44

January 2007

An Ownership-Based Framework of the U.S. Current Account, 1995-2005

The Bureau of Economic Analysis (BEA) annually
updates its supplemental, ownership-based framework of
the current-account portion of the U.S. international
transactions accounts. This report presents new sum-
mary estimates of the major current-account aggregates
for 2005, more detailed estimates for 2004, and revised
estimates for 1995-2004.! A technical note that presents
information on the conceptual basis of the ownership-
based framework follows the highlights of this presenta-
tion.?
The following are highlights of the updated estimates:

e Net receipts by U.S. parents of direct investment
income from the sales by their foreign affiliates were
$251.4 billion in 2005, up from $226.2 billion in 2004
(table 1). Net payments to foreign parents of direct
investment income from the sales by their U.S. affili-
ates were $117.0 billion in 2005, up from $102.4 bil-
lion in 2004.

eIn 2004 (the latest year for which the detailed esti-
mates are available), the net receipts of $226.2 billion
consisted of $223.6 billion from nonbank foreign affil-
iates and $2.7 billion from bank foreign affiliates. For
the parents of nonbank affiliates, the net receipts
resulted from sales by foreign affiliates of $3,768.7 bil-
lion less deductions of $3,545.1 billion (such as for
labor, capital, and purchased inputs).® The net pay-
ments of $102.4 billion consisted of $97.7 billion by
nonbank U.S. affiliates and $4.7 billion by bank U.S.
affiliates. For nonbank U.S. affiliates, the net payments
resulted from sales of $2,521.4 billion less deductions
of $2,423.7 billion.

o In 2005, the total value of foreign sales accruing to the
U.S. economy was $1,526.6 billion, which consisted of
U.S. exports of goods and services of $1,275.2 billion
and net income receipts of U.S. parents from the sales
by their foreign affiliates of $251.4 billion. The total
value of U.S. sales accruing to foreign economies was
$2,108.9 billion, which consisted of U.S. imports of

1. The estimates for 1982-2005 are available on BEA's Web site at
<www.bea.gov>. Under “International,” click on “More,” then look under
“Supplemental Estimates” for “Ownership-Based Framework of the U.S.
Current Account.”

2. For additional information on the sources and methods used to pre-
pare the supplemental estimates, see Obie G. Whichard and Jeffrey H.
Lowe, “An Ownership-Based Disaggregation of the U.S. Current Account,
1982-93,” Survey oF CUrRENT Business 75 (October 1995): 52—61. For a gen-
eral review of the issues relating to ownership relationships in international
transactions, see J. Steven Landefeld, Obie G. Whichard, and Jeffrey H.
Lowe, “Alternative Frameworks for U.S. International Transactions,” SURVEY
73 (December 1993): 50-61.

3. These detailed estimates can only be provided for nonbank affiliates.

Jeffrey H. Lowe prepared this report.

goods and services of $1,992.0 billion and net income

payments to foreign parents from the sales by their

U.S. affiliates of $117.0 billion.

e The resulting U.S. deficit on goods, services, and net
receipts from sales by affiliates was $582.3 billion in
2005 ($1,526.6 billion minus $2,108.9 billion). This
deficit was $134.4 billion less than the $716.7 billion
deficit on trade in goods and services in the conven-
tional international accounts framework. The owner-
ship-based deficit was smaller because the receipts of
income by US. prents from sales by their foreign
affiliates exceeded the payments of income to foreign
parents from sales by their U.S. affiliates.

o The $582.3 billion deficit on goods, services, and net
receipts from sales by affiliates in 2005 was $94.9 bil-
lion more than the deficit in 2004. The increase was
more than accounted for by a $105.4 billion increase
in the deficit on trade in goods and services.

The estimates incorporate the results of the 2006
annual revision of the U.S. international transactions
accounts that features improved estimating methodolo-
gies, the incorporation of newly available source data,
and the substantial expansion of geographic detail.* As
part of the annual revision, the 2002-2005 estimates of
foreign direct investment income, financial flows, royal-
ties and license fees, and “other” private services were
improved as a result of the incorporation of the results of
BEAs 2002 benchmark survey of foreign direct invest-
ment in the United States; the 2004-2005 estimates of
“other” private services were improved as a result of the
incorporation of the results of BEAs 2004 benchmark
survey of financial services transactions with unaftfiliated
foreigners; the 2003-2005 estimates of foreign holdings
and transactions in U.S. securities and related dividend
and interest payments were improved as a result of the
incorporation of the results of the U.S. Treasury Depart-
ment’s annual survey of securities liabilities for June 2005
and revisions to its benchmark survey of securities liabili-
ties for June 2004; and the 2003-2005 estimates of U.S.
holdings of foreign securities and related dividend and
interest receipts were improved as a result of the incorpo-
ration of the results of the U.S. Treasury Department’s
annual survey of securities claims for December 2004. In
addition, the estimates also incorporate the preliminary
results from the 2004 benchmark survey of U.S. direct
investment abroad and the 2004 annual survey of foreign
direct investment in the United States and the final results
from the 2003 annual surveys of U.S. direct investment
abroad and foreign direct investment in the United
States.

4. See Christopher L. Bach, “Annual Revision of the U.S. International
Accounts, 1995-2005,” SurvEy 86 (July 2006): 36—48.
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Technical Note

The ownership-based framework was developed in the
early 1990s in response to interest in examining interna-
tional transactions in a way that would reflect the increas-
ing importance of multinational companies in world
economies and, particularly, the growing tendency of
these companies to use locally established affiliates to
deliver goods and services to international markets.’

In the conventionally constructed current account, the
trade balance reflects only the goods and services that are
delivered to international markets through cross-border
exports and imports. This balance is an important indi-
cator of U.S. performance in foreign markets; it reflects
the net value of the transactions in goods and services
between U.S. residents (including companies) and for-
eign residents. Because in the international accounts,
affiliates are treated as resident in their respective coun-
tries of location rather than in the countries of their own-
ers, the sales of goods and services by foreign affiliates of
U.S. companies to other foreign persons and by U.S. affil-
iates of foreign companies to other U.S. persons are not
regarded as exports and imports and are therefore
excluded from the trade balance.

In the ownership-based framework, a balance is intro-
duced in which net receipts resulting from sales by affili-
ates are combined with cross-border exports and
imports. Specifically, the net receipts that accrue to U.S.
parent companies from the sales by their foreign affiliates
are combined with cross-border sales to foreigners by
U.S. companies (U.S. exports of goods and services), and
the net payments that accrue to foreign parent companies
from the sales by their U.S. affiliates are combined with
cross-border sales to the United States by foreign compa-
nies (U.S. imports of goods and services). The difference
between these receipts and payments is an indicator of
the net effect of United States-foreign commerce on the
U.S. economy, and it reflects the perspective that both
cross-border trade and sales through affiliates represent
methods of active participation in the international mar-
kets for goods and services.

Only the net receipts that accrue to the U.S. parent
companies, not the gross value of sales by their foreign
affiliates, are included in these calculations, because only
for sales originating in the United States are most of the
costs—such as for labor, capital, and purchased
inputs—incurred domestically and accrued to the benefit
of the U.S. economy. Similarly, only the net payments
that accrue to foreign parent companies, not the gross
value of sales by their U.S. affiliates, are included, because
only for sales originating abroad are most of the costs

5. Among those calling for more information on ownership was a
National Academy of Sciences study panel. See Anne Y. Kester, ed., Behind
the Numbers: U.S. Trade in the World Economy, National Research Council,
Panel on Foreign Trade Statistics (Washington, D.C: National Academy
Press, 1992).
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incurred abroad and accrued to the benefit of foreign
economies. This methodology also eliminates the dou-
ble-counting that would occur if both the total value of
the sales by parents to their affiliates and the subsequent
sales by the affiliates to others were included.

Conceptually, the ownership-based framework is fully
consistent with the current account in the conventional
international transactions accounts, and it can be viewed
as a “satellite” of those accounts.® (The current-account
balance is the same in both sets of accounts.) The group-
ing of the income from affiliates with cross-border trade
in goods and services recognizes the active role of parent
companies in managing and coordinating their affiliates’
operations. This direct investment income from affiliates
differs fundamentally from income on other types of
investments. For example, for U.S. direct investment
abroad, direct investment income represents U.S. compa-
nies’ returns on sales that for reasons such as efficiency,
transport costs, or the avoidance of trade barriers are
made by affiliates in foreign countries rather than by U.S.
parent companies; other investment income represents
returns on passive investments, such as on foreign stocks
and bonds.” Indeed, in many cases, a portion of the
income from affiliates may be regarded as a kind of
implicit management fee that compensates parent com-
panies for undertaking active roles in the operations of
their affiliates.

In addition, the most detailed presentation of the
framework provides information on ownership relation-
ships by disaggregating the trade in goods and in services
into trade between affiliated parties (that is, trade within
multinational corporations) and trade between unaffili-
ated parties. It also shows how receipts and payments of
direct investment income are derived from the produc-
tion and sales by affiliates. To highlight the links between
the income and the activities that produce it, the income
is designated “net receipts” or “net payments” of direct
investment income resulting from sales by affiliates. In
the addenda to table 1, the framework also provides
information on the U.S. content and the foreign content
of affiliates’ sales and on the extent to which such content
results from the affiliates’ own value added.

6. According to the international System of National Accounts, satellite
accounts augment the central national accounts by “expanding the analyti-
cal capacity of national accounting for selected areas...in a flexible manner,
without overburdening or disrupting the central system”; they may intro-
duce additional information, alternative accounting frameworks, or “com-
plementary or alternative concepts,” while maintaining links to the central
accounts. See Commission of the European Communities, International
Monetary Fund, Organisation for Economic Co-operation and Develop-
ment, United Nations, and World Bank, System of National Accounts, 1993
(Brussels/Luxembourg, New York, Paris, and Washington, DC, 1993): 489.

7. Direct investment income consists of net receipts of earnings and of
interest by parents from their affiliates.
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Table 1. Ownership-Based Framework of the U.S. Current Account, 1995-2005

[Billions of dollars]

January 2007

Line 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 1
1|Exports of goods and services and income receipts (ITA table 1, line 1) 1,0046| 1,077.7| 1,191.3| 1,195.0| 1,259.8| 1,421.5| 1,293.1| 1,2454| 1,319.2| 1,526.9| 1,749.9
2| Receipts resulting from exports of goods and services or sales by foreign affiliates........ 889.6 9541 1,049.8| 1,037.1| 1,0975| 1,2224| 1,133.6| 1,120.3| 1,202.8| 1,378.2| 1,526.6
3 Exports of goods and services, total (ITA table 1, line 2) 794.4 851.6 934.5 933.2 965.9| 1,070.6| 1,004.9 9747 1,016.1| 1,151.9| 1,275.2
3a Goods, balance-of-payments basis (ITA table 1, line 3) 575.2 612.1 678.4 670.4 684.0 772.0 7187 682.4 7134 807.5
3b Services (ITA table 1, line 4) 219.2 239.5 256.1 262.8 281.9 298.6 286.2 292.3 302.7 344.4
4 To unaffiliated foreigners 541.1 581.5 633.5 645.1 675.6 756.2 702.6 681.8 705.6 824.1 ...
4a Goods 365.3 389.5 428.8 436.5 455.2 523.0 482.6 462.8 481.5 563.9
4b Services 175.8 192.0 204.7 208.6 220.4 233.2 220.0 219.0 2241 260.2
5 To affiliated foreigners 2532 2701 300.9 288.1 2903 3144 3023 292.9 3105 327.9
5a Goods 209.9 2226 249.6 233.9 228.8 2489 236.1 219.6 232.0 243.6
5b Services 433 475 51.4 54.2 615 65.4 66.2 733 785 84.2
6 To foreign affiliates of U.S. parents 187.1 198.6 226.9 218.8 2187 2341 2217 204.9 215.3 227.8
6a Goods 152.7 161.8 186.5 176.3 168.9 182.7 170.2 150.6 156.6 165.0
6b Services 344 36.8 404 425 498 514 515 54.3 58.6 62.9
7 To foreign parent groups of U.S. affiliates 66.2 715 74.0 69.2 71.6 80.3 80.6 88.0 95.2 100.0
7a Goods 57.2 60.8 63.0 57.6 59.9 66.2 65.9 69.0 75.3 786
7b Services 8.9 10.7 11.0 1.7 1.7 14.1 14.7 19.0 19.9 214 ...
8 Net receipts by U.S. parents of direct investment income resulting from sales by their
foreign affiliates (ITA table 1, line 14) 95.3 1025 115.3 104.0 131.6 151.8 128.7 145.6 186.8 226.2 251.4
9 Nonbank affiliates 92.0 99.2 112.0 103.2 130.7 149.6 126.3 144.2 184.5 223.6 250.3
10 Sales by foreign affiliates 2,0407| 22337| 2350.9| 2370.0| 2,611.8| 29055 | 29459| 29457| 33195 3768.7|......
1 Less: Foreign affiliates’ purchases of goods and services directly from the United
States 2123 230.9 260.9 248.9 246.3 260.7 2495 232.8 2426 2548 ...
12 Less: Costs and profits accruing to foreign persons ...........oc.cecieneernseinieeesseinenes 1,379.3| 1,509.5| 1,556.0| 1,601.2| 1,787.3| 1,989.1| 2,0552| 2,038.7| 2246.0| 25484
13 Compensation of employees of foreign affiliates 240.8 252.6 261.4 263.6 295.3 310.8 309.7 311.4 338.1 3721
14 Other 1,1385| 1256.9| 12946| 1337.6| 14920| 16784| 17456  1,727.3| 1,907.9| 2,176.3
15 Less: Sales by foreign affiliates to other foreign affiliates of the same parent.................. 357.1 394.1 422.0 416.6 4475 506.1 514.8 530.0 646.4 7420 ....
16 Bank affiliates 32 33 33 07 1.0 22 23 1.3 2.3 27 1.0
17| Other income receipts 115.0 123.6 1415 157.9 162.3 199.1 159.6 125.1 116.3 148.7 223.3
18 Other private receipts on U.S.-owned assets abroad (ITA table 1, lin€ 15) .......coccvvvvvvrvrevens 108.1 116.9 135.7 151.8 156.4 1924 153.1 118.9 108.8 142.8 217.6
19 U.S. Government receipts (ITA table 1, line 16) 47 4.6 3.6 3.6 32 3.8 3.6 3.3 47 3.0 27
20 Compensation of employees (ITA table 1, line 17) 2.2 22 23 24 27 2.8 29 2.8 2.8 29 29
21 |Imports of goods and services and income payments (ITA table 1, line 18).........c..cccouvvennnne. 1,080.1| 1,159.5| 1,286.6| 1,355.3| 1,509.2| 1,778.0| 1,630.8| 1,654.2| 1,777.5| 2,110.6| 2,455.3
22| Payments resulting from imports of goods and services or sales by U.S. affiliates . 921.1 988.8| 1,0854| 1,136.2| 1,2826| 1,505.1| 1,380.5| 1,439.0| 1,585.0| 1,865.6| 2,108.9
23 Imports of goods and services, total (ITA table 1, line 19)... 890.8 955.7| 1,0424| 1,097.8| 1,229.2| 1,448.2| 1,367.7| 1,395.8| 1,511.0| 1,763.2| 1,992.0
23a Goods, balance-of-payments basis (ITA table 1, line 20).. . 749.4 803.1 876.5 917.1| 1,030.0| 1,2244| 1,1459| 1,164.7| 1260.7| 14729 16774
23b Services (ITA table 1, line 21) 1414 152.6 165.9 180.7 199.2 223.7 221.8 231.1 250.3 290.3 314.6
24 From unaffiliated foreigners 558.4 599.9 668.8 709.0 796.8 943.7 878.2 891.5 971.9| 1,1829]....
24a Goods, 435.9 468.3 526.7 555.6 633.1 759.7 697.3 705.0 768.3 944.4
24b Services . 122.5 131.6 1421 153.4 163.7 184.0 180.9 186.5 203.6 2385
25 From affiliated foreigners 3324 355.8 3736 388.8 4323 504.5 489.5 504.3 539.1 580.4
25a Goods, 3135 334.8 349.8 361.5 396.8 464.7 448.6 459.8 4924 5285
25b SBIVICES .....orvvvvveeeesii s essss s s 18.9 21.0 23.8 273 355 39.7 40.9 44.6 46.6 51.9
26 From foreign affiliates of U.S. parents 129.7 145.0 157.8 168.6 184.8 209.9 201.3 201.9 2141 2332
26a Goods 122.3 137.2 147.5 156.4 167.0 191.2 182.2 182.0 192.6 209.1
26b SBIVICES ... 74 7.8 10.4 12.2 17.8 18.7 19.1 19.9 215 241
27 From foreign parent groups of U.S. affiliates 202.7 210.8 2158 220.2 2476 294.6 288.3 302.4 324.9 3471
27a Goods 191.2 197.7 202.4 205.2 229.9 2736 266.5 277.7 299.8 319.4
27b SBIVICES ... sss s 11.4 13.1 13.4 15.1 17.7 21.0 218 24.7 252 27.7] ...
28 Net payments to foreign parents of direct investment income resulting from sales by
their U.S. affiliates (ITA table 1, line 31) 30.3 33.1 43.0 384 534 56.9 12.8 43.2 74.0 1024 117.0
29 Nonbank affiliates 25.7 30.2 39.3 35.8 50.5 53.3 10.8 417 718 97.7 112.1
30 Sales by U.S. affiliates 15446| 1667.6| 17263| 18755| 2,044.4| 2334.7| 2327.1| 22165| 2,3232| 25214|........
31 Less: U.S. affiliates’ purchases of goods and services directly from abroad ................... 262.3 281.8 2784 307.1 3427 393.1 369.6 372.8
32 Less: Costs and profits accruing to U.S. persons 1,256.6| 1,355.6| 1,408.7| 15325 1,651.2| 1,888.2| 1,946.7| 1,802.1
33 Compensation of employees of U.S. affiliates 206.4 220.6 2335 262.1 2927 332.2 3447 341.9
34 Other 1,0502| 1,135.0| 1,1752| 12704| 1,3585| 1556.1| 1,601.9| 1,460.2
35 Less: Sales by U.S. affiliates to other U.S. affiliates of the same parent ..............cc...... na. na. na. na. na. na. na. na.
36 Bank affiliates 46 2.9 37 26 3.0 36 2.0 1.6
37| Other income pay 159.0 170.7 201.2 219.1 226.6 273.0 250.3 215.2 192.5 245.0 346.4
38 Other private payments on foreign-owned assets in the United States (ITA table 1, line 32) 97.1 97.8 112.9 128.0 138.1 180.9 159.8 130.2 110.1 147.6 223.6
39 U.S. Government payments (ITA table 1, line 33) 55.6 66.6 81.7 84.2 80.5 84.5 82.4 76.6 73.9 88.5 113.6
40 Compensation of employees (ITA table 1, line 34) 6.3 6.3 6.7 7.0 8.0 75 8.1 8.4 8.5 8.9 9.2
41 |Unilateral current transfers, net (ITA table 1, line 35) -38.1 -43.0 -45.1 -53.2 -50.4 -58.6 -51.3 -63.6 -69.2 -81.6 -86.1
Memoranda:
42| Balance on goods and services (line 3 minus line 23, and ITA table 1, line 73)................. . -96.4| -1041| -107.9| -1646| -2633| -377.6| -3628| -421.1| -4949| -611.3| -716.7
43| Balance on goods, services, and net receipts from sales by affiliates (line 2 minus line 22) -31.4 -34.7 -35.6 -991| -185.1| -282.6| -2469| -3187| -382.1| -—487.4| -5823
44| Balance on current account (line 1 minus line 21 plus line 41, and ITA table 1, line 76) -1136| -124.8| -1404| -2135| -299.8| -4152| -389.0| -4724| -5275| -665.3| -7915
Addenda:
Source of the content of foreign nonbank affiliates’ sales and change in inventories:
45 Sales to nonaffiliates and change in inventories, total (line 10 minus line 15 plus the change
in inventories) 1,700.0| 1,844.4| 19334| 19592 2,160.6| 2406.8| 24240 24259| 2,692.3| 3,0655]...
46 Foreign content 1487.7| 16136| 16725| 17103 19143| 2,146.1| 2,1745| 2,1931| 2,449.7| 2810.7
47 Value added by foreign affiliates of U.S. parents 560.9 595.7 620.8 608.5 666.7 702.9 683.4 704.5 808.4 959.3
48 Other foreign content 2 926.8| 1,017.9| 1,051.7| 1,101.8| 1247.7| 1,4431| 14911| 14886 1641.3| 18514
49 U.S. content 212.3 230.9 260.9 248.9 246.3 260.7 249.5 232.8 242.6 254.8
Source of the content of U.S. nonbank affiliates’ sales and change in inventories: *
50 Sales to nonaffiliates and change in inventories, total (line 30 minus line 35 plus the change
in inventories) 1551.4| 1671.7| 1730.8| 18872 2,056.1| 2349.9| 23189 22145 2326.1| 25343]...
51 U.S. content 1289.2| 12390.0| 1452.4| 1580.1| 1,713.4| 1956.7| 19493 18417 19327| 21133
52 Value added by U.S. affiliates of foreign parents 322.6 358.1 389.4 419.8 457.7 516.7 477.0 502.7 519.9 563.6
53 Other U.S. content ° 966.5| 1,031.9| 1,063.0| 1,160.3| 1,255.7| 1,440.1| 14723| 1,2339.0| 14128 1549.7
54 Foreign content 262.3 281.8 2784 307.1 3427 393.1 369.6 372.8 393.3 421.0

n.a. Not available

1. The estimates in this column are from the international transactions accounts, which are published quarterly. Esti-
mates are not yet available for the items from BEA’s 2005 annual surveys of U.S. direct investment abroad and of foreign
direct investment in the United States, which are processed in the 2 years following the year of coverage. The detailed
preliminary estimates for 2005 will be published in the second half of 2007.

2. Conceptually, sales by U.S. affiliates to other U.S. affiliates of the same foreign parent should be subtracted, but data
on these sales are unavailable. However, because U.S. affiliates are generally required to report to BEA on a fully consoli-
qa}ed basis, most of these sales are eliminated through consolidation, and the remaining amount is thought to be immate-
rial.

3. Line 48, other foreign content—which equals purchases from foreign persons by foreign affiliates—is overstated to
the extent that it includes U.S. exports that are embodied in purchases of goods and services from foreign suppliers.
4. In principle, the sales exclude the affiliates’ sales to other affiliates of their parent. For U.S. affiliates, data on sales to

other affiliates are unavailable, but these sales are thought to be immaterial. (See footnote 2.)

5. Line 53, other U.S. content—which equals purchases from U.S. persons by U.S. affiliates—is overstated to the extent

that it includes U.S. imports that are embodied in purchases of goods and services from U.S. suppliers.
Nore. Details may not add to totals because of rounding.
ITA International transactions accounts
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