Construction” section.)

Domestic Industry

Receipts of U.S. EAS firms totaled $35.6 bil-
lion in 1982, $37,3 billion in 1983, and $40,2
billion in 1984. The most recent Census of Serv-
ice Industries found 42,()()0 such firms in 1982
(and more than 45,OOO establishments), with

those whose business consisted primarily of
engineering accounting for the great majority
of revenues—79.5 percent of the total. Receipts
of architectural firms represented 17.2 percent
of the total, with surveying establishments trail-
ing, at 3.3 percent. The 20 largest EAS firms
had 25,6 percent of industry receipts in 1982.
The 134 companies with receipts of more than
$25 million accounted for 44 percent of the in-
dustry total.

For the 500 largest U.S. design firms, Engi-
neering News Record reports annually on rev-
enues by type of firm and type of project. Fig-
ure 20, summarizing the 1984 survey, shows
that building design work accounted for 29 per-
cent of receipts, followed by power and trans-
portation at 15 percent each.
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Figure 20.—Total Billings of Top 500 U.S. Design Firms
by Type of Project, 1984

Other
1 00/0
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TOTAL BILLINGS: $9.6 billion
SOURCE: “Design Billings  Gain 12 Percent in 1984, ” Engineering News Record,

May 16, 1985, pp. 36-66

Employment in the EAS industry grew by 7
percent from 1983 to 1984, reaching a level of
about 616,000 people. According to the 1982
Census of Service Industries, 30 percent of the
jobs in the industry are held by licensed or reg-
istered engineers, architects, and surveyors and
38 percent by certified engineering technicians
and other technical personnel.

Measuring Foreign Activity in EAS Services

As with construction, international subcon-
tracting, either directly or through joint ven-
ture subsidiaries, has been common on overseas
design projects. Because most subcontracting
costs are passed through to the purchaser, the
preferred measure of trade consists of billings
net of subcontracting and other foreign ex-
penses; these billings reflect most closely the
value added by the contracting design firm. The
alternative, treating gross billings as exports of
design services and subcontracting as imports,
would, of course, yield the same net export to-
tal. But given that the bulk of subcontracts on
international projects go to local firms, as in
the construction industry, subcontracted work

is best treated as a domestic service provided
to the ultimate purchaser.

Structure and Nature of Industry Practices
Internationally

Almost 2,oOO (4.4 percent) of the EAS estab-
lishments responding to the 1982 Census of
Service Industries reported sales to non-U.S.
residents—i. e., direct exports, table 21, Again
as in the construction industry (and many other
service industries), most of the exports origi-
nate with relatively large establishments. For
those establishments providing information on
the level of their exports, rather than merely
indicating that exports occurred, on average
21 percent of their total receipts came from
sales to nonresidents. Within this group, the
engineering establishments proved somewhat
more export-oriented (table 22).

Foreign Revenues in EAS Services

OTA’s estimates, table 23, suggest that per-
haps 25 to 30 percent of the foreign revenues
of U.S. EAS firms result from the direct export
of design services, with the remainder gener-
ated by affiliates. For foreign firms operating
in the U.S. market, affiliates accounted for at

Table 21 .—U.S. Engineering, Architecture, and
Surveying (EAS) Establishments Indicating

Sales to Nonresidents, 1982

Engineering establishments . . . . . . . . . . . . . . . 6.1 %
Architecture establishments . . . . . . . . . . . . . . . 2.6
Surveying establishments . . . . . . . . . . . . . . . . . 1.7

All EAS establishments . . . . . . . . . . . . . . . . . . . 4.4 ”/0
SOURCE’ 1982 Census of.$ervice  /ndusfries”  Miscellaneous Subjects  (Washing.

ton, DC. U.S Department of Commerce, Bureau of the Census, Decem-
ber 1985), p 142

Table 22.—Percent of Receipts From Nonresidents
for U.S. Engineering, Architecture, and Surveying

Establishments Reporting Nonresident Sales, 1982a

Engineering establishments . . . . . . . . . . . . . . . 21 .60/0
Architectural establishments. . . . . . . . . . . . . . . 17,4
Surveying establishments . . . . . . . . . . . . . . . . . 19.8

Overall . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 21.1 “/0
alncludes Only those establishments  reporting dollar value of nonresident sales.
SOURCE 1982 Census of Serwce  /rrdustrles:  Miscellaneous  Subjects (Washing

ton, DC  U S. Department of Commerce, Bureau of the Census, Decem.
ber 1985), p 142.



6 7

Table 23.— Foreign Revenues in Engineering,
Architecture, and Surveying Services (billions of dollars)

1982 1983 1984

Figure 21 .—Foreign Billings of Largest U.S. Design
Firms by Region

1,400 r I I
Foreign revenues of U.S. firms:
Direct exports . . ... . . $1.2-1.7
Affiliate sales . . . . . . . . . . . . 3.6

Majority-owned . , ., . . . 3.2
Minority-owned . . . . . 0.4

$1.1-1.6 $1.0-1.4
4.0 NA
3.3 NA
0.7 NA

$5.1-5.6$4.8-5.3

U.S. revenues of foreign firms:
Direct imports . . . ... ., .. .$0.1-0,3
Affiliate sales . . . . . 1.0

$1.1-1.3—
NA = not  avai lab le

SOURCE Off Ice of Technology Assessment

$0.1-0.3 $0.1-0.3
0.9 NA

$1 .0-1:2

least 75 percent (and perhaps as much as 90
percent) of total U.S. revenues.

1983 1984

Canada/other Europe Africa
Balance of Payments in EAS Services

MideastAs indicated in table 23, the United States
has run a surplus in the range of $1.0 to $1.5
billion in this industry, The balance appears
to have declined slightly over the 1982-84 period
as exports have fallen—perhaps in part due to
the strength of the dollar—but any such con-
clusion is tentative at best, given the uncertainty
in the estimates, particularly for imports.

Figure 22.— U.S. Revenues of
Design Firms, 1984

Other
7,5 %

Foreign

The Netherlands

anc

S w i

Geographic Distribution of Foreign Activity

Figure 21, based on reports by Engineering
News Record for the largest international de-
sign firms, gives the geographic distribution of
foreign billings for the largest U,S, design firms.

Sc

As figure 22 shows, most of the design firms
operating in the U.S. market have been Cana-
dian and European, Over the period 1980 to
1984, the Canadians have lost market share to
European firms, Although Japanese and other
Asian firms have reportedly begun to penetrate
the U.S. market, data reflecting this are not yet
available,

NOTE: US revenue figures for non-Canad\an  foreign firms  Include some Cana.
dlan revenues

SOURCE: Computed from data tn “Foreign Bllllngs of Top Designers Fell 10 Per
cent In 1984,” Englneerlng  News Record, Aug 1, 1985, pp 26-39
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FRANCHISING

International franchising falls into two gen-
eral categories. Business format franchising en-
tails licensing of trademarks, know-how, and
often an entire operating package that may in-
clude training programs, marketing plans, and
manuals, standards, and quality control pro-
cedures. Close continuing relationships are
common—e.g., for McDonald’s or Holiday Inn
franchises. In product and trade name agree-
ments, the franchised dealer (franchisee) mar-
kets the franchiser’s product or service line and
will normally identify to a more limited extent
with the franchiser’s company.

Domestic Industry

The Department of Commerce placed the
number of franchised establishments in the
United States at 444,000 in 1984, with total sales
of $492 billion. Franchising has been growing
rapidly, with sales projected to increase by 8.6
percent in 1986. Three-quarters of sales by fran-
chisees come under product and trade name
agreements— many of them with auto and truck
dealers and gasoline service stations, table 24–
the remainder representing business format
franchising. Many franchising firms offer both
kinds of agreements.

Measuring Foreign Activity in
Franchising Services

International trade occurs when a franchi-
ser grants rights to a franchisee under some
other national ownership. The franchising fee,
generally set at something less than 5 percent
of the franchisee’s sales, measures the value of
the service provided. In many cases, only a frac-
tion of the fees due will be repatriated by the
U.S. franchiser, particularly in the early years
of setting up overseas franchising operations.

The data on foreign franchising are sparse;
in the absence of better information, OTA’s esti-
mates of franchising fees have been based on
the assumption that sales-per-outlet for foreign
franchisees are roughly comparable to sales-
per-outlet for U.S. franchisees.

Structure and Nature of Industry Practices
Internationally

A Commerce Department survey has shown
that, by 1984, 328 U.S. franchisers had over
27,000 outlets outside the United States; of
these, automobile and truck rental outlets (21.6
percent) and restaurants (21.2 percent) were the
most common (figure 23). Table 25 summarizes

Table 24.—U.S. Franchising Sales by
Type of Business, 1984

Sales

Billions Percent
of dollars of total

Auto and truck dealers . . . . . . . . . . . . $252.1 51 .20/0
Gasoline service stations. . . . . . . . . . 101.0 20.5
Restaurants . . . . . . . . . . . . . . . . . . . . . 43.4 8.8
Soft drink bottlers . . . . . . . . . . . . . . . . 16.7 3.4
Nonfood retailing . . . . . . . . . . . . . . . . 15.5 3.2
Lodging . . . . . . . . . . . . . . . . . . . . . . . . . 13.2 2.7
Convenience stores . . . . . . . . . . . . . . 10.3 2.1
Business aids and services . . . . . . . . 9.8 2.0
Auto products and services. . . . . . . . 9.2 1,9
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . 20.9 4.2

$492.1 100.0 ”/0
SOURCE Frarrcfr/sing  in the  Economy 1984-1986 (Washington, DC: U.S Depart.

men! of Commerce, International Trade Adm}n!stration,  January 1986),
p 25

Figure 23.—Foreign Franchising Outlets
of U.S Firms by Type, 1984

Other
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SOURCE: Frarrchising  In tfre ,Ecorrorny 1984-1986 (Washington, DC Department
of Commerce, International Trade Administration, January 1986), p 43.



Table 25.— Foreign Operations of U.S. Franchisers

Number of U.S. Total --

franchisors foreign outlets

1972 . . . . . . . . . . . .
1974 . . . . . . . . . . . .
1976 . . . . . . . . . . . .
1978 . . . . . . . . . . . .
1980 . . . . . . . . . . . .
1981 . . . . . . . . . . . .
1982 . . . . . . . . . . . .
1983 . . . . . . . . . . . .
1984 . . . . . . . . . . . .

175
217
234
266
279
288
295
305
328

6,153
9,663
12,348
17,156
20,428
21,416
23,524
25,682
27,021

SOURCE Franch/slfrg/nfhe Economy 1984.1986 (Washington, DC US Depart
merit of Commerce, lnternattonal  Trade Admlntstratlon,  January 1986)
p 9

the growth in the number of U.S. franchisers
with international operations as well as the
number of outlets.

Foreign Revenues in Franchising Services

Table 26 gives OTA’s estimates for the for-
eign fee revenues of U.S. franchisers, in the
form of ranges based on estimated sales and
typical fees as a percentage of sales. As indi-
cated in the table, it seems unlikely that annual
fees generated by international franchising
could exceed $1 billion by much. Evidently,
U.S. franchising yields negligible fee income
for overseas franchisers.

69
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Table 26.—Foreign Revenues in Franchising Services
(billions of dollars)

1982 1983 1984

Foreign fees of U.S.
franchisers . . . . . . . . . . . . . . . $0,2-1.0 $0.2-1.1 $0.2- 1,2

U.S. fees of foreign
franchisers . . . . . . . . . . . . . . . —a — a —a

aNeglig!ble
SOURCE Off Ice of Technology Assessment

Balance of Payments in Franchising Services

The uncertainties concerning sales levels and
fee structures make the impact of franchising
on the balance of payments likewise uncertain.
The net impact could be negligible; in any case,
it will not exceed the level of fees estimated in
table 26. (Such figures, of course, exclude any
exports of goods associated with franchising
operations.)

Geographic Distribution of International
Franchising Activity

As figure 24 indicates, Canada was the sin-
gle most popular location for U.S. franchisers,
with 233 having Canadian operations in 1984.
OTA could locate no information on sales or
fees by country.

Figure 24.–U.S. Franchisers by Region, 1984
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SOURCE Frar?ch/s/r?g  in (he Economy 1984.1986 (Washington, DC Department of Commerce, International Trade Admlnls
tratlon,  January 1986) p 10
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HEALTH SERVICES
Trade takes place when a foreign national

comes to the United States specifically for med-
ical treatment, or when an American firm pro-
vides health-related services—e.g., management
expertise—internationally. The incidental
health care expenditures of international
travelers, however, are covered under “Travel.”
This first form of U.S. health care exports thus
resembles exports of educational services; they
are a matter of foreign nationals traveling to
the United States. The resemblance goes fur-
ther in that total exports are a miniscule frac-
tion of domestic revenues—well under 1 per-
cent for health care, including revenues flow-
ing to U. S,-owned hospitals overseas. While
there are a small but growing number of the
latter, at least 90 percent of the world’s hospi-
tals are run on a not-for-profit basis; in many
parts of the world, governments bear much of
the cost of health care services, particularly the
operation of hospitals. Even in the United
States, where most physicians remain in pri-
vate practice, the government not only oper-
ates hospitals—e. g., through the Veteran’s
Administration—but pays for a substantial frac-
tion of physicians’ services through programs
like Medicare. Regardless of growth rate, it will
be many years before overseas hospitals owned
or operated by U.S.-based firms become at all
significant compared to the domestic industry.
As for education, this means that the notion
of international competition has no more than
limited application; parallels with profit-
seeking firms in other service industries, and
the government policies that affect them, are
few.

Domestic Industry

The United States spent $424 billion on health
care in 1985, an increase of 9.4 percent over
1984’s figure of $387 billion. Hospital care ac-
counts for about 40 percent of the total, and
physicians’ services nearly 20 percent. Table
27 gives the Commerce Department’s estimated
breakdown of expenditures for 1985.

Medicare outlays in 1985 reached $70 billion,
a 14 percent increase over the previous year

Table 27.–Estimated U.S. Health Care Expenditures, 1985

Expenditures

Billions Percent
of dollars of total

Hospital care . . . . . . . . . . . . . . . . . . . .
Physicians’ services . . . . . . . . . . . . . .
Dentists’ services . . . . . . . . . . . . . . . .
Drugs and medical sundriesa . . . . . .
Nursing home care . . . . . . . . . . . . . . .
Other health services . . . . . . . . . . . . .
Program administration and net

cost of insurance. . . . . . . . . . . . .
Government public health

activities . . . . . . . . . . . . . . . . . . . . . .
Research b . . . . . . . . . . . . . . . . . . . . . . .
Construction of medical facilities . .

$171.6
83.5
28.3
28.5
35.2
28.9

19.1

11.5
7.3
9.9

S423.8

40.4 ”/0
19.7
6.7
6.7
8.3
6.8

4.5

2.7
1.7
2.3

100.0 ”/0
aspendin~  for drugs  dispensed in hospitals and by physicians repofled  within

those categories
bResearch  expenditures of drug companies and other manufacturers and

providers of medical equipment and supplies are Included In the category In
which  the product falls.

NOTE” Totals may not add due to rounding

SOURCE. 1986 U S Irrdusfnal  Outlook  (Washington, DC U S Department of Com-
merce, January 1986), p 54-3

and about 16 percent of total health care spend-
ing, These payments included $45 billion for
the Hospital Insurance (inpatient care) program
and about $25 billion for Supplementary Medi-
care Insurance (physician, outpatient-hospital,
and other services),

As of 1985, the 6,800 hospitals in the United
States maintained approximately 1,3 million
beds. As of September 1984, investor-owned
hospitals numbered 1685 (including company
owned and managed hospitals), with nearly
204,000 beds.

The 1982 Census of Service Industries re-
ported nearly 173,000 physicians’ offices, with
receipts of $51 billion. Various other non-
hospital health care establishments added
another $45 billion in revenues. Table 28 sum-
marizes health care establishments other than
hospitals as reported in the 1982 Census.

Structure and Nature of Industry Practices
Internationally

International transactions in health care serv-
ices fall into two distinct categories: 1) travel
by patients to receive health care services; and
2) foreign ownership and/or operation of hos-
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Table 28. —Health Care Establishments in the
United States Other Than Hospitals, 1982

Receipts
Number (billions

(in thousands) of dollars)

Offices of physicians . . . . . .
Offices of dentists . . . .
Offices of osteopathic

physicians . . . . . . . . . . . .
Of f i ces  o f  ch i roprac tors  .
Offices of optometrists . . . . . .
Nursing and personal care

facilities . . . . . . . . . . ...
Other. . . . . . . . . . . . . . . . . .

172.9
95.0

6.6
12.4
14.5

11.3
34.1

346.6

$50.7
16.1

1.4
1.4
2.1

13.2
10.8

$95.6
NOTE Figures Include only establishments subject to Federal Income Tax Totals

may not add due to rounding

S O U R C E  1982 Census  of Serv/ce  /rrdustr/es  Establishment  and F/rrn Sfze
(Washlng[on,  DC U S Department of Commerce, Bureau of the Cen
SUS , May 1985} pp 115.117

pitals and other health care facilities. Due in
large measure to the quality and reputation of
American health care—and the specific serv-
ices available here (e. g., heart transplants)—
foreigners traveling to the United States greatly
exceed Americans venturing abroad for care.
Foreign patients tend to be concentrated in a
relatively small number of facilities—e. g., the
Mayo Clinic, the Cleveland Clinic, major uni-
versity hospitals. The Mayo Clinic, for instance,
estimated that slightly more than 2 percent of
its patients in 1985 were foreigners who had
come to the United States explicitly for treat-
ment, with the Cleveland Clinic placing the fig-
ure at about 1 percent.

OTA puts the direct health service revenues
generated by foreign patients in the United
States at less than $100 million annually. Other
expenditures associated with travel to the
United States by those seeking treatment—e.g.,
air fare, accommodations—are greater. (These
expenditures are included in the estimates pre-
sented below under “Travel.”) The Cleveland
Clinic, for example, estimates that the 6,000 to
7,OOO foreign patients it treated in 1985 spent
more than $70 million over and above payments
for health care services.

U.S. firms have begun to move into owner-
ship and management of hospitals and other
health care facilities overseas, with foreign rev-
enues substantial (table 29). The Federation of
American Hospitals reports that in 1985 its

Table 29.—Foreign Revenues in Health Services
(billions of dollars)

1982 ‘1 983 1984

Foreign revenues of U.S. firms:
Direct exports ... ... ... ... . .$1.0-2.5 $1.0-2.5 $1.0-2.5
Affiliate sales . . . . . . . . . . . . . . 0.9 1.1 NA

Majority-owned . . . . . . . . . . . 0.9 1,0 NA
Minority-owned . . . . . . . . . . . 0.1 0.1 NA

$1.9-3.4 $2.1-3.6

U.S. revenues of foreign firms:
Direct imports . . . . . . . . . . . . . . —a —a —a
Affiliate sales . . . . . . . . . . . . . . NA 0.4 NA—
NA = Not available.
aNegllglble
NOTE Totals for affiliate sales may not add due to roundtng

SOURCE Off Ice of Technology Assessment

members owned 70 foreign hospitals (with
9,420 beds) in 11 countries, and managed an
additional 11 (3,490 beds) in 8 countries.
Another 15 hospitals were under construction.
The Federation estimates that its members ac-
count for about 90 percent of U.S. activity
abroad, and in excess of 90 percent of revenues
generated overseas. They also estimate that for-
eign activities produce 10 percent of the total
revenues of U.S. profit-seeking hospitals.

Foreign Revenues in Health Services

Table 29 summarizes estimated foreign rev-
enues for American health care firms, as well
as the U.S. revenues of foreign providers.
Nearly all the direct exports result from over-
seas hospital management and consulting activ-
ities, which far outstrip expenditures by for-
eign patients in the United States. Direct
exports of health care management and con-
sulting services account for 50 to 75 percent
of foreign revenues, sales through affiliates the
remainder.

Balance of Payments in Health Services

Based on table 29, OTA estimates the U.S.
surplus in health care services to have been at
least $1 billion annually during the years 1982
to 1984, and perhaps as great as $2.5 billion.

Geographic Distribution of Foreign Revenues

No information is available on the nationali-
ties of foreign patients visiting the United States
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for medical treatment. According to the Fed- facilities and 2 more under American manage-
eration of American Hospitals, the United King- ment. U.S. companies own 20 facilities in Aus-
dom is the leading site for U.S. hospital opera- tralia and manage 2, followed by Brazil with
tions abroad, with 30 U. S,-owned health care 7 facilities and

INFORMATION SERVICES

This category includes videotex services,
value-added networks (VANS), electronic data-
base services, custom search and abstracting,
document supply services, and other services
that add value to raw information and/or raw
computing capability.9  The data below include
print media services such as abstracts, indices,
and bibliographic material because these can-
not be disaggregated from on-line information
services.

Domestic Industry

Based on a survey of its members, the Infor-
mation Industry Association (11A) placed the
revenues of the U.S. information industry in
1982 at $11 billion (excluding non-U.S. sales).
Of this, $2.6 billion represented computer-based
information services, which includes but is not
limited to electronic databases. The remaining
revenues represent more conventional infor-
mation sources ranging from printed materi-

‘Information-related activities considered parts of other indus-
tries include:

. data-processing services (see ‘‘Data Processing’ section);

. telecommunications services with no additional value-added
component (see “Telecommunications”);

● research and analysis not centered on the provision of in-
formation (see “Management, Consulting, and Public Re-
lations”).

als to indexing

Saudi Arabia with 5.

to seminars and conferences.
The 11A projected revenue growth at 14 per-
cent annually through 1987. The Department
of Commerce has estimated U.S. electronic
database markets, alone, at more than $1.4 bil-
lion in 1984 and roughly $1,9 billion in 1985.
Data compiled by Information Market Indica-
tors shows that the relatively specialized U.S.
information center/library market for word-
oriented electronic databases was $174 million
in 1983 and $224 million in 1984. No data are
available on the size of small but growing U.S.
videotex and teletex markets.

Structure and Nature of Industry Practices
Internationally

The United States dominates the interna-
tional market in electronic databases. As of
1985, roughly 70 percent of the world’s biblio-
graphic and statistical databases were produced
in the United States. Table 30 summarizes the
results concerning international operations of
the 1,249 American companies in the 1982 11A
survey. Eighteen percent offered hard-copy dis-
tribution services in Europe, with 18 percent
also offering such services in some non-Euro-
pean foreign market. Eleven percent could pro-
vide computer-based distribution services in

Table 30.—lnformation Services Offered by U.S. Firms, 1982

Number of Number of firms offering

firms offering service overseas
Type of service service Europe Other areas
Hard-copy distribution . . . . . . . . . . . . . . . 1,093 225 222
Computer-based distribution . . . . . . . . . 582 139 128
Information support . . . . . . . . . . . . . . . . . 355 92 98
Seminars/conferences ., , . . . . . . . . . . . . 314 90 92
Information retailing . . . . . . . . . . . . . . . . . 282 58 55
All other services . . . . . . . . . . . . . . . . . . . 126 26 32
NOTE Total number of firms does not add due to multiple service offerings by some of the 1,249 f!rms surveyed
SOURCE A Cornpet/t/ve  Assessment of  the U.S /nforrrrat/on  Serwces  /rrdustry  (Washington, DC: U S. Department of Com-

merce, International Trade Administration, May 1984), p 40, original source. The Bus/ness  of /n formation (Washing-
ton, DC: Information Industry Association, 1983)



Europe, and 10 percent could do so in foreign
markets outside of Europe,

Foreign Revenues in Information Services

Because OTA could not separate direct ex-
ports from sales through foreign affiliates for
this industry, table 31 presents only totals. Some
fraction of the totals in the table represents ex-
ports by foreign-owned U.S. firms, which could
not be isolated either.

No data on U.S. imports of information serv-
ices exist. But given the dominant U.S. posi-
tion in the international market for informa-
tion services, and the estimated magnitude of
U.S. information exports, it seems unlikely that
U.S. imports could have been even $0.5 billion
annually over the years 1982 to 1984.
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Balance of Payments in Information Services

Because the relative shares of exports and af-
filiate sales remain unknown, balance of pay-
ments impacts are bounded above by the total
level of foreign revenues, OTA could identify
no realistic lower bound, but it seems plain that
the United States runs a positive balance in the
information services current account.

Table 31 .—Foreign Revenues in Information Services
(billions of dollars)

1982 1983 1984

Foreign revenues of U.S.
firms a . . . . . . . . . . . . . . . . . . . $2.6 $2.9 $3.1

U.S. revenues of foreign
firms . . . . . . . . . . . . . . . . . . . . $0.0-2.0 $0.0-2.0 $0. O-2.()

a No breakdown between cllrect trade and afflilate Sales available
SOURCE: Off Ice of Technology Assessment

INSURANCE

The insurance industry divides more-or-less
naturally into two segments: 1) life insurance,
including health policies and annuities; and 2)
property/casualty coverage, including but not
limited to general liability, marine, fire, and au-
tomobile insurance. Many international trans-
actions take the form of reinsurance, or risk
sharing; the original insurer lays off part of its
liability by reinsuring with another carrier,
thereby diversifying its risk portfolio. Risk
diversification improves expected profitability
and reduces the likelihood of a serious loss on
any one policy. Lloyd’s Underwriters, the tradi-
tional insurer of last resort, remains the largest
final recipient of laid-off insurance.

While reinsurance is as old as the insurance
business, so-called jumbo risks have called for
a relatively recent variant, Joint participation
by a number of companies, through either re-
insurance or syndication, maybe the only way
to provide coverage for jumbo-jets or nuclear
powerplants, to take two examples where a ma-
jor disaster could bankrupt a single carrier. To
the extent that firms from different countries
enter into such syndications, international
trade in insurance takes place. The New York
Insurance Exchange has been effectively

exempted from a number of restrictive State
regulations so that members can undertake to
insure jumbo risks.

As far as possible, OTA has included the
many other activities of insurance firms—e. g.,
brokerage, sales of computer software packages
—under other industry headings, as appro-
priate.

Domestic Industry

Premium receipts of U.S. life insurance com-
panies totaled $135 billion in 1984 and an esti-
mated $148 billion in 1985. According to the
American Council of Life Insurance, life insur-
ance itself represented 38 percent of 1984
premiums in this segment of the industry, fol-
lowed by annuities at 32 percent, and health
insurance premiums at 30 percent, Premiums
net of benefits paid came to $74 billion in 1984
and an estimated $81 billion in 1985. The life
insurance in force in the United States as of
1985 exceeded $5.9 trillion.

For the property and casualty insurance por-
tion of the industry, the Insurance Information
Institute reports net premiums written (pre-
miums retained net of business reinsured) as
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$116 billion for 1984 and an estimated $135 bil-
lion for the next year. The industry sustained
an estimated underwriting loss of roughly $20
billion in 1985, marking the seventh consecu-
tive year that such losses were posted, but in
1985, as for most of the past years of under-
writing losses, insurance companies earned
enough on their invested funds to show an
industry-wide profit, The Insurance Informa-
tion Institute estimates that in 1984, the excep-
tion to this pattern, underwriting losses of $20.5
billion exceeded net investment income by
nearly $3 billion.

Information from the Swiss Reinsurance
Company indicates that the U.S. insurance mar-
ket is the largest by far in the world, account-
ing for 48 percent of worldwide premiums (ex-
cluding Communist countries) in 1983. Japan,
the second largest national market, followed
at about 15 percent, with the members of the
European Community accounting for another
22 percent of world premiums. In 1983, the
United States was second only to Switzerland
in insurance premium receipts per capita, and
was second to none in terms of the size of the
insurance industry as a percentage of gross do-
mestic product.

Total employment in all portions of the U.S.
industry reached nearly 1.8 million in 1984.
More than 1.2 million Americans worked for
insurance carriers, with the remainder em-
ployed by agencies, brokers, and related serv-
ice providers.

Measuring Foreign Activity in
Insurance Services

premium receipts give the basic measure of
international business in life insurance. In the
balance of payments, however, benefits paid
should be subtracted from receipts. Because the
data on benefits paid internationally are in-
adequate, the balance of payments impacts
can only be approximated. This entails basing
claims for international payouts on U.S. pre-
mium/benefit ratios and available information
on international premiums, and, for reinsur-
ance, premium/claim ratios available on an an-
nual basis from the Department of Commerce.

For property and casualty business, the fun-
damental measure of international activity is
net premiums underwritten, representing to-
tal premiums net of reinsurance ceded. As in
life insurance, a lack of data on international
claims payments means approximations must
be used.

Structure and Nature of Industry Practices
Internationally

Insurance companies can seek international
business by establishing or acquiring affiliates,
designating authorized agents among domes-
tic insurers in the foreign market, or entering
the reinsurance market. Other than for reinsur-
ance, a company must have a foreign presence
to market most types of policies, if only because
of government regulations, which commonly
prohibit direct imports—i.e., selling policies to
residents from a base outside the country’s
border.

Freedom to trade, in the jargon of the insur-
ance industry, means the ability to do business
in a country without having established a sub-
sidiary there. This implies that the insurer can
serve clients without meeting the financial re-
quirements (primarily, capital adequacy) im-
posed by government regulations (nominally
intended to protect consumers against the risk
of a bankrupt insurer unable to pay legitimate
claims). Typically, government regulations
specify the minimum capital the insurer must
hold within the nation’s borders, A foreign com-
pany must thus have a local presence to par-
ticipate in the market, but other nontariff bar-
riers may keep foreign insurers out anyway.l0
When permitted, however, unadmitted insurers
may have greater freedom from regulatory con-
straints than local firms, subsidiaries, or agents.

In contrast, the market for very large policies
tends to be a global one. For jumbo risks, rein-
surance, or worldwide coverage for an MNC,

IOH indley,  for instance, cites the Japanese market for whole
life insurance as being among the most protected in the world.
See B. Hindley, “Economic Analysis and Insurance Policy in
the Third World, ” Thames Essays No. 32, London, Trade Policy
Research Centre, 1982, p. 16.



the number of actors on either side of the mar-
ket is small enough that prospective insurers
have little need for a foreign presence. Under-
writers and other professionals may be sent
overseas to analyze risks and help determine
contract terms, but these are simply costs of
doing business; they will enter the balance of
payments as travel, When claims arise, the in-
surer may choose to have them examined and
validated by a local claims agent (who may or
may not be an employee of the insurer or of
an associated firm); alternatively, the insurance
company may send an employee from its home
office to the site. To some extent, then, volumes
of international trade in insurance services will
be determined by the corporate practices of the
companies involved.

The U.S. market is one where foreign firms
can sell policies as unadmitted insurers if they
wish. Nonetheless, the market here is so large
and populated with so many insurance com-
panies that most foreign entrants have chosen
to establish or acquire wholly owned or major-
ity-owned affiliates, The most prominent ex-
ception, Lloyd’s Underwriters, does a substan-
tial business in the United States as an
unadmitted insurer. Lloyd’s accounts for some
95 percent of the total value of all trust accounts
established by unadmitted insurers and regis-
tered with the National Association of Insur-
ance Commissioners.

In Europe, the original Treaty of Rome, which
established the European Community (EC),
called for free trade in insurance, but this has
been achieved to only a limited extent. An in-
surance company with headquarters in any
member country can open an office and con-
duct business in any other EC state. Total fi-
nancial reserves within the EC become the
yardstick for capital adequacy. In contrast, a
firm with headquarters outside the Community
must meet capital requirements on a country-
by-country basis. (This has major competitive
implications because large EC insurance com-
panies can economize on their capital needs
more effectively than outsiders. )
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Foreign Revenues in Insurance

As shown in table 32, OTA estimates that non-
U.S. premium receipts of U.S. insurance affili-
ates abroad came to $9.4 to $11.3 billion in 1982,
$10,1 to $12,1 billion in 1983 and $11.0 to $13.0
billion in 1984, These figures include only
premiums, not payments on claims. In addi-
tion, American firms have had annual premium
receipts on direct international business run-
ning in the range of $0,2 to $0.6 million for life
and health insurance, and $1.5 to $2. o billion
for property and casualty insurance. Interna-
tional reinsurance added another $1.1 billion
in premium receipts in 1984, The midrange esti-
mates for total foreign receipts of U.S. insur-
ance firms would be about $13.4 billion in 1982,
$14,3 billion in 1983, and $15.3 billion in 1984,
excluding investment income.

For foreign firms operating in the U.S. mar-
ket, OTA’s midrange estimates for total
premium receipts (including reinsurance) are
$22.5 billion for 1982, $20.1 billion for 1983,
and $22.2 billion for 1984. Excluding reinsur-
ance and Lloyd’s, affiliates account for nearly
all the U.S. market share of foreign firms. Rein-
surance premiums in the U.S. market gener-
ated $2.4 billion for foreign firms in 1984.

Balance of Payments in Insurance Services

Cross-border insurance affects the balance
of payments not only through premiums but
also through claims paid by insurers, Both
premiums and claims flows, of course, travel

Table 32.—Foreign Revenues in Insurance
(billions of dollars)

1982 ‘ --- ‘‘- ‘

Foreign revenues of U.S. firms:
Direct exports. . . . . . . . . $1.7- 2.6
Affiliate sales . . . . . . . . . 9.4-11.3
Reinsurance exports . . . 0.9

$12.0 -14.8

U.S. revenues of foreign firms:
Direct imports . . . . . . . . $2.1
Affiliate sales . . . . . . . . . 16.9-19.0
Reinsurance impor ts  .  2 .1

$21,1 -23.2

SOURCE Off Ice of Technology Assessment

1983 1 1984
—

$ 1.7- 2.6 $ 1.7- 2.6
10,1 -12.1 11.0 -13.0

1.0 1.1

$12.8 -15.7 $13.8 -16.7

$2,2 $2.4
14.7 -16.5 15.2 -20.3

2.3 2,4

$19.2 -21.0 $20.0 -25.1
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in both directions, but the claims flows on in-
ternational direct insurance are not known.
They can be crudely estimated, as noted above,
based on domestic premium/claim ratios and
international reinsurance premium/claim ra-
tios. Using such data, and the estimates of cross-
border premium receipts given above, the U.S.
current account deficit in the insurance sec-
tor would be $0,5 to $1,1 billion in 1982, $0.4
to $1,1 billion in 1983, and $0.2 to $0.9 billion
in 1984. Gross U.S. receipts (including both pre-
mium receipts of U.S. insurers and claim re-
ceipts from foreign insurers) are estimated to
have been $5.6 to $7.7 billion in 1982, $6.1 to
$8.2 billion in 1983, and $6.9 to $9.1 billion in
1984. OTA estimates gross payments (includ-
ing both premium payments to foreign insurers
and claim payments by U.S. insurers to foreign
clients) at $6,3 to $8.6 billion in 1982, $6.7 to
$9.1 billion in 1983, and $7.4 to $9,8 billion in
1984.11

I IThe higher estimate for premium receipts imp]ieS a cor-
respondingly higher estimate for claim payments, because claims
are approximated as a percentage of receipts. For this reason,
the range for net receipts is less than implied by comparing the
ranges for gross receipts and gross payments.

The figures above for U.S. insurance imports
include estimated premiums flowing to U.S. in-
surance affiliates abroad from clients in the
United States, Data from BEA direct investment
surveys indicate that foreign insurance affili-
ates realized 13.8 percent of their income in
1982 and 11.8 percent in 1983 from business
with the United States, Even though the affili-
ates are U.S.-owned, the premiums count as im-
ports in a balance of payments sense,

Geographic Distribution of International Activity
in Insurance

Data on the geographic distribution of insur-
ance receipts and payments are not available.
For foreign affiliates, table 33 summarizes the
geographic distribution of total income (inter-
est income as well as premiums) based on the
Commerce surveys of FDI. Premiums cannot
be isolated from other income of foreign affili-
ates. As table 33 indicates, about one-fourth of
the income of foreign insurance affiliates comes
from policies written in developing countries.
European and Canadian ownership accounts
for roughly 90 percent of the total income of
the U.S. insurance affiliates of foreign firms.

Table 33.—lnternational Insurance Activity (billions of dollars)

Foreign affiliates U.S. affiliates
of U.S. firms of foreign firmsa

1982 1983 1982 1983

Total income of affiliates. . $16.8 $16.5 $23.6 $21.7

Distribution of income of affiliates:
Canada . . . . . . . . . . . . . . . 27.60/o 29.30/o 21.1 % 19.70/0
Europe. . . . . . . . . . . . . . . . 38.1 36.0 68.9 69.1
Japan. . . . . . . . . . . . . . . . . 4.0 5.4 NA NA
ANZSA b . . . . . . . . . . . . . . . 3.7 3.9 —c —c
Latin America. . . . . . . . . . 23.2 21.3 0.3 0.3
Other . . . . . . . . . . . . . . . . . 3.4 4.2 NA NA

1OO.OO/O 100.00/0 100.0”/0 100.0 ”/0
NA = not available.
alncludes foreign-owned u S, firms whose ultlmate beneficial owners are U S firms Or !ndlviduals
bAuStralia,  New Zealand,  and South Africa.
cNegligible
NOTE: Totals may not add due to rounding.
SOURCES Foreign afflliatos, 19.82:U.S  D/rect Irrvestrnerrt Abroad: 1982 Benchmark Survey Data (Washington, DC: U S, Depart.

ment of Commerce, December 1985), Foreign affiliates, 1983: US. Direct  /rrvestment  Abroad: Operations of US.
parent Companies and ~helr Foreign Affiliates, Preliminary 1983 Estimates (Washington, DC: U S. Department of
Commerce, December 1985); U.S. atflliatea, f962: Foreign Direct  hrvestmerrf  in (he United States: Operatiorrs  of

US. Affiliates of Foreign Companies, Revised 1982 Estimates (Washington, DC: U.S. Department of Commerce,
December 1985), U.S. afflllates, 1983: Foreign Direct /rrvestment  in the United States Operations of US Affiliates
of Foreign Companies, Preliminary 198.3  Estimates (Washington, DC  U S Department of Commerce, December 1985).



77

INVESTMENT BANKING AND BROKERAGE SERVICES

This category includes a broad range of fi-
nancial services, Although the primary focus
is on investment banking and brokerage (buy-
ing and selling securities), the data presented
below on foreign revenues include some activ-
ities of credit agencies, savings and loans, lease
financing firms, credit card operations, and
other financial services. OTA has excluded the
following categories from the estimates in this
section: commercial banking, insurance, fran-
chising and, to the extent possible, lease financ-
ing (see sections on “Commercial Banking,”
“Insurance, “ “Franchising,” and “Leasing”).
Because fee income for standard commercial
banking services can seldom be separated from
other financial service revenues of commercial
banks, these other revenues have been included
in the “Commercial Banking” section, although
conceptually they belong here.

The heart of the investment banking business
consists of handling capital transactions for
companies and wealthy individuals. Major
services include helping corporations raise cap-
ital, arranging financing for large projects (e.g.,
real estate developments), and aiding in merg-
ers and acquisitions. To be consistently suc-
cessful in buying and selling securities, an in-
vestment banker must have intimate working
knowledge of capital markets. The bank must
be prepared to enter the market at any time in
response to a client’s business needs. Given the
complex, organic nature of capital markets, an
investment banker cannot expect to be away
from them for long without losing the skills that
clients depend on.

Domestic Industry

While more than 10 large U.S. investment
banks have been purchased or have become
publicly traded firms over the last half-dozen
years, a number of the New York houses (and
their overseas subsidiaries) remain private cor-
porations, typically partnerships, As such, they
have not been required to file 1O-K earnings
statements with the Securities and Exchange
Commission. Many of the publicly held secu-
rities firms are subsidiaries of multi-industry

corporations, which disclose little useful data
on subsidiaries in their annual statements. As
a result, the size of the industry can only be
approximated.

Total revenues in the securities industry were
estimated at about $38 billion in 1985. The trade
journal Financial World placed brokerage rev-
enues at $30 billion in 1984, including broker-
age services and underwriting of new issues
but excluding merger and acquisition services,
broken down as shown in figure 25. Agency
fees, primarily brokerage commissions, ac-
counted for about one-quarter of revenues, as
did principal trading and investment, in which
firms buy and sell securities for their own ac-
counts. Margin interest, which includes earn-
ings from renting shares to help cover short po-
sitions, followed.

Estimates of total earnings from mergers and
acquisitions vary. Each year Fortune magazine
publishes figures for fees earned by investment
banks on the largest mergers and acquisitions.
In 1985, 32 mergers and acquisitions worth
$67.4 billion (out of a U.S. total of about $200
billion) earned the participating investment
banks an estimated $341 million in fees. For-
tune put the fees on the 32 largest deals in 1984,
worth a total of $60 billion, at $284 million,

Figure 25.— U.S. Securities Industry Revenues, 1984

Agency fees
Other revenues ~ 25°10

co

management
funds 5°/0

LUnderwrit ing

Margi
~ Principal trading

n interest and investment
10 “/0 24 0/0

SOURCE P. Hall, “Taking Stock of the Brokerage Industry, Firtanc/a/  Wor/d, Jan
9-22, 1985, pp 17-21
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Employment in the securities industry aver-
aged 341,000 during 1984.

Measuring Foreign Activity in
Financial Services

Given the uncertainties surrounding the size
of the domestic industry, the scarcity of data
on the foreign revenues of U.S. investment
banks and brokerage firms should be no sur-
prise. Foreign revenues must be estimated in-
directly. There are two possible approaches.
The first begins with estimates of the level of
foreign activity–foreign securities issued in the
United States, U.S. purchases of foreign secu-
rities, international mergers and acquisitions,
Eurobond and syndicated loan activity, Reve-
nues can then be estimated based on typical
fee structures. The second method is based on
data for a subset of firms in the Commerce De-
partment’s direct investment surveys, which
cover exports of U.S. parents maintaining over-
seas affiliates, including exports of financial
services, While the two methods yield similar
results, as indicated below, the uncertainties
remain large,

Structure and Nature of Industry Practices
Internationally

American firms provide investment banking
and brokerage services for foreign customers
in the U.S. market, in foreign national markets,
and in Euromarkets and other less regulated
markets. Transactions may take place through
U.S. offices, foreign offices, or through affili-
ates. With major clients consisting of large cor-
porations, many of them multinational, U.S.
investment banks have sought foreign establish-
ments on a regional basis, but generally do not
need offices in all the major countries in a re-
gion (not even in Europe). They do need offices
wherever there are important capital markets:
New York, London, Singapore, and Tokyo, per-
haps Zurich as well. [By the same token, invest-
ment banks with headquarters elsewhere that
expect to do business internationally must
maintain offices in New York.)

As for many other service products, the per-
formance of an investment bank can only be

evaluated after the fact; therefore, bankers de-
pend heavily on their reputation and on client
relationships built up over the years. These rela-
tionships entail deep knowledge of the client’s
needs and ways of doing business; to maintain
its reputation and hold on to its clients, the
banking firm must, of course, continue to serv-
ice these needs effectively. Losing a major cli-
ent through unsatisfactory performance can do
great harm to the bank’s reputation. In part,
it is these relationships, along with the small
number of internationally active investment
banks, that makes a presence in every country
unnecessary. The U.S. banking house will in-
volve overseas partners as needed when work-
ing with each client.

A total of 34 U.S. financial service firms
owned or controlled 129 foreign affiliates, in-
cluding nonfinancial affiliates, in 1983. The to-
tal number of foreign financial service affili-
ates is much larger—800 in 1983, a drop of about
17o from the previous year—with the rest
owned or controlled by U.S. firms whose pri-
mary lines of business place them in other in-
dustries. These affiliates include not only in-
vestment banking and brokerage operations,
but credit agencies, savings and loan associa-
tions, lease financing operations, and other non-
bank financial service affiliates.

Beyond selling financial services locally, the
overseas affiliates of American firms export fi-
nancial services to the United States in substan-
tial volume, and in particular supply services
to their U.S. parents. Majority-owned affiliates
alone sold $3.6 billion in financial services to
the United States in 1982, all but $300 million
to their parent firms, and $4.5 billion in 1983,
with $4.3 billion representing affiliate-parent
sales.

Foreign Revenues in Financial Services

Table 34 contains OTA’s estimates of the for-
eign revenues of U.S. financial service firms
(excluding commercial banks), along with the
U.S. revenues of foreign firms, The decrease
from 1982 to 1983 resulted in part from the drop



79

in total number of affiliates noted above; sales
by minority-owned affiliates were nearly $3 bil-
lion greater in 1982 than in 1983. Most foreign
revenues come from affiliate sales, with less
than 20 percent representing direct exports.
The U.S. revenues of foreign firms are simi-
larly weighted toward affiliate sales. Data to
estimate the relative proportions of income
from interest and fees do not exist.

Balance of Payments in Financial Services

As table 34 notes, a midrange estimate for
exports of financial services by U.S. firms
would be perhaps $1,0 to $1.5 billion during
each of the years 1982 to 1984. In addition, the
U.S. affiliates of foreign firms sell financial serv-
ices to non-U. S. customers. Such transactions
also count as U.S. exports in a balance of pay-
ments sense, but there are no data on their mag-
nitudes, If U.S. affiliates of foreign firms sold
as high a percentage of their services abroad
as foreign affiliates of U.S. firms sold back to
the United States, then 35 to 40 percent of their
sales may have been exported from the United
States. Total sales by foreign affiliates in the
United States were $8.2 billion in 1982 and
$11,1 billion in 1983. A reasonable upper limit
on exports by the U.S. affiliates of foreign firms
would then seem to be about $3 billion in 1982
and $4 billion in 1983.

Foreign-owned firms sold perhaps $0.5 bil-
lion directly to the United States in the form
of imported financial services during each of
the years 1982 to 1984. The other major source

Table 34.—Foreign Revenues in Investment Banking
and Brokerage Servicesa (billions of dollars)

1982 1983
Foreign revenues of U.S. firms:
Direct exports . . . . . . $ 0.5- 1.5 $1.0-2.0
Affiliate sales . . . . . . 10.8 7,7

Majority-owned . . . 6.3 6,0
M i n o r i t y  - o w n e db .  4 .5 1,7

$11.3 -12.3 $8.7-9.7
U.S. revenues of foreign firms:
Direct imports . . . . . . $ 0.0- 0.5 $0.0-0.5
Affiliate sales . . . . . . $ 4.9. 6.6 $6.7-8.9

$ 4.9- 7.1 $6,7-9,4
NA = not available
%1 I figures exc I ude commerc  Ial bank{ ng reven ~~es
blncludes  some unknown amount of U S revenues

SOURCE Off Ice of Technology Assessment

1984

$1.0-2.5
NA
NA
NA

$0.0-0.5
NA

of imported financial services, the foreign af-
filiates of U.S. firms, had much higher sales,
as pointed out above. U.S. sales accounted for
36 percent of total sales for majority-owned for-
eign affiliates in 1982 and 43 percent in 1983.

Given the many uncertainties in this indus-
try, particularly the lack of data on non-U. S.
sales of U.S. affiliates of foreign firms, OTA’s
estimates span a considerable range. It seems
likely that the U.S. balance of payments posi-
tion in this sector was at worst a deficit of per-
haps $1.5 to $2.5 billion annually over 1982 to
1984—which would be due primarily to imports
by U.S. parent firms from their foreign affili-
ates—and at best a surplus of more than $2.o bil-
lion. Midrange estimates would be: a deficit of
$0.4 billion in 1982, a surplus of $0.3 billion
in 1983, and a surplus of $0.9 billion in 1984.

LEASING

With a financial lease ownership of the leased
item transfers ultimately to the lessee, while
the lessor retains title with an operating lease
or rental agreement. In both cases, the lessee
makes pre-arranged payments for the use of the
leased assets. Financial leasing may be either
direct, in which the lessor provides full financ-
ing, or leveraged, in which third-party inves-
tors may provide debt funding in addition to
lessor financing, In recent years, tax advantages
have encouraged the rental or leasing of com-

puters, automobiles and trucks, and other cap-
ital equipment—e. g., industrial machinery.
Small and/or rapidly expanding firms with
limited sources of capital also find it to their
advantage to rent or lease. Because financiaI
leases function much like purchases of goods
on credit, the emphasis in this section is on
operating leases, which are unambiguously
service products, However, separation of the
two has not always been possible,
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Equipment manufacturers may operate sub-
sidiaries that rent or lease their own products
(e.g., computers). Banks have also entered the
leasing business alongside independent leas-
ing and rental firms. OTA has been unable to
separate foreign leasing by U.S. banks from
other revenue-generating bank activities, so that
bank leasing revenues are included in the
“Commercial Banking” section. The estimates
in this section cover only firms whose primary
business is leasing, including, however, sub-
sidiaries of banks and equipment manufac-
turers set up for this purpose,

Domestic Industry

New lease receivables reached an estimated
$74.5 billion in 1984, and $80,5 billion in 1985,
Table 35 shows that new leases have remained
at a level of about 27 to 28 percent of business
investment in capital equipment over the past
few years, following rapid growth during the
latter part of the 197os. Because no single SIC
group encompasses all leasing activity, and be-
cause organizations ranging from insurance
companies and banks to captive financing firms
engage in leasing, Federal Government sources
do not provide information on the number and
size of firms constituting this sector.

No reliable estimates of employment in the
U.S. equipment rental and leasing industry are
available.

Measuring Foreign Activity in
Equipment Leasing

Foreign leasing may be either cross-border,
where lessor and lessee are located in two dif-

ferent countries, or indirect, where the lessor
is a foreign affiliate. No comprehensive data
on cross-border leasing revenues are available;
the estimates below are based on partial data
from major international lessors as well as
OTA’s estimates of internationally leased
assets,

Structure and Nature of Industry Practices
Internationally

The Department of Commerce places the
world leasing market, in terms of new lease in-
vestment, at approximately $92 billion in 1982,
with developed countries accounting for over
95 percent of the total, and the United States
alone about two-thirds of the worldwide total.
Japan was the second largest market for new
lease investment at $9.2 billion, or roughly 10
percent of the world total (figure 26).

As with leasing in the U.S. market, many
types of firms engage in leasing internationally.
Tax policies affect international leasing pat-
terns, along with the other factors that have led
to extensive leasing in the United States—
reduced front-end expenditures for capital
goods, greater flexibility for the lessee, and, on
the lessor’s side, diversification of asset-earning
portfolios.l2 Among the tax benefits peculiar
to cross-border leasing, “double-dipping” OC-

curs when both lessor and lessee can claim tax
preferences because of differing national defi-
nitions and/or tax treatment of leased assets,
Recent U.S. legislation has limited the extent
to which U.S. tax benefits can be transferred

lzon  the financia]  benefits of leasing, see World Leasing  year-
book 1985 (London: Hawkins Publishers Ltd., 1985).

Table 35.—Leasing as a Percentage of Business Investment in Equipment

Equipment leasing Business investment Leasing as a percent of
(new lease receivables) in equipment business investment

(billions of dollars) in equipment

1978 . . . . . . . . . $26.5 $170.2 15.60/o
1980 . . . . . . . . . 43.5 197.8 22.0
1982 . . . . . . . . . 57.6 207.5 27.8
1984 . . . . . . . . . 74.5 274.5 27.1
1985 b . . . . . . . . 80.5 300.1 26.8
aBusiness  investment in equipment represents private nonresidential investment in producers’ durable equipment.
bEstimated.
SOURCE 1986 U.S /rrdustria/  Out/ook  (Washington, DC  US  Department of Commerce, January 1986), p, 53-1
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Figure 26.–Global Leasing Market (new leases, 1982)
(billions of dollars)

Other Developing

developed nations
nations $4.0 (4°/0)

Unli‘ed

France
$39  (4°/0) /

Austral ia
$4.5 (50/0 ) 1

TOTAL: $92 billion
SOURCE Computed from data tn Cornpet/tive  Assessrnenf  of  the U S Equ/prrrent

Leas/rtg  Industry (Washington, DC Department of Commerce, Inter.
national Trade Admln!strat!on,  March 1985), p 23

to non-U.S. entities via cross-border leasing. As
a consequence, U.S. lessors have evidently cur-
tailed their cross-border business.

For independent equipment leasing and
rental firms, the 1982 Census of Service Indus-
tries provided information, for the first time,
on the international business of U.S. operating
lessors. The Census identified over 17,000 oper-
ating leasing establishments, excluding automo-
bile and computer rental/leasing. Of these, less
than 3 percent (481 establishments, mostly
among the larger firms, as indicated by a share
of total industry receipts of 7 percent) indicated
that some fraction of their receipts came from
nonresidents of the United States. Not all of
these establishments reported the level of their
foreign receipts; of those that did, an average
of one-third of total receipts represented leases
with nonresidents. Table 36 indicates the rela-
tive importance of heavy construction equip-
ment in foreign leasing.

U.S. lessors also operate through affiliates
and subsidiaries abroad. The 1982 benchmark
survey of FDI indicated that 9 U.S. equipment
rental and leasing firms maintained 19 affili-
ates abroad (including nonleasing affiliates).

Table 36.—Receipts From Nonresidents for
U.S. Leasing Establishments Reporting

Nonresident Receipts, 1982

Equipment leasing, except finance leasing . . . . 43.20/o
Rental of heavy construction equipment

with operators . . . . . . . . . . . . . . . . . . . . . . . . 26.4
Equipment rental . . . . . . . . . . . . . . . . . . . . . . . . . . . 21.5
Leasing and rental of heavy construction

equipment without operators . . . . . . . . 4,2
Overall. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32.8 0/0
SOURCE: 1982 Census of Service /ndustr/es M/sce//aneous  Subjects  (wdShlflCJ.

ton, DC  U S Department of Commerce, Bureau of the Census Decem.
ber 1985), p 142

The survey also identified 84 other affiliates
classified as equipment leasing and rental firms,
which emphasizes the importance of the leasing
affiliates of U.S. parents whose primary busi-
ness places them in other industries, (Once
again, these affiliate figures exclude automo-
bile and computer rental and leasing firms; nor
do they include banking and financial affiliates
abroad that engage in leasing in addition to their
other financial services activities. )

Foreign Revenues in Equipment Leasing

Table 37 summarizes OTA’s estimates. At
most direct cross-border leasing appears to gen-
erate about 25 percent of foreign revenues; leas-
ing revenues of foreign affiliates account for
the remaining 75-plus percent. While data on
direct foreign leasing in the United States are
almost totally lacking, the stream of revenues
generated by cross-border leasing into the
United States seems to be less than $1 billion
annually.

Table 37.— Foreign Revenues in Equipment
Rental and Leasing (billions of dollars)

1982 1983 1984
Foreign revenues of U.S. firms:

$4.4-5.5

U.S. revenues of foreign firms:
Direct imports . . . . . . $0.0-1.0
Affiliate sales . . . . . . 0.2-0.3

$0.2-1.3

SOURCE Off Ice of Technology Assessment

$4.5-5.6 $4.6-5.7

$0.0- 1.0 $0.0-1.0
0.2-0.3 0.2-0,3

$0.2-1.3 $0.2- 1.3
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Balance of Payments in Equipment Leasing

Because data on foreign leasing operations
in the United States are so scarce, OTA could
not estimate with confidence the U.S. current
account balance in leasing, nor even determine

whether the Nation runs a current account sur-
plus or deficit in this category. However, it can
probably be assumed that the annual current
account surplus or deficit in leasing is less than
$1 billion (table 37).

LEGAL SERVICES

Trade takes place when legal services are pro-
vided directly in foreign markets, or when for-
eign customers purchase them in the domes-
tic market of the service provider. Specialized
legal services supplied in conjunction with
other services—e. g., accounting, management
consulting, financial services—are generally
treated as part of the service in question; this
discussion covers only those business entities
established primarily to supply legal services.

Domestic Industry

A growth industry in the United States,
receipts for legal services have increased by 12
percent or more each year since 1979. The in-
dustry’s revenues reached $55 billion in 1985.
Most of the firms in the U.S. legal services in-
dustry are small, often practices with one or
two lawyers and annual receipts of less than
$100,000, In 1982, almost three-fourths of all
firms in the industry had receipts of less than
$250,000; fewer than 1 percent had receipts in
excess of $5 million. The 1982 Census of Serv-
ice Industries found that the 50 largest legal
service firms that year accounted for about 7
percent of total industry receipts. According
to that Census, business clients accounted for
49 percent of the industry’s revenues, and in-
dividuals (including estates) 44.5 percent. The
remainder represented government purchases
of legal services and other sources of income.

About one-fourth of the 700,000-some peo-
ple employed in legal services in 1985 were law-
yers. About 70 percent of practicing attorneys
work for legal service firms or in private prac-
tice, with the rest holding jobs in corporations,
trade associations, government, and other orga-
nizations. Of those in the legal services indus-
try, about 44 percent work in general practice,

with 10 percent specializing in negligence, 7.4
percent in corporate law, and 5.4 percent in
real estate,

Structure and Nature of Industry Practices
Internationally

Trade in legal services takes two forms: law-
yers and legal service firms can seek custom-
ers in foreign markets; they can also work in
their domestic market, providing services to for-
eigners.ls Given the regulatory structures typi-
cal of the legal profession, American lawyers
and legal service firms operating abroad gen-
erally provide legal consultation rather than
practice in courts of law; they may give legal
advice (notably, advice on U.S. law for foreign
clients), engage in negotiations, prepare docu-
ments. The restrictions faced by American law-
yers in foreign markets vary from country to
country, and may include: citizenship require-
ments for admission to the local bar; restric-
tions to acting as legal advisors; restraints that
prevent local and foreign attorneys from work-
ing for or with one another.

Foreign lawyers seeking to practice in the
United States also must deal with restrictions,
generally at the State level. Citizenship cannot
be a requirement for bar admission, following
a Supreme Court decision in 1973. In New
York, the largest center of foreign legal activ-
ity in the United States and one of the four or
five centers for international legal practices,
consultants from foreign countries may be
licensed without passing the bar exam, but
licensed foreign legal consultants can only give

13 Much of the following discussion is based on S. M. Cone, III,
“Government Trade Policy and the Professional Regulation of
Foreign Lawyers, ” unpublished manuscript, Feb. 8, 1986.
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advice based on that received from a member
of the New York bar. Pending proposals in the
District of Columbia and Hawaii would create
similar guidelines for the licensing of foreign
attorneys, but a recently adopted Michigan rule,
and a pending proposal in California, prohibit
foreign attorneys from advising on State or Fed-
eral law, although permitting consulting on the
laws of their own countries. Similarly, the Il-
linois Supreme Court recently rejected a peti-
tion that would have permitted foreign legal
consultants to offer advice on U.S. and Illinois
law.

Foreign Revenues in Legal Services

Table 38 summarizes estimated U.S. foreign
revenues in legal services, as well as the U.S.
revenues of foreign legal service providers. The
figures on direct trade have been based on judg-
ments of informed industry sources. Foreign
affiliates of U.S. legal firms had negligible rev-
enue in 1982 and 1983; most overseas opera-
tions represent a direct extension of a firm’s
domestic business, rather than a locally incor-
porated entity. The most recent Commerce sur-

vey of FDI, in 1983, reported no U.S. legal af-
filiates of foreign firms.

Balance of Payments in Legal Services

Essentially all of the foreign revenues in table
38, then, represent direct trade in legal serv-
ices, as opposed to affiliate sales. The United
States is almost certainly a net exporter of le-
gal services, although the magnitude of the sur-
plus is unlikely to be more than $1 billion an-
nually.

Table 38.—Foreign Revenues in Legal Services
(billions of dollars)

1982 1983 1984

Foreign revenues of U.S. firms:
Direct exports ... ... ... ... . .$0.0-2.0 $0.0-2.0 $0.0-2.0
Affiliate sales . . . . . . . . . . . . . . 0.1 0.1 NA

$0,1-2.1 $0.1-2.1

U.S. revenues of foreign iirms:
Direct imports ... ... ... ... . .$0.0-1.0 $0.0-1.0 $0.0-1.0
Affiliate sales . . . . . . . . . . . . . . —a

$0.0-1.0 $0.0- 1.0 $0.0-1.0

NA = Not available
aNegl!gible

SOURCE Office  of Technology Assessment

Companies negotiate licenses for the use of
patents, trademarks, and know-how, with
charges in the form of royalties and license fees
that normally depend on the licensee’s sales vol-
ume. More so than franchising or leasing, this
category of services is not an industry, but a
business activity that cuts across most indus-
tries, goods-producing as well as service-
producing. Unless otherwise noted, charges
other than royalty and license fees—manage-
ment fees, charges for the use of tangible prop-
erty, fees for services rendered, film rentals—
have been excluded from this category.

Domestic Industry

While licensing is common domestically as
well as internationally, the Federal Government
does not collect data on the extent of licensing
payments within the United States.

Measuring Foreign Activity in Licensing

For analytical purposes, licensing between
parent firms and affiliates must be distin-
guished from unaffiliated licenses. The latter
can be assumed to represent arms-length trans-
actions, with charges that reflect a market
value. The former cannot, because multina-
tionals make use of licensing fees to move funds
internationally—e. g., seeking to minimize their
worldwide tax bills, to circumvent foreign ex-
change restrictions. Outbound licensing, in
which U.S. firms charge fees to foreign firms
for patents, know-how, or trademarks, greatly
exceeds inbound licensing.

BEA gathers quarterly data on receipts and
payments of royalties and license fees. The BEA
data can be disaggregated into affiliated and
unaffiliated receipts and payments, and sub-
divided to some extent by industry and geo-
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graphic region. Unfortunately, the disaggrega-
tion cannot be extended to new licensing
agreements versus receipts and payments on
continuing agreements. Because many agree-
ments remain in force for years, there is no way
to directly determine trends in new licensing
agreements over time. In addition, some types
of licenses—primarily technology exchange
agreements, in which the parties do not assign
explicit prices—are not reported.

Structure and Nature of Licensing
Internationally

For licensing between affiliated

Practices

firms, the
1982 outbound benchmark of U.S. direct invest-
ment abroad provides the maximum level of
available detail by industry. Table 39 shows that
net licensing receipts of U.S. parent firms have
been concentrated most heavily in manufac-
turing, particularly nonelectrical machinery
(which includes computers and office equip-
ment) and chemical products (including phar-
maceuticals). Service industry parents ac-
counted for $135 million in net receipts, less
than 4 percent of the total.

Table 39.—Distribution by Industry of 1982
Net Licensing Receipts of U.S. Parent Firms

From Their Foreign Affiliatesa

Percent of all
affiliated net

Iicensina receipts

Manufacturing. . . . . . . . . . . . . . . . . . . . .
Food and kindred products . . . . . . .
Chemicals and allied products . . . .
Primary and fabricated metals . . . .
Machinery except electrical . . . . . . .
Electric and electronic equipment .
Transportation equipment . . . . . . . .
Instruments and related products . .
Other manufacturing . . . . . . . . . . . . .

Other industries . . . . . . . . . . . . . . . . . . .
Wholesale trade . . . . . . . . . . . . . . . . .
Services b . . . . . . . . . . , . . . . . . . . . . . .
Other . . . . . . . . . . . . . . . . . . . . . . . . . .

78.20/o
3.1 “/0

17.5
1.7

36.0
5.2
1.5
5.2
8.0

21.8
17.1

3.8
0.8

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 100.0 ”/0

Total net receipts . . . . . . . . . . . . . . . . . . $3.57 billion
aDistribution by tndustry  of U.S Parent
bAlso  includes construction, transportation, communication, banking, finance,

insurance, real estate, and reta!l  trade,
NOTE’ Subtotals may not add due to rounding

SOURCE  U.S. Direct /nvesfrnent  Abroad 1982 Benchmark Survey Data
(Washington, DC: U.S Department of Commerce, Bureau of Economic
Analysis, December 1985)

The data on the receipts and payments of the
U.S. affiliates of foreign parents—i.e., inbound
affiliated receipts and payments—provide less
detail. Manufacturing industries account for
about half of all royalty and license payments
of U.S. affiliates, with chemicals making up half
the payments in manufacturing.

While the dollar values assigned to unaffili-
ated royalty and license fees are more meaning-
ful, the relatively high level of aggregation
hinders interpretation. Moreover, royalty and
license fees for patents, trademarks, and know-
how cannot be separated from other fee and
royalty charges—e. g., management fees, How-
ever, BEA believes that royalty and license fees
represent the predominant share of unaffiliated
fee and royalty data. Unaffiliated receipts by
U.S. firms and individuals exceeded payments
by $1.3 billion in 1982 and 1983, and $1,2 bil-
lion in 1984. Payments grew more rapidly over
the period, increasing by 23 percent from 1982
to 1984, with receipts essentially unchanged.
Figure 27 shows receipts by industry; there are
no comparable data for payments.

Balance of Payments in Licensing

Table 40 summarizes the impact of licensing
on the U.S. balance of payments. The overall
surplus has been about $4.5 billion, one of the
larger surpluses in the service categories. Net
affiliated receipts accounted for 80 percent of
the total surplus in 1982 and 1983, and 84 per-
cent in 1984.

Geographic Distribution of Licensing Activity

Table 41 summarizes net receipts (at the max-
imum level of available detail) of affiliated
royalty and license fees in manufacturing in-
dustries by location of the foreign affiliate. The
industrialized nations account for almost all of
the net receipts, 92 to 95 percent annually over
the period 1978-84, with the most rapid growth
in receipts from Canada, the non-Latin Amer-
ican developing nations, and the Australia/New
Zealand/South Africa (ANZSA) group.
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Figure 27.— U.S. Unaffiliated Receipts of Fees
and Royalties by Industry, 1982-84
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SOURCE Department of Commerce, Bureau of Economtc  Analysls,  unpublished
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Figure 28 gives the distribution of unaffiliated
fee and royalty receipts and payments for 1984.
The United States ran a surplus with all regions,
including a surplus of $471 million with Japan
and $371 million with Western Europe.

Table 40.– Balance of Payments in Licensing
(billions of dollars)

1982 1983 1984

U.S. receipts:
Unaffiliated ... . . . . . . . .
Affiliated inbound . . . . . . . .
Affiliated outbound . . . . . . .

U.S. payments:
Unaffiliated ., . . . . . . . . . .
Affiliated inbound . . . . . . . . .
Affiliated outbound . . . . . . .

U.S. net receipts:
Unaffiliated ., . . . . . . . . . . . .
Affiliated inbound . . . . . . . . .
Affiliated outbound . . . . . .

$1.5 $1.6 $1.6
—a —a —a
3.6 3.5 3.8

$5.2 $5,2 $5.5

$0.3 $0.3 $0.3
0.4 0.5 0.6
—a —a —a

$0.7 $0.8 $1.0

$1.3 $1.3 $1.2
–0,3 – 0.4 –0.6

3.6 3.5 3,8
$4,5 .—$4.4 $4.5

a Less than $100 m{lllon NOTE Totals may not add due to rounding
SOURCES Survey of Current E?us/ness,  various Issues  U S D/reef /nvesfrrrent

.Abroad’  1982 Benchmark Survey Data (Washington, DC U S Depart-
ment of Commerce, Bureau of Economic Analysis, December 1985)

Figure 28.– U.S. Unaffiliated Fees and Royalties, 1984
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Table 41 .—U.S. Parents’ Net Affiliated Receipts of Royalties and License Fees in Manufacturing
1978 – 1980 1982 1983 1984 Percent increase

(millions of dollars) 1984 over 1978

Canada . . . . . . . . . . . . . . . . . . . . . . . . . $-279 $ 334 $ 364 $ 400 $ 439 57.3 “/0
United Kingdom . . . . . . . . . . . . . . . . . . 350 433 418 408 436 24.6

Other Europe . . . . . . . . . . . . . . . . . . . . 1,132 1,586 1,316 1,514 1,517 34,0
Japan . . . . . . . . . . . . . . . . . . . . . . 273 NA 261 335 380 39,2
ANZSA a . . . . . . . . ... , . . ... . . 80 NA 99 90 120 50,0

Latin America . . . . . . . . . . . . . . . . . . . . 86 138 102 76 107 24.4
Other ., . . . . . . . . . . ... . . . . 39 66 67 69 68 74.4

$2,242 $3,014 $2,627 $2,891 —$3,067 36.80/o
aAu Stralla,  NeW Zealmcj and south Africa
NOTE Totals may not add due to rounding
SOURCES 1978.83 :Serv~ce  Trar?sacttons  tn the  U S Interr?attonal  Accounts, 1977-7983 (Washington, DC U S Department of Commerce, Bureau of Economic Analysis,

n o date), and 1984: U S Department of Commerce Bureau of Econom IC Analysls,  u n publ  tshed data
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MANAGEMENT, CONSULTING, AND PUBLIC RELATIONS

Companies in this industry group provide
management and administrative services, pub-
lic relations services, management consulting,
economic, behavioral, and marketing research,
and related service products on a contract or
fee basis.l0

Domestic Industry

Firms in this sector had sales estimated at
$28 billion in 1984. Receipts were $24.8 billion
in 1983 and $20.6 billion in 1982. As reported
in the 1982 Census of Service Industries and
indicated in figure 29, management consulting
has been the biggest segment of the industry,
which is populated by relatively small enter-
prises. Of nearly 39,OOO consulting firms (and
more than 41,000 establishments) identified in
the 1982 Census, only 88 had revenues of more
than $10 million. The 50 largest took in 17.6
percent of total industry revenues.

As might be expected from the rapid growth
in revenues, employment has also expanded—
from 366,000 in 1982 and 403,000 in 1983 to
458,000 in 1984.

Measuring Foreign Activity in
Consulting Services

Many firms provide consulting and manage-
ment services—e.g., to their foreign subsidi-
aries—as part of other businesses. So far as pos-
sible, these activities, along with consulting
provided by accounting and financial service
firms, law offices, health service management
firms, etc., have been excluded from the esti-
mates below.

lqThe  following  are not included:
●

●

●

●

consulting supplied as a byproduct of other services (see,
for example, “Accounting” and “Advertising”);
firms engaged primarily in the business of providing infor-
mation, database, and videotex services (see “lnforrnation
Services”];
firms providing management services that also include oper-
ating staff (hotel management, computer facilities manage-
ment]; and
firms proiiding  construction management services (see
“Construction” and “Engineering, Architecture, and Sur-
veying”).

Structure and Nature of Industry Practices
Internationally

The 1982 benchmark survey of U.S. FDI re-
vealed that U.S. firms had direct equity posi-
tions in 118 foreign management, consulting,
and public relations affiliates, The parent firms
of more than half the affiliates fell in industries
other than management, consulting, and pub-
lic relations, Independently, the U.S. Interna-
tional Trade Commission (ITC) estimated in
1981 that 75 to 80 American consulting firms
maintained overseas offices.

Slightly more than 4,OOO of 41,OOO establish-
ments reported sales to nonresidents in the 1982
Census of Service Industries. As tables 42 and
43 indicate, for those with sales to nonresidents,
the share was substantial, 22.6 percent of
receipts overall. These 4,000-plus establish-
ments held a combined share of the U.S. mar-
ket in 1982 of about 18 percent, indicating that

Figure 29.— Management, Consulting, and Public
Relations Industry Receipts, 1982 (billions of doilars)

Public relations
$1.1 (6.6°/0) Management

Ec
be
re:
$2

Other c
$2.1 (13

onomlcl
havioral
search
6 (16,2°,

-lg
4 “/0)

Management/admi  nist rat ive
services
$4.2 (26.40/o)

TOTAL: $16.0 billion
SOURCE: 1982 Census of Service Industries: Misce/Lwreous  Subjects (Washing-

ton, DC: Department of Commerce, Bureau of the Census, December
1985), p 142
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Table 42.—Percent of U.S. Management, Consulting,
and Public Relations Establishments Indicating

Sales to Nonresidents, 1982

Economic and behavioral research . . . . . . . . . . . . 10.5 %
Management consulting . . . . . . . . . . . . . . . . . . . . 12.9
Public relations . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.8
Management and administrative services . . . . . 4.2

Overall . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9.80/o— —
SOURCE 1982 Census of Service Irrcfus(ftes  M/scellar?eous Su@ecfs (Washing.

ton, DC U S Department of Commerce, Bureau of the Census, Decem-
ber 1985) p 142

Table 43.—Percent of Receipts From Nonresidents for
U.S. Management, Consulting, and Public Relations
Establishments Reporting Nonresident Sales, 1982

Economic and behavioral research . . . . . . . . . . . . 23.8% 
Management consulting . . . . . . . . . . . . . . . . . . . . . 17.6
Public relations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14.8
Management and administrative services. . . . . . . 35.4

Overall ! . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22.6°/0

SOURCE 1982 Cer?sus  of SewIce  Industries Mfsce//aneous  Sub/ects  (Washing-
ton DC U S Department of Commerce, Bureau of the Census, Decem-
ber 1985), p 142

exporting firms were somewhat larger than
average. This was particularly true for manage-
ment and administrative consulting.

Incomplete information on foreign consult-
ing activity in the U.S. market indicates that
total sales were well under $1 billion annually
over the 1982-84 period, mostly provided by
overseas affiliates of U.S. firms. The latter get
roughly one-third of their sales through trans-
actions with U.S. parent firms. Nevertheless,
U.S. purchases of management, consulting, and
public relations services from foreign affiliates
come to only 2 or 3 percent of total domestic
sales.

Foreign Revenues in Consulting Services

Table 44 indicates that direct exports ac-
counted for perhaps one-third to one-half of
total foreign revenues, with the remainder gen-
erated by affiliates. U.S. imports of manage-
ment, consulting, and public relations services
are unknown, but probably amount to less than
$0.5 billion annually exclusive of sales to the

Table 44.—Foreign Revenues in Consulting Services
(billions of dollars)

1982

Foreign revenues of U.S. firms:
Direct exports ... ... ... ... . .$0.5-1.1
Affiliate sales . . . . . . . . . . . . . . 1.2

Majority-owned . . . . . . . . . . . 1.2
Minority-owned . . . . . . . . . . . —a

$1.7-2.3

1983

$0.6- 1.4
1.2
1.2
—a

$1.8-2.6

U.S. revenues of foreign firms:
Direct imports ... ... ... ... . .$0.0-0.5 $0.0-0.5
Affiliate sales . . . . . . . . . . . . . . NA 0.1

1984

$0.6-1.6
NA
NA
NA

$0.0-0.5
NA

$0.1-0.6—
NA –- Not avallable-

aNegllglble

SOURCE Off Ice of Technology Assessment

United States by the foreign consulting affili-
ates of U.S. firms.

Balance of Payments in Consulting Services

OTA cannot say with certainty whether the
United States runs a surplus or deficit in di-
rect trade of consulting services, but the bal-
ance either way is probably less than $1 billion.
The estimates in table 44 indicate that the Na-
tion maintains a positive balance in direct trade
among unaffiliated parties This is offset to some
degree by imports from U.S. affiliates abroad.
Foreign affiliates of U.S. firms sold $0.6 billion
annually in services to the United States in 1982
and 1983; essentially all of these sales were to
their U.S. parents.

Geographic Distribution of Foreign Revenues

Responses to the ITC survey mentioned above
suggest that as much as two-thirds of foreign
revenues come from Canada and Europe. (The
Commission’s sample included accounting
firms that provided consulting services.) It ap-
pears that private companies purchase most of
the exports of U.S. consulting services in the
industrialized world, but that in developing
countries, governments and international orga-
nizations are major customers.
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MOTION PICTURES

American movies and television program-
ming play in many parts of the world, with pay-
ments for film and videotape rentals abroad a
substantial source of income for the industry.
This category of trade includes distribution
agreements covering all types of film and video-
tape, as well as production costs incurred in
overseas locations.

Domestic Industry

Industry revenues came to an estimated $15.6
billion in 1984, $14.5 billion in 1983, and $14.0
billion in 1982. The most recent Census of Serv-
ice Industries identified more than 7,3oo firms
engaged in the production, distribution, and
services segment of the industry in 1982, but
11 large concerns, each with revenues in ex-
cess of $100 million, had nearly half (46.6 per-
cent) of total receipts.

Employment for 1984 was about 220,000,
with some 47 percent having jobs in produc-
tion firms.

Measuring Foreign Activity in Motion Pictures

While films remain the single largest com-
ponent of rental receipts, in recent years, for-
eign revenues from the various forms of tele-
vision programming have increased rapidly.
The Motion Picture Association of America
(MPAA) estimates that by 1984 foreign reve-
nues from television, pay-TV, and videotapes
for home use totaled more than film rentals
from theaters. Table 45 gives the distribution
of receipts for 1980 and 1984, showing in par-
ticular the rapid growth in home video rentals.
Revenues from foreign films shown in the

Table 45.—Estimated Percentage Distribution of
Foreign Revenues in the U.S. Motion Picture Industry

1980 1984

Theatrical . . . . . . . . . . . . . . . . . . 73.7 ”/0 41 .9 ”/0
Television . . . . . . . . . . . . . . . . . . 25.7 33.9
Pay-TV. . . . . . . . . . . . . . . . . . . . . — 0.6
Home video . . . . . . . . . . . . . . . . 0.7 23.6

100.0 ”/0 100.0 ”/0
NOTE Totals may not add due to rounding

SOURCE Motion  Picture Association of Amer!ca,  unpublished data

United States trail considerably behind the
overseas rentals of American films, although
foreign films represent a significant fraction
of all releases in the United States—34 percent
in 1985, according to Variety.

Structure and Nature of Industry Practices
Internationally

Production in foreign countries also creates
trade flows. In 1984, 46 of 130 film starts by
major Hollywood producers, and 105 of 188 in-
dependent studio productions, took place over-
seas. Since costs are lower abroad, U.S. pro-
ducers frequently look to other countries for
sites, but foreign producers seldom come here.
An upper bound on the overseas expenditures
of U.S. film makers, and hence on imports of
production services, would be about $2 billion
(based on assuming costs per film start to be
the same here and overseas). While the U.S. af-
filiates of foreign firms in this industry had to-
tal sales of $0.8 billion in 1982 and nearly $1,0
billion in 1983, no breakdowns by industry seg-
ment (production, distribution, box office) are
available.

Foreign Revenues in Motion Pictures

Table 46, summarizing OTA’s estimates, in-
cludes the estimated overseas expenditures of
U.S. film production companies, as well as in-

Table 46.—Foreign Revenues in Motion Pictures
(billions of dollars)

1982 1983 1984

Foreign revenues of U.S. firms:
Direct exports . . . . . . . . . . . . . . $1.6
Affiliate sales . . . . . . . . . . . . . . 1.5

Majority-owned . . . . . . . . . . . 1.4
Minority-owned . . . . . . . . . . . 0.1

$3.1

U.S. revenues of foreign firms:
Direct imports a ... ... ... ... .$0.1-1.4
Affiliate sales . . . . . . . . . . . . . . 0.8

$1.9 $1.9
2.0 NA
1.9 NA
0.1 NA

$3.9

$0.1-1.7 $0.2-2.7
1.0 NA

0.9-2.2 1,1-2.7
NA = Not available
alncludes  estimated overseas expenditures of U.S film producers as well as Us
film rental payments

SOURCE Office of Technology Assessment
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ternational film rental fees, in the direct export
and import figures. As the table indicates, di-
rect exports produce about half of U.S. foreign
revenues, affiliate sales the rest. Uncertainties
concerning overseas production expenditures
by U.S. companies translate into a wide range
of estimates for imports. If foreign film produc-
tion costs were comparable to U.S. costs, then
the annual overseas expenditures of the Amer-
ican industry would exceed $1 billion. But these
costs are certainly less. How much? Not only
will that depend on the country of production,
but on whether the film maker is one of the ma-
jor firms or an independent. Many of the latter
have much lower costs, and in 1984 they ac-
counted for fully 70 percent of foreign film
starts by U.S. production companies (compared
with 59 percent of all film starts, domestic plus
foreign). Finally, some unknown fraction of the
costs of foreign film starts by U.S. firms will
be incurred in the United States—e.g., some
salaries.

ments estimates. While the United States has
run an estimated annual surplus of at least $0,5
billion and possibly in excess of $1.5 billion in
the film rental and distribution segment of the
industry, some of this will be offset by foreign
production expenditures. Overall, the balance
of payments in the motion picture industry has
probably been on the order of a $1 billion sur-
plus annually.

Geographic Distribution of Foreign Revenues

The MPAA ranks the 10 largest markets for
U.S. motion pictures in this order: Japan, Can-
ada, France, West Germany, the United King-
dom, Italy, Spain, Australia, Mexico, and
Sweden. Variety’s summary of the geographic
distribution of rental receipts for major U.S.
distributors puts Canada in first place, however,
with 17 percent of foreign rentals, followed by
Japan at 12 percent, France at 11 percent, and
West Germany at 7 percent.

Balance of Payments in Motion Pictures

The uncertainties in overseas production ex-
penditures carry over to the balance of pay-

COMPUTER SOFTWARE

Companies in this industry develop, produce,
maintain, and upgrade software on both a cus-
tom and packaged basis. OTA includes the soft-
ware content of turnkey systems, along with
the software revenues of firms that manufac-
ture hardware. Data processing, database, and
other information services and computer serv-
ices have been excluded (see sections on “Data
Processing” and “Information Services”).

Domestic Industry

In part because hardware manufacturers sell
so much software—more than 4 billion dollars’
worth for IBM alone in 1985—there are no offi-
cial government figures on the size of the in-
dustry or the size of the U.S. market, World-
wide, 1985 software sales have been put at
perhaps $3o billion, with U.S. suppliers, includ-
ing the foreign affiliates of American firms, tak-

ing about 70 percent of the total, or $21 billion.
The Commerce Department estimates that the
sales of American firms broke down as follows:
packaged programs, $14 billion; custom soft-
ware, about $4 billion; and systems integration,
perhaps $3.5 billion. By type of firm, the mar-
ket divides roughly as follows: hardware man-
ufacturers and independent software produc-
ers, each 40 percent, and systems integrators,
20 percent,

Estimated total employment in the U.S. indus-
try was 508,000 as of mid-1985, excluding sys-
tems analysts and self-employed programmers,

Measuring Foreign Activity in Software

Hardware manufacturers and systems inte-
grators provide a great deal of computer soft-
ware bundled with hardware, making it diffi-
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cult to estimate software revenues. When the
software does not carry a separate price, but
is included in the system price, the value of soft-
ware exports must be approximated. Such ap-
proximations tend to be crude—e.g., based on
rules of thumb for the fraction of system cost
or price that can be attributed to software as
a function of the size of the system (software
tends to represent a greater fraction of system
cost for large machines).

Structure and Nature of Industry Practices
Internationally

Sixty percent of firms responding to the 1984
International Software Survey of the Computer
Software and Services Industry Association
(still known as ADAPSO) reported foreign rev-
enues. As table 47 shows, many of the smaller
companies in this industry do business inter-
nationally as well as in the United States.
Among the firms surveyed with international
operations, 71 percent maintained a presence
in the United Kingdom, followed by Canada
and Australia (both 59 percent), France (56 per-
cent), and West Germany (49 percent). The
ADAPSO survey also indicated that 8 percent
of these firms marketed software abroad exclu-
sively through subsidiaries, 38 percent through
agents or distributors, with 54 percent using
both methods. Distribution patterns and type
of foreign presence vary with country. For in-
stance, of the firms surveyed with a presence
in West Germany, 55 percent maintained sub-
sidiaries. In Japan, the corresponding figure

Table 47.—U.S. Software Firms With
International Sales, 1984

Size of firm Number of firms Percent with
by 1983 sales surveyed international sales

<$5 million . . . . . . . . 80 (70%) 49 ”/0
$5 to $20 million . . . . 19 (17%) 75 ”/0
$20 to $50 million . . . 6 (5°/0) 100 ”/0
>$50 million . . . . . . . 9 (8°/0) 100 ”/0— —
Overall . . . . . . . . . . . . 114 (100°/0) 610/’0

SOURCE “lnternatlonal Software Survey, ” Association of Data Processing Serv-
ice Organizations, July 1984

was only 23 percent (table 48); 80 percent of
American firms with a presence in Japan had
agents’ or distributors’ offices.

Foreign Revenues in Software

OTA’s estimates, table 49, suggest that per-
haps 30 to 40 percent of total foreign revenues
of U.S. firms result from direct exports, with
the rest accounted for by sales through affili-
ates. While there are no data on the Nation’s
software imports, analysts agree that the United
States maintains a healthy surplus of exports
over imports. American firms do, however, im-
port some of the software that they sell in the
U.S. market from their overseas affiliates; many
develop some of their software overseas, and
they may also produce multiple copies of soft-
ware developed in the United States in offshore
facilities, According to the direct investment
surveys of the Commerce Department, hard-
ware firms have been most active in importing
software from affiliates; sales to the United

Table 48.–Type of Foreign Presence for U.S. Software Firms, 1984
(as percentage of all U.S. software firms operating in each country)

Company-owned Agents’ or distributors’ Other
subsidiaries offices organizational forms

West Germany . . . . . . . . . . . 550/0 47 ”/0 30/0
Benelux . . . . . . . . . . . . . . . . . 50 50 4
Canada . . . . . . . . . . . . . . . . . 46 39 15
United Kingdom . . . . . . . . . . 43 51 8
France . . . . . . . . . . . . . . . . . . 41 61 5
New Zealand. . . . . . . . . . . . . 35 65 4
Australia . . . . . . . . . . . . . . . . 24 63 NA
Japan. . . . . . . . . . . . . . . . . . . 23 80 4
Italy . . . . . . . . . . . . . . . . . . . . 16 84 3
South Africa . . . . . . . . . . . . . 12 85 4
NA = not available
NOTE’ Country totals may exceed 100°/0 due to multlple presence of firms

SOURCE “International Software Survey, ” Assoclatlon  of Data Processing Sewice  Organizations, July 1984
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Table 49.—Foreign Revenues in Computer Software (billions of dollars)

1982 1983 1984

Foreign revenues of U.S. firms:
Direct exports (excluding turnkey systems) . $1.4 $2.2
Direct exports (turnkey systems) . . . . . . . . . . . 0.2-0.3 0.3-0.4
Affiliate salesa . . . . . . . . . . . . . . . . . . . . . . . . . 3.0-4.1 3.2-4.4

Software firms . . . . . . . . . . . . . . . . . . . . . . . . 0.2-0.8 0.2-0.8
Hardware firms, . . . . . . . . . . . . . . . . . . . . 2.8-3.3 3.0-3.6

$4.6-5.8 $5.7-7.0

U.S. revenues of foreign firms:
Direct imports . . . . . . . . . . . . . . . . . . . . . . . . . . $0.0-1.7 $0.0-2.2
Affiliate sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0-0.2 0.0-0.2

$0.0-1.9 $0.0-2.4

$2.4
0.4-0.5
3.4-4.7
0.2-0.8
3.2-3.9

$6.2-7.6

$0.0-2.7
NA

NA = not available
aAfffllate sales for other computer servtce ftrms were Included with data Processing industry totals
NOTE Totals may not add due to rounding

SOURCE Off Ice of Technology Assessment

States by overseas software affiliates were less
than $100 million in both 1982 and 1983.

Balance of Payments in Computer Software

Based on the estimates in table 49, it seems
clear that the United States ran a surplus in the
software account that may have approached
$3 billion in 1984,

Geographic Distribution of Foreign Activity

Europe has been by far the largest market for
U.S. software exports. Only the United States,

Japan, and Western Europe have large installed
bases of computer hardware at this time, with
the Japanese market hard to penetrate. While
BEA’s FDI surveys do not provide data on soft-
ware itself, results for Computer and Data Proc-
essing Service affiliates, which include software
affiliates, suggest the likely patterns: Europe,
74 percent of all affiliate sales; Canada, 10 per-
cent; other, 16 percent. Because of IBM’s large
market share, Commerce cannot reveal infor-
mation on sales by region for affiliates of hard-
ware companies.

TELECOMMUNICATIONS

In most countries, telecommunications serv-
ices—notably, telephone networks—fall into the
public sector. While a few other countries have
begun to follow the U.S. lead by deregulating
some aspects of access to public switched
telecommunications networks and/or public
data networks, in most cases control remains
with government-run “postal, telephone, and
telegraph” (PTT) authorities, Value-added net-
works that include provision of telecommuni-
cations services (e. g., TYMNET) have been in-
cluded under “Information Services” rather
than in this section. In general, however, the
telecommunications infrastructure can carry
both voice and data communications; the lat-
ter, of course, have been growing rapidly in re-
cent years, forcing changes in regulatory re-
gimes as well as in network equipment,

Domestic Industry

Domestic telecommunications revenues have
by now grown well beyond $100 billion; the
Commerce Department’s estimated 1984 reve-
nues for the traditional telephone and telegraph
carriers alone comes to $98.5 billion (table 50).
Of the 1984 total, domestic revenues repre-
sented $95.7 billion and international revenues
$2.8 billion. The Commerce Department figure
for international revenues includes payments
to U.S. carriers by American customers on out-
going international calls, as well as access pay-
ments by foreign carriers on incoming calls.
According to the definitions adopted by OTA
in this report, the former are purely domestic
transactions, even though the communication
is international in nature, because both buyer
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Table 50.—U.S. Telecommunication Industry
Revenues by Market Segment

1984 revenues
(billions of dollars)

Traditional common carriers:
Domestic service . . . . . . . . . . . . . . . . $95.7
International service . . . . . . . . . . . . . 2.8

Long-distance carriers . . . . . . . . . . . . . 2.6
Radio common carriers . . . . . . . . . . . . . 0.7
Value-added carriers . . . . . . . . . . . . . . . 0.2
Other operating carriers . . . . . . . . . . . . 0.1
Domestic satellite companies . . . . . . . 0.6
Interconnect services . . . . . . . . . . . . . . 0.6

$103.2
NOTE’ Total does not add due to rounding
SOURCE 1985 U S Industrial Outlook (Washington, DC: U.S Department of Com-

merce, January 1985), pp 31.3,4.

and seller are U.S. residents. Thus the figures
presented below for foreign revenues and bal-
ance of payments impact differ from those pre-
sented as “international revenues” by the De-
partment of Commerce.

International revenues have been growing
rapidly; the Commerce Department has pre-
dicted that domestic revenues will increase by
6.8 percent in 1986, while international reve-
nues will increase by 12.5 percent. Domes-
tically, new and growing segments of the mar-
ket such as mobile radio phone services,
packet-switched data communications, special-
ized long-distance carriers and domestic sat-
ellite companies accounted for about $4.7 bil-
lion of revenues in 1984–table 50.

U.S. telecommunications service firms em-
ployed some 986,000 Americans in 1984.

Measuring Foreign Activity in
Telecommunications Services

International telecommunications services
over the public network are provided jointly
by carriers in the originating and receiving
countries, with the carrier in the originating
country paying an access fee to the receiving
carrier. Thus, the fee paid by the customer to
a U.S. carrier on a voice or message transmis-
sion out of the United States actually involves
two transactions. The first is domestic, between

U.S. customer and U.S. carrier. It can be
thought of as the fee for carrying the message
to the border. The second transaction can be
viewed as taking place between the U.S. cus-
tomer and the foreign carrier in the country
where the message terminates, with the U.S.
carrier acting as intermediary. The U.S. car-
rier remits a portion of the fee charged the cus-
tomer as an access charge paid to the foreign
carrier. When the transmission passes through
intermediate countries, as many do, the billings
reflect this. In 1983, then, U.S. telephone car-
riers collected $2.3 billion from U.S. overseas
callers, of which they retained about $600 mil-
lion and passed on $1.7 billion in access pay-
ments to foreign carriers. Similarly, foreign car-
riers remitted $0.9 billion to the United States
for access on incoming calls.

Particularly where PTTs continue to control
the infrastructure, tariffs for telecommunica-
tions services may not reflect the prices that
market transactions would set. For example,
subsidized service for residential customers has
been common in many parts of the world. Fur-
thermore, no standard method exists for assign-
ing value to services provided through the pri-
vate networks that some large multinational
companies have established; such transactions
are only partially covered in the revenue esti-
mates below. The balance of payments figures
compiled by the Department of Commerce and
utilized in OTA’s estimates include payments
to INTELSAT for leased satellite channels, but
there are no data on services provided over pri-
vately owned and operated networks.

Structure and Nature of Industry Practices
Internationally

As noted above, outgoing voice and data com-
munications over the public network require
payments for access by the U.S. carrier. Like-
wise, incoming transmissions generate receipts
from foreign carriers. Table 51 summarizes
Federal Communications Commission data for
1983, the most recent year available.
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Table 51 .—U.S. International Telephone and Telegraph Communications, 1983a

Number U.S. revenues Foreign payouts
(millions) (millions of dollars) (millions of dollars)

Communications originating in the United States:
Telephone. . . . . . . . . . . . . . . 219.9 $ 608.6 $1,730.5
Telegraph (message) . . . . . . 4.9 16.0 38.3
Telegraph (telex) . . . . . . . . . 69.6 183.2 196.2

294.4 $ 807.8 $1,965.0

Communications terminating in the United States:
Telephone. . . . . . . . . . . . . . . 178.8 $ 930.6
Telegraph (message) 3.4 10.4
Telegraph (telex) . . . . . . . . . 64.8 202.3

247.0 $1,143.3
aExcludes telegraph private line revenues and telephone and telegraph transited Communications (communications neither
originatlng nor terminating tn the United States)

SOURCE Stat/st/cs  of  CornrnunICafiOm  Common Carriers Year Ended December 1983 (Washington. DC Federal Communl.
cations Commlsslon.  no date), pp 27, 167, 170

Foreign Revenues in
Telecommunications Services

The direct export and import data in table
52 represent access receipts and payments on
international calls, as well as U.S. payments
to INTELSAT for leasing of satellite channels.
As the table indicates, direct exports of telecom-
munications services and sales of the foreign
affiliates of U.S. firms were roughly compara-
ble in magnitude in 1982 and 1983, the most
recent years for which data are available.

Balance of Payments in
Telecommunications Services

Based on OTA’s estimates, table 52, the United
States ran an estimated deficit in telecommuni-
cations services of $0.8 to $1.1 billion annually
between 1982 and 1984, excluding any balance
of payments impacts of communications over
private networks. With rates varying greatly in
different countries, balance of payments figures
depend heavily on tariff structures and access
charges as well as on the volume of traffic.
Differentials for inbound and outbound calls
have started to diminish as foreign PTTs have
begun to reduce their charges in the wake of
U.S. deregulation.

Geographic Distribution of Foreign Revenues

Table 53 summarizes the revenues of U.S. car-
riers on incoming voice and message communi-
cations by region for 1983, the most recent year
for which such information is available, with
payments data in table 54. In dollar terms, in-
coming transmissions from Europe accounted
for 43 percent of telephone revenues and 31
percent of telex revenues, but only 35 percent
of total payments on outgoing voice transmis-
sions and 25 percent for message transmissions,
Comparing the two tables shows that the United
States has been in a deficit position with all re-

Table 52.—Foreign Revenues in Telecommunications
Services (billions of dollars)

1982 1983 1984

Foreign revenues of U.S. firms:
Direct exports . . . . . . . . . . . . . . $1.1 $1.3 $1.3
Affiliate sales . . . . . . . . . . . . . . 1.2 1.3 NA

Majority-owned . . . . . . . . . . . 0.2 NA NA
Minority-owned . . . . . . . . . . . 1,0 NA NA

$2.3 $2.6

U.S. revenues of foreign firms:
Direct imports . . . . . . . . . . . . . . $1.9 $2.0 $2.4
Affiliate sales . . . . . . . . . . . . . . 0.2 0.0-0.6 NA

$2.1 $2.0-2.6
NA = not available

SOURCE Office of Technology Assessment
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gions on international telephone transmissions,
a result of both the higher volume of outgoing
calls and higher per-call payouts. A similar def-

Table 53.—U.S. Revenues for International Voice
and Message Communications Terminating in

the United States, 1983 (millions of dollars)

Telegraph

Telephone Message Telex

Europe . . . . . . . . . . . . $395.5
Africa . . . . . . . . . . . . . 44.4
Middle East . . . . . . . . 89.4
West Indies . . . . . . . . 95.4
Central America . . . . 27.5
South America . . . . . 85.0
Asia/Pacific . . . . . . . . 187.7

$ 4 . 2
0.6
0.4
0.4
0.2
0.9
3.0

$930.6 $10.4

$61.2
10.7
17.1

5.5
5.6

29.5
71.0

$202.3
NOTES: Totals do not add because of data adjustments unspecified in original

source. AsiaJPacific  figures include Hawaii/mainland communications

SOURCE” Sfatlstics of Communications Common Carriers Year Ended Decem.
ber  1983  (Washington, DC  Federal Communications Commission, no
date), pp. 24.27, 164-170

icit holds with all regions except Europe for
telegraph transmissions.

Table 54.—U.S. Payments to Foreign Carriers on
International Voice and Message Transmissions

Originating in the United States, 1983
(millions of dollars)

TRANSPORTATION

The international transportation accounts—
primarily charges for moving people and goods
between nations—also include support services
such as warehousing and port charges, By
value, air passenger travel and ocean freight
shipping greatly exceed other modes of inter-
national transportation. Among the remnants
of the cruise fleet, no more than an occasional
ship still flies a U.S. flag. Air freight has been
growing steadily, however—most of it moving
in the same planes that carry people. A few
firms—Flying Tigers, for one—specialize in in-
ternational air freight, but the passenger air-
lines, which already have the necessary foreign
presence, take most of the business. For an in-
dication of the scope for combining passenger
and freight operations, note that a Boeing 747
with a full load of passengers has as much re-
sidual freight capacity as a 707 devoted entirely
to cargo. Not only is land transport—e,g., by
car, truck, train, or pipeline between the United
States and Canada or Mexico—small in value
terms, but it is conceptually difficult to capture
as a trade flow.

Telegraph

Telephone Message Telex

Europe . . . . . . . . . . . . $ 595.9 $ 9 . 3 $48.4
Africa . . . . . . . . . . . . . 51.8 1.7 10.6
Middle East . . . . . . . . 157.5 0.6 17.1
West Indies . . . . . . . . 180.2 2.3 6.2
Central America . . . . 67.6 1.3 6.3
South America . . . . . 208.9 3.7 29.4
North America. . . . . . 57.5 0.1 2.8
Asia/Pacific . . . . . . . . 404.7 13.9 74.5

$1.730.5 $38.3 $196.2
NOTE Totals do not add because of data adjustments unspecified in original

source AsidPacific figures include Hawaii  North America  figures include
Alaska.

SOURCE  Sfafistics of Commun/catfons  Common Carriers Year Ended Decem-
ber 1983 (Washington, DC’ Federal Communications Commission, no
date), pp 24.27, 164-170

Domestic Industry

Table 55 summarizes total operating revenues
for selected segments of the U.S. transporta-
tion services industry. Figure 30 gives the break-

Table 55.—U.S. Transportation Services Revenues
(billions of dollars)

1982 1983 1984
Railroads ... ... ... ... ... ... $ 27.5 $ 26.7 $ 29.5
Water transport . . . . . . . . . . . . . 15.0 15.9 NA
Trucking . . . . . . . . . . . . . . . . . . . 177.7 188.5 208.3
Airlines . . . . . . . . . . . . . . . . . . . . 36.4 39.0 43.8
Pipelines . . . . . . . . . . . . . . . . . . 63.7 61.9 NA
Public warehousing . . . . . . . . . 3.0 NA NA
Arrangement of passenger

transportation . . . . . . . . . . . . 4.2 NA NA

$327.5
NA = not available

SOURCES Railroads, trucking: 1986 /rrdustr~a/ Out/oo/r  (Washington, DC U S.
Department of Commerce, January 1986), pp 55-4, 55-8; Water trans.
port, pipelines; National Transportation  Stat/sfics  (Washington, DC
U S Department of Transportation, Research and Special Programs
Administration, June 1985), pp 34,40-41, Airtines:  Air Trarrspofi  1985:
The Annual Report of the US Scheduled Airline /rrdustry  (Washing-
ton, DC  A!r Transport Association of Amertca,  no date); and Public
warehousing, arrangement of paasenger transportation: 1982 Census
of Serwce  /ndustries:  Misce//aneous  Subjects (Washington, DC U S.
Department of Commerce, Bureau of the Census, December 1985),
p 145, 152



Figure 30.— U.S. Transportation
(billions of dollars)
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SOURCES Railroads, trucking— 1986 U S lndustr~al  Outlook  (Washington, DC
Department of Commerce, International Trade Adm!nlstration,  Janu.
ary 1986), pp 55-4, 5543 Water transport, pipelines — iVa~fo~al Trans.
portaf~on  Statmt~cs (Washington, DC Department of Transportation,
Research and Special Programs Admlnlstrat{on,  June 1985). PP 34,
4041, Airlines–A~r  Transport 1985 The Annual  Report  of  the U S
Schedu/ed  A/r//ne  Industry  (Washington, DC Alr Transport Assoc!a-
tton of America, no date), Public warehousing, arrangement of pas.
senger transportation — 1982 Census of Serv/ce Indus  fr~es Mwce/.
/aneous  Subjects (Washington DC Department of Commerce Bureau
of the Census December 1985), pp 145, 152

down by market segment for 1982, the most re-
cent year for which data covering all modes
are available. In both table and figure, water
and air transport include international as well
as domestic revenues of U.S. carriers.

Measuring Foreign Activity in
Transportation Services

By convention, the nationality of the passen-
ger, and the nationality of the importer in the
case of freight, define whether international
transportation counts as import, export, or do-
mestic transaction for a particular nation. The
fare payment of an American flying to Europe
on a U.S. carrier represents a domestic trans-
action, even though the travel is international.
A similar flight on a European carrier counts
as a U.S. import of transportation services. Like-
wise, when a U.S. flag carrier brings imported
goods to the United States, the shipping charges
represent a domestic transaction. Transporta-
tion imports occur, not only when foreign car-
riers transport U.S. passengers or U.S. imported
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goods, but when U.S. carriers pay for foreign
port services. Transportation exports occur
when U.S. carriers transport foreign passen-
gers or U.S. exported goods, and when foreign
carriers purchase U.S. port services,

Structure and Nature of Industry Practices
Internationally

A wide range of trade barriers restrict inter-
national passenger and freight transportation.
Both air and ocean travel are governed by a
maze of national laws and intergovernmental
agreements, some imposed by national govern-
ments primarily for domestic purposes, others
with no other purpose than the restriction of
trade,

Air travel and tourism depend on one another
in obvious ways: air passenger transportation,
notwithstanding the discount fares pioneered
by carriers like Laker, remains costly. When
fares go down, tourism goes up. Low-cost routes
can bolster tourism revenues. Cheap fares to
London engender cheap fares to the continent.
Because the United States is an affluent nation,
and traditionally a large net importer of tour-
ism (and business travel), the U.S. balance of
payments normally shows a substantial defi-
cit on air passenger travel.

American companies compete in interna-
tional transportation markets through owner-
ship of foreign firms, as well as direct trade.

1, Waterborne Transport.—Many countries
have protected their merchant shipping fleets
from foreign competition through “cabotage
laws,” exemplified by the Jones Act in the
United States, with its national defense ra-
tionale.15  While preserving some markets for
U.S. carriers, the Jones Act not only forces
U.S. companies shipping in coastal water-
ways to pay higher rates than the market
would set, it places similar burdens on busi-

15 Ssection 27 of the  Merchant Marine AC t of ] 92(), kn o~~’ n as

the Jones Act, requires that all domestic shipping (i. e., from one
U.S. port to another] mo~re by U.S.-flag k’essels,  built in the United
States and crewed  b} Americans. See An Assessment of ,41ari-
time Trfide and Technologjr  (Washington, DC: Office of Te{:h -
nolo~y Assessment, October 1983), pp. 163-168, and also ap[).
H, which summarizes the cargo policies of other nations.



nesses in Alaska, Hawaii, and Puerto Rico.
Although the disparity between U.S.-flag
rates and those of foreign-flag ships has de-
clined over the past few years, the cost
differentials remain substantial. For exam-
ple, lumber shipped from Oregon to the East
Coast on U.S.-flag vessels becomes signifi-
cantly more expensive than Canadian lum-
ber shipped from Vancouver under a foreign
flag.

Shipping companies must maintain a for-
eign presence wherever they expect to com-
pete, but in most countries an agency will
serve as well as an affiliate. American firms
often participate in international maritime
markets through ownership or control of flag-
of-convenience or other foreign shipping
operations. The 155 shipping affiliates of
American companies had total revenues of
$2.4 billion in 1983, while 33 foreign-owned
shipping concerns in the United States had
sales of only $0.9 billion. Plainly, the U. S.-
controlled share of the international shipping
market is considerably greater than indicated
by U.S.-flag shipping.

2. Air Transport. —Until recently, negotiated
bilateral agreements covered almost all in-
ternational air travel. By controlling fare
structures and the exchange of routes, gov-
ernments sought to shield their country’s
airlines—many of them nationalized—from
competition. Although employees of the U.S.
Government, and many foreign govern-
ments, must still use domestic airlines on in-
ternational routes, flights between the United
States and Europe have been largely deregu-
lated, Intra-European routes remain well-
protected, while competition on routes from
the United States to the Far East remains
notably less intense than for trans-Atlantic
flights.

As in ocean shipping, many U.S. air car-
riers have invested in overseas affiliates. In
1982, nine U.S. air transport firms, with a
combined share of the American market ex-
ceeding 50 percent, controlled a total of 71
foreign affiliates (including affiliates in other
industries).

Whether or not they have affiliates, pas-
senger airlines that fly internationally gen-

3,

erally maintain a foreign presence to supple-
ment the local travel agents in the countries
they serve. Most operate their own market-
ing and booking offices in major cities to pro-
vide information, sell tickets, service travel
agents, and undertake advertising and pro-
motional campaigns. Air carriers must also
maintain facilities at foreign airports for han-
dling passenger traffic, baggage and freight,
and for cleaning and maintaining planes. In
some cases, they purchase these services
from a local company, typically a domestic
airline, but most major carriers prefer to use
their own personnel to maintain service
levels. Many of these employees will be hired
locally, with some on assignment from the
home country; salaries for the latter come
under the port expenditures category.
Land-Based Transport.—The inland freight
balance between the United States and Can-
ada was near zero in 1984, with receipts of
slightly over $1 billion in each direction. Data
on the balance with Mexico are not available,
but total receipts in each direction came to
less than $1 billion. U.S. FDI holdings in for-
eign rail operations are negligible, while U.S.
rail operations under foreign ownership had
total receipts of $0.7 billion in 1983, less than
3 percent of the market.

Foreign Revenues in Transportation Services

Table 56 summarizes foreign revenues of U.S.
transport carriers and U.S. revenues of foreign
carriers. As table 56 indicates, direct exports
made up somewhat more than half of foreign
revenues. Direct exports were more important
for the U.S. revenues of foreign firms, constitut-
ing about 80 percent of the total.

Balance of Payments in
Transportation Services

As the estimates in table 56 show, the U.S.
deficit in passenger and freight transportation
services has been growing, reaching about $4.3
billion in 1984, well above the previous 2 years’
figures. The deficit in the freight transport ac-
count grew from $2.4 billion in 1982 to $5,2
billion in 1984; the passenger transport account
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Table 56. —Foreign Revenues in Transportation
Services (billions of dollars)

1982

Foreign revenues of U.S. firms:
Direct exports:

Freight a . . . . . . . . . . . . . $ 5.1
Passenger . . . . ... . 3,2
Port services ., ., . 7.8
O t h e r  . . . . . , . .  0 . 6

Subtotal . . . . . . . .  16.7

Affiliate salesb ................ 13.5

$30.2

U.S. revenues of foreign firms:
Direct imports:

Freight a ., . . . . . . . $ 7,5
Passenger ., ., ... 4.8
Port services . . ... . . 4.7

Other. . . . ., . . . 0.7
Subtotal . . . . . . . . . . . . 17.7

Affiliate sales . . . . . . . 4.8

$22.5—
NA not available
NOTE Totals may not add due to rounding
aExclude5  u S IMexlco  Inland  freight

1983

$ 5.5
3.0
8.0
0.6

17,1
10.9

$28.1

$ 8,2
5.5
4.6
0,8

19.1

5.1

$24.2

1984

$ 5.6
3.0
9.3
0.6

18.5
NA

$10.8
6.5
4.7
0.8

22,8

NA

blncludes transportation service sales of nontransportatlon affiliates

SOURCE Office of Technology Assessment

deficit increased from $1.6 billion to $3,5 bil-
lion over the same period. These were offset
to some extent by an increase in the port serv-
ices surplus, from $3.1 billion to $4.6 billion,
over 1982 to 1984.

Table 57.—Geographic Distribution of U.S.
Direct Trade in Transportation Services, 1984

(billions of dollars)

Net
Receipts Payments receipts

Japan . . . . . . . . . . . . $2.8 $2.7 $ 0.1
Canada . . . . . . . . . . . . 2.6 2,3 0.4
Western Europe . . . . 5.4 9.7 –4,3
ANZSA a . . . . . . . . . . . 0.7 0.7 —
Latin America . . . . . . 2.2 2,4 –0.2
Africa/Asia . . . . . . . . . 3.8 3.6 0.2
Other/unallocated . . . 1.1 1.4 –0.3

$18.5 $22.8 $–4.3 —
aAustralia, New Zealand, and South Africa
NOTE Totals may not add due to rounding

SOURCE C L Bach, ‘U S International Transact Ions Fourth Quarter and Year
1984, ” Survey of Current Business March 1985, pp 29-58

Figure 31.– Net U.S. International Transportation Transactions, 1984
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Figure 32.— U.S. Revenues of Foreign Transportation
Firms, 1983
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summarizes the geographic distri-
bution of direct imports and exports of trans-
portation services for 1984, with figure 31 show-
ing net exports by region. The magnitude of
the total transport deficit in 1984 almost exactly
equaled the $4,3 billion deficit with Western
Europe; the United States ran a rough balance
with the rest of the world.

Figure 32 gives the distribution of revenues
for foreign affiliates in the United States dur-
ing 1983, the most recent year available. Com-
parison with the direct import figures, also
given in the chart, shows that imports con-
stituted the bulk of the U.S. revenues of Japa-
nese, Canadian, and European firms. Firms in
these countries, combined, accounted for
roughly two-thirds of direct imports and 84 per-
cent of affiliate sales in the U.S. market.

Direct imports Sales of U.S.
aff i I iates

SOURCES Direct sales—C L Bach, “U S International Transactions, Fourth
Quarter and Year 1983, ” Survey  of Currenf  Bus/ness,  March 1984, PP

38436 Affiliate salea—Foreign  Direct  )rrvestrnenf  In the Unlfed  Sfafes
Operatforrs  of U S Affiliates ot Foreign CornPan(es, l+el~rrtinary  1983
Estfrrrates  (Washington, DC” Department of Commerce. Bureau of
Economic Analys!s,  December 1985).

TRAVEL

Trade in travel services takes place when
Americans spend money while visiting another
country, or when foreigners come here. Ex-
penditures for transportation between the coun-
tries go into that account, but travel by tourists
within a country becomes an item in the travel
service category, along with food, lodging, and
any goods purchased. Rather than represent-
ing a single service, travel-related expenditures
encompass a broad range of items; the account
registers spending by business travelers, stu-
dents, and those seeking health care, as well
as vacationers. Because the category is re-
stricted to direct expenditures of travelers,
sales of travel-related services by U.S. affiliates
abroad are not included here, but under the spe-

cific service (e. g., franchised hotels and car
rental agencies).

Domestic Industry

The U.S. Travel Data Center estimates domes-
tic expenditures for travel-related services at
$230 billion for 1984, including both foreign
travelers in the United States and spending by
U.S. residents traveling domestically. The cor-
responding figures for 1982 and 1983 were $198
billion and $21o billion, respectively.

Related employment has been estimated at
4,7 million for 1982, The U.S. Travel and Tour-
ism Administration estimated in 1983 that
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313,000 American jobs depended on the ex-
penditures of foreign visitors to the United
States.

Measuring Foreign Activity in Travel Services

Sample surveys of travelers entering and leav-
ing the United States form the basis for esti-
mates of imports and exports of travel and
tourism expenditures. In 1983, USTTA began
conducting in-flight surveys of air travelers,
with questions on purpose of trip, destination,
average expenditures, and other related infor-
mation; these surveys are far more comprehen-
sive in coverage than the BEA surveys dis-
tributed by the Customs Service (ch. 3). The
primary limitation of the USTTA surveys,
which cover only air travel, is that they pro-
vide little useful information on travel between
the United States and Canada or Mexico.

Structure and Nature of Industry Practices
Internationally

On a yearly basis, U.S. residents traveling
abroad typically outnumber foreign residents
coming to the United States. As a result, the
United States typically runs a deficit in the
travel portion of the current account. This is
true even though average per-trip expenditures
for foreign visitors to the United States in re-
cent years have exceeded those of U.S. travelers
abroad—primarily an exchange rate phenome-
non, given the decline in average dollar-denomi-
nated expenditures of U.S. travelers overseas
from 1983 to 1984. As this suggests, interna-
tional tourism expenditures, and especially the
trade balance figures, depend sensitively on
inflation-adjusted rates of exchange, as well as
on income levels and air fares. Recent economic
troubles in Mexico illustrate the point: in 1981
and 1982, Mexicans spent more than $3 billion
annually in the United States, but in 1983 and
1984 the totals fell below $2 billion. In contrast,
U.S. travelers to nonborder regions of Mexico
spent $1.6 billion in 1984, compared with just
over $1 billion for the preceding year, These
shifts resulted primarily from falling real in-
comes and high levels of inflation in Mexico,
making travel in the United States much more

expensive for Mexicans; meanwhile, travel to
Mexico became relatively cheaper for Americans.

Figure 33 summarizes the findings of USTTA
in-flight surveys by purpose of trip. The results
suggest that foreign travel to the United States
is somewhat more likely to be for business pur-
poses, with the greater portion of U.S. travel
abroad for pleasure. Of course, many trips have
multiple purposes—e. g., combined business
and pleasure—thus it is difficult to categorize
expenditures by purpose of trip.

Figure 34 illustrates how foreign visitors to
the United States spend their money, on the
average. While there are no comparable data
for U.S. travelers abroad, the allocation is prob-
ably not greatly different.

Balance of Payments in Travel Services

Table 58 summarizes the estimated impact
of travel services. The United States ran a sur-
plus of about $2 billion in the travel account
in 1982, only to see that replaced by deficits
of $1.7 billion in 1983 and $2.7 billion in 1984—a
further indication of the sensitivity of tourism
expenditures to factors such as exchange rates.
As the dollar rose—and air fares dropped—the
number of Americans traveling abroad rose
from 8.5 million in 1982 to over 12 million in
1984. U.S. expenditures overseas increased by
$2 billion, while the expenditures of overseas
travelers to the United States fell by an esti-
mated $1.3 billion. The average expenditures
of foreign visitors apparently changed little, but
the number declined from 8.8 million to 7.5 mil-
lion, The size of the travel deficit would have
been even greater had not the average per trip
expenditures of U.S. travelers overseas declined
significantly. Over the 1982-84 period, the U.S.
deficit on passenger fares likewise grew from
$1.6 billion to $3.5 billion.

Geographic Distribution of Foreign Revenues

Table 59 shows travel-related receipts and
payments for 1984 by region. Europe has ac-
counted for the largest share of both receipts
and payments. As figure 35 indicates, in 1984
the United States ran a travel surplus of over
$800 million with the Far East (principally Ja-



100

Figure 33.–lnternational Travel by Purpose of Trip, 1984
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Figure 34. —U.S. Expenditures
Visitors, 1984
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pan), about $7OO million with Canada, and a
smaller surplus with South and Central Amer-
ica (excluding Mexico). The deficits with Mex-
ico ($1.7 billion) and the Caribbean ($I.6 bil-
lion) exceeded those with Europe (nearly $1.4
billion).

Table 58.—Balance of Payments in Travel Services
(billions of dollars)

1982 1983 1984

U.S. receipts for travel services ., . $15.7
Travelers f rom overseas.  .  .  .  .  .  10.0
Travelers f rom Canada .  .  .  .  .  . 2,6
Travelers from Mexico . . . . . . . . . . 3.1

U.S. payments for travel services .. .$13,7
U . S .  t r a v e l e r s  o v e r s e a s .  .  . 8.4
U.S. travelers to Canada . . . . . . . 1.9
U.S. travelers to Mexico . . . . . . . . 3.3

NOTE Totals may not add due to rounding

SOURCE Office of Technology Assessment

Figure 35. —U.S. Travel Surplus or Deficit by Region, 1984
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Commerce U S Travel and Tourism Administration, no date, “ln.Flight Survey of International Alr  Travelers Profile of U S Residents Traveling to Overseas
Destinations January December 1984, ” Department of Commerce, U S Travel and Tourism Adm!n!stratlon,  no date and J E Bolyard  ‘International Travel
and Passenger Fares, 1984. ” Survey of  Current Business  May 1985, pp 14.17
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Table 59.–U.S. Travel Receipts and Payments by Region, 1984

Receipts Payments

Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 24.77, 27.3%
Canada . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22.7 13.6
Far East . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16.5 12.5
Mexico . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13.8 22.8
South America . . . . . . . . . . . . . . . . . . . . . . . . . . . 7.0 5.9
Caribbean . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.7 8.9
Oceania . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.2 3.0
Middle East.... . . . . . . . . . . . . . . . . . . . . . . . . . . 3.2 3.0
Central America . . . . . . . . . . . . . . . . . . . . . . . . . . 2.5 1.8
Africa . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.3 1.2

100.O% 100.O%
NOTE” Totals may not add due to rounding

SOURCES Computed from data In “ln.FlightSurveyof international Air Travelers Profde  of Overseas Vlsitorsto theUS A
January-December 19&l,’’ US. Department of Commerce, Travel and Tourism Administration, no date; “ln.Flight
Survey of international Alr  TravelersProfileof U.S Residents Traveling to Overseas Destinations JanuaryDecember
1984,’’U.S  Department ofCommerce,Travel  and Tourism Admlnmtration,  nodate,  andJ E Bolyard,  ”lnternational
Travel and Passenger Fares, 1984,’’ Surveyof  Current  Bus/ness,  May 1985, pp 14-17

MISCELLANEOUS SERVICES

Here OTA includes direct trade and affiliate
sales in several services not covered elsewhere,
along with items which BEA has traditionally
included in the services account, although they
do not strictly represent trade in (nonfactor)
services. The totals in table 60 for direct exports
of miscellaneous services include BEA esti-
mates for the following: affiliated and un-
affiliated fees (excluding royalties and license
fees included under “Licensing”); expenditures
in the United States by foreign governments

Table 60.—Foreign Revenues in Miscellaneous
Services (billions of dollars)

1982 1983 1984

Foreign revenues of U. S.:
Direct exports . . . . . . $ 4.7
Affiliate sales . . . . . 5.5

$10.2
U.S. revenues of foreigners:
Direct imports . . .
Affi l iate sales . . . 2.8-3.5

$4.6-5.3

$ 5.3 $5.7
6.0 NA

$11.3

$ 1.9 $2.1
3.2 NA—

$ 5.1
NA = Not avatlable.

SOURCE Off Ice of Technology Assessment

and international organizations; receipts from
Canadian affiliate trade unions; miscellaneous
commissions; wages of U.S. residents abroad;
spending by temporary resident aliens; and
other private miscellaneous services. The di-
rect import totals include comparable items,
with minor exceptions.16 For affiliate sales, the
figures in table 60 include: agricultural serv-
ices; metal mining services; R&D and testing
laboratories; lodging; and employment agen-
cies and temporary help supply services.

The miscellaneous category does not include
estimates for a number of services on which
little or no information exists—most notably en-
tertainment services and training services.
These have not been included in OTA’s esti-
mates in this report; the overall impact of these
omissions on the balance of payments should
be small.

Iespecifica]ly,  the import tota]s  include fees (other than royal-
ties and license fees); payments to Canadian affiliate trade un-
ions; wages of temporar~’  resident aliens: expenditures of U.S.
residents ahroad;  and other p ri~rate  miscellaneous services.
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