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W ITH THE Qrowing integration of the
world economy, foreign direct investment
has flourished, and the multinational company
(mNc) has become a major force in the delivery of
goods and services to overseas markets. Interest
in analyzing foreign trade from the perspective
of mnc’s has grown accordingly. In response,
BEA has prepared a supplemental disaggregation
of the U.S. current account along ownership lines
by combining information from its direct invest-
ment surveys with information from the standard
current account. The new disaggregation builds
on a proposal introduced in an earlier Bea study
of alternative balance-of-payments frameworks.
It presents information on the sales by mnc’s
through their affiliates as well as through cross-
border trade. By viewing the activities of mMnc’s
and their affiliates in the context of a formal eco-
nomic accounting framework, these activities can
be analyzed in a more consistent fashion than
previously was possible.

This new disaggregation, presented for 198293,
breaks down cross-border trade according to
whether it is between affiliated parties—that is,
within mnc’s—or between unaffiliated parties.
Trade within mnc’s (“intrafirm trade”) is further
disaggregated according to whether it is between
U.S. parent companies and their foreign affiliates
or between U.S. affiliates of foreign companies
and their foreign parent groups. In addition,
details on receipts and payments of direct in-
vestment income are provided to show how the
income is derived from the production and sales
of affiliates.

The disaggregation of the current account pres-
ented here provides information not available in
the standard disaggregation. The standard dis-
aggregation breaks down cross-border trade in
goods and services on the basis of the com-
modity classifications of the goods and services
traded and the geographic location of the parties
involved, but it generally does not indicate rela-
tionships between the exporters and importers.
Nor does it show how production and sales by

foreign affiliates give rise to income on direct
investments.

In a previous Survey oF CURRENT Busi-
NEss article, Bea described and evaluated three
frameworks that supplement the information on
cross-border trade shown in the standard balance
of payments accounts with information on sales
and purchases abroad by the foreign affiliates of
U.S. companies and on sales and purchases in
the United States by the U.S. affiliates of foreign
companies." Two of the frameworks had been
suggested earlier, one by a National Academy of
Sciences study panel and one by DeAnne Julius.
Both of these frameworks used ownership as the
basis for determining the nationality of transac-
tors and, thus, the boundary between domestic
(U.S.) and international transactions. The third
framework, introduced in the article, differed
from the others in that—like the standard bal-
ance of payments accounts—it used residency
rather than ownership to determine this bound-
ary. By doing so, it retained the linkages to
economic activity in specific economies provided
by the standard balance of payments accounts. As
with the other frameworks, however, it provided
a number of new details that facilitate analyses
of ownership relationships and of the scope and
importance of intrafirm trade.

The present article focuses on the third frame-
work and extends it in five ways: First, it
places the ownership-based disaggregation of
cross-border trade and net receipts or payments
resulting from sales by affiliates, shown in the
framework presented in the previous article,
into the framework of the overall U.S. cur-
rent account; second, it further breaks down
the ownership-based components of cross-border
trade into trade in goods and trade in services;

1. See |“Alternative Frameworks for U.S. International Transac-
tions,|Survey or CUrRreNT Business 73 (December 1993): s50-61, which
discusses technical issues pertaining to the three frameworks and presents
estimates of U.S. sales and purchases under each framework for 1991.

2. For technical reasons, an acceptable estimate of this breakdown could
not be made for net receipts resulting from sales by affiliates. One reason
is that the data on affiliates’ activities are classified according to the primary
industry of the affiliate rather than according to the type of good or service
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third, it records net receipts or payments resulting
from sales by affiliates on a current-cost, rather
than on a historical-cost, basis; fourth, it shows
data for affiliates in banking for the first time
(though without the detail provided for non-
banks); and fifth, it presents estimates for the
period 1982—93 rather than for only 1 year.

The following are among the patterns that
emerge when the current account is viewed along
ownership lines. Many of these patterns con-
firm or reinforce the conclusions of earlier Bea
analyses of affiliate operations.

¢ Transactions within m~c’s accounted for a
significant share—about one-third—of both
U.S. exports and U.S. imports of goods and
services throughout 1982—93. Intrafirm trade
accounted for a growing share of U.S. im-
ports of goods and services—3y percent in
1993, compared with 32 percent in 1982—
reflecting the rapid rise in foreign direct
investment in the United States during the
late 1980’s. However, much of this trade
simply represented goods imported by U.S.
wholesale trade affiliates established by for-
eign companies to facilitate the distribution
of their goods, largely to unaffiliated cus-
tomers, in the United States. The share
of intrafirm trade in U.S. exports fluctuated
somewhat, but it ended the 1982—93 period
at the same level—3o0 percent—as it began.

e Trade in goods—rather than in services—
accounted for the predominant share of both
unaffiliated trade and intrafirm trade, but
the share was higher for intrafirm trade.
For exports, goods tended to account for
about 85 percent of intrafirm trade, com-
pared with about 7o percent of unaffiliated
trade. For imports, the difference was even
more marked, with goods tending to ac-
count for about 95 percent of intrafirm trade,
compared with about 75 percent of unaf-
filiated trade. The higher share of goods
in intrafirm trade partly reflects the absence
of some types of services—such as travel
and other services sold to individuals—from
trade within firms.

¢ Both intrafirm exports and intrafirm im-
ports of goods and services were largely
accounted for by transactions in which af-
filiates were used as distribution channels

sold. Another is that some of the income from a given affiliate may reflect
the affiliate’s earnings that are derived from its ownership of other affiliates
in different industries. Similar considerations preclude a geographic break-
down of the ownership-based presentation: In some cases, income from one
country may partly derive from the operations of indirectly owned affiliates
located in other countries.

for their parents’ output (sometimes with
further processing), rather than as sources
of supply. Exports by U.S. parent compa-
nies to their foreign affiliates accounted for
roughly two-thirds to three-quarters of total
intrafirm exports, while imports by U.S. af-
filiates from their foreign parents accounted
for 55—64 percent of total intrafirm imports.

e Direct investment income—that is, net re-
turns to direct investors resulting from sales
by their affiliates—was a small component of
both total exports and total imports of goods,
services, and income: 7—9 percent of exports
and less than 2 percent of imports. The par-
ticularly low import share largely reflects the
low returns foreigners have realized on their
direct investments in the United States.

¢ All account balances—that on the overall
current account and those on various group-
ings of its components—were more negative
at the end of 1982—93 than at the beginning.
However, the balance on goods, services, and
net receipts resulting from sales by affiliates
was more favorable than the others in every
year since 1985. This balance, which shows
the net result of all active participation of
companies in international markets (that is,
through both cross-border trade and sales by
affiliates), went from a s2.2 billion deficit in
1982 to an $18.5 billion deficit in 1993. By
comparison, the deficit on cross-border trade
alone increased from $24.2 billion to $74.8
billion during the same period. The differ-
ence between the two balances is attributable
to the sizable surplus throughout the period
on net receipts and payments resulting from
sales by affiliates.

¢ Notwithstanding the importance of affiliates
as distribution channels for their parents’
output, most of the content of affiliates’ sales
is of local (or, for foreign affiliates, non-U.S)
origin: 88—92 percent of the content of the
output of foreign affiliates originated abroad,
and 80—-84 percent of the output of U.S. af-
filiates originated in the United States. Most
of the local content represented payments for
locally procured inputs.

The remainder of this article consists of four
sections and a technical note. The first section
describes in more detail the differences between
the ownership-based disaggregation and the stan-
dard disaggregation of the U.S. current account.
The second section explains the structure of the
ownership-based disaggregation. The third sec-
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tion reviews patterns of transactions, focusing
particularly on changes in composition during
1982—93. The fourth section discusses the deriva-
tion of net receipts or payments resulting from
sales by affiliates and the origin of the content of
affiliates’ sales. The technical note provides de-
tails on the sources and methods used for making
the estimates.

Ownership-Based and Standard
Disaggregation Compared

The ownership-based disaggregation of the U.S.
current account presented in this article covers
the same transactions as those in the standard
current account, but it provides a different way
of viewing the information. Perhaps its main
distinguishing characteristic is its grouping of
cross-border transactions in goods and services
on the basis of the relationship between im-
porters and exporters rather than on the basis of
the types of goods and services traded. Informa-
tion on whether these transactions are in goods
or in services is provided, but as a secondary
breakdown.

Another distinguishing characteristic concerns
the information provided on direct investment
income. Whereas the standard disaggregation
simply shows the income itself—the end re-
sult, from the direct investor’s perspective, of
the activities of its affiliates—the disaggregation
introduced here adds detail on the sales, ex-
penses, and other deductions from sales that,
taken together, determine the income. To high-
light the link between direct investment income
and the activities that produce it, this income, for
purposes of the presentation, is redesignated as
net receipts or payments resulting from sales by
affiliates.

A third distinguishing characteristic of the
ownership-based disaggregation is the inclusion
of a balance on cross-border trade and net
receipts resulting from sales by affiliates as a
memorandum item. This balance, like any bal-
ance on groups of transactions, may be subject
to different interpretations; however, it highlights
two facts: Cross-border trade and sales through
foreign affiliates both represent methods of active
participation in international markets for goods
and services, and both may be contrasted with
the more passively generated income on portfo-
lio investment and the fundamentally different
types of transactions recorded under unilateral
transfers.

Finally, the presentation provides addenda to
show the source of the content of both foreign
and U.S. affiliates’ sales (other than to affiliates
of the same parent). For both types of affiliates,
output sold (or added to inventory) is broken
down between U.S. and foreign content. For
foreign affiliates of U.S. companies, foreign con-
tent is further broken down between the affiliates’
own value added and other foreign content; for
U.S. affiliates of foreign companies, the U.S. con-
tent is similarly broken down. These content
measures do not enter the current account, but
rather complement the information used to de-
rive net receipts and payments resulting from
sales by affiliates.

Structure of the Ownership-Based
Disaggregation

At its highest level, the ownership-based disaggre-
gation of the current-account is identical to the
standard disaggregation. Specifically, it is broken
down into three components: Exports of goods,
services, and income; imports of goods, services,
and income; and net unilateral transfers (table 1).
At the next level of disaggregation, however, the
breakdown is quite different from the standard
one. Exports and imports of goods, services, and
income are first disaggregated into two categories:
(1) U.S. receipts or payments from cross-border
trade and net receipts or payments resulting from
sales by affiliates and (2) other income receipts or
payments. The first category—which records the
results of activities involving direct participation
by enterprises in the production or sale of goods
and services—is further disaggregated into U.S.
cross-border exports or imports of goods and
services and net receipts or payments resulting
from sales by affiliates. Each of these categories
is, in turn, disaggregated in a unique manner.

Cross-border transactions in goods and serv-
ices are disaggregated to show transactions with
unaffiliated foreigners separately from intrafirm
transactions. For intrafirm transactions, a fur-
ther disaggregation breaks down transactions into
those between U.S. parent companies and their
foreign affiliates (that is, intrafirm trade related to
U.S. direct investment abroad) and those between
U.S. affiliates and their foreign parents (intrafirm
trade related to foreign direct investment in the
United States). Separate estimates of trade in
goods and trade in services are provided for each
of these categories.

For net U.S. receipts resulting from sales by
foreign affiliates, separate estimates are provided
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Table 1.—Ownership-Based Disaggregation of the U.S. Current Account, 1982-93

[Billions of dollars]
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Line 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993
1 [ Exports of goods, services, and income 3614 351.3 395.9 382.7 401.8 4495 560.4 642.0 697.4 718.2 7374 763.8
2 Receipts resulting from cross-border exports and sales by foreign affiliates ..........cccceuuee. 299.2 293.1 3224 319.6 3418 388.4 483.4 544.9 595.9 633.4 670.9 706.2
3 Cross-horder exports of goods and services, total 275.2 266.1 291.1 289.1 309.9 348.7 4314 489.5 537.1 581.2 619.0 644.6
3a Goods 2112 201.8 2199 2159 2233 250.2 320.2 362.1 389.3 416.9 440.4 456.8
3b Services 64.1 64.3 71.2 73.2 86.5 98.5 1111 1274 147.8 164.3 178.6 187.8
4 To unaffiliated foreigners 193.3 183.9 196.5 189.7 2123 246.8 306.5 3425 3824 41322 4319 4524
4a Goods 139.0 129.8 136.1 128.2 140.4 164.7 2144 2384 2615 2716 285.6 298.6
4b Services 54.3 54.0 60.3 616 72.0 82.1 921 104.1 120.9 135.6 146.3 153.8
5 To affiliated foreigners (intrafirm exports) 81.9 82.2 94.6 99.4 975 101.9 124.9 1470 154.7 168.0 187.1 192.2
5a Goods 72.2 720 83.8 87.8 83.0 85.5 105.8 1237 1278 139.3 154.8 158.2
5b Services 9.8 10.3 10.8 11.6 14.6 16.4 19.1 23.3 26.9 28.7 323 339
6 To foreign affiliates of U.S. companies 55.4 58.0 65.6 713 72.7 79.7 95.4 109.2 1125 120.6 1314 138.4
6a Goods 471 494 56.7 61.9 61.1 66.4 794 89.4 90.1 97.1 106.0 1111
6b Services 8.3 8.6 8.9 9.5 11.6 133 16.0 19.7 224 235 254 214
7 To foreign parent (group) of U.S. affiliates 26.5 24.3 29.0 28.0 24.9 22.2 29.4 378 42.2 474 55.7 53.7
Ta Goods 25.0 22.6 27.1 25.9 21.9 19.1 264 343 37.8 42.2 48.8 472
b Services 15 17 19 21 3.0 31 3.0 35 45 51 6.9 6.6
8 U.S. companies’ net receipts resulting from sales by their foreign affiliates . 23.9 27.0 313 30.5 320 39.6 52.1 55.4 58.7 52.2 51.9 61.6
9 Nonbank affiliates 20.5 239 284 28.6 30.6 39.3 50.3 55.1 58.4 51.9 49.7 57.8
10 Sales by foreign affiliates 935.8 886.3 898.6 8955 9289 1,052. 8 1,1947| 12849| 14934| 15416( 15741| 15739
11 Less: Foreign affiliates’ purchases of goods and services from the United States ............. 65.0 66.1 75.3 79.1 82.6 92. 110.9 1223 128.8 138.8 147.4 156.4
12 Less: Costs and profits accruing to foreigners 726.8 673.3 672.6 664.5 680.6 759. 8 8475 9145( 1,0723| 1,1054| 11125 1,102.0
13 Employee compensation 1117 102.8 100.7 102.4 117.6 136.1 1515 165.8 184.8 196.1 2015 201.8
14 Other 615.1 570.5 571.9 562.1 563.0 623.7 696.1 748.7 887.5 909.3 911.0 900.2
15 Less: Sales by foreign affiliates to other foreign affiliates of the same parent .........c......... 1234 123.0 122.4 1233 135.1 161.5 185.9 193.0 2339 2454 2645 257.7
16 Bank affiliates 34 31 29 20 14 04 18 0.2 0.4 0.3 22 3.7
17 Other income receipts 62.3 58.2 73.5 63.1 60.0 61.1 71.0 97.2 1015 84.8 66.5 57.7
18 Other private receipts 58.2 534 68.3 57.6 536 55.8 70.3 915 91.0 76.8 59.4 52.6
19 U.S. Government receipts 41 4.8 5.2 55 6.4 53 6.7 57 105 8.0 71 5.1
20 | Imports of goods, services, and income 355.8 377.6 474.2 484.0 528.5 592.7 662.5 719.8 756.7 7325 766.8 829.7
21 Payments resulting from cross-border imports and sales by U.S. affiliates .........ccouuiinenies 301.3 328.1 408.9 418.2 456.5 508.9 558.4 587.4 620.0 607.2 658.7 7247
22 Cross-horder imports of goods and services, total 299.4 3239 400.2 411.0 449.4 501.4 546.7 580.9 617.1 610.6 658.4 719.4
22a Goods 247.6 268.9 3324 338.1 368.4 409.8 4472 4774 4983 4905 536.5 589.4
22b Services 51.7 55.0 67.7 729 81.0 91.7 99.5 103.5 118.8 119.6 122.0 130.0
23 From unaffiliated foreigners 204.0 221.6 272.7 270.8 296.2 326.2 3514 366.6 388.0 382.3 4137 4539
23a Goods 156.4 170.5 209.2 202.3 220.0 2412 259.3 2127 280.6 274.8 304.8 338.0
23b Services 475 511 63.5 68.5 76.2 85.0 92.0 93.9 107.5 106.9 108.9 115.9
24 From affiliated foreigners (intrafirm imports) 95.4 102.3 1275 140.1 1533 175.2 195.3 2143 229.1 2283 244.8 2655
24a Goods 91.2 98.4 123.2 135.8 148.4 168.6 187.9 204.7 2178 2156 2317 2515
24b Services 4.2 3.9 4.2 4.4 4.8 6.7 7.5 9.6 113 12.7 131 14.1
25 From foreign affiliates of U.S. companies 421 45.8 55.0 56.5 575 63.6 73.1 79.6 85.9 88.9 99.4 108.8
25a Goods 39.3 436 52.8 54.0 55.0 60.4 69.5 747 80.3 835 939 102.9
25b Services 2.8 22 2.2 24 25 32 36 49 5.6 54 5.5 59
26 From foreign parent (group) of U.S. affiliates 53.4 56.4 725 83.7 95.7 1116 122.2 134.7 1432 139.4 1453 156.7
26a Goods 51.9 54.8 70.5 817 93.4 108.2 1184 129.9 137.5 1322 137.8 148.5
26b Services 14 16 20 19 23 34 3.9 4.8 5.8 7.3 75 8.2
27 Net payments to foreign companies resulting from sales by their U.S. affiliates .............. 19 4.2 8.7 7.2 7.1 74 117 6.5 29 -34 .3 53
28 Nonbank affiliates 12 3.4 8.0 5.9 5.8 7.2 10.2 6.0 4.3 -3.0 7 4.9
29 Sales by U.S. affiliates 5181 536.6 593.6 633.0 672.0 744.6 886.4 | 1,056.6( 1,175.9| 1,185.9( 12320 1,302.1
30 Less: U.S. affiliates’ purchases of goods and services from abroad ............couuvvvneniinnns 85.7 83.1 1025 115.3 128.1 147.0 159.4 176.6 188.7 186.0 192.0 206.6
31 Less: Costs and profits accruing to U.S. persons 4311 450.1 483.0 511.9 538.1 590.4 716.8 874.0 9829 1,0029| 1,039.3| 1,090.6
32 Employee compensation 61.5 66.8 73.2 79.9 86.5 96.0 119.6 144.2 163.6 176.0 182.1 190.3
33 Other 369.7 3833 409.9 4319 4517 494.4 597.2 729.8 819.3 826.9 857.2 900.3
34 Less: Sales by U.S. affiliates to other U.S. affiliates of the same parent ...........cocevvevveene na. na. na. na. n.a. na. na. na. na. na. na. na.
35 Bank affiliates N .8 N 14 13 2 15 5 -14 -5 -4 4
36 Other income payments 54.5 495 65.3 65.9 720 83.9 104.1 1324 136.7 125.3 108.0 105.0
37 Other private payments 35.2 305 442 4.7 474 57.7 724 94.0 95.7 838 67.5 63.4
38 U.S. Government payments 19.3 19.0 21.2 231 24.6 26.2 317 384 410 415 40.5 416
39 | Unilateral transfers, net -171 =177 -20.6 -23.0 —24.2 =231 -25.0 -26.1 -334 6.9 =321 -34.1
Memoranda:
40 | Balance on goods and services —24.2 -57.8| -109.1| -121.9| -139.6| -152.7( -1153 -914 -80.0 -29.4 -39.5 —74.8
41 | Balance on goods, services, and net receipts resulting from sales by affiliates ..............coouiiniriinne 22 -35.0 -86.5 -985| -1146| -1205 =749 —42.5 -24.1 26.2 121 -185
42 | Balance on goods, services, and income 56 -26.3 -784| -101.3| -126.7( -1432| -102.1 =177 -59.3 -14.3 -294 —65.8
43 | Balance on current account -114 —44.0 -99.0( -1242| -1509| -166.3| -127.1| -103.8 -92.7 -74 —61.5 -99.9
Addenda:
Source of the content of nonbank foreign affiliates’ sales (except to other foreign affiliates
of the same parent):
44 | Output sold or added to inventory, total (line 10 minus line 15 plus the change in inventories) ......... 802.9 746.7 7737 779.0 800.9 908.1| 1,019.4| 1,094.2( 1277.0| 1,2948( 1,304.1| 1,3084
45 Foreign content 7379 680.6 698.5 699.9 718.2 815.9 908.4 9719( 1,148.2| 1,156.0| 1,156.6( 111521
46 Value added by foreign affiliates of U.S. companies 286.7 272.1 276.1 280.4 298.8 348.2 383.1 403.1 440.0 4416 440.6 4405
47 Other foreign content 4512 408.5 4224 419.5 419.4 467.7 5253 568.8 708.2 7144 716.1 7116
48 U.S. content 65.0 66.1 75.3 79.1 82.6 92.2 110.9 1223 128.8 138.8 1474 156.4
Source of the content of nonbank U.S. affiliates’ sales (except to other U.S. affiliates of the
same parent):
49 | Output sold or added to inventory, total (line 29 minus line 34 plus the change in inventories) ......... 521.5 534.8 600.3 638.5 678.0 751.6 899.7 1,0705| 1,186.6| 1,1905| 1,2355| 1,307.6
50 U.S. content 4358 4517 497.8 523.3 549.9 604.6 740.3 893.8 998.0( 1,004.6| 1,0435| 1,100.9
51 Value added by U.S. affiliates of foreign companies 103.5 1115 128.8 134.9 142.1 157.9 190.4 2234 239.3 257.6 266.3 290.4
52 Other U.S. content 332.3 340.2 369.0 3884 407.8 446.7 550.0 670.4 758.7 746.9 T2 810.5
53 Foreign content 85.7 831 102.5 1153 128.1 147.0 159.4 176.6 188.7 186.0 192.0 206.6

n.a.

Not available
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for nonbank and bank affiliates. For nonbank af-
filiates, net receipts are derived as affiliates’ sales
less their purchases from the United States, their
costs and profits accruing to foreigners, and their
sales to other foreign affiliates of the same U.S.
parent company. For bank affiliates, only total
net receipts are shown, because annual infor-
mation on sales and deductions from sales is
unavailable. Information on net U.S. payments
to foreign companies resulting from sales by their
U.S. affiliates is presented in a parallel fashion.

Other receipts or payments consist of other pri-
vate and U.S. Government transactions. These
transactions differ from those recorded under
cross-border trade and net receipts from sales by
affiliates in terms of the nature of the transac-
tor’s involvement: Rather than entailing an active
involvement in the production or sale of goods
and services by the cross-border exporter or by
the direct investor and its affiliates, these receipts
and payments cover transactions in which indi-
viduals or firms make an investment and receive
a return, but without being actively involved in
the activities generating the return.

Patterns of Transactions

This section focuses on changes in the compo-
sition of the various ownership-based categories
that comprise the current account. Before ex-
amining these changes, however, it can be noted
that during the period covered, each major cate-
gory of transactions roughly doubled: From 1982
to 1993, U.S. exports of goods, services, and in-
come increased by a factor of 2.1; imports of
goods, services, and income, by a factor of 2.3;
and net unilateral transfers, by a factor of 2.o.
Over the same period, the current-dollar value
of overall U.S. economic activity—whether meas-
ured by gross domestic product or gross national
product—increased by a factor of 2.0, roughly
the same as the growth in exports and imports.

Reflecting the tendency for differences in
growth of opposing flows to result in much larger
relative movements in the corresponding net bal-
ances, changes in the balances on the current
account and its components were, in relative
terms, quite large, even though the major compo-
nents from which the balances are derived grew
at similar rates. Although there were several
years in which they moved in a positive direc-
tion, all of the balances were more negative in
1993 than in 1982. The total deficit on current
account rose from s11.4 billion to $99.9 billion
(chart 1 and table 1, line 43), while the balance

on goods, services, and income shifted from a
surplus of $5.6 billion to a deficit of $65.8 bil-
lion (line 42). The deficit on goods, services,
and net receipts resulting from sales by affili-
ates increased from s2.2 billion to $18.5 billion
(line 41). Throughout 1982—93, this measure
showed a smaller deficit (or, in 1991 and 1992,
a surplus) than was recorded for the balance on
cross-border trade in goods and services alone,
because net U.S. receipts from sales by foreign af-
filiates consistently exceeded net U.S. payments to
foreign companies from sales by their U.S. affili-
ates. The deficit on cross-border trade in goods
and services increased from s$24.2 billion to $74.8
billion (line 40).

Changes in composition

The period 1982—-93 saw numerous developments
that might have been expected, directly or indi-
rectly, to have had a material impact on the com-
position of the ownership-based current-account
components:  Major movements in exchange
rates, rising trade and investment in services,
growing integration of the world economy and of
global financial markets, emergence of newly in-
dustrialized economies and liberalization of trade
and investment policies by a number of de-
veloping countries, the political and economic
transformation of Eastern Europe, rapid increases
in foreign direct investment in the United States,
and cyclical fluctuations in economic activity.
Given these developments and the length of the
period studied, significant changes in the com-
position of these components would have been
expected. As described in this section, some

CHART 1

Comparison of Balances, 1982-93
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changes did occur; however, somewhat surpris-
ingly, the overall picture is one more of stability
than of change.

Throughout 1982—93, cross-border exports of
goods and services accounted for a substantially
larger share of total exports of goods, services,
and income than either net receipts from sales by
affiliates or other income receipts (chart 2). The
share of exports of goods and services remained
in the range of 74—78 percent through 1990 and
then rose to a peak of over 84 percent in 1993.
The rise in share toward the end of the period
came at the expense of the share of “other in-
come receipts,” which fell not only relatively but
also in absolute terms in the early 1990’s, as inter-
est rates and lending to foreigners by U.S. banks
declined in response to sluggish economic condi-
tions in several major borrowing areas. The share
of receipts from sales by affiliates was relatively

CHART 2

Exports and Imports of Goods, Services,
and Income: Shares of the Major
Components, 1982-93
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U.S. Department of Commerce, Bureau of Economic Analysis

stable, ranging from just under 7 percent to over
9 percent.

For U.S. imports of goods, services, and in-
come, similar patterns held. Trade in goods and
services accounted for an even larger share of im-
ports than of exports, ranging from 81 percent
to 87 percent. The share of “other income pay-
ments” was next largest, ranging from nearly 13
percent to over 18 percent. The share of payments
resulting from sales by U.S. affiliates was con-
sistently the smallest—Iess than 2 percent in all
years; although foreign direct investment in the
United States grew rapidly in the late 1980’s and
early 1990’s, this growth generally did not trans-
late into commensurately higher earnings for U.S.
affiliates.’

For both exports and imports, goods consis-
tently accounted for a much larger share of total
trade in goods and services than did services,
probably because of the generally greater “trade-
ability” of goods (which usually are transportable
and storable) than of services (which usually are
not) in foreign markets. The share of goods
in imports was particularly high—80—83 percent.
For exports, the share of goods was somewhat
lower, and it tended to decline as growth in
services exports outpaced growth in goods ex-
ports.* The share of goods did rise noticeably in
1988, when U.S. merchandise exports grew at an
unusually high 28-percent rate because of a con-
vergence of favorable price and demand factors,
but it fell steadily thereafter.

By type of transactor—Most trade in goods and
services represented trade with unaffiliated for-
eigners rather than intrafirm trade. For exports,
the share of unaffiliated transactions ranged from
66 to 71 percent, ending the period at the same
level as it began (chart3). For imports, the
share of unaffiliated transactions trended down-
ward over much of the period, from 68 percent
in 1982 to 63 percent in 1993. The decline was
reflected in both goods and services and mostly
occurred in the late 1980’s; during this period,
foreign direct investment in the United States was
growing very rapidly, boosting imports by U.S.
affiliates from their foreign parents.

3. For further discussion of the returns on foreign direct investment in
the United States, see ['Rates of Return on Direct Investment,” |Survey 72
(August 1992): 79-86.

4. Some of the decline in the share of goods is a statistical artifact result-
ing from improvements in coverage of services transactions instituted in 1986.
The improvements raised estimates of both exports and imports of services,
but the effect on exports was larger. Even after allowing for this statistical
factor, however, the services share of exports still would have increased over
the period, as it did in every year except 1988, when special factors boosted
merchandise exports.
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The aforementioned tendency for goods to ac-
count for the predominant share of total trade
in goods and services holds for both unaffiliated
and intrafirm trade, but the share is higher for
intrafirm trade than for unaffiliated trade. For
exports, goods accounted for 82—88 percent of in-
trafirm trade, compared with 66—72 percent of
unaffiliated trade. For imports, the differences
were even more marked: Goods accounted for
94—97 percent of intrafirm trade, compared with
72—77 percent of unaffiliated trade.

The tendency for goods to dominate intrafirm
trade held for trade involving both inward and
outward investment. In all cases, the share ac-
counted for by services was less than 20 percent,
and in many cases, particularly for imports, the
services share was much lower. Although the
services shares were uniformly rather low, it is
noteworthy that they were larger for exports than

CHART 3

Cross-Border Exports and Imports
of Goods and Services:
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for imports in the case of both trade between
U.S. parents and foreign affiliates and trade be-
tween U.S. affiliates and foreign parents. Thus,
the overall U.S. comparative advantage in serv-
ices evidently is a more significant determinant of
the distribution of intrafirm trade between goods
and services than the type of affiliation between
transactors.

To some extent, the larger share of goods in
intrafirm trade than in unaffiliated trade reflects
the fact that some services—most notably travel,
which is the largest services item in the U.S. bal-
ance of payments accounts—by their very nature
are not applicable to trade within multinational
firms. It also reflects exporters’ use of locally es-
tablished wholesale trade affiliates as conduits for
distributing their goods abroad. This practice is
particularly widespread among foreign exporters
to the United States and helps to explain the ex-

CHART 4

Intrafirm Exports and Imports
of Goods and Services:
Shares by Type of Affiliation, 1982-93
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tremely large share of goods in U.S. imports from
affiliated foreigners.’

Intrafirm exports accounted for 29—34 percent
of total U.S. exports of goods and services and
largely comprised transactions associated with
outward investment. U.S. parents’ exports to
their foreign affiliates accounted for roughly two-
thirds to three-quarters of total intrafirm exports
(chart 4). In most years, U.S. parents’ exports to
their foreign affiliates accounted for over 20 per-
cent of total U.S. exports of goods and services,
compared with a share of 10 percent or less for
U.S. affiliates’ exports to their foreign parents.

Intrafirm imports accounted for 32—37 percent
of total U.S. imports of goods and services and
largely comprised transactions associated with in-
ward investment. Imports by U.S. affiliates from
their foreign parents accounted for s55-64 per-
cent of total intrafirm imports. These imports
accounted for roughly 20 percent of total U.S. im-
ports of goods and services, somewhat above the
13—15 percent share accounted for by U.S. parents’
imports from their foreign affiliates.

From these figures, it can be seen that for
both exports and imports, the larger share of
intrafirm trade was accounted for by sales by
parents—whether U.S. or foreign—to their affil-
iates. Although affiliates are often established to
provide goods and services to their parent compa-
nies, these figures suggest that it is more common
for them to receive goods and services from their
parents. Put another way, using affiliates as con-
duits for the parents’ output (sometimes with
further processing) appears to be a more com-
mon business practice among both U.S.-based
and foreign-based multinational companies than
does using affiliates as sources of supply.

Supplemental Details
on Affiliate Operations

In addition to providing an alternative disag-
gregation of U.S. current-account transactions,
table 1 provides a variety of details that assist in
describing affiliate operations and analyzing the
role of direct investment as a vehicle for supply-
ing international markets. Two related types of
information are given: Estimates used in deriving
net receipts and payments resulting from sales by
nonbank affiliates, and estimates of the content
of nonbank affiliates’ output.

5. The role of U.S. affiliates in facilitating the distribution in the United
States of goods produced by their foreign parents is discussed in [‘Merchandise
Trade of U.S. Affiliates of Foreign Companies,”|Survey 73 (October 1993):
52—65.

Net receipts and payments resulting from
affiliates’ sales

As explained earlier, net U.S. receipts from sales
by foreign nonbank affiliates are derived as sales
less three items: Purchases from the United
States, costs and profits accruing to foreigners,
and sales by foreign affiliates to other foreign af-
filiates of the same U.S. parent (lines 11—16 of
table 1). Purchases from the United States and
costs and profits accruing to foreigners represent
outlays that must be deducted from sales in or-
der to arrive at the earnings that accrue to the
U.S. parent company. The deduction for sales to
other foreign affiliates of the same U.S. parent
is made to avoid duplicating goods and services
that are embodied in the sales of more than one
affiliate.° Net U.S. payments to foreign compa-
nies from sales by their U.S. affiliates are derived
in a parallel fashion.

Turning to the specific results under this
methodology, the relationships among the items
used to derive net receipts or payments changed
relatively little over time and were similar for
U.S. and foreign affiliates. Compared with total
sales by nonbank affiliates, net receipts tended to
be quite small—1 percent or less for U.S. affil-
iates and 2—4 percent for foreign affiliates. For
both types of affiliates, the largest portion of
the sales dollar went to “locally” supplied factors
of production (in the case of foreign affiliates,
to all factors supplied by countries other than
the United States). For foreign affiliates of U.S.
companies, yo—78 percent of sales went to costs
and profits accruing to foreigners, and the shares
tended to be higher during the earlier years;
most of these costs and profits represented items
other than employee compensation—probably
payments for locally procured inputs for the
most part. For U.S. affiliates of foreign com-
panies, 79—85 percent of sales went to costs and
profits accruing to U.S. residents; as with out-
ward investment, most of these costs and profits
were for items other than employee compen-
sation and probably were largely payments for
locally procured goods and services.

Content of affiliates’ sales

The addenda to table 1 examine nonbank affili-
ates’ sales from a related, but somewhat different,

6. Rather than being treated as an item to be eliminated through consol-
idation, sales between affiliates of the same parent company could have been
recorded as a “purchases” item, to be deducted as a cost accruing to foreigners
(because, according to the rules of residency used in the U.S. international
accounts, foreign affiliates are regarded as “foreigners,” even though they are
U.S. owned). However, so doing would have had no effect on total exports,
total imports, or any of the balances presented in table 1.
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perspective from that taken above.” These items
focus on the output of affiliates and, in particular,
on the output’s geographic origin and whether
it represents production by affiliates themselves
or by firms that supply them with intermediate
inputs. Specifically, sales (plus the change in in-
ventories) of U.S. and foreign nonbank affiliates,
excluding sales to other affiliates of the same par-
ent, are separated into two components: U.S.
content and foreign content. The U.S. content
of U.S. affiliates’ sales to nonaffiliates is then fur-
ther broken down into the affiliates’ own value
added and other U.S. content, and the foreign
content of foreign affiliates’ sales is broken down
in a parallel fashion.

During 1982—93, foreign affiliates’ output and
U.S. affiliates’ output had similar, quite stable
structures. As would be expected, the location of
the affiliate largely determines the origin of the
output: The bulk—88—92 percent—of the out-
put of foreign affiliates originated abroad, while
the bulk—80—-84 percent—of the output of U.S.
affiliates originated in the United States. The ten-
dency for the U.S.-content share of the output
of U.S. affiliates to be lower than the foreign-
content share of the output of foreign affiliates
appears largely to reflect U.S. affiliates’ higher im-
port propensities; however, it also reflects U.S.
affiliates’ lower profitability (profits are included
in local content as a component of the affiliates’
own value added) and the fact that the “foreign”
content of the output of foreign affiliates includes
content attributable to third countries.

Affiliates’ own value added accounted for a
minority of both the foreign content of foreign
affiliate output and the U.S. content of U.S. af-
filiate output. For foreign affiliates, own value
added accounted for roughly 40 percent of for-

7. This information is not available on an annual basis for bank affiliates.

Data Availability

Estimates of value added (gross product) of non-
bank majority-owned foreign affiliates of U.S. parent
companies for 1983-88 are now available; the estimates
are disaggregated by country and industry of affili-
ate and by component. Previously, such estimates
were available only for 1977, 1982, and 1989—93. (The
aggregate estimates for all nonbank affiliates presen-
ted in table 1 were derived from the estimates for
majority-owned affiliates, as described in the technical
note.) For information on how to obtain the new esti-
mates, call (202) 606—9867, or write to Research Branch,
International Investment Division (Be-50), Bureau of
Economic Analysis, Washington, bc 20230.

eign content. For U.S. affiliates, own value added
accounted for a somewhat lower share of U.S.
content—roughly 25 percent. In addition to low
profitability, the lower value-added share for U.S.
affiliates may reflect the influence of age. Overall,
U.S. affiliates tend to be newer than foreign affil-
iates, and it is possible that as they mature they
will tend to rely more on their own production
and less on local suppliers (as well as on for-
eign suppliers). There is little evidence for such a
pattern in the available data, which show only a
small variation in the value-added share of local
content over an 11-year period; however, because
the period includes several years of rapid growth
in foreign direct investment in the United States,
entries into the direct investment universe may
have reduced or eliminated growth in the average
age of all affiliates.

Technical Note:
Sources and Methods

Most of the data shown in table 1 are taken di-
rectly from either the U.S. balance of payments
accounts or from Bea’s annual surveys of finan-
cial and operating data of U.S. parents, their
foreign affiliates, and foreign-owned U.S. affili-
ates. Some items had to be estimated because
data were not available for them in the form re-
quired. A few items were derived as residuals.
The sources for the various line items of table 1
follow; line references appear in parentheses. Ex-
cept where specifically noted, data on import
items have been taken from the same sources
as the data on exports or from corresponding
sources.

Total cross-border exports of goods and serv-
ices (3, 3a, and 3b) were taken from the balance
of payments accounts. Cross-border exports of
goods and services to affiliated foreigners (s, sa,
and 5b) were derived as follows: Exports of goods
to foreign affiliates of U.S. companies (6a) were
taken from Bea’s annual surveys of U.S. direct
investment abroad; exports of services to for-
eign affiliates of U.S. companies (6b), from Bea’s
quarterly surveys of transactions between U.S.
parents and their foreign affiliates; exports of
goods by U.S. affiliates to their foreign parent
groups (7a), from Bea’s annual surveys of foreign
direct investment in the United States; and ex-
ports of services by U.S. affiliates to their foreign
parent groups (7b), from Bea’s quarterly surveys
of transactions between U.S. affiliates and their
foreign parents. Cross-border exports of goods
and services to unaffiliated foreigners (4, 4a, and
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4b) were derived as a residual, by subtracting
exports to affiliated foreigners from total exports.

U.S. companies’ net receipts resulting from sales
by their foreign affiliates (8) are equivalent to di-
rect investment income as shown in the balance
of payments accounts. Estimates of this income
are derived from Bea’s quarterly surveys of trans-
actions between U.S. parents and their foreign
affiliates. Before being entered into the balance of
payments accounts, the estimates are adjusted to
a current-cost basis. Distribution of the current-
cost adjustment among industries is not possible,
and in table 1, the adjustment has been allocated
entirely to nonbank affiliates; the affected lines
are lines 9 and 14.

Sales by (nonbank) foreign affiliates (10) and
employee compensation (13) were taken from
BEA’S annual surveys of U.S. direct investment
abroad. U.S. companies’ net receipts resulting
from sales by their foreign bank affiliates (16)
were taken from Bea’s quarterly surveys of trans-
actions between U.S. parents and their foreign
affiliates. Foreign affiliates’ purchases of goods
and services from the United States (1) were-
taken from Bea’s annual survey of U.S. direct
investment abroad (for goods) and from BEA’S
quarterly survey of U.S. direct investment abroad
(for services). U.S. companies’ net receipts result-
ing from sales by their foreign nonbank affiliates
(9), costs and profits accruing to foreigners (12),
and other costs and profits accruing to foreign-
ers (14) were derived from other lines as follows:
Line 9 is the residual derived by subtracting line
16 from line 8; line 12 is derived as line 10 mi-
nus lines 8, 11, and 15 plus line 16; and line 14 is
the residual derived by subtracting line 13 from
line 12. Finally, survey data on sales by foreign
affiliates to other foreign affiliates of the same par-
ent (15) were obtained from the annual surveys
of U.S. direct investment abroad but were only
available for majority-owned affiliates; an esti-
mate for all nonbank affiliates was extrapolated
from these data, based on the relationship be-
tween total sales by all nonbank affiliates and total
sales by nonbank majority-owned affiliates.

On the import side of the accounts, sales
by U.S. affiliates to other U.S. affiliates of the
same foreign parent (34) could not be estimated.

(However, due to the consolidated basis for re-
porting by U.S. affiliates, it is probably safe to
assume that these sales were relatively small.) The
other lines that are related to net payments to
foreign companies for sales by their U.S. affiliates
(27-35) were derived in a manner analogous to
those for net receipts.

Other income receipts (17-19), other income
payments (36—38), and net unilateral transfers (39)
were taken directly from the balance of payments
accounts.

The balance on goods and services (40), balance
on goods, services, and income (42), and balance
on current account (43) were also taken from the
balance of payments accounts. They also can be
derived from other lines as line 3 minus line 22,
line 1 minus line 20, and line 1 minus line 20
plus line 39, respectively. The balance on goods,
services, and net receipts resulting from sales by af-
filiates (41), the new balance shown in this article,
was derived by subtracting line 21 from line 2.

The addenda items were derived mainly from
data shown in the main body of table 1. Out-
put sold or added to inventory (excluding sales
to other foreign affiliates of the same parent)
(44) by nonbank foreign affiliates is equal to line
10 minus line 15 plus the annual change in in-
ventory (estimated for all nonbank affiliates by
extrapolating data for majority-owned affiliates
from Bea’s annual surveys of U.S. direct invest-
ment abroad, based on the relationship between
total assets of all nonbank affiliates and total as-
sets of nonbank majority-owned affiliates). U.S.
content (48) is equal to line 11. Foreign con-
tent (45) is the residual obtained by subtracting
line 48 from line 44. Value added by foreign
affiliates of U.S. companies (46) was estimated
from Bea’s annual surveys of U.S. direct invest-
ment abroad (by extrapolation of estimates for
majority-owned affiliates). Other foreign content
(47) is a residual derived by subtracting line 46
from line 4s.

The addenda items for U.S. affiliates were de-
rived analogously from the same or correspond-
ing sources. However, because Bea publishes
value added by all nonbank U.S. affiliates, no spe-
cial estimates for minority-owned affiliates had
to be prepared. e
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