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INTRODUCTION

International trade theory and policy have always been dominated

by trade in goods. Economics textbooks use goods to illustrate the
foperat1on of their theories and the principal multilateral instrument
of trade policy, the GATT, addresses itself almost exclusively to
trade in goods. It is now time to ask whether this state of affairs
still represents an adequate response ‘to the present reality of the
world economy.

Depending on the definitions adopted and the assumptions made about

the far from reliable statistics in question, world trade in services
would seem to have reached a level equivalent to about 25% of trade in
goods. Although a certain number of international obligations exist
for some particular service sectors and for certain groups of countries,
this enormous voLume of world trade is carried out very largely in an
environment in which governments are free to establish constraints on
trade as and when they see fit. 1In this situation it is hardly
surprising that voices should be raised asking whether the establishment
of a set of general multilateral rules designed to fac1t1tate trade

in services might not be appropr1ate. :

Much attention is devoted by analysts to the chang1ng pattern of trade
surpluses and deficits and their impact on the wor ld economy through
exchange rate changes, their effects on protect1on1st tendencies and

on structural adjustment. Yet this analysis is almost always conducted
on the basis of goods trade balances rather than on the more relevant
balance of trade in goods and services. Current work by.the IMF and
the OECD on estimating the major under-recording of world receipts from.
 services exports will hopefully contribute to making statistics on this
“wider balance more reliable and allow them to become a useful operat-
jonal tool of trade policy.

The structural adjustment of national economies which accompanies chang-
ing patterns of international trade has come to be seen as a key phenomenon
in the functioning of the world economy. In this context, the major
structural adjustment which took place in the past in 1ndustr1aL economies
was undoubtedly the shift of productive resources from agriculture to the
manufactur1ng sector and this has been reflected in the great growth of
trade in manufactures.

But in the Community, as in other industrial economies, this change has
long ago become overshadowed by the growth of the services sector. By 1981
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the share of the gross value added to the Commun1ty economy by

: manufactur1ng had shrunk to 25.5%, that of market services had
risen to 42.8%. During the years between 1973 and 1981, the
decrease in employment in the manufacturing sector of 4.1 million
was largely compensated by an increase of 3.5 million employed ‘in
market services. The international 1mpL1cat1ons of such a major
structural change deserve more attention in trade policy fora.

It is commonly accepted that during the post-war period expanding
international trade in goods has been an important motor of world
economic growth. By analogy, it is certainly worth wondering
whether efforts to stimulate services trade might not play a
similar rdle in the relaunching of growth in the world economy in
the years to come. ‘

Taken together, these considerations form a powerful argument for.

an increased emphasis on services trade in multilateral trade policy
fora such as the GATT. Certainly, the subject is difficult to study,
the available data on it leave much to be desired, (not for nothing
are services called "invisibles" and are correspondingly difficult

to keep track of statistically), and many service sectors have a
series of spec1aL characteristics of their own. But this is no
Longer suff1c1ent Just1f1cat1on for ignoring the 1ssues involved.

If trade poL1cy makers-are to cont1nue to influence the reality of
international economic affairs, a knowledge of the workings of
international trade in services will from now on be an essential
element in their expertise. It is for this reason that the European
Community and its Member States have been engaged in far-reaching
studies in this field. It-is our hope that they will contribute

to a reassessment by all countries of the rdle which services should
play in trade policy discussions in the future.

The study presented here is the first attempt by the Community to come
to grips with some of the problems posed by the need to understand
the international service economy and the way it interacts with:
domestic service economies. In Section II it presents an analysis of
the réle of services activities in the Community economy and of their
development over the last decade. Section III addresses itself to the
structure and development of the Community's external services trans-
actions. Section IV provides a summary of existing Community legis-
lation in the services field: 1t should, of course, be read in
conjunction with similar summaries of the Leg1stat1on of the Commun1ty S
individual Member States.

The main conclusion which the Community would wish to draw from its

-work on this study is that knowledge of the workings of the international
service economy is still insufficient. Considerable further multilateral
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work will be necessary to elucidate the current and potential rdle
of services in the world economy, to examine and to compare the
existing regulation of certain service sectors and its justification

in different -countries, and to draw conclusions as to the appropriate
jnternational policy reaction. .
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1.

THE ROLE OF SERVICE ACTIVITIES IN THE COMMUNITY ECONOMY

General

This chapter examines the role of service activﬁties in the Community
economy, and how their importance has changed over the past decade.

In particular it provides an assessment of

the development of the growth of output and labour productivity
in the service branches;

changes in employment by branch;

the contribution of services to gross fixed investment;

the rates of price and cost inflation observed in the service activities.

In the text attention is focussed on data for the branch groupings

market services and non-market services (largely public administration)
for the Community as a whole. However to enable appropriate comparisons

to be made, data are also provided for the branches manufactured products,
construction, and for the total of the Community economy.

pefinitions of the terms and symbols used in the tables are given in the
Annex. '

Output and productivity
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Table A, which sets down data for the contribution of gross value added,
by branch, to the total for the Community economy, for 1973 and 1981,
illustrates the changes in the pattern of output that have occurred.

Table A: Percentage contribution of selected branches to total gross
value added 1973 and 1981

Based on data at current prices %

: . EC 9 (D }
} 1973 | { 1981 :

w | Bl 5 !
Market services | 39.5 l 42.8
Non-market services l 12.6 { 14.8 { '
Building and construction’ | 7.8 | 6.8 |
Manufactured products } 29.9 l 25.5 l |
Total gross value added (TGVA) } 100.0 { 100.0 :

1) For a definition of the symbols used in this and subsequent tables
see Annex and in particular "Key to symbols used". In table A ECO
is the grouping B+DK+D+GR+F+I+L+NL+UK. :



Both market and non-market service branches 1ncreased their contr1but1on
to total gross value added "(TGVA) between 1973 and 1981, offsetting the
fall registered by manufactured products and construction goods.

"The change in the contr1but1ons of each branch to total gross value added
is also reflected in the growth rates of gross value added at constant
1975 prices by branch. These are set out in detail in table B. '

Table B: Rates of growth of gross value added for seLected branches
and for total gross value added (TGVA)

Based on data for gross value added measured at constant 1975 prices:
Annual average growth rates over 5 year period % ,

‘ ! EC 7 (D ’
| | I
} { S years to. } 5 years to I
l | 1973 | 1981 |
| i - I ‘ |
| Market services v | 5.2 | 3.3

{ Non-market services : % 3.1 : 4.9 {
| Building and construction | 2.4 | - 0.7

} Manufactured products. } 5.6 ; 1.1 I
| Total gross value added (TGVA) - | 4.7 | 2.1

a o . | |
(1) In this case EC 7 is the grouping B+DK+D+F+I+NL+UK

In the five year per1od to 1973 the growth rates for both manufactured
products and market services were greater than that for TVGA,

with the growth rates for non-market services and construction markedLy
Less.

S

In contrast, in the 5 years to 1981, a marked change in the pattern of
growth occurred, and the growth rate of the manufactured products branch
fell s1gn1f1cantly below that of the total economy, whereas that for
market services remained 1.2% greater.

This development is further 1LLustrated by the d1fference between the
growth rates for the branches manufactured products and market services,
which fell from plus 0.4% in the 5 years to 1973, to minus 2.2% in the

5 years tg 1981.



~ As the change to a more rapid rate of growth of output for market services
as compared to manufacturing activities has taken place, so the growth of
Labour productivity in services has caught up with that recorded in the
branch manufactured - products. Growth rates of Labour productivity are set
down in table C.

Table C: Growth rates of labour productivity

Based on data for gross value added at 1975 market prices per employed
person: Annual average growth rates over 5 year period %

|

(1) EC 7 equals B+DK+D+F+I+NL+UK :

(2) Growth rates of labour productivity for non-market services (largely
public administration) must be interpreted with caution since, following
national accounts conventions, the output of this branch is measured
as the weighted sum of inputs (largely Labour) .

:‘ { EC 7 (D :
~} { 5 y:g;; to } 5 years to :
| l ‘ l 1981. l
l I | |
| Market services | 3.5 | 2.0 |
} Non-market services (2) I 0.7 {k 0.7 {
| Building and construction | 2.6 | - 0.2 |
} Manufactured pfoducts j: 5.2 = 2.7 ‘ !
| Total economy - _} 4.2 { 2.1 {

In the period to 1973 labour productivity growth in the manufactured

- products branch was markedly greater (by some 1.7 percentage points) than
in market services and indeed than for the European economy as a whole.
However, the gap narrowed markedly to 0.7 percentage points in the 5 years
to 1981, with Llabour productivity arowth in services close to that for the
"economy as 2 whole. : :



3. Employment.

~

in 1981 the shares of total employment provided by the various sectors

. dedlt with in this paper were 38% for market services, 19% for non-market
services, 8% for building and construction, and 26% for manufactured
products. The absolute figures are compared with those for 1973 in the

following table.

Table D: Total employment in selected branches, 1973 and 1981

thousands

Total

‘5 { . EC-8 (D

{ {LeVeL of total‘thange intotaL‘LeveL of total
| | employment | employment | employment
‘ | - 1973 | ‘1973-1981 | 1981

I T | | |
| Market services | 35376 | 3452 | 38828
|- | - ' |

| Non-market services | 17677 | 2373 | 20050
| ~ | | |

| Building and construction | 9061 | - 934 | 8127
1. : | I ' |

| Manufactured products | 31053 | - 4106 | 26947

l : ' : | : | |

| | . 103827 I - 99 | 102831

| | |

.

1) EC-8 is the grouping B+DK+D+F+I+L+NL+UK

The data indicate that in the Community as a wholé, employment in the manu-—
factured products branch has decline markedly since 1973, as has empltoyment
in the construction sector (and indeed in agricuLture).

»

Over the same period there has been a strong increase in employment both in
market and in non-market services, although the latter is to a large extent
a reflection of public sector empLoyment policy, for which the trend has

since been reversed.

The overall result of séctoral‘changes over the period was a total decrease
in employment of 1 million. As a result of a considerable increase in the
Labour force, this was, however, accompanied by a much greater growth of

unemployment, which reached 8,8 m in 1981.

The increase in employment in the market services branch was of an order
of magnitude comparable with the loss in manufacturing (+3.4 million as

opposed to -4.0 million).



Within market services, the strongest growth was shown in the residual
category "other market services", which accounted for perhaps two-thirds

- of the total increase. This category includes many business services such

as legal, accountancy, consultancy services, etc. but also a number of
personal services. Considerable gains were also realised in the distribution
(branch 56), financial services (branch 69A) and lodging and catering
(branch 59) sectors. No major trend in employment in the transport sectors
was recorded. (1) '

The adverse economic situation of the Community in 1982 which led to consi-
derable further overall losses of employment, also affected the service
sector as a whole, in which employment rose by only 0.5%.

The service sector differs from manufacturing in employing a Large proportion
of women. In 1981 whilst women's share in total employment in the Community
was some 36%, they accounted for 46% of employment in services as a whole.

The growth in employment in market services would appear to have been fuelled
by increased demand for both certain consumer services and business services.
The latter may also reflect the increasing complexity of business service
functions which Leads some firms to resort to specialised service companies
rather than continue with in-house production of the same service.

Gross fixed investment

There is evidence to suggest that the changes in the patterns of growth of

output and productivity, noted above, have been associated with a change in
the structure of gross fixed investment. However, the developments observed
for services referred to the year 1981, or to periods up to 1981 and, to

the extent that they were the result of improvements in supply conditions

in the services branches, or the embodiment of technical changes in new capi-
tal goods, they are Llikely to be reflected in patterns of investment at an
earlier stage. Given these considerations, table E sets down the distri-
bution of gross fixed investment, by branch, in 1971 and in 1979.

(1) It should be noted that the data for employment by branch could well be

influenced in certain countries by the recent growth of temporary employ-
ment agencies, who are classified under "other market services". To the
extent that temporary employees are channelled into manufacturing industry
this may even lead to some overemphasis of the switch from manufacturing
to market services. -



From the table it will be seen that the share of market services in total
gross fixed investment increased between these two years, more than
offsetting the reduction in the share of the branch manufactured

products. In addition the share of both the construction goods and the non-
market services branches also fell. ‘

Table E: The share of selected branches in total gross fixed investment
1971 and 1979

Based on current price data %

} { EC 8 (1 I
71 1979

| | | t |

| . | | l / |

| Market services | 51.0 | 55.8

} Non-market services I 15.2 ! 13.4 I,

| Building and construction R 2.2 | 2.0 |

E Manufactured products l . 20.3 : 16.9

| Total economy .| 100.0 N 100.0

I | | |

(

1) EC 8 equals B+D+F+IRL+I+L+NL+UK

These changes in shares, although based on current pricevdata, are asso-
ciated with a shift in the pattern of real investment growth, towards the
service branches, as shown in Table F below. ' ,

Thus in the five years to 1971 the growth rate of gross investment under-
taken by manufacturing activities was in excess of that .in the market ser-
vices branches (to the extent of 1.2 percentage points) and well in

excess of that for the economy as a whole (by 1.6 percentage points).

In contrast, in the five years to 1979, the growth rate of gross invest-
ment in the market services branch was some 2.6 percentage points ahead
of the growth rate registered in the manufactured products branch, and
significantly ahead of that for the economy as a whole.



B Table F: Rates of growth of gross fixed investment for selected branches
and for the total economy ’ '

" Based on data at constant 1975 prices: Annual average growth over
5 years period % S :

t * ll EC 6 (1) II
| : 5 years to | l 5 years to ‘
l 1971 . 1979

| | |
| ' | |
| Market services | 5.4 | 1.9 %
: Non-market services = 4.7 l - 1.1 |
| Building and construction I 6.6 | 3.7 t
% Ménufactured‘pfoducts { 6.6 I - 0.7 |
| Total economy | 5.0 | 1.1 |
I | | |
(1) €C 6 equals B+D+F+I+NL+UK

Given cyclical movements in the European economy, it can be argued that

the comparison of growth rates, based upon annual averages for the two
periods to 1971 and 1979, will not necessarily provide a satisfactory

guide to the underlying trends of investment. However growth rates based
upon moving averages of annual data point to a similar change in the
structure of investment. There is also evidence to suggest that these trends
have continued in more recent years.

The change in the structure of investment noted above is also likely to
reflect the growth of investment for purposes of lLeasing. Thus, largely
because of fiscal arrangements in some Member States, a proportion of

new investment contributing to the output of manufacturing industry has
been leased from a particular branch of services. However, for the Commu-
nity as a whole, this development is unlikely to alter the main conclusions
set out above. : ' ‘

5. Price and cost movements

The rate of inflation associated with a particular branch is given by the
jmplicit price index of value added, obtained by dividing gross value

added at current prices by gross value added at constant 1975 prices. Such
implicit price indexes reflect movements in average wages and salaries per
head as well as moveéments in the gross rate of profit. (1) They are set down
in table G below, expressed in the form of average annual percentage changes,
for the periods 1970 to 1975 and 1975 to 1980.

{T) Defined here as the gross operating surplus per unit of capital employed.



1

for both periods the rate of inflation recorded in the market services
branches has been markedly above that for manufacturing activities.(1) In-
deed the rates of inflation generated in the market ‘and non-market
services have remained close to or above the rates recorded for the
economy as a whole, whereas inflation in the branch manufactured products
has ramained below the average for the economy. This points to the orice
elasticity of demand for services being somewhat low, whereas the income
elasticity of demand is widely believed to be high. This could also pos-
sibly account for the high rate of inflation observed in the branch con-
struction goods. S :

Table G: Implicit price indexes for>Value added

Average annual change in prices over 5 year period %

} } EC 7 (D) }
} } 1970 to 75 = 1975 to 80 }
I ' I | l
| Market services ( | 9.9 o 8.7 |
{ Non-market services { 13.3 - l 10.3 {
| Building and construction [ 11.2 | 11.1 |
l Manufactured products ‘ 8.2 % 7.9 :
| Total gross value added (TGVA) | 9.7 | 8.9 |
| \ | ‘ |
(1) EC 7 is the grouping B+DK+D+F+I+NL+UK

-The higher rate of inflation observed in the branch market services, com-
pared to manufactured goods, does not appear to reflect a higher rate of
growth of earnings. Indeed the rate of growth of earnings/head (measured

as compensation of employees/head) observed jn the manufacturing branch,

has remained similar to that observed in market services. Thus:

(1) Changes in the quality of output should, in principle, be reflected
in the movements of gross value added at constant prices. The price
movements in Table 6 should not, therefore, reflect quality changes.



Table H: Growth rates of compensation of employees/head

" Annual éVerage growth rates over 5 year period %

| | RN |
I % 1970 to 75 { j975 to 80 {
I | , | |
| Market services , ‘ | 14.2 | 11.8 |
= Non-market services ‘ : 13.6 , = 11.3 {
| Building and construction | 14.3 | 10.2 |
{ Manufactured products } 14.3 I 11.8 I
| Total gross value added (TGVA) | 14.6 | 1.7 |
I ' | ‘ | §
&P B+DK+D+ F+I+NL+UK

In both the manufacturing and the market services sectors the growth of
total value added/employee has lLagged behind the growth of earnings/employee,
which, ceteris paribus, would tend to indicate a squeeze on profit margins.
Table I illustrates this effect for the past decade and shows that the
growth of earnings/employee has exceeded the growth of total value added/
employee by the same percentage in both sectors. Since, however, earnings
represent a smaller proportion of total value.added for market services
than for manufacturing (51% as compared to 70% in 1980), the overall ad-
~verse effect on profits due to this effect may be considered to have been

Less for the market services sector{MThis suggests that the swing in direct
investment towards the market services sector may reflect a corresponding
differential in profit opportunities. } '

(1) In accordance with national accounts conventions the earnings of the
self-employed, which include both an earnings and a profit component,
do not form part of the figures for compensation of employees but
are included in gross operating surplus. In the Community economy the
self-employed form a greater proportion of total employment in market
services than in manufacturing activities.



Table I: Per capita growth rates of gross value added and
: compensation of employees ‘

Average annual growth rates 1970 to 1980 - %

Total gross value added

l ] |

EC 8 (1)
| [ I
l 1Compensation of = Gross value {
| ,IempLoyeés per | added per '
| |employee I’ernployee '
| , I B I
| Market services N ‘ | o 12.5 | 11.3 |
: Non-market services ' I 12.4 { 12.2 I
| Building and construction | 12.5 | 12.5 |
i Manufactured products } 13.1 } 11.9 -:
| | 12.7 | 11.9 |
I | I N
(

1) EC 8 is the grouping B+DK+D+F+I+L+NL+UK

. Conclusions -
The main points arising from the discussion above ‘are as follows:

- between 1973 and 1981 the share of market services in total gross
value added increased by an amount that broadly counter-balanced the
fall in the contribution of manufacturing activities;

-~ there has been a change in the pattern of output growth with, in more
recent years, the output of market services growing significantly faster
than manufacturing activities. Indeed as a rule, since the mid nineteen
seventies, market services have been growing faster than the economy
as a whole, and manufacturing activities have been growing more slowly;

- labour productivity growth in market services has been catchingup with
labour productivity growth in manufacturing;

- the market services sector has been the main source of new employment oppor-
tunities in the Community within the last decade, although this growth has
recently fallen off. Although émployment in non-market services has also grown
fast, this trend appears now to have been reversed; ’

- there is evidence of a shift in the 'structure of investment towards
- services; (1) .

- the impact of increasing real costs of labour on profits having been
greater in manufacturing than in the market services'sector, suggests
that the shift in investment structure is likely to have been associated
with an increase in the relative profitability of market services.

'(1)Although to a Limited extent this shift may be exaggerated as a result of

the statistical treatment of leasing activities.



ANNEX

Some notés on the statistics used

Key to the symbols used in the tables

The tables provide data for the market services and non-market services
activity branches distinguished by the NACE-CLIO nomenclature, on the R-25
disaggregation. In addition comparable data are given for the branches,
manufactured products, building and construction and for the whole economy.
The corresponding numbers of the NACE-CLIO R-25 classification are as follows:

68 Market services, which equals the sum of:

S6 Recovery and repair services,'whotesale and retail trade services
59 Lodging and catering services |

61 1Inland transport services

63 Marit%me and air tfansport services

65 Auxiliary transport services

67 Communication services

69A Services of credit'an¢ insurance institutions

74 Other market services

- 86 Non-market services
53 Building and Construction

30 Manufactured»prodUcts

The Line referred to as "total” refers to the total of all branches (and not
just to the total of those given in the tables) that is to the whole economy

of the Community.

More detailed definitions of the activities included in the various services
branches are given below.

The following abbreviations are used to indicate the member countries of
the Community:

B : Belgium F : France NL :° The Netherlands

DK : Denmark "~ IRL : Ireland = UK ¢ T i i

: : he
p : Germany e 1 : Italy ‘ United Kingdon
GR : Greece L :  Luxembourg



Additional points

-

The figures givén'in the tables are for the most comprehensive aggregates for
the Community that can be constructed, given the variable or variables under
consideration. The proportions of total Community GDP, in 1981, accounted
- for by these various aggregates, are as follows:

EC 9  B+DK+D+GR+F+I+L+NL+UK (Table A) ' 99.3%

EC 8  B+D+F+IRL+I+L#NL+UK (Table E) 96.1%
EC 8 as B+DK+D+F+I+L+NL+UK (Table D+I) ' 97.8%
EC 7 B+DK+D+F+I+NL+UK (Tables B,C,G, and H) ’ 97.7%
CEC 6 BHDHFHI+NLAUK . (Table B  95.3y

L

(Calculations based on data expressed in European units'of,accouht)

The data given in all the tables have been drawn up according to the European
System of Accounts (ESA). - ’ - t :

The data are drawn from the structural data base developed by the Statistical
0ffice of the European Communities (EUROSTAT) which itself receives the

basic data from the statistical offices of Member States. The calculations
reflect the contents of the data base in February 1984 and so do not take
account of subsequent revisions. -



Activities included in. the various service branches
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PO ——

, | |
NACE-CLIO | NACE-CLIO | Description
R-25 ! Groups !'
I I
} I Market services
| | Recovery and repair services
(| 620 | * scrap metals, waste paper, rags, salvage, other
(| | products from recovery and demolition
(| 671 |l Repair of motor vehicles and bicycles
56 (| 672 | Repair of footwear and leather articles, electrical
~ ({ { household goods, watches and clocks, jewellery
( ; v :
(| | Wholesale and retail trade
( 610 I Wholesale trade S
( 630 | Services of commercial intermediaries
(: 640 { Retail trade
59 I 660 } Lodging and catering services
61 | | 1Inland transport services
| 710 | Railway transport services and associated services
| 721 | Local transport services, including underground,
| | railways, tramways and regular bus services
| 722 |, Long distance road transport services for passengers
| 723 | Long distance road transport services for merchandise
| 724 | Services of transport by pipelines
| 725 | Land-borne transport services n.e.c. (funicular rail-
| | ways, cable cars, chairlifts) B
} 730 i Inland waterways services
63 | | Maritime and air transport services.
| 741 | Maritime transport services
| 742 | Coastal transport services
} 750 } AIrtransport‘services
65 | , | Auxiliary transport services
| 761 | Services associated with land transport other than
| | railways
| 762 | Services associated with inland waterways
| 763 | Services associated with maritime and coastal transport
| 764 | Services associated with air transport
| 771 I Services of travel agencies
| 772 | Services of transport intermediaries
I 773 { Warehouse and storage services
67 { 790 I Communication services
69 I | Sservices of cred1t and insurance institutions
[ 811 | Services of central banking authorities
| 812 I Services of other monetary institutions
| 813 | Services of other credit 1nst1tut1ons
‘ 820 : ~Services of insurance
I I
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- | , | ‘
NACE-CLIO | NACE-CLIO | pescription
R-25 i Groups ’! ’ |
(| | Business services provided to enterprises
(l 830 I Services of financial and insurance auxillaries,
(| L real estate, services of lawyers, accountants, tax
(l I ‘adv1sers, management consultants, publicity services,
) (‘ I computer and data processing services
(l 840 | Services of renting of movable goods without
(} ‘ { accompanying personnel
( , : ; o .
(: 850 } Services of renting of immovable goods
¢ o
( , | Market services of education and research
(‘ 93C | Market services of education
(} 94C { Market serv1ces of .research and development
( i
7h (% 95¢C } Market services of health
( ‘ ;
(l | Recreational and cultural services, personal services,.
({ I other market services n.e.c.
( g2C Market services of refuse disposal, sanitation and
(; } cleaning
(] 96C | Market services of hostels, professwonal economic
(| | and empLoyers associations :
(l 97¢C O Market recreational and cultural services
(l 981 N '~ Laundries, dry cleaners and similar services
(‘ 982 | Hairdressing and beauty salons services
(I 983 o Photographic studios services
(! 984 | Other personal services n.e.c. (funeral services,
. (‘ ' | matrimonial agencies, fortune telling, etc.)
| -
I I Non-market services
'(} : General pubLic services
‘ (l 91 N General public services of national defence, of
(| [ compulsory social security
(l 92A | Non-market services of refuse disposal, sanitation,
(| | cemeteries, provided by general government
(| 96A | Non-market services of social welfare, hostels,
(| | ;tourist offices, employers and professional associa-
86 (l | tions, économic organizations provided by general
« (| : |' ~government .
(| 97A - | Non-market. services of recreational and cultural
(\ | activities provided by general government (enter-
(] l tainments, sports grounds and clubs, libraries,
(| | public archives, museums, botanical and zoological .
(| i gardens)
( : .
(} 'I Non-market services of education and résearch provided
(l | by general government and private nonfprofit institutions
(l 93A,8 | Non-market services of education provided by general
( " government and private non-profit institutions



R-25

|
NACE-CLIO |
|
|

N

o >

CE-CLIO

Descriptioh

I
I,
I
|
|
I
|
|
|
|
|
l .
I
I
I
|
|
|
|
I
I
I
|
!

86.

968

978

99

|
I
I
I
I
I
|
|
I
I
|
I
|
I
|
|
|
I
I
I
I
I
|
|

Non-market services of research and development
provided by general government and private non-profit
institutions ~

Non-market services of health provided by general

government and private non-profit institutions

Domestic services and other non-market services n.e.c.

Non-market services of social welfare, hostels, ,
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1. Introduction

o v o o S o o o000 oo s

This document gives information on internatiomal tfade in
services for the Community as a whole (EUR 10 or EUR 9 totals)
taken from a geographical breakdown of annual balance of payments
data for the years 1972, 1975 and 1979-1982.,

Data are presented according to a scheme derived from that

recommended in the fourth edition of the International Monetary

Furid’s Balance of Payments manual, Additional detailed items have
been collected on an ad hoc basis. Data contained in the present

document have been provided by the national authorities according

to a standardized questionnaire.

The services data are derived from those which the authorities in
the various countries establish for their own balance of payments
according to definitions and wethods which are not always
completely standardized. In order to fill gaps in the data
available for certain wmember states. some rough estimates have
beer made by EUROSTAT to allow the estimation of data for the
Community as a whole. Despite the efforts made to harmonize or to
estimate the data, considerable reservations have to be expressed
concerning the quality of the information provided. THIS DOCUMENT
IS MEANT TO0 GIVE AN OVERALL FICTURE OF THE EXTERNAL SERVICES
SECTOR FOR THE COMMUNITY. TOO DETAILED ANALYSIS BASED ON THE DATA
FROVIDED COULD BE MISLEADING. R :

. One particulgr problem has come to light . in “distinguishing.

between intra- and extra- Community trade. The totals of
transactions that the European Community countries carry out
among themselves should present identical values for receipts and
expenditure, Consequently, all the balances of the
Intra-Community balance of payments items should total zero.

In practice, the data in the Intra-Community balance regularly
deviate from the figures that would correspond to this principle,
The question, therefore, arises to what  extent these balances
represent figures which should be imputed to extra Community
trade. EUROSTAT is carrying out studies on these asymmetries
which could result in adjusting the data. The asymmetries are
described in annex ‘1. Due to the complexity of the work to be
done. vesults will only be available later on,
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Differences may occur between - similar data published in other
EUROSTAT publications and those in this document due to revisions
included in the ad hoc procedure not being carvied out as

revisions in the complete geographical breakdown data base. Data

are expressed in millions of European Currvency Units (ECU). Data
for the United States as partner country may be overestimated,
because countries may tend to allocate some of their
international transactions in US-$ to the United States.

International trade in services has been defined as the total of
services transactions exluding "Investment  Income" and
"Government Services not included elsewhere”. Chapter 2 analyses
the total of intermational trade in services as well as each
services item in detail. Chapter 3 deals with "Investment Income”
and "Goverrment Services n.i.e,”, which are provided for
reference, R '



- 26 -

2. International tvade in servicesyof the Community with
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This chapter aims to give a first overview of the European
Community’s situation in international trade in services. The
role of the Community concerning the overall exchange in services
is described here, whereas the next chapter (2.2.) analyses each
‘gervices item in detsil. Only the transactions of the Community
with the rest of the world are considered.

The aggregate "International Trade in Services® has been derived
from the EUROSTAT standard balance of payments scheme as a sum of
the following items: , '

Transport

Insurance on Transport

Travel

Labor income

Other services

consisting of:

Froperty Income
Banking - '
Non-merchandise Insurance
Construction/Engineering
Films/Broadcasting
Other

These items are generally regarded az ‘“market® services items,
that is, items, the exchange of which is subject to normal market
forces, Not included are "Investment Income® and. "Government
Services n.i.e.". The latter for example comprises expenditures

for embassies and military forces abroad,the purchases of which.

are not determined by normal market conditions. Investment income
on the other hand includes income from direct and portfolio
investment. Direct investment income reflects the gains from -the
getting up of a firm abroad, which under certain conditions could
be of interest in the context of international services trade.
fFortfolio investments are made for purely financial reasons and
do not have links to services trade. As a clear distinction
between the two is not possible within the EUROSTAT scheme at
present, the item comprising both has been excluded from the
 services aggregate analysed.

From 1972 to 1982 the credit and-4debit flows on "International
Trade in Services" betweer the European Community (EUR 9) and the
rest of the world have increased considerably. Services exports
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increased from 21.4 to 104.9 billion ECU, while the imports
increased from 20.4 to 104.9 billion ECU. Services exports and
imports reached about 36% of the respective merchandise figures
(34% in 1975, 30% in 1972). The percentage.of services exports
plus imports of the gross domestic product of EUR 9 increased
from 5.5% in 1972 to 6.2% in 1975 to a level of B.8% in 1982,

EUR 9 with the Rest of the World
rCredits' - Debits

1B1s0un3

1972 1975 1902
[ werchondise Ml Trade in Services

Services transactions of the European Community with the rest of
the world showed a rough balance between exports and imports over
the period: +1 billion ECU in 1972 (equal to 4.9% of the
credits), +1.5 billion ECU in 1975 (4% of the credits) and a zero
balance in 1982, That this 1982 balance was probably unusually
low is demonstrated by the avaerge figures for the period 1979 -~
1982 (for EUR 10). which show a surplus. The geographical
breakdown of this surplus is given in the following table,

' INTERMATIONAL TRADE IN SERVICES
EWR - 10 vith: (1979-1982) average Mio ECU

U.5.A, Japan  Canada Austr.NZ Other  Other  Un- Extra
: ‘ 0ECD  Countries allocated EUR 10

24260 3239 1722 076 18151 36457 5229 N
21773 1783 1377 1157 2118 34538 7N pesk
2487 1456 S Ny -597 1902 1458 2600

nr o+

From 1979 to 1982 the average flows of services between EUR 10
arid the rest of the world have amounted to 91.1 billion ECU for
the credits and to 88.5 billion ECU for the debits. The balance
was 2.6 billion ECU equal to 2.8 X of the credit flows. The
average asymmetry on intra EC trade, however, amounted to 4.4



- 28_

billion ECU equal to 3.8 Z of the overall intra credit flows,
EUROSTAT is now investigating, whether the asymmetry can be
explained by geographical misallocation (i.e. by countries
pverestimating the proportion of their receipts coming from other
EC countries, or underestimating the proportion of their payments
going to other EC countries.) ,

The geographical breakdown of the "Rest of the World" shows  that
about 55% of the EUR 10 services transactions with other
countries are transactions with other OECD countries. Among
these, the United States is the most important partner. Its share
in the Community’s services exports and imports reaches 30X and
25% respectively.

In 1982, the Community (EUR 10) recorded a deficit of 1.7 billion
ECU in trade in services with the rest of the OECD countries.
This deficit however, comprises on the one hand a surplus towards
the United States of 2.0 billion ECU and on the other hand a
deficit of 3.7 billion ECU with the other OECD countries.

The most important items within the services transactions are:
~ "Transport” with about 31%Z of the overall credit and debit flows,
"Travel” (about 15%) and "Other Services" with about 46X of the
aggregate flows. If the net flows are considered, it is apparent
that the item "Other Services" shows the largest surplus, which
is overcompensated by the even larger deficit on the "Travel"
item. »

International Tradé'in Services
of EUR 18 with '

[1979-1982 average)

491504N3

Mio ECU

33000 4 E AR ER IR S

2&888 . | R TS [AEREE e e DRI SERREER N

19690 4 I P P | RN
]

SR Japan Canada  Austr.NZ Other Other Unallocated

' OECD Countries
[E credits MMoebics [ Nets
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a08 1 THAMNS

Transport? iz subdivided by
aht

The 1ten
- apa transport - ¢

= air transport -
- RASSENYET

- other transport

The item "Transport" covers abting and  other  distribution
sepyices relating fo mevonandise. se Wwell ss sevvices of the same
type perforsed  for  most other  goods.  The other category of
vices inoluded under the heading “Transport” includes services
peviormed by carviier ally under  the heading "Travel",
tagether  with  aonds and ] acqguired by carrisre  and
consumed 1n Fheir operations. The wain flows recorded under  thig
- 1ed? were as follows,

ED

G, VLN

heading far the period

TRANSFORT
EUR - 10 with: (1979-1982) average Hio ECU

U.5.8 daparn {anada  Auste NI Other Other Un- Extra
OECD  Countries allocated EUR 10

+ 7735 17t 399 1028 4939 11281 2362 29002
- &850 984 612 712 4979 11254 1993 27388
2 285 B4 -13 - 34 -40 37 349 1616

Yhe idem oas oan agaregate nas been recorted by all Member States,

af the intva EC flows varies between 24 and
fanmex table Ay, EUR 10 flows show & surplus,  the

Fowhich was : in 1980 with 2.5 billion ECU, the
in 1¥B1L with 0.9 bhillion ECU,

The peroentage eoyvo

The aeagraphicaol breabdown of of the World" shows that
stout 25% of  The Community’s et with other countries  is
ar by the  United States.  The OECD as a2 whole

performed for oy
aecounts for 45-50% of  the Community credits and  debits  on

transport.

sport should he interpreted
did not give a  complete
imationz weve made by

The data on additional details on byan
With the ceservation that some counfries
breakdown of  the additicnal items, L
FURGETAT to calcoulate he DUR 10 dasta.
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- Transport
of EUR 18 with :

14150dN3

[1979-1382 average)

.5.A Japan Canads  Rustr.NZ  Other Other Unallocated

. QECD Countries
(MM credits Bloctits [ In=ts

Sea Transport

i~ S

These items are equivalent to the NACE-CLIO aroups 741 and. 742
that include wunits  exclusively or  primarily engaged in  the
transportation of passengefs and goods in sea—going and coastal
vessels, fAlso to be classified under this heading are units
exclusively or primarily engaged in the operation of sea-going
tugs. ’ ‘ ‘ ’

Sea Transport - Freight

The definition of this item corresponds ‘to the ~IMF Balance of
Fayments Manual, fourth edition, paragraph 261, (See annex 3.)

: SER TRANSPORT-FREIGHT ,
EUR - 10 with: (1979-1982) average | Mio ECU

USA.  gwpan  Canada PustrNZ Other  Other  Um  Extra
0ECD ‘ Countries allocated - EUR 10

3624 448 169 . - 642 1425 4393 1069 11770
3362 427 77 184 1892 4990 1048 - 12140
282 21 -108 458 -447 -397 21 -390

[

Only in 1980, «id the EC show 2 surplus towards the rest of the
world., The EC showed o defic.t in 1979 (=417 mio. ECUY which rose
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to 966 mio. ECU in 1981 and decreased again in 1982,
The oredit and dehit figuraes for sea freight represent about 35%

of the agareqate transport figures.

Sea Transport - Fassenger Services

The definition of this item corresponds to the IMF Balance of
Fayments Manual, fourth edition, paragraph 265. (5%ee annex 3.)

_ SEA TRANSPORT-PASSENGER SERVICES ,
EUR - 10 with: ' (1979-1982) average - Hio ECU

USA  Japan  Canada Austr.NZ Other  Other U Extra
OECD  Countries allocated EUR 10

+ 25 14 r/ R/ AR+ 101 180 79
- 28 6 v 0D 95 B 135 33
= w8 v 7 = 8 T

o this item the surplus of the EC with the rest of the world has
been growing steadily €rom 285 mio, ECU in 1979 to 473 mio. ECU
in 196% :

fiir Transport

These items are '@qu1walent to - the NACE-CLIO ~ group 750 that
includes units exclusively or primavily 9nq3qed i the transport
of passengers and goods by air  on scheduled or chartered
services. Also to he classified under this heading are helicoptenr
and air tadi services, local pleasure flight operators ete. . Also
to be included are town offices of airline companies. Not
included. however. are units exclusively o primarily eng:ged in
aerial advertising serial spraying or aevial photoqr:phv and  not”
t;wn:;ortlnq FASSENGRrsS or 10ud’ :

Air Transport - Freight

The definition of this item corresponds to the IMF Balance of
Fayments Manual. fourth edition, paragraph 241, {(See annex 3.)

The EC again ahmwﬁ‘a»ﬁurplus towards the rest of the world, which
after a small desrease from 500 mio. ECU to 46% mio. ECU in - the

first 2 years rose to 807 wmio. ECloin 1987, The transactions with
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the QECR  countries caver about 455 of the oredit  and debit

fipires,

AIR TRANSPORT-FREIGHT
EUR - 10 with: ‘ (1979-1982) average Mio ECU

U.5.A.  Japan Canada  Austr NI~ Other Other Un- Extra
0ECD  Coumtries allocated EUR 10

49 8 w2 B w5 &2 1 150

+
- 302 29 27 - 17 . 106 424 112 1017
= 17 53 - 15 [ 3 28 & 523

pir Transport -~ Fassenger Services.

The definition of this item corvesponds to-the IMF Balance of
Payments Manual. fourth edition. paragraph 265. (See annex 3.)

AIR TRANSPORT-PASSENGER SERVICES
“EUR - 10 with: (1979-1982) average Mio ECU

U.5.0. Japan  Canada Austr.NZ Other  Other  Un-  Extra
' ey = 0ECD  Countries allocated EUR 10

200 25 e a0 62 07 289 S5
w9 129 M0 9% 605 1795 B e
M 13 2 % 17 m2 133

L

The EC surplus with the rest of the world grew from 924 mio. ECU
in 1979 to o 1677 mio. ECU  in 198BZ with a decrease in the yeav
19681, ’ , ‘

Other Transpoyt

"Other Transport” is 2 residual item that includes other shipment
services (IMF: Balance of Fayments Manual, fourth edition
paragraph 263), port services etae, (BFM. paragraph 270 to 277,
(Gee anmex 3.)

This item includes mnot only  known sprvices - (port  services.
airport services, ete.) bt also transactions which cannot be
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classified in the other transport items. The «oredit and debit
figures for +this item make up about 30X of the agqgreqgate
transport figures. :

The balance on this item has steadily declined, From a3 small
surplus of 62 mio. ECU in 1879 it turned to a deficit in 1980
whiah grew to a level of -574 wmio. ECU in 1982, -

OTHER TRANSPORT
CEUR - 10 with: (1979-1982) average , Kio ECU

U5  dJepan  Cansda Austr.NZ Other  Other  Un  Extra
‘ OECD  Countries allocated EUR 10

2238. 261 06 1% 267 3438 627 9818

+
- 2179 395 167 413 2281 4007 820 10064

0 a3 -2 393 -369 7 -2é

J2, INSURANCE ON TRANSFORT

X
ra

This item means thP insurance of movatle property whilst it is 1n
transit, ,

"Ingurance on  Transport” was not reported separately by the
United Kingdom and Ireland. For the UK the figures on this item
are included in the item "Non- -merchandise insurance” (see below) .
Thus, if the overall sum of the two insurance items for EUR 10 is
analysed the met situation wmight differ, The figures given
reprasent the uthnr aight Community POUhtPlES

INSURANCE ON TRANSPORT

EUR - 10 with: ~ {1979-1982) average Hio ECU
U.5.A.  Japam Canada Auétr.NZ-' Other Other  Un- Extra
: : 0ECD  Countries allocated EUR 10
K 310 2 w75 18 225 53 781
- /W 28 B 226 2% & 972
= -40 =25 -11 -3 -97 -9 -6 -

A permanent deficit towards the rest of the world is apparent
which varies between 158 mio. ECU  in 1977 and 236 mio. ECU in
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1980,

Again, the United States is the most important partner country

it accounts for about 45% of the Community’s ewxports and for
about 40% of its imports. Both these percentages have risen
during the & years. ~ ‘

2.2.3. TRAVEL (TOURIST TRADE)

a1t e e e o e i S S s S A A4 Wt i e S T

This item covers goods and services acquired from an economy by
non-resident travellers during their stay on the terrvitory of
that economy and for their own . use. It, thus, refleats
international tourism and business travel and corresponds to the
World Tourist Organisation definition of “Tourism". : :

TRAVEL
EUR - 10 with: ) (1979-1982) average . Mio EQU

U.S.A. Japan  Camada fustr.NZ Other  Other  Un-  Exira -
© Q0ECD  Countries allocated EUR 10

4093 283 75 401 5286 3646 107 14193
2764 97 300 169 1112¢ 39468 80 18502
1329 188 7 W -5838  -32 27 -4309

n | -

The deficit of EUR 10 with the rest of the world has been growing
steadily from —-2.8 billion ECU in 1979 to -4.6 billion ECU 1982
with a peak in 1981, The 1972 and 1975 figures for EUR 9 fit into
this trend. : ’ . oo

Travel z
of EUR 18 with : R
, - £1979-1382 average) i:’
Mio ECU
18068 1
7588 -
5006 - 1
2508 1
8

~2568 - . .
-5900 . S , ’
U.5.A Japan Canada  Austr . NZ Other Other Unallocated

' - OECD Countries ~
[ credits @ Debits [ INets
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The geographical breakdown of the travel expenditures and
receipts shows that the United States has a share of about 30% in

- the Community’s receipts and a share of about 15X in its
expenditures. The 'balance of the tramsactions with the United
States has been positive over the last four years (2.0 billion
ECU in 1982). The other OECD countries account for about 435X of
the Community’s travel receipts and over 60% of its expenditures,
Thus, the deficit with these countries was so large that it
overcompensated the surplus with the United 5States.

2.2.4. LABOUR INCOME

s '+ - 2o oo o o0 E

This item covers wages, salaries and other rewuneration (whether
in cash or in kind) earned by workers from the work they perform
for an economic unit whose place of residence is different from
their own (frontier workers., seasonal workers, ete.)

 LABOUR INCONE |
EUR ~ 10 with: (1979-1982) average Mio ECU

U.5.A.  Japan  Canada Austr.NZ Other  Other  Un-  Extra
OECD Countries allocated EUR 10

+ 571 30 25 16 809 1538 25 3309
- 632 k{} 26 11 89 m. 55 2623
= -61 -9 - 3 -80 5 20 485

The available data indicate a relatively constant surplus for the
Community with the rest of the world (804 mio. ECU in 1982)., It
has to be borne in mind, however, that the asymmetries on
intra-EC trade are quite large: they reached a maximum of ~-1.2
billion ECU in 1981, This represents about 37X of the arithmetic
mean of the recorded 2redit and debit flows,
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=~ films. broadeasting
other services - other.

OTHER SERVICES
EUR - 10 with: (1979-1982) average Mo ECU

U.S.A,  Japan  Camada ~Austr.NZ Other . Other  Un- Extra
' , OECD - Countries allocated EUR 10

+ 1158 1832 706 630 6988 19760 2402 436849
- 614 611 257 6900 18118 157 39051
374 1218 %5 I 88 1642 828 4818 -

The item comprises a variety of services . transactions, in .'
particular those transactions which are difficult to classify.
The asymmetries on intra-EC trade (see anmex 2) are particularly
large and rising. both in absolute and relative values. (4.2
billion ECU in 1987 equal to 22% of the arvithmetic mean of credit
and debit flows.) For this reason the Extra-EUR 10 figures shauld
be interpreted with great care. ‘ ce :

Other Services
of EUR 18 with :

(1979-1982 average)

lglisoun3

Mio ECU

147508 oo e R ERORUNURORNY |||/ PRI
ASBEE oot e e .| e
A2GBE - ovoerrer e [UR— || & TP
189668 1
7588 1
5688 4

8

U.5.8  Japan  Canada Austr.NZ  Other . Other Unallocsted

‘ 0ECD Countries
[ credits BB Debits [ _INets

The available data show a surplus  of the EC towards the rest  of
the world which varies between 3 mifimum of 4.2 hillion ECU
(1980 and a maximum of 5.9 billion ECU. {1981 . No trend can be

stated. i
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Froperty Income

The definitiow af this item corvesponds . to the IMF Balance of
Fayments Manual. fourth edition, paragraphs 321 to 324, (see
annex 3},

- PROPERTY INCOKE
EUR - 10 with: (1979-1982) average - Mo EQU

0.5.A. Japan  Canada fustr.NZ  Other  Other Un- Extra
‘ ' 0ECD  Countries allocated EUR 10

v Bk 23 M S5 37 4% w3 2280
L W5 &s w3 W W
T B s -3 3B % -ua

The deficit of the EC towards the rest of the world rose from 0.9
Cbillion ECU to 1.4 billion ECU in 1982, '

- Banking

This item covers financial services performed by deposit banks as
meansured by the amount of their charges, This does not include
figures on the main source of bank income in the differential
petween borrowing and lending rates, '

>

, BANKING ;
EUR - 10 with: B (1979-1982) average Mio ECU

U.5.A.  Japan  Canada Austr.NZ Other  Other Un- Extra
~ ' ' OECD  Countries allocated EUR 10 .

440 135 19 2 W 3 %9 1M

“+
- 987 15 12 0 149 35 287 - 1503
= -327 120 7 2 8 28  -18 1

This item was not reported separately by Germany, Ireland and
Greece. The rest of the EC  shows for the years 1979 and 1980 a
rising surplus towards the rest of  the world (from 141 to  20D4
mio. ECLY. Since then the balance has sharply decreased and  in
1987 the countries show a net deficit of 46 mio. ECU  towards
third countries. '
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Mon-Mevchandise Insurance

The definition of thiz item corresponds ta the IMF Balance of
Fayments Manual. fourth edition. pavagraphs 326 and 327, (See
canmes 3 ‘ ‘

To a considerable extent the data may covrespond to net rather
than qross flows, thus, understating the overall importance  of
trade flows in this sector. For the United Kingdom the figures
Cinclude  "Insurance on  transport’, which was not reported
separately (see above). ‘ :

NON-MERCHANDISE INSURANCE
EUR - 10 with: ‘ (1979-1982) average - Hio ECU

U.5.A. Japan  Canada Austr.NZ Other  Other Un- Extra
0ECD  Countries allocated EUR 10

+ 123 50 37 66 3] N2 124 2153
- 478 % % 14 464 191 129 1326
z 753 26 11 52 -131 121 -5 827

The EC as a whole has ‘permanently shown & surplus towards the
rest of the world (981 mio. ECU in 1782,

Copstriaction / Engineering

This item has two components

- Earnings of general building and civil engineering work on
projects that wholly or partially take place on  the
territory of a foreign country. ‘ '
The definition of the unit engaged in this activity is
pquivalent to NACE-CLIO branche 53. ’

- Technical services: fees for services provided to non
residents by units euclusively or primarily engaged in
engineering, consulting engineering and architects’ offices
a5 well a8  own account  engineers. consulting engineers,
architects and surveyors.
flso to be classified in this group ave construction site
‘gupervision offices, technical design offices and techniaal

test centres and 1abaratorié%.

{technical services is  wne of the -components of NACE-CLIO
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branch 71 "Business services provided to enterprises"),

The EC shows a steadily visina surplus towards the rest of  the
world, which veached 7.6 - billion ECU  in 1982, The individual
Ccountries all show a surplus. which is steadily growing.

‘ CONSTRUCTION/ENGINEERING
EUR - 10 with: ‘ (1979-1982) average ‘ Hio ECU

U.5.8.  Japan Canada Austr.NZ . Other Other Un- Extra
- OECD Countries allocated EUR 10

a1l 42 9% 149 582 B246 3 927

+
- 602 54 . 2% . 563 2018 18 3309

-9 -12 68 121 19 6228 -13 6318

Films, Broadeasting

This item includes transactions with the vest of the world imn
respect of production costs. royalties, rentals and purchases of.
cinematograph fiims and television material, Cinematograph film
exposed and developped which is included in exports and imports
of goods is not  included, Mot included are also  transactions
related exclusively or primsrily to advertising films.

~ FILS, BROADCASTING :
 EUR - 10 with: {1979-1982) average Mio ECU

U.5.A.  Japan  Canada Austr.NZ Other  Other  Un- Extra
. : OECD ©  Countries allocated EUR 1D

19 12 k3| e 9 285

v 186 7

- 251 4 6 2 -7 A 22 18 . 340

= -85 3 13 10 =26 R S 2 -9 =75
The Community shows a permanent deficit which reached its highest

level in 1981 with -112 mio, ECU. The regional breakdown shouws
that the Community deficit with third countries stems from its
aven larger deficit with the United States. Only in 1982 was this
deficit smaller than the overall EC deficit with all  third
countiries. The figures, thus., veflect the dominant role of the
United States film industry in the world market.
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Other Services - ther

e el

This item comprises a variety of transactions, especially those
which are difficult to classify. EUROSTAT intends to analyse the
contents of this item in the future. .

The recorded credit and debit flows between the Commumity and the
rest of the world cover about 35% of the aggregate item *Other
Services ". ‘ ‘ . ,

' OTHER SERVICES ~ OTHER
EUR - 10 with: (1979-1982) average - Hio EQU.

U.SA.  Jepan  Coada Mustr.NI Other  Other  Un-  Extra
‘ : 0ECD  Countries allocated EUR 10

811y 1325 - 503 322 3594 10384 1714 27963
6649 477 o1 208 5032 15729 785 29181
1470 B48 202 116 382 -3 929 -1218

W 1 -

The Community transactions with the rest of the world show a
continuous deficit, which grew unsteadily from 0.3 billion ECU in
1979 to 2.5 billion ECU in - 1982, The more detailed geographical
breskdown shows that the Community had a surplus towards the
United States varying between a maximum of 1.8 billion ECU. in
1980 and 1.1 billion ECU in 1982, This surplus. as well as the
surplus towards Japan and the other QECD countries were over
compensated by the steadily growing deficits with "Other
Countries". No information is available on the magnitude of the
flows of individual services included im this item.
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3. Other Services and Income items

Figures are qgiven here for investment income and government
transactions r.i.e. for ease of comparision with standard balance
of payments data. They are not included in the definition of
*trade in services" used.

3.1 INVESTMENT INCOME -

This item covers income of non-residents from their financial
assets invested in  the compiling economy (debit) and income of
residents from their financial assets invested abroad (credit).
It includes interests from manufacturing and services investwents
as well as from portfolio investment. It does not include
undistributed earnings,Thus, only part of the flows registered
" represent transactions conmnected with international service
activities,

‘ , INVESTMENT INCONE ,
EUR - 10 with: {1979-1982) average Mio ECU

U5 Japan  Canada  Austr.NZ Other  Other U Extra
' 0ECD  Countries alloceted EUR 10

20876 1306 123 1177 6103 17010 M09 513U
21302 8 736 17 10711 11079 S190 50009
~428 40 498 1030 -40B G931 151 1302

LU B

One can state a decrease of the surplus of 3.1 billion ECU
towards the rest of the world in 1979 towards-a deficit in 1982
(1.4 billion ECUY, (It should be borne in mind that the recorded
asymmetry for the Intra-Eur 10 flows rose sharply from 0.2
billion ECU to -3.0 billion ECU in 19B2.)

Investment Income z
of EUR 18 with &
| 11979-1982 average) 3
Mio ECU . '
29990 4 TR e e B
wose {0 e SR
1088 4 PR SEITeE P -
oopRe 4 e e ~ SR o TN
) .

- WLS.A Japan Canada  Austr,.NZ Other .Dther Unallocated
, o OECD Countries

MM credits MMvebits [ INets

The United States’ share in both thé Community’s Investment
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Ineome oredit and debit flows has steadily decreased in the last
four years, (eredit from &35 to 40%, debit from around 304 to
aboul 802, In 1982 the Community recorded a surplus of 267 wio.
ECU sfter three years of deficits in transactions with the United
States. '

The part of the Investment Income flows which could nut be broken
doun geugraphxfilly {.i.e. the "not allocated® flows) reached
shares of 10% (credity and 15% (debit) in 1982

3.2, hOUERNﬁENT TRANSACTIONS (N.I.E.

IR preppeep SRS TE DR LR S 8 R

This item covers transactions by the resident publie sector, or
other resident sectors, with' mnon-resident public sectors., The
main transactions arve carvied out by embassies and consulates
abvoad, wilitary organizations and other bodies abroad, common
military organizations. eta, ' '

_ Other goods and services provided or received by the government
are also included under this heading.

GOVERNHENT TRANSACTIONS (N.1.E.)
EUR - 10 with: (1979-1982) average Hio ECU

US.A.  Japan  Canada Pustr.NI Other  Other  Un-  Extra
0ECD ‘ Countries allocated EUR 10

T I 147 W 188 Im3 % R
- e 2 3 23 259 1% 2% N
= % 4 8 - -1 &7 328

The tramnsactions with the non-EC members show a steadily growing
surplus (from 2.1 billion ECU in 1979 to 4.2 billion ECU in
1982) . :

The Community’s receipts on this item are highly concentrated omn
ong p1vtn9v' the United States. Their share accounts for nearly
0% (5.5 billion ECU in 19823 of the total credit on this  item
from the rest of the world. Compared to this amount. the other
COECD countries only play 2 mxnor vole. The non-0ECD countries
“have 3 share of about 25% (1.9 billion ECU in 1982).

- The geoqraphical breakdown of the expenditure . side shows a
different picture : the Unitsd States account  for about 2B%  of
the EC’s debits and  the non—-0ECD countries for nearly 60%Z (2.3
Billion ECU in 19821, :
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ANNEX 1

BALANCE OF PAYMENTS TABLES
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ANMEX 2

All tranzactions between countries concerning the exchange of
aeods, services and  income and  unrequited transfers are in
principle recorded by both countries involved. An expenditure of
one country should be egqual to & receipt by the partner country
within the same balance of payment item {(in the same period). The
IMF's aggreqgated balances of payments on & world basis show
condsiderable. asymmetries. A worldwide deficit of about % 89
billion for the current account was stated (1}, A related
phenomenon shows itself for the Community when the trade of its
menber states is broken down into  intra- and  extra  Community
flows. All balances of the balance of payments items of the
Community (EUR 10) with itself (the intra EUR 10 balance) should
also be =zern, : - '

At present. this intra EUR 10 balance of payments is calculated
by adding up the individual country’s statements,

The intra EUR 10 net figures show  considerable deviations from
zero, These deviations are presénted in table A in  absolute
figures (ECWH and in percent. The percentage represents the ratio
hetween +the net figures and the  arithmetic mean of  the
corresponding credit and debit figures and is, thus. an indicator
of the severeness of the deviation, The table covers four years
(1779 - 1982). : :

During these four years, the EC Member States recorded a  big
surplus in the intra EC esxchange of "Goods, Services and  Income”
(A, The surplus  of the "Cuvrent  #Account™ (2.) was about ‘the
GAMe S1lZe, )

It was smaller in 1982, because of the "Unrequited Transfers”
(B} which showsd 2 high deficit, The percentage ervors of the
aggreqated items are quite small. only in 177%,  the ervor on
UGoods. Services and Income” reasched about  three percent of the
mean of the reported oredit and debit figures,

In pafficular; “Corvices and  Income® 2.y contributed to  the
total error, Disaggregating  this . item, one ewpects & more
heterogenous picture  than with  the aggregates and one  is not
disappointed, The percentage ervors  reach up Yo 80X,  although
they were quite stable between the veasrs, : :

The item "Other & foes o~ Other” has o to be  singled out, The
ahsolute and the relative evrovs are considevrable. The surplus of
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this item contributed most to the}total errors,

“Government Transactions (n.i.e.)", "Banking" and all "Transport”
items showed also surpluses. These sectors compensated partly the
deficits of the other services items.

Concerning "Services and Income", “timing asymmetries seem to be
of minor importance for the explanation of the ervors keeping in
mind the size and distribution of them. The vecording of a flow
in different periods by the two partner countries might be more
relevant in the <ase of "Merchandise" {1.). The ervor increased
with about the same rate as the credit and debit figures of this
item. Thus, the ratio stayed about the same (za. 2%),

These results, in particulae the regular  pattern of the  evrors.
are encouraqing for further investigation. In a next step, it iz
possible to weight the importance of the errors by means of
statistical measures, Those balance of payments items that
contribute most to the overall ervors can, thus, be identified,
It should then be possible to trace these errors by means of the
national balance of payments methodologieés curvently published by
EURQSTAT . o

L

(1) IMF:  World Ecomomic Outlook. Washingtonm D.C., 1983, p{ 161



- 72 -

ANNEX 3

pefinitions according to the IMF-Balance of Payments Manual

This annex gives the relevant paragraphs of the IMF's Balance
of Payments Manual (fourth edition, 1977), which are refered

to in the text: They are ordered by increasing paragraph number.
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69. Mobile equipment thus presents a problem of principle—in the
sense that the residence of the enterprise operating it cannot logically
be inferred from the above rule—only when it is used in production
outside the territory of any national economy, i.e., in international
waters or air space. Mobile equipment that merely moves between
the territories of two or more economies should, in accordance with
the above rule, be regarded as being operated by a separate
~ enterprise in each of the economies where it is used in production. As
a practical matter, however, equipment that moves frequently be-
tween the territories of various economies also poses a problem very
similar to that of equipment used in international waters or air space.
Therefore, a supplementary rule of thumb to deal with both of these
cases is recommended in this Manual. This rule is that mobile
equipment that is operated on more than one national territory
- during the course of a year, or outside any national territory, is to be
attributed to a single enterprise with a determinate residence. That
enterprise is considered to be the operator for aircraft, ships, highway
and railway rolling stock, fishing vessels, gas and oil drilling rigs, or
other mobile equipment that is not used for production primarily on
the territory of any one economy for as much as a year or is used in
international waters or air space.

'217. Some important instances can also be found in which the
possession of goods passes between a resident and a foreigner who
are not affiliated, without a change of ownership as stipulated above.
Probably the most significant instance in which the effect of a legal
change of ownership is achieved between independent parties by
other means pertains to financial leasing, i.e., lease arrangements that
provide for the recovery of all, or substantially all, of the cost of the
goods, together with carrying charges. This Manual recommends that
the basic nature of these transactions be given precedence over their
legal form. Therefore, as a rule of thumb, a lease arrangement
expected to cover at least three fourths of the cost of the goods,
together with the carrying charges, is to be taken as presumptive
evidence that a change of ownership is intended. The full equivalent
of the market value of the goods (not the cumulative total of the
_expected lease payments) should then be recorded as merchandise,
and an offsetting entry should be made in the capital account to
record the credit extended to the nominal lessee. '

~ (a) Freight

261. Freight refers mainly to the carriage or transport of goods. As
used in this Manual, the term also includes any ancillary services
provided by a carrier in conjunction with the service of transport. In
particular, freight includes the service of loading goods on board the
carrier or unloading them from it, if the contract between the owner
of the goods and the carrier requires that the latter shall provide that
service. When such a service is performed at the customs frontier of
the country from which merchandise is exported, the loading charge
is classified as freight if the service is provided by or for the account of
the carrier; otherwise, it is classified as merchandise. This treatment is
adopted because, in practice, the statistics that can be collected on
freight will usually cover indistinguishably all .services that are
performed by or for the account of the carriers, whereas those on
merchandise are unlikely to include the loading charge if loading is
provided by or for the account of the carrier.



—74-

(b) Insurance -

262. The insurance element of “shipment’”’ comprises insurance on
movable goods during the course of shipment. Insurance services are
usually a rather minor element in the shipment item, let alone the
whole balance of payments. They are singled out here mainly because
their recording presents conceptual and practical difficulties that
require special attention. : -

1263, On the conceptual side, the service charge that the insurer
takes into account in setting premiums during a given period (the
“normal” service charge) may not be the same as the net premiums
(premiums less claims). payable during that period; losses may be
greater or less than are expected in the longer run, claims may not yet
be payable on losses that have already occurred, and premiums may
have been paid in advance on risks to which the insurer has not yet
been exposed. Therefore, in principle, net premiums may reflect not
only a service charge but also capital gains (losses) and prepayments
(postpayments). Because of the practical impossibility of sorting out
these various elements, however, net premiums are customarily taken
to. be the measure of the insurance service, and that treatment is
" recommended by this Manual.

(c) Other services

265. Other distributive services performed during the course of
shipment that are incidental to the shipment are covered undér this
heading. They include such services as the following: storage and
warehousing; loading and unloading that are not classified as
merchandise or freight; packing and repacking; labeling and pack-
aging; cartage, drayage, and haulage; and forwarding, handling, and
transferring. . .

(3) Port Services, etc. :

~276. This component covers mainly port services but also includes
charters and miscellaneous other services related to the transportation

industry.

(a) Port services

271. The term “port services” is applied in a broad sense in this
Manual to designate the procurement of all goods and most services
by carriers and similar equipment for consumption in their operations.
Port services do not include charter services provided by the owner of
the carrier to its operator, which are nonetheless part of this same
component; labor services provided by the crew, which are classified
in “labor income, n.i.e.’; and insurance services, which are part of
“other” goods and services.

272. The main types of goods procured by carriers are fuel,
provisions, stores, and supplies. The services -include lighterage,
stevedoring, and other loading and unloading, when these are
covered by the freight charge or passenger fare; airport and harbor
dues and fees; tugboat services, pilotage, and towage; and mainte-
nance and repair.

N



- 75 -

(b) Charters of carriers

273. Charters (leases) of carriers refer to the service provided by
owners in hiring or leasing their carriers to the enterprises that
operate them. The following cases that nominally involve charters are
" not treated as such in the balance of payments, for the sake of
consistency with various conventions applied in this Manual.

~ 274. Transportation equipment operated entirely, or primarily,
within the territory of an economy for at least one year is always
considered by convention to be owned by a resident entity in the
economy where it operates (see paragraph 69), so that no charter
services between residents and foreigners would be recorded in the
balance of payments in that situation. Instead, the actual foreign
owner/charterer would be regarded as having a “direct investment”’
in the resident enterprise, and any payments 1o him would have to be
construed as income on' and amortization of that investment rather
than as charter hire. '

275. Furthermore, this Manual treats leases of goods (including the
charters of carriers) that are expected to cover at least three fourths of
the cost of the goods, together with carrying charges, as presumptive
evidence of a financing arrangement that is equivalent to a change of
ownership (see paragraph 217). No charter services would take place
under those circumstances. Here again, any lease payments to the
actual legal owner would have to be construed as income and
amortization. -

276. Finally, under many so-called charters of carriers, especially
those for limited periods such as a single voyage, the owner of the
carrier continues to be the operator and thus actually provides to the
nominal lessee a freight or passenger service rather than a charter
service as here defined. ' ‘

(c) Miscellaneous transportation

277. Miscellaneous transportation refers to the services, other than
the transport of goods and persons, performed by carriers and similar
equipment. For example, fees for salvage operations and for the
carriage of letter mail should be included here. By “similar equip-
ment”’ is meant such equipment as towboats and tugboats, which are
not themselves carriers but which have a resemblance to carriers or
which perform services closely related to the transportation industry.
Services provided by such equipment directly to carriers, such as
towage or repairs, constitute part of the port services acquired by the
carriers concerned. o :

'CHAPTER FOURTEEN

Investment lncome

(1) Coverage

289. “Investment income”’ covers income derived from the owner-
ship of foreign financial assets, excluding the portfolio investor’s
portion of the earnings of incorporated enterprises that are not
formally distributed. :
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290. The most common types of investment income are dividends
and interest. Dividends, including stock dividends and bonus shares,
are the distribution of earnings-in respect of the shares and other
forms of participation in the equity of incorporated private enter-
prises, cooperatives, and public corporations. They represent income
that is payable without a binding agreement between the creditor and
the debtor. Interest, including discounts and commitment charges in
lieu of interest, comprises income on loans and debt securities, i.e.,
such financial claims as bank deposits, bills, bonds, promissory notes,
and trade advances. It is payable in accordance with a binding
agreement between the creditor and the debtor. :

291. Other types of investment income are the earnings of branches
and other unincorporated direct investment enterprises, and the
direct investor’s portion of the earnings of incorporated direct
investment enterprises that are not formally distributed, i.e., earnings
other than dividends. The part of those earnings that is attributed to
the direct investor is proportionate to his participation in the equity of
the enterprise.

292. Income derived from the use of real resources is not con-
sidered as income from financial investment but as nonfinancial
income. Thus, earnings from film rentals, charters of mobile equip-
ment, and leases of real estate (rentals) should not be ciassified as
“investment income” but included with other items for services and
income. Merchandise exported and imported under a financial leasing
arrangement, however, is considered to have changed ownership (see

- paragraph 217); the so-called lease payment thus consists of invest-

ment income and repayment of principal on the financial obligation
that was in effect created when that change of ownership occurred.

293, Capital gains and losses are not income on investments but are
part of the value of the investments. All capital gains and losses are
included in the capital account (except, for practical reasons, those on
insurance transactions, as explained. in paragraph 263); valuation
changes that are not realized in the form of capital gains and losses are
not included in the balance of payments, aithough supplementary
information on valuation changes is requested for reserves. 1t should
be noted, however, that some debt securities, such as bonds, notes,
and bills, are originally issued at a value different from the stated fixed
sum that their holder has the unconditional right to receive when the
obligations mature. This premium or discount should be regarded as
negative interest or interest, respectively, rather than a capital loss or
gain. It follows that the value of the securities to be entered in the
capital account is the amount for which they are actually issued. The

~ fixed sum paid at maturity will comprise both repayment of this

original principal amount and (negative or positive) interest; the
interest should be shown as investment income.
(2) Classification

294, For the purpose of balance of payments recording, the
following categories of “‘investment income” should be distinguished.
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'

(a) Direct investment income

295. The two. components under this heading pertain to income
that accrues to a direct investor from ownership of direct invest-
ment capital. (See Chapter 18, section (2) for the definition of direct
investment capital.) The component for reinvested earnings covers the
earnings of branches and other unincorporated direct investment
enterprises (excluding any part that can be identified as having been
remitted) and the direct investor’s portion of earnings of incorporated
direct investment enterprises that are not formally distributed (see
~ paragraph 291). The other component of direct investment income

covers any earnings of branches and other unincorporated direct
investment enterprises that are identified as having been remitted,
in addition to dividends and interest distributed to the direct investor.

(b) Other . investment income

296. The two components referring to official income together
cover income receivable or payable by the compiling economy’s
general government or central bank, by a foreign general government
or central bank, or by an international organization. Such income
includes interest earned on deposits, debt securities, and other loans,
as well as any dividends on equity securities. Moreover, official
income includes all income payable to, by, or through the Intérna-
tional Monetary Fund. Such income thus covers charges, assessments,
interest, and remuneration on transactions and holdings with the IMF
in both the General Account' and the Special Drawing Account,! as
well as other income receivable by the official sector on reserves.

297. A government may.sometimes be the direct investor in a direct
investment enterprise abroad; income from such an enterprise should
be classified as direct investment income rather than as other official
income. :

298. The component referring to private incomé covers investment
income other than that specified above. Dividends on equity securities
and interest earned on bank deposnts debt securities, and loans form
the elements of this item.

(3) Time of Recording

299. Reinvested earnings of direct investment enterprises should be
recorded in the balance of payments for the period in which they are
earned. Dividends and interest should be recorded as of the time that
they become due for payment. Remitted earnings of branches and
other unincorporated enterprises should be recorded as of the time
that they are transferred.

In the Second Amendment to the Articles of Agreement these are the General
Department and the Special Drawing Rights Department, respectively.
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300. In explanation of this apparent difference in treatment be-
tween earnings that are formally distributed and other earnings, it is
useful to recall that reinvested earnings represent the net income
accruing during a given period. In contrast, dividends and remitted
earnings of branches are discretionary distributions that can be made at
any time—even in a period when a net loss is sustained—and are
therefore not attributable to the earnings of a particular period. To
determine the period in which those reinvested earnings are earned or
other investment income becomes payable, reference to balance
sheets, annual reports, and similar documents of the investor or the
enterprise may be helpful.

(4) Measurement and Recording of Earnings"
(a) Method of calculation

301. Earnings refer to the net income, positive or negative, of an
enterprise from production and property, including the ownership of
other enterprises. These earnings are measured net of income or
corporation taxes due for payment without penalty during the
recording period by the enterprise to the economy in which that
enterprise operates. This practice is followed because such taxes are
considered payable by the enterprise and not by its owners.

302. Furthermore, earnings should be calculated net of any pro-
vision for depreciation of fixed capital. Depreciation is measured by
the value, at current replacement cost, of the reproducible fixed assets
used up during an accounting period as a result of normal wear and
tear, foreseen obsolescence, and accidental damage that is not made
good by repair. In the calculation of depreciation, the expected
economic lifetime of the individual asset should be taken ‘into
account. Although depreciation should, in principle, be calculated at
current replacement cost, data will often be available only on an
historical cost basis.

303. As capital gains or losses, i.e., gains or losses resulting from the
realization of valuation changes, do not stem from the operations of
an enterprise, they should be excluded from the calculation of its
operational earnings. Unforeseen obsolescence, catastrophes, and
depletion of natural resources are treated as a capital loss at the time
that the decrease in value actually occurs. Any losses on the writing off
of bad debts or on expropriation without compensation should also
be excluded in calculating earnings. '



(b) Recording of reinvested earnings

304. Unremitted earnings of branches and other unincorporated
direct investment enterprises, and the direct investor’s portion of
earnings of incorporated direct investment enterprises that are not
formally distributed, are conceived of as providing additional capital
to the enterprises, thus increasing the value of an economy'’s stock of
foreign assets and liabilities. In the recording of such earnings in the
balance of payments, therefore, entries should be made both for
direct investment income and for direct investment capital. For
example, the reinvested earnings of a foreign direct investment
enterprise attributable to a resident direct investor should be entered
in the relevant components as a credit in the current account category
for investment income and as a debit in the capital account category
for direct investment. The share of portfolio investors in the earnings
~of an incorporated direct investment enterprise that are not formally
distributed should not be entered in the balance of payments,

(c} Entries for losses

305. The direct investor’s share in the net losses other than capital
losses of an enterprise should be recorded as negative income in the
direct investment income component of the balance of paymenits.
Thus, the economy recording losses on residents’ direct ‘investment
abroad should enter the losses as a negative credit, while the economy
in which the direct investment is made should record them as a
negative debit. This method of recording losses is adopted so that the
credit side of the component will reflect the compiling economy’s net
earnings on its direct investments abroad, while the debit side will refer
to the foreign direct investors’ net earnings on direct investments in
the compiling economy. ‘

(d) Stock diw’dends and bonus shares

306. The distribution to foreign shareholders of earnings in the form
of stock dividends and bonus shares should be recorded in the
balance of payments in the same manner as reinvested earnings, that
is, by making entries both in investment income and in the capital
account,

CHAPTER FIFTEEN

Other Goods, Services, and Income

{3 Main Types of Official Transaction

311. Three standard components for official transactions are dis-
tinguished in this category; they specify whether (a) both parties to
the transactions are in the official sector, (b) the resident official sector

_is dealing with other foreign sectors, or (c) other resident sectors are
dealing with foreign official sectors. From the standpoint of the
compiling economy, the types of transaction in each of these groups
are likely to be quite different. Some of the principal kinds that should
be reported are listed below. ‘ :
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(a) Embassies and consulates abroad

312. Since these organizations are treated as residents of the
country that they are representing and not of the country where they
~ are located, remittances of cash, shipments of commodities, and any

other transactions between them and residents of their home country
are not included in the balance of payments. Instead, the transactions
to be recorded are those with residents of the country where they are
located and of other foreigri countries. The following kinds of item are
among those that should be reported

(i) wage and salary payments, representing labor income of !ocal
staff;

(ii) personal expenditures by diplomatic and consular staff and their
dependents in the country where they are stationed; and

(iii) other expenditures by embassies and consulates for goods and
services such as office supplies and furnishings, fuel and utilities, rent
or purchases and sales of embassy and other buildings, official cars
and their operation and maintenance, and official entertainment.

(b) Military units and agencies abroad

313. These are treated in the same way as embassies and consulates,
and the same kinds of item should be covered. The compiler should
keep in mind that the personal expenditures of military personnel and
their dependents comprise their expenditures in the foreign country
in which they are stationed and exclude expendnures in their own
canteens, commissaries, or post exchanges.

(<) Other official entities located abroad

314. Many such entities of an economy will be integrated with the
embassy organization, but the transactions with other economies by
those with a separate existence should also be reported. Examples are
aid missions (including the U.S. Peace Corps), government tourist
offices, government offices to. encourage immigration, and govern-
ment information offices and libraries.

"(d) Joint military arrangemeht$

315. Receipts or contributions under joint mllnary arrangements are
included here. : :

(e) Other nonmilitary goods and services provided to or obtained by
government ' .

316. A government may engage in many of the same types of
service transaction as private entities; for examples of kinds of service
that might be appropriate to this item, when a government is a party, see
Section (4), below. ’
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317. Aid services (except shipment or other items included under
their own headings) between governments or from the government of
one economy to other sectors of other economies should be
recorded. They have their offset in grants or loans. Services of this type -
may also be purchased (rather than obtained under aid programs) by a
government from nonresidents or sold by a government to nonresi-
dents and should, of course, be recorded here.

(f) Military services provided or obtained

318. Such services can and should be included in the balance of
. payments, at least insofar as actual payment is made for them, thereby
* providing a means of measuring their value. Receipts from the United.
Nations for peacekeeping troops are one example. Goods and services
provided free of charge to foreign troops by the economy where
those troops are stationed are usually omitted from the balance of
payments because of the uncertainties of valuation, the difficulty of
deciding whether the offsetting entry is best regarded as a defense
service or an unrequited transfer, and the confidentiality of the
information.

{b) Property income, n.i.e.

321. Property income is income accruing to the owner of financial
assets, land, and nonfinancial intangible assets from the use of such
assets by another economic entity. All property income on financial
assets is classified as ‘“investment income” (see Chapter 14). This
component refers to nonfinancial property income that is not
included elsewhere. - ‘ B

322. Earnings from the use of tangible assets except land constitute
leasing, which is considered to be a service item rather than income.
Financial leasing is included with “merchandise” (see paragraph 217);
operational leasing of carriers (chartering) is included with “other
transportation’’ (see paragraph 273); and other operational leasing is
included with either miscellaneous official transactions (see section (3)
of this chapter) or the residual component (see paragraphs 333-34).

323. The main element of the component for “property income,
n.i.e.” is income accruing to the owners of patents, copyrights, and
similar nonfinancial intangible assets. Income of this sort is often
referred to by such terms as royaities and license fees. While a
foreigner, by the conventions of this Manual, cannot be said to
‘purchase such assets outright from a resident of the economy whose
government issues them, a foreign enterprise may nonetheless acquire
the right to use such assets outside the territory of the economy that
issues them. The income payable for that use constitutes nonfinancial
property income. . o

324. This component will rarely include any income from the
ownership of land. Under the conventions of this Manual, land used
for commercial purposes must be used by an enterprise, and except in
unusual circumstances that enterprise would be a resident of the
economy where the land is located; moreover, land must always. be
owned by a resident of the economy where it is located. That being
the case, resident-foreigner transactions with respect to the com-
mercial use of lané would seldom occur. The foreign entities that
could be present in an economy to use land for noncommercial
purposes would be governments or individuals. The transactions of
those foreigners, including any income payable for the use of land, are
to be classified in this Manual as “travel,” “official transactions,”
above, or. “'labor income, n.i.e.” ' v
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(i) Nonmerchandise insurance

326. All types of insurance and reinsurance are included here with
the exception of the transactions in the direct insurance of mer-
chandise and some other goods that are included in “‘shipment,” as
described in paragraph 262. Marine and aircraft insurance—that is,
insurance of the carrier, in contrast to insurance of the goods carried
therein—should also be included here with nonmerchandise insur-
ance. , '

327. Life insurance, like other types of insurance, can be most
conveniently recorded in the balance of payments on the basis of the
difference between premiums to be paid and claims to be disbursed,
which is taken to represent the insurance service charge (see
paragraph 263). This treatment ignores the capital element inherent in
life insurance transactions but, as international transactions in life
insurance are not usually large, this simplification is recommended.
Pension schemes operating through a separately organized fund are
akin to life insurance, and the net amounts received and paid should
be added to the amounts reported for insurance. Other types of
pension disbursed and contribution collected are included in “unre-
quited transfers” (see paragraphs 352, 358-59).

(vi) Operational leasing, other than charters

333. Operational leasing is leasing other than that regarded as.
financial leasing. For the definition of financial leasing, see para-
graph 217. The charter of carriers is included in “other transporta-
tion.” '

334. The operational leasing of structures, machinery, equipment
other than transportation equipment, films, tapes, records, and other
tangible assets is included here; such leasing is sometimes referred to
as rental. The commercial value of the assets themselves is excluded
from export and import totals.

(iii) Other private unrequited transfers

352 This component covers transfers between individuals, between
nonofficial organizations, and between an individual and a nonofficial
organization. Such transfers include gifts, dowries, and inheritances;
alimony and other support remittances, except those by former
migrants; tickets sold by and prizes won from nongovernmental
lotteries; noncontractual pensions ‘from nongovernmental organi-
zations; compensation for damages (excluding insurance indemnities);
contributions to religious, scientific, cultural, and charitable organiza-
tions; and membership fees paid to nonprofit associations.

(i) Other

358. On the credit side, this_item includes taxes, fines, fees for
fishing rights and carrier registrations, and tickets sold by government-
sponsored lotteries. On the debit side, this item includes refunds on
taxes, membership fees paid to nongovernmental organizations,
grants to nongovernmental entities, noncontractual pensions, and
prizes won from government-sponsored lotteries.. b
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(d) Other official unrequited transfers of foreign economies

359. These are transactions between foreign governments and
private residents of the compiling economy. This component has the
same coverage, with credits and debits reversed, as the preceding
component, “other official unrequited transfers of the compiling
economy.”’ » '

372 (iv) Reclassification of past purchases from the Fund. Such a
reclassification occurs in the following situation. A member may make
a reserve tranche purchase from the Fund and record in its balance of
payments a decrease in its reserve position in the Fund, which is an
asset. In a subsequent recording period when the information needed
to make such a determination becomes available, theFund could
determine that the member had qualified at the time of the purchase
for the use of Fund credit under the policy adopted for the
compensatory financing of export fluctuations. The purchase would
then be reclassified. Instead of revising the original balance of
payments entry (a credit) ffom a decrease in assets to an increase in
liabilities, this Manual provides that the original entry be retained and
additional entries for the reclassification, showing an equal increase in
both the asset (debit) and the liability (credit), be recorded in the
period in which it takes place. This recommendation is made in order to
align the balance of payments entries with the statistics and accaunts as
published by the Fund on its own activities. ‘

{v) Other reclassification changes in reserves. The authorities may
assume or relinquish direct and effective control over assets to which
they do not legally hold title. Such changes in the level of their
reserves are to be recorded, along with a counterpart to the
reclassification. This counterpart is needed because no entry is to be
made for the resulting change in the other component that is affected
by the reclassification {see paragraph 374 (ii)). '

(<) Clas'siﬁcati‘on‘changkes to be omitted

374. All classification changes in an economy’s financial claims on .
and liabilities 10 the rest of the world, except those referred to in
paragraph 372 (iv) and (v), are to be omitted from the balance of
payments. : , o '

- (i} Changes in classification owing to “territorial changes. For
example, a resident entity owns an enterprise operating in some part
of the domestic territory that is ceded to another economy, but the
resident status of the owner itself remains unaffected. Under the
conventions of this Manual, the owner has thereby acquired a foreign
financial asset in place of its previous domestic asset. Such changes,
however, are not to be shown in the balance of payments.

(ii) Other changes in classification of existing assets, except those in
reserves. A creditor’s holdings of foreign corporate equities, for
instance, may be reclassified from portfolio to direct investment when
it acquires enough additional equities to make it the direct investor.
The reclassification of the earlier holdings is not to be entered in the
balance of payments, although the acquisition of additional equities is
classified as direct investment.



CHAPTER EIGHTEEN

Direct Investment

(2) Direct Investment Capital

415. Once the direct investment enterprise has been identified, the
question arises as to which capital flows between that enterprise and
entities in other economies could characteristjcally be expected to
show a distinctive pattern of behavior. Since the main feature of direct
investment is taken to be the lasting interest of the direct investor in
the enterprise, the logical answer must be that it is only the capital
supplied by the direct investor that is relevant in this context. This
Manual, therefore, recommends that the category for direct invest-
ment capital be confined to capital that is provided by the direct
investor—either directly or through other enterprises related to that
investor—to the direct investment enterprise (or received by the
investor from that enterprise). For the economy where the investment
is located, such capital includes funds provided both by the direct
investor directly and by other foreign direct investment enterprises of -
the same direct investor. For the economy of the direct investor, such
capital includes only funds provided by the resident investor; it does
not include funds for which the direct investor merely makes the
arrangements or guarantees repayment, e.g., loans from outside parties
to an incorporated direct investment enterprise.

416. A further aspect for consideration is whether all forms of
investment by the direct investor should be classified as direct
investment capital. The equity capital supplied by the direct investor
and the reinvested earnings attributed to him (see paragraph 291) are
two types where the direct investment relationship is undoubtedly a
primary factor. For other long-term capital and for short-term capital,
however, the justifiability of assigning the flows attributable to the
direct investor to the category for direct investment can vary widely
with the practices of the investors concerned, which may change from
one period to another. Moreover, the formal distinction between the
long-term and short-term elements of “other” direct investment
capital is often found to be misleading. Although all these flows are
recorded in this Manual as direct investment, provision is made for
distinguishing the main types separately. :
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417. In previous editions of the Manual, flows of short-term capital
between monetary institutions and their direct investment affiliates
were allocated to other categories of capital rather than to direct
investment, on the grounds that the flows presumably reflect the regular
business activities of those institutions more than the direct
investment relationship. The same line of reasoning has increasingly
become relevant for the nonmonetary sectors also, since short-term
investment funds are frequently channeled directly through affiliates
instead of through the banking system. Nevertheless, this Manual
retains the recommendation of the previous edition that the short-
term element should be excluded from direct investment capital only
for flows between affiliated monetary institutions.

418. Direct investment capital flows include those that create or
dissolve the investment as well as those that serve simply to maintain,
expand, or reduce it. Thus, when-a foreigner who previously had no
equity in an existing resident enterprise takes over the management
interest in that enterprise from a resident, the market value of equity
holdings acquired and any other capital invested by the foreigner -
should be recorded as direct investment. When the acquisition of
equity by a foreigner has been gradual, however, the reclassification—
from portfolio to direct investment—of shares that were acquired in
periods before the take-over occurred should be regarded as a
reclassification of the existing investment and should not be shown in
the balance of payments (see paragraph 374 (ii)).
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1. RIGHT OF ESTABLISHMENT AND FREEDOM TO PROVIDE SERVICES
IN THE EUROPEAN COMMUNITY ‘

\

The right of establishment and the freedom to provide services
(i.e. the freedom to provide services in another Community Member
State without being established there) are among the principal
freedoms guaranteed by the EEC Treaty, the others being the free
movement of goods, the free movement of workers and the free
circulation of capital. For the right of establishment and the
freedom to provide services the principal articles of the Treaty
are Articles 52, 58, 59 and 60.-

Article 52 reads as follows:

"Wwithin the framework of the provisions set out below, restrictions
on the freedom of establishment of nationals of a Member State in
the territory of another Member State shall be abolished by pro-
gressive stages in the course of the transitional period. Such
progressive abolition shall also apply to restrictions on the setting
up of agencies, branches or subsidiaries by nationals of any Member
State established in the territory of any Member State.

Freedom of establishment shall include the right to take up and
pursue activities as self-employed persons and to set up and manage
undertakings, in particular companies or firms within the meaning
of the second paragraph of Article 58, under the conditions laid
down for its own nationals by the law of the country where such
establishment is effected, subject to the provision§ of the Chapter
relating to capital." ' .

Article 58 reads as follows:

"Companies or firms formed in accordance with the Law of a Member State
and having their registered office, central administration or principal
place of business within the Community shall, for the purposes of this
Chapter, be treated in the same way as natural persons who are nationals
of Member States. , ' :

"Companies or firms'" means companies or firms constituted under civil
or commercial law, including cooperative societies, and other legal
persons governed by public or private law, save for those which are
non-profit-making." : o

Article 59 states aé foltqws:'

"Within the framework of the provisions set out below restrictions on
freedom to provide services within the Community shall be progressively
abolished during the transitional period in respect of nationals of
Member States who are established in a State of the Community other
than that of the person for whom the services are intended. ‘

Thé Council may, acting unanimously on a proposal from the Commission,
extend the provisions of this Chapter to nationals of a third gounﬁry
who provide services and who are established within the Community.

Y
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Article 60 provides in part as follows:

"Services shall be considered to be '"services" within the meaning of
this Treaty where they are normally provided for remuneration in so
far as they are not governed by the provisions relating to freedom of
movement of goods, capital and persons.

Without prejudice to the provisions of the Chapter relating to the right
of establishment, the person providing a service may, in order to do so,
temporarily pursue his activity in the State where the service is to

be provided, under the same conditions as are 1mposed by that State on
its own nationals.” ‘

For the abolition of restrictions on establishment and freedom to provide
services, the Treaty provided for the drawing up of a general programme
for the abolition of existing restrictions (Articles 54 and 63) and for
the gradual abolition thereafter of those restrictions by means of
directives.

As regards the abolition of restrictions both on establishment and on

the free supply of services, a considerable number of directives applying
to different kinds of self-employed activities have been brought into
force. Despite this progress, many sectors remained uncovered; however,
in 1974, in cases 2/74 (Reyners, 1974 ECR 651) and 33/74 (Van B1nsbergen,
1974 ECR 1299), the Court of Justice held that the relevant provisions of
Articles 54, 59 and 60 were directly applicable as from the end of the
‘transitional period, laid down in the Treaty, without there being any
need for further Community legislation.  Moreover, the judgment had the
result that private individuals could avail themselves d1rectLy of the
rights conferred on them by the Treaty.

*

Specifically as far as the freedom to provide services is concerned,
since the Van Binsbergen case, further Court decisions have clarified
the extent and scope of the freedom‘guaranteed by the Treaty. (1)

In addition it should be noted that in order to make it easier for persons

to take up and pursue activities as self-employed persons, Article 57
provides for the issue of directives for 'the mutual recognition of diplomas,
-certificates and other evidence of formal qualifications" as well as for

"the coordinationa of the provisions laid down by Law, regulation or
administrative action in Member States concern1ng;the taking up and pursuit
of activities as self~employed persons. Extensive use has been made of
these provisions.

(1)Case 39/75 (Robert Coenen), 1975'3 ECR 1547, cases 110 and 111/78

(van Wesemael) 1979 1 ECR 35; cases 62 and 63/81 (Seco V. Evi)
1982 ECR 223; case 76/81 (Transporoute) 1982 ECR 417; and case
279/80 (Webb) 1981 ECR 3305.
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2. COMPETITION RULES

Articles 85 and 86 of the Treaty of Rome are applicable to the provision of
services in the same way that they are applicable to the production and

distribution of industrial goods.

" marticle 85

1. The following shall be prohibited as incompatible with the common market:

all agreements between undertakings, decision by associations of undertakings

and concerted practices which may affect trade between Member States and

which have as their object or effect the prevention, restriction or distortion
of competition within the common- market, and in particular those which:

a) directly or indirectly fix purchase or selling prices or any other .
‘trading_conditions;

b) Limit or control production, markets, technical development, or invest-
ment; : B

¢) share markets or sources of supply;

d) appty dissimilar conditions to equivaLent‘transaétionS»with other trading
parties, thereby placing them at a competitive disadvantage;

e) make the conclusion of contracts subject to acceptance by the other
parties of supplementary obligations which, by their nature or according
to commercial usage, have no connection with the subject of such contracts.

2) Any agreements or deciéions prohibited pursuant to this Article shall
be automatically void. ' '

3) The provisions of paraéraph 1 may, howeVer, be declared inapplicable in
the case of: ; : '

- any agreement or categofy of agreements between undeftakings;

- any decision or catégory of decisions by associations of undertakings;
- any concerted practice or category ofléoncerted practices;

which contributes to improving the production or distribution of goodSVOr
to promoting technical or economic progress, while allowing consumers a
fair share of the resulting benefit, and which.does not: :

a) impose on the undertakings concerned restrictions which are not indis-
pensable to the attainment of these objectives; '

b) afford such undertakings the possibility of eliminating competition in
respect of a substantial part of the products in guestion.
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Article 86

Any abuse by one or more undertakings of a dominant position within the
common market or in a substantial part of it shall be prohibited as in-
compatible with the common market in so far as it may affect trade between
Member States.

!

Such abuse may, in particular, consist 'in:

a) directly or indirectly 1mpos1ng unfair purchase or sellwng pr1ces or
other unfair trading cond1t1ons,

b) limiting. production, markets or technicaL development to the prejudice
of consumers;

¢) applying dissimilar conditions to equivalent transactions with other
- trading parties, thereby placing them at a competitive disadvantage;

d) making the conclusion of contracts subject to acceptance by the other

parties of supplementary obligations which, by their nature or accor-

ding to commerc1al usage, have no connectlon w1th the subject of such
contracts ' :

The Commission's activities in this field concern more especially transport,
banking, insurance, cottecting societies and telecommunications.

In the transport sector a spec1f1c implementing Regulation was adopted on
transport by rail, road and inland waterway (Council Regulation (EEC No
1017/68, 0J L 175 23 7. 1968).

Where banking and insurance are concerned, the Commission has aLways believed
that specific procedures for applying the competition rules are not reguired,
although it recognizes that they have special features on account of their
‘supervision by the national public authorities.

As regards banking, for example, the Commission published a Notice in the
Official Journal announcing its intention to grant exemption to a series
of arrangements entered into by a number of national banking organ1zat10ns
concerning the international use of uniform Eurocheques made out abroad in
local currency (0J No C 281 of 18 10.1983).

In the field of insurance, the Commission adopted a decision on 30 March 1984
granting negative clearance to an agreement between an association of insurers
who offer industrial insurarice services in Italy and are Llinked to certain
re-insurers in various Member States. The members of the association remain
free to fix their commercial premium rate individually in accordance with
their own policies (0J L 99 of 11.4.1984).
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Many decisions have been taken on the provision of services by collecting
societies. In GVL/v Commission (Case 7/82, 1983-3, p 483) the Court of Justice
upheld the applicability of Article 86 to the conduct of these societies,
ruling that they may not restrict their services to artists resident in their
particular country and must offer their services also to authors established
in other countries where the latter wish to assert their rights in that
country. ‘ : : :

In December 1982 the Commission appLied the Ccmmunity‘competition rules for
the first time to the telecommunications industry in the case of an abuse
of a dominant position by a supplier in this field (0J No L 360 of 21.12.1982).
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3. SEA TRANSPORT

Consultation procedure

Council Decision of 13 September 1977 séiting up a consultation procedure on
relations between Member States and third countries in shipping matters and
on action relating to such matters in international organizations (77/587/EEC,

0J No L 239 of 17.9.1977).

The aim of this Decision is to establish a procedure for consultation between
the Member States and the Commission on their relations with third countries :
in the field of sea transport, with a view to ‘discussing such matters, inclu-
ding bilateral and multilateral agreements, to determine whether there are

problems at Community level and whether action w1th1n dinternational organ1za-

tions should be coordinated.

Competition from State-trading countries

Council Decision of 19 September 1978 concerning the activities of certain
third countries in the f1eld of cargo sh1pp1ng (78/??4/EEC 0J No L 258 of
21.9.1978).

. .
Council Decision of 19 December 1978 on the collection of information con-
cerning the activities of carriers participating in cargo Liner traffic in
certain areas of operation (79/4/EEC, 0J No L -5 of 9.1.1979).

Council Decision of & December 1980 amending and supplementing Decision
79/4/EEC on the collection of information concerning the activities of
carriers participating in cargo Liner traffic in certa1n areas of operation
(80/1181/EEC, 0OJ No L 350 of 23 12.1980).

Council Decision of 26 March 1981 establishing detailed rules for the collec-
tion of information concerning the activities of carriers participating in
cargo liner traffic between the Member States and the Far East (81/189/EEC,

0J No L 88 of 2.4.1981).

Council Decision of 16 December 1982, extending the collection of informa-
tion concern1ng the activities of carriers participating in cargo liner
traffic in certain areas of operation, carried out under Decisions 79/4/EEC
80/1181/EEC, and 81/189/EEC.. (82/870/EEC, 0J No L 368 of 28.12.1982).

ALL these Decisions concern information-gathering systems. The Member States
have to collect information on the activities of certain third countries

in the field of cargo liner traffic between the Community and East Africa,
the Community and Central America, and the Community and the Far East.
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The information collected must be forwarded to the Commission for assessment

no Later than three months after the end of each half year.

This information concerns the name of the company and the service operated,

the total liner cargo carried, the specification of types of commodities,

“'the ports of loading and unloading, the area of operation, the flag of the vessels
employed, the date of establishment of the service, and the freight rates charged.

The aim of these Decisions is to keep the Community institutions informed

-of the activities of the fleets of third countries whose practices are harmful
to the shipping interests of the Member States. :

Counter—-measures

Council Decision of 26 October 1983 concerning counter-measures.in the field
of international merchant shipping (83/573/EEC, 0J No L 332 of 28.11.1983).

This Decision Lays down a Community procedure concerning counter-measures
which may be taken by the Member States against third countries in the field
of international merchant shipping. Where a Member State has taken or in-
tends to take counter-measures it must consult the other Member States and
the Commission. o : :

The aim of the .consultation is to ensure that the Member States concert

" any counter-measures they~may take. However, the Council may, acting unani-
mously, decide on the joint application by Member States of appropriate
counter-measures forming part- of their national Legislation. ‘

Code of Conduct for Liner Conferences

Council Regulation (EEC) No 954 of 15 May 1979 concerning the ratificationb
by Member States of, or their accession to, the United Nations Convention
_on a Code of Conduct for Liner Conferences (0J No L 121 of 17.5.1979).

This Regulation stipulates that when ratifying or acceding to the Code
of Conduct, the Member States must comply with certain conditions so as
to ensure that they respect the principles and objectives of the Treaty.
It is known as the "Brussels package' and its main aim is to ensure that
the Code's cargo-sharing formula will not be applied to intra-Community
trade, or in trade between the Community and OECD countries, provided
those countries make a reciprocal disapplication. In trades between the
- Community and non-0ECD countries, conference Lines from Community Member
States will pool the shares of conference cargoes falling to them under
the Code's cargo-sharing provisions and redistribute the shares among
themse lves in accordance with commercial criteria. Lines from other
OECD countries will be free to join in this redistribution process on
the basis of reciprocity. By virtue of the Regulation, the Member States
must submit for Commission approval their national legislation on
ratification. ' '
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4. INLAND TRANSPORT

RULES GOVERNING COMPETITION

Council ReguLatlon (EEC) No 1017 of 19 July 1968 applying rules of compe-
tition to transport by rail, road' and inland waterway (0J No L 175 of
23.7.1968, p. 1.

This Regulation applies Articles 85 and 86 of the Treaty to inland trans-
port. In principle, it prohibits agreements between undertakings, deci-
sions of associations of undertakwngs, concerted practices between under-
takings and abuses of a dominant position within the common market. The
purpose of this prohibition is to ensure that trade between Member States
is not affected or competition within the common market distorted. How-
ever, the Regulation provides for a range of except1ons to the principles
of the prohibition. .

TRANSPORT RATES AND CONDITIONS

Rates

Council Regulation (EEC) No 3568/83 of 1 December 1983 on the fixing of
rates for the carr1age of goods by road between Member States (0J No L 359
of 22.12.1983>. :

 This Regulation Lays down the rules governing the fixing of transport

rates between Community countries. Compulsory tariffs apply between the
original six Member States, while other transport links are subJect to
reference tariffs (recommended rates).

Rules prohibiting discrimination

Council Regulation No 11 of 27 June 1960 concerning the abolition of dis-
crimination in transport rates and conditions, in implementation of
Article 79:3 of the Treaty establishing the European Economic Community
(0J No 52 of 16.8.1960, p. 1121). '

" This Regulation prohibits discrimination in transport rates and conditions

based on nationality. It bans all discrimination by carriers which takes

the form of charging different rates and imposing different conditions

for carrying the same goods over the same transport Links on grounds of
the country of origin or Qf destination of the goods in question.
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I11. MARKET ACCESS AND CONTROL OF CAPACITY

Road haulage

1.

First Council Directive of 23 July 1962 on the establishment of certain
common rules for international transport (carriage of goods by road
for hire or reward) (0J No 70 of 6.8.1962, p. 2005). -

This Directive exempts certain types of carriage on own account from
any quota system. ~

Council Directive of 13 May 1965 concerning the standardization of
certain rules relating to authorizations for the carriage of goods

by road between Member States (0J No 88 of 24.5.1965, p.i1469).

Council Regulation (EEC) No 3164/76 of 16 December 1976 on the Community

quota for the carriage of goods by road between Member States (0J No
L 357 of 29.12.1976, p. ..

This Regulation establishes - a Community quota based on multitateral
authorizations.

3.1 Council Regulation (EEC) No 2964/79 of 20 December 1979 amending
Regulation (EEC) No 3164/76 on the Community quota for the carriage
of goods by road between Member States as regards the introduction
of short-term Community authorizations (0J No L 336 of 29.12.1979,

p. 12).

This Regulation provides for an improvement in the Community quota
system by allowing authdrizations valid for one month.

Council Directive of 12 November 1974 on admission to the occupatioh
of road haulage operator in national and.-international transport opera-
tions (74/561/EEC) (0J No L 308 of 19.11.1974, p. 18).

The purpose of this Directive is to introduce harmonized conditions
governing admission to the occupation of road haulage operator (heads

of undertakings), with a view to improving transport services and ra-

tionalizing competition in the road haulage sector, in which there
is a large number of small firms.

" Under this Directive, natural persons or undertakings wishing to engage

in the occupation of road haulage operator must:

a) be of good repute; _
b) be of appropriate financial standing;

¢) satisfy the condition as to profeSsibnaL competence.
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Council Directive of 12 December 1977 aiming at the mutual recognition
of diplomas, certificates and other evidence of formal qualifications
for goods haulage operators and road passenger transport operators,
including measures intended to encourage these operators effectively:
to exercise their right to freedom of establishment (77/796/EEC)

(0J No L 334 of 24.12.1977, p. 37). ;

The purpose of this Directive is to facilitate exercise of freedom
of establishment in the road haulage area covered by the Directive
of 12 November 1974, ‘ ‘

Rdad passenger transport

1.

Council Regulation No 117/66/EEC of 28'Julyv1966 on the introduction
of common rules for the international carriage of passengers by coach
and bus (0J No 147 of 9.8.1966, p. 2688).

This Regulation:

- provides a definition of international road passenger transport
(regular services, shuttle services and occasional services)

- determines the scope of the Community rules
- establishes common rules for occasional services

- liberalijzes transport services operated by undertakings for their
owh workers. :

Council Regulation (EEC) No 516/72 of 28 February 1972 on the intro-
duction of common rules for shuttle services by coach and bus between
MemberStates (0J No L 67 of 20.3.1972, p. 13).

This Regulation makes the shuttle services covered by the Regulation
subject to a system of authorization and lays down the relevant rules.

Council Regulation (EEC) No 517/72 of 28 Februany 1972 on the introduc-
tion of common rules for regular and special regular services by coach
and bus between Member States (0J No L 67 of 20.3.1972, p. 19). ‘

This Regulation makes the regular services and special regular services
covered by the Regulation subject to a system of authorization and
Llays down the relevant rules. -

Council Directive of 12 November 1974 on admission to the occupation
of road passenger transport operator in national and international
transport operations (74/562/EEC) (0J No L 308 of 19.11.1974, p. 23).
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Under this Directive, natural persons or undertakings wishing to engage
in the occupation of road passenger transport operator must:

a) be of good repute;
b) be of appropriate financial standing;

¢) satisfy the condition as to professional competence.

Its aim is to harmonize the conditions governing admission to the occu-
pation of road passenger transport operator.

Council Directive of 12 December 1977 aiming at the mutual recognition
of diplomas, certificates and other evidence of formal qualifications
for goods haulage operators and road passenger transportoperators,
including measures intended to encourage these operators effectively
to exercise their right to freedom of establishment (77/796/EEC)

(0J No L 334 of 24.12.1977, p. 37).

The purpose of this directive is to facilitate exercise of freedom
of establishment in the area of road passenger transport covered by
the Directive of 12 November 1974.
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5. AIR TRANSPORT

The Council Directive 416/83 of 25 July 1983 concerning the autorization
of scheduled inter-regional air services for the transpdrt of passengers,
mail and cargo between Member States is the only Community legislation

in this sector.

It Lays down procedures and criteria for the authorization of inter-
regional air services within the Community.
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6. INSURANCE

I. GENERAL COMMUNITY RULES

1. Insurance undertakings whose head office is situated in a Community
Member State are subject to the following Community rules:

a) Council Directives 73/239/EEC of 24 July 1973 (coordination relating
to direct insurance other than Life assurance) published in the
official Journal of the EC No L 228 of 16 August 1973, and 79/267/EEC
of 5 March 1979 (coordination relating to Life assurance) published
in the Official Journal No L 63 of 13.3.1979. Their purpose is to
guarantee freedom of establishment for indemnity insurance and Llife
assurance undertakings within the European Community and, in-parti-
cular, to make it easier for undertakings whose head office is situ-
ated in one Member State to set up agencies and branches in another
Member State. '

To this end, the Directives lay down certain coordinated rules
regarding insurance supervision, particularly as regards the autho-
rization procedure and, the most impbrtant aspect, the financial
guarantees required of insurance undertakings. Thus, the directives
provide that undertakings must establish at their head office an
adequate solvency margin in respect of their entire business inclu-
ding both that of the head office and the agencies and branches.
The solvency margin iscalculated according to coordinated rules.
one third of the solvency margin, that is to say, the assets of

the undertaking free of all foreseeable liabilities, constitutes
the guarantee fund which, moreover, and depending upon the various
classes of insurance concerned, may not be'Less than an amount
specified in the directives and expressed in ECU. The authorization
in respect of an. agency or branch in one Member State of an under-
taking whose head office is situated in another Member State may

no Longer be conditional upon the payment of a guarantee. On the
contrary, the fact, certified by the supervisory authority, that
the undertaking has at its disposal at its head office an adequate
guarantee fund and solvency margin entitles the agency or branch

to be authorized in the other Member State.

As far as the technical reserves are concerned, the Member States
apply their own appropriate rules that relate thereto and require
that the said reserves be established and localised in their terri-
tory, both as regards the business of the head office and that of
the agencies and branches. Member States may, however, permit the
requirement regarding localisation to be relaxed. :
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b) The purpose of Council Directive 78/473/EEC of 30 May 1978 on Com-
munity co-insurance, published in the Official Journal No L 151
of 7.6.1978 is to facilitate freedom to provide services in respect
of direct insurance other than Life assurance within the European
Community by means of co-insurance and to secure the necessary co-
ordination to that end. It aims to increase the capacity to cover
risks by means of co-insurance beyond national frontiers and to
improve the position of policy holders who have to obtain insurance
cover in respect of major risks. It applies.only to risks which,
by virtue of their nature or scale, can be ‘insured only if a number
of insurers are involved. S ;

The Directive applies only to Community co-insurance operations
which satisfy, inter alia, the following conditions:

- the risk must be situated within the Community and it must be
covered by a single contract at an overall premium and the
same period by two or more insurance undertakings, the co-insurers,

each for its own part, one of the undertakings being the leading
insurer; at least one of the insurers should be established in

another Member State than that of the leading insurer;

- the leading insurer must fully assume the leader's role in
co-insurance practice; he determines the terms and conditions
of insurance and rating. In addition, he determines in accordance
with the rules or practice of the State in which he is established,
the minimum amount of the reserves for outstanding claims which
must be established by each co-insurér. ‘

The assets .which represent the technical reserves are localized
either in the Member States in which the co-insurers are established
or in the Member State in which the Leading insurer is established,
whichever the insurer chooses.

¢) Under Council Directive 64/225/EEC of 25 February 1964 on reinsurance
and retrocession, published in the Official Journal of the European
Communities No L 56 of 4 April 1964, the Member States of the Euro-
pean Community mush abolish all restrictions on freedom of establish-
ment and freedom to provide services in respect of undertakings
specializing in reinsurance and undertakings which deal both in
direct insurance and in reinsurance and retrocession in respect
of that part of their activities' which is concerned with reinsurance
and retrocession. )

The Commission of the European Communities and the competent autho-
rities in the Member States work closely together in order to
examine the difficulties which may arise in implementing these
~directives. ' o

2. Under Article 58 of the EEC Treaty, Community liberalization also applies
to the subsidiaries of undertakings stemming from non-Community under-
takings, which have been constituted under the law of a Member State.
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The authorisation of agencies and branches of undertakings whose
head office is situated outside the Community is left to the
discretion of Member States. If an agency-or a branch, however,
has been authorised, it is governed by certain specific minimum
Community rules, especially as regards the establishing of its
solvency margin and localisation.

Such agencies and branches cannot, like Community undertakings, rely
on the financial guarantees of their head offices. They have to
establish a solvency margin and localise assets representing that
margin up to the amount of the guarantee fund as well as technical
reserves within the Member State in which business is carried on.
The remainder of the margin can be localised outside that State but
it must be localised within the Community. Where such undertakings
carry on their business in a number of Member States, the solvency
margin can, under certain conditions,®be calculated on the basis of
the total business transacted by the agencies and branches within
the Community. :

These specific rules are applicable simply by virtue of the fact that
Directives 73/239/EEC and 79/267/EEC require the undertaking's head
office within the Community to establish the solvency margin, and
this obligation can clearly not apply to head offices which are
situated outside the Community.

RULES THAT APPLY SPECIFICALLY TO THE BUSINESS OF UNDERTAKINGS FROM

NON- COMMUNITY COUNTRIES

As far as the business of undertakings from non-Community countries is
concerned, certain Member States apply rules which differ from those

laid down in respect of undertakings whose head office (subsidiary) is
situated within the Community. Such treatment may not be more favourable
than that accorded to Community undertakings.

As far as authorisation is concerned, it can be withheld in the case of
such non-Community undertakings or granted only on condition that an
examination of the economic needs of the national insurance is carried out.

However, if Member States do admit non = Community insurance undertakings
certain minimum requirements laid down by Commun1ty directives have to
be respected.

Member States are nonetheless also free to impose more str1ngent require-
ments in addition to or above the aforementioned minimum requirements,
especially as regards the authorisation procedure and the financial
guarantees.

Certain deadlines may be LlLaid down in regard:to responding to applications

for authorisation from such undertakings, or, where they are already
established, which wish to extend the1r business to other classes of
insurance. o ,



- 103 -

7. BANKING

EEC DIRECTIVES AFFECTING CREDIT INSTITUTIONS

1. Adopted texts

Three banking directives have been adopted by the Council of Ministers:

"a) the Directive of 28 June 1973 on the abolition of restrictions on
freedom of establishment and freedom to provide services in respect
of self-employed activities of banks and other financial institutions
(73/183/EEC);

b) first Council Directive of 12 December 1977 on the coordination of
laws, regulations and administrative provisions relating to the taking
up and pursuit of the business of credit institutions (?7/?80/EEC);

¢) the Directive of 13 July 1983 on the supervision of credit institu-
tions on a consolidated basis (83/350/EEC).

Beneficiaries

"credit jnstitutions" are defindd in Article 1 of the 1977 Directive as
undertakings whose business is to receive deposits and other repayable
 funds from the public and to grant credits for their own account. Credit
institutions are entitled, by virtue of article 52 of the EEC Treaty
and the 1973 Directive on freedom of establishment of banks, to be estab-
lished particularly in the form of branches or subsidiaries in other Member
States under the same conditions and with the same rights as nationals of
that Member State. Those entitled to take advantage of the right of estab-
Lishment are natural persons, companies and other legal persons. The com-
panies enjoy the right of establishment if they are set up in accordance
with the Law of a Member State and have their office, central administra-
tion or principal place of business within the Community (Art. 58 of the
EEC Treaty). Where a company's registered office is not within the Com-
munity, it must show an effective and continuous Link with the economy of
a Member State, excluding the nationality of the managers, partners, or
shareholders as the determining factor (cf. General Programme for the Abo-
Lition of Restrictions on Freedom of Establishment (0J No 2 of 13.1.1962,

p. 36).



=104 -

2. Coordination of banking‘tegislatioh

a)

b)

Scope of application

The coordination applies to all the credit institutions as they are
defined in the above mentioned Article 1. Certain named credit insti-
tutions are exempted entirely from, the provisions of the 1977 Directive
by virtue of Article 2:2, e.g.:

- the central banks of Member States
- post office giro institutions

- and certain categories of credit institutions in the various Member
States :

In other respects an exemption allows Member States to defer applica-
tion of the directive to certain types or groups of credit institutions
where "immediate application would cause technical problems which
cannot be overcome in the short term" (Art. 2:5). Member States cannot
defer application of the directive to a type of institution merely

on the grounds of its size or the limited scope of its business.

A global view of the first Coordination DirecfiVe

The ultimate objective of the coordination process which started with
the 1977 Directive is to provide forethe "overall supervision of a
credit institution operating in several Member States by the competent
authorities in the Member State where it has its head office, in con-
sultation, as appropriate, with the competent authorities of the other
Member States concerned". '

‘The 1977 Directive requires each Member State to have a'system for

authorizing banks before they setup in business (Art. 3:1), and a series
of minimum conditions for authorization are laid down covering minimum
capital and management. The Directive also lays down the conditions
under which banking authorization may be withdrawn. Reasons for refusal
or withdrawal of authorization must be given and a right to apply to the
court allowed. With regard to the supervision of credit institutions
which have been granted authorisation, Article 6 of the Directive

also provides for the establishment of observation ratios with a view

to monitoring the solvency and liquidity of banks, pending further
coordination. ‘ :
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An Adv1sory Committee, which was set up under Article 11: 2 of the

1977 Directive, plays am important role in advising the Commission

on the future coordination problems and on the application of the legi-
slation. The Advisory Committee consists of up to three representatives

from each Member State and the Commission. Its main task is to lay down

guidelines for the Commission's harmonisation programme, in. addition

it has a number of specific functions under the Directive of 1977.

It is entrusted, for example, with the examination of the present autho-
risation requirements and, where appropriate, makes recommendations

to the Commission for their harmonisation.

Criteria for authorisation

aa) Minimum conditions

For the competent authbrities to grant an authorisation the fol-
lowing conditions must be fulfilled:

- the credit institution must possess separate own funds.

The directive does not specify what legal form a credit institu-
tion must take but it does require the institution to have "sepa-
rate own funds", i.e. capital resources which can be clearly
distinguished from the capital of the owners or those who control
it. The effect of this provision is to outlaw sole proprietor-
ships or one-man banks, subject to certain exemptions for existing
institutions. Article.10:1 permits Member States to allow "one-
" man banks" in existence at the time of notification of the Direc-
tive, i.e. December 15, 1977, to continue in business indefinitely;

- the credit institution must possess adequate minimum own funds;

- the credit institution must have two persons who effectively
conduct its business and who should be of sufficiently good repute
and have sufficient exper1ence (Article 3:2);

- Member States must require applications for authorization to
be accompanied by a "programme of operations setting out inter
alia the types of business envisaged and the structurat organ1za—
tion of the 1nst1tut1on" '



- 106 -

bb) The criterion of economic»need

Apart from the minimum conditions laid down in the Directive,
Member States may impose other conditions before banking autori-
zation is granted. These conditions may not, however, include the
so-called "economic need" criterion, unless this was already a
condition for authorisation on December 15, 1977. Member States
applying the weconomic need" criterion at that date can retain
it until the end of 1984 by virtue of Article 3:3 b). If "tech-
nical or structural difficulties in its banking system" do not
allow it to abandon the criterion before the end of 1984, the de-
ferment period can be extended for a further period of five years,
j.e. until the end of 1989, unless the Council decides unanimously
" to end the exemption. This deferment possibility has been invoked.

kptﬂmth1ofthe‘“economic need" test allows a Member State to refuse au-

thorization to acredit institution on the grounds that there are
already an adequate number of credit institutions to supply the -
economic needs of the market, either in the country as a whole

or in a particular region. It may only be applied in accordance .
with predetermined criteria, which have to be published and notified

to the Commission and the Advisory Committee. These criteria must
be aimed at promoting:

the security of saVings;

.

‘higher productivity in the banking system;

greater uniformity of competition between the various banking
networks; '

a broader range of banking services in relation to population
and economic activity.

dd So[vency and Liduidity ratios

Article 6 provides that the Advisory Committee must establish ratios
between the various assets and/or Lliabilities with a view to monitoring
the solvency and Liquidity of credit institutions, and other measures
which may serve to ensure that savings are protected. The same Advisory
Committee was charged with deciding on the content of the various fac-
tors of the observation ratios. It is specified that the different
_calculations shatl be made for observation purposes, that the compulsory
ratios in force in the Member States are not thereby affected, and
that at the end of a certain period of experience, the lencth of which
js not fixed, the Advisory Committee may make suggestions to the Com-
mission with a view to a possible coordination of the “ratios". The
observation ratios are already calculated on a regular basis, especially
‘in the case of the solvency ratio.
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e) Withdrawal of Authorization

Article 8 of the 1977 Directive restricts the right of a Member State

to withdraw the authorization granted to a credit institution in two:
respects only: first those Member States which apply the “"economic need"
criterion to applicants for authorisation may not use it as a ground

for withdrawing an institution's authorization. Secondly, Member States
may not revoke an authorization on the grounds that an institution's
capital has fallen below the figure needed to obtain authorization

in the first place. Loss of initial capital, however, must be distin-
guished from insufficient operating capital which can be used as a
baS1s for withdrawing authorisation.

The superv1sory authority must give the institution concerned its
reason for withdrawing the authorization and must notify the Commission
of the withdrawal. » .

“Appeals

Article 13 of the Directive provides that decisions taken in respect

of a credit institution in pursuance of measures adopted in accordance

with the Directive must be subject to a right of appeal to the courts.
A similar right shall be given if a supervisory authority fails to

decide on an application for authorization within six months of its

submission, provided that the application contained all the information

required. A right of appeal is also granted by Article 13 where the

supervisory authority fails to decide on an application w1th1n the

12 months overaLL time Limit CArt. 3:6).

3. The regulation of bank brancheé

a) Inside the Community

The 1973 Directive on freedom of establishment for banks required
Member States to abolish all restrictions preventing EEC banks from

. establishing themselves in the host country under the same conditions
and with the same rights as natienals of that country (Art. 3:1 a).
Member States were also required to abandon any administrative prac-
tices which resulted in discriminatory treatment being applied to banks
from other EEC Member States..

-The 1977 Directive allows Member States-to subject EEC bank branches
to the same authorization procedures as national credit institutions,
but they are not allowed to refuse authorization to an EEC bank on
the grounds that it has been.seiup in a legal form which would not

be permitted in the. host country (Art. 4:2). This does not apply,
however, to credit institutions without separate own funds so that
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a "one-man bank" establishéd in a Member State on December 15, 1977
has no automatic right of establishment. The Commission must be noti-
fied of the authorization of all EEC bank branches (Art. 4:3).

b) Third countries

Member States are not allowed to grant more favourable treatment to
branches of credit institutions having their head office outside the
Community than to those having it within (Art. 9.1).

The competent authorities notify the Commission and the Advisory Com—
mittee of authorizations granted to branches of credit institutions
having their head office outside the Community. :

The Community may through agreements with third countries, (Art. 9:3)
agree to apply provisoins which, on the basis of the principle of
reciprocity, grant to branches of a credit institution having its
head office outside the Community identical treatment throughout the
territory of the Community.

4. Regulation of subsidiaries and consolidation:

On 13 June 1983 the Council adopted a Directive on the supervision of
credit institutions on a consolidated basis.

This Directive is a Logicat step forward from the Council Directive of
12 December 1977. '

The Directive requires all credit institutions which either have a majo-
rity holding in or otherwise effectively control another credit or finan-
cial institution to be subject to supervision on the basis of the consoli-
dation of their financialsituation with that of the other credit or finan-
cial institutions concerned.

Consolidation is only required where a credit institution is the head
of a group or sub-group. S
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Although financial institutions are included within the scope of the
consolidation, if a group is headed by a financial institution (e.g. a
non-bank  holding company) then the Directive does not apply to that finan-
cial institution. However, if a non-bank holding company is situated
Wwithin the structure of a group headed by a credit institution then the
parent institution is required to look through the holding company and
consolidate any credit or financial institutions which it holds indirectly.

The Directive reqUires Member States to remove any legal impediments to
the flow of information across national boundaries which is necessary
for consolidation to be effected. .

The Directive can, of course, only apply to insitutions situated within

the Community. It is, however, hoped that institutions situated in third
countries can, where appropriate, be brought within the scope of consolida-
tion by means of -bilateral agreements between the supervisory authorities
of the parent institution and those of the third country concerned. Such
arrangements will be coordinated by the Advisory Committee for Banking
.Coordination and the Commission. ‘

The Directive must be‘impLemenfed by the Member States by 1 July 1985.
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8. STOCK EXCHANGES

COMMUNITY LEGISLATION IN THE FIELD OF STOCK EXCHANGES

1.

Up.to now the three following directives have been adopted:

a) Council Directive of 5 March 1979 coordinating the conditions for the
admission of securities to official stock exchange listing
(79/279/EEC, 0J No L 66 of 16 March 1979);

b) Council Directive of 17 March 1980 coordinating the requirements for

the drawing up, scrutiny and distribution of listing particulars to
- be published for the admission of securities to official stock
exchange Llisting (80/390/EEC, 0J No L 100 of 17 April 1980);

¢c) Council Directive of 1% February 1982 on information to be published
on a regular basis by companies the shares of which have been ad-
mitted to official stock exchange Listing (82/121/EEC, OJ No L 48/26
of 20 February 1982).

For all three directives implementation by Member States should have been
carried out by June 30, 1983.(2)

The main objective of the three directives has been to provide minimum

standards.of investor protection throughout the Community as far as

Llisted securities are concerned. The obligations imposed on companies'issying
officially quoted securities are applied both to domestic and to fore1gq1ssuers
on a non-discriminatory basis. In member countries where national requirements
were lower it might become more difficult to obtain a Llisting and more
information will have to be disclosed to the investing public. This applies
however both to domestic and foreign issuers. On the other hand it will

be easier to have securities listed on stock exchanges of several member
countries as national conditions will be brought in Line with each other,
notwithstanding the fact that member countries remain free to impose

additional requirements on a non—discriminatory basis.

No directives have been proposed aiming at the coordination of national
legislations governing the access to the activity of stockbroking or
dealing in securities or the exercise of that activity. This applies also
to the rules governing the rights and obligations of members of recognized
stock exchanges, which-have not been coordinated. However the Treaty pro-.
visions on the right of establishment and the freedom to render services
apply also to stockbroking, that means that nationals of one member country
can become stockbrokers in. another one, subject to the same requirements
jmposed by that state on its own nationals. This right is limited :
in countries where stockbruking is connected with the exercise of official
authority. .

(Z)This common implementation date was agreed upon in Council Directive

82/148/EEC of 3 March 1982 (0J No L &2 of 5.3.1982).
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9. OTHER SERVICE SECTORS

Descriptioh,of CommUnity Law in the following service sectors:
professions, firms providing services (notably building and construction
firms, hotels, restaurants and travel agencies) franchising, and auditing

1. As far as the right of establishment and freedom to provide services are

concerned, in general Community Llaw prohibits Member States from dis-

“criminating in any way against the nationals of other Member States on
grounds of nationality. Nor can a Member State require nationals of other
Member States who are established in another Member State to reside in
jts territory in order to provide services. Member States are required

to afford nationals of other Member States th® same treatment as their
legislation stipulates in the case of their own nationals (national
treatment). The national treatment rule, which applies in the first in-
stance to natural persons (Articles 52 and 59 of the EEC Treaty), is ex-
tended by Article 58 of the EEC Treaty to legal persons, thus also allow-
ing companies from one Member State to carry on business in another Member
State. However, Community law does not affect the right of Member States
to grant - or refuse - national treatment to the nationals and companies
of non-Community countries. ‘ ' '

2. The establishment of the principle of national treatment does not, howevef,

remove the obstacles to the freedom of movement of business and professional

people created by rules governing business and professional activities
which apply without distinction to foreigners and to the nationals of

a Member State. Consequently, Community law provides for the possibility
of adopting measures intended to facilitate the effective exercise of

the right of the establishment and of freedom to provide services, notably
through the mutual recognition of diplomas, certificates and other evidence
of formal qualifications and through the coordination of the provisions
of Member States concerning the taking up and pursuit of activities as
self-employed persons (Article 57 of the EEC Treaty).

In the two areas being considered, Community Law comprisés the following
measures intending to facilitate the taking up and pursuit of the relevant
activities. ' ;
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a) Professions

The Council has adopted a system consisting of two Directives

(a Directive on the mutual recognition of diplomas and a coordinating
Directive) for each of the following five medical and allied profes-
s1ons.

- ‘doctors: Directives adopted on 16 June 1975 (75/362/EEC and
75/363/EEC; OJ No L 167 of 30.6.1975), amended on 26 January 1982
(82/76/EEC; 0J No L 43 of 15.2.1982); ‘

- nurses responsible for general care: Directives adopted on 27 June 1977
(77/452/EEC and 77/453/EEC, OJ No L 176 of 15.7.1977);

- dental practitioners: Directives adopted on 25 July 1978 (78/686/EEC
and 78/687/EEC, 0J No L 233 of 24.8.1978);

- veterinary surgeons: y1rect1ves adopted on 18 December 1978 (78/1026/EEC
and 78/1027/EEC, 0J No L 362 of 23.12.1978);

- midwives: Directives adopted on 21 January 1980 (80/154/EEC and
80/155/EEC, 0J No L 33 of 11.2.1980) and 22 December 1980
(80/1273/EEC; 0J No L 375 of 31.12.1980).

For each of the professions which they cover, the above Directives
provide for a mutual recognition of diplomas on the basis of coordination
of training. Such coordination (Article 57:2 of the EEC Treaty) involves
fairly far-reaching harmonization of training, with Member States

being required to maintain or introduce, as the case may be, training
that at lLeast meets the criteria laid down in the coordinating Directive
for the taking up of activities in the relevant field. It should be

noted that the recognition of diplomas applies only to nationals of
Member States and to diplomas obtawned in recogn1t1on of training under-
gone in a Member State.

In the case of Lawyers, the Council adopted on 22 March 1977 a Directive
that deals only with freedom to provide services (77/249/EEC; 0J No
L 78 of 26.3.1977). '

Within the Llimits and under the conditions which it lays down, the
Directive allows persons entitled in their Member States of origin
to pursue their professional activities under the professional titte
of Lawyer or equivalent designation to prov1de services (= temporary
activity) in another Member State.
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Firms prdvﬁding services

The following 1nstruments shouLd be'mentioned here:

- in the field of construct1on, Directive 64/427/EEC of 7 July 1964
on certain activities of self- employed persons in manufacturwng ‘and
processing industries (0J No L 117 of 23.7.1964); ~

- in the hotel and restaurant sector, Directive 68/368/EEC of
15 October 1968 concern1ng certain activities of self-employed persons
in the personal serv1ces sector (OJ No L 260 of 28.10.1968);

'~ .in the case of travel agencies, Directive 82/470/EEC of 29 June 1982

on the activities of self—employed'persons in certain services in-
cidental to transport and travel agencies and in storage and ware-
housing (0J No L 213 of 21.7.1982). -

ALL the above Directives comprise measures intended to make it easier’
for individual business or professional pecple who are nationals of

a Member State or firms established in a Member State, to pursue their
activities in another Member State. Under such measures, a host Member
State which lays down rules governing the relevant activity, notably
by making the taking up and pursuit of the activity subject to the
possession of specific qualifications, is required to recognize as
being at their Level the certificate under. which a business or profes-
sional person coming to work in the host Member State pursued his ac-
tivities legally and effectively for a spec1fjed period in another
Member State.

Franchising

Franchising is not in itself an activity but a method of pursuing an
activity which may apply to various sectors, which then take on a par-
ticular structure. Accordingly, account must be taken here of the rules
applicable to the activities themselves, particularly those relat1ng
to activities of self- empLoyed persons: .

- in the hotel and restaurant Sector, mentioned above under b),;
- in the business sector.

As far as the right of establishment and freedom to provide services
in the business sector are concerned the following should be mentioned:

- Directive 64/222/EEC of 25 Febhruary 1964 concerning the wholesale
trade and intermediaries in commerce, industry and small craft in-
dustries (OJ No L 56 of 4.4.1964), ‘and

- Directive 68/364/EEC of 15 October 1968 concerning the retail trade
(0J No L 260 of 22 10.1968) .

These two Directives aLso require Member States that Lay down rules

for the relevant activities to recognize as sufficient evidence of know-
Ledge and ability certificates: showing that a person has pursued the
actjvity in another Member State for a given period.
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- 3. Audit

in respect'of’auditdrs the Council adopted on 10 April 1984 the Eight
Company Law Directive (84/253/EEC, OJ No L 126 of 12.5.1984, p. 20)
which requires a high common standard for the qualifications necessary
before a Member State may approve an auditor to audit the accounts re-

quired by Community law, in particular by the Fourth Directive (78/660/EEC .

0J No L 222 of 14.8.1978 p. 11) and the Seventh Directive (83/349/EEC,
0J No L 193 of 18.7.1983, p. D.

Thus the Directive requires education to university entrance level,
theoretical instruction, practical training and success in an examination

of professional competence at graduate Level. The content of these matters

is therein defined.

4
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