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Executive Summary  

Trade in services is inherently difficult to measure, as there is no physical object 
(good) that actually crosses borders. For the purposes of the GATS negotiations, the 
WTO distinguishes between four modes of supply: Mode 1 (cross-border), Mode 2 
(consumption abroad), Mode 3 (commercial presence) and Mode 4 (presence of 
natural persons). Balance of payments data is designed to capture transactions 
between residents and non-residents, and thus, if sufficiently detailed, may be used to 
obtain a disaggregated picture of trade in services via Modes 1, 2 and 4. However, 
companies maintaining a commercial presence in a country, via a foreign affiliate (as 
many multinational companies do) are treated as legal residents of that country, and 
thus are not captured by balance of payments data. The WTO has suggested that the 
compilation of foreign affiliate trade in services data (FATS) data is necessary to 
measure trade via commercial presence (mode 3). In addition, there are some 
subtleties relating to trade in the services of natural persons that necessitate the 
collection of employment data in order to accurately measure this variable. This is of 
particular importance (and difficulty) in the South African case, due to the large 
number of migrant workers employed by domestic firms in South Africa.  

South Africa, like many other developing countries, is somewhat behind in the 
implementation of the WTO standards. Our balance of payments data relies partly on 
the cross-border transactions reporting data system (which is based on foreign 
exchange data), but until recently this was not aligned with the IMF’s balance of 
payments standards, as described in their 5th edition manual (BPM5). It is expected 
that this will enable Reserve Bank will release revised and possibly disaggregated data 
(by sector) in the near future, as currently it reports only the travel and tourism 
components, with other service sectors aggregated under “other”. Even if this 
becomes the case, we still will not be able to fully implement the extended balance of 
payments system (EBOPS) recommended by the WTO. More importantly, we do not 
collect FATS data, and thus can only get a sense of mode 3 trade from foreign direct 
investment (FDI) data. This is inadequate, and is the area in which we have the 
greatest need to improve our data reporting. The table below summarizes our current 
position.  
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Table 1: Review of Data Collection by Mode of Trade  

 

Mode 1:  
Cross-
Border  

Mode 2: 
Consumpti
on Abroad  

Mode 3: 
Commercial 
Presence  

Mode 4:  
Presence of 
natural 
persons  

Mode 1:  
Cross-Border  

WTO 
Standa
rd  

Data 
Type  

Balance of 
Payments  
(as per 
BPM5)  

Balance of 
Payments  
(as per BPM5)  

Foreign 
Affiliate trade 
in services 
(FATS)  

BOP, FATS 
and others  

Internatio
nal 
Standard  

EBOPS  EBOPS  Majority 
ownership; 
variables as 
per WTO 
manual  

No clear 
standard yet  

South 
Africa
n 
Report
ing  

Data 
Type  

Balance of 
Payments. 
Component
s are 
tourism and 
travel only.  

Balance of 
Payments. 
Components 
are tourism 
and travel 
only.  

FDI data, old 
industry 
censuses. 
Clearly 
inadequate.  

Balance of 
Payments. 
Clearly 
inadequate.  

Data 
Source  

Reserve 
Bank  

Reserve Bank  StatsSA, 
Reserve Bank  

Reserve Bank  
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1 Introduction  

Accurate data on trade in services is necessary to inform industrial policy in the 
services sectors, and to shape negotiating strategy at the World Trade Organization. 
Due to the inherent difficulty of measuring trade in services, however, there had until 
recently been little effort to provide a coherent conceptual framework for such trade 
activities. This has changed with the publication of the Manual on Statistics of 
International Trade in Services (2002). This manual has been compiled with the 
support of the WTO, UN, IMF, OECD and other major international organizations. 
It builds on the 5th edition of the IMF’s balance of payments manual (BPM5), and 
introduces a number of refinements necessary to capture trade in services in a manner 
consistent with the general agreement on trade in services (GATS). These include:  

§ The introduction of a new, more disaggregated standard for balance of 
payments reporting, namely the Extended Balance of Payments Services 
Classification (EBOPS);  

§ The outlining of a system of reporting for foreign affiliate trade in services, 
which is necessary to capture trade via commercial presence (mode 3);  

§ A technical appendix dealing with the difficulties of trade in natural persons 
(mode 4).  

This report aims to compare South Africa’s data reporting systems with those 
recommended by the WTO, and thus to suggest what is necessary to move closer to 
international best practice. Section 2 gives the details of the system recommended in 
the manual, section 3 examines the current state of South African data reporting, and 
section 4 provides some policy recommendations.  

2 International Standards  

2.1 Modes of Supply  

The Manual takes its lead from the general agreement in trade in services (GATS) in 
distinguishing between four modes of supply for services. These are:  

§ Mode 1 - Cross-border Trade - where the consumer remains in his home 
country, and the service is supplied from abroad;  

§ Mode 2 - Consumption Abroad - where the consumer moves outside his home 
country to consume the service;  

§ Mode 3 - Commercial Presence - where a foreign company supplies a service 
to a consumer in his home country via a resident foreign affiliate;  

§ Mode 4 - Presence of Natural Persons - where an individual moves temporarily 
into the home territory of a consumer to provide a service.  
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2.2 Capturing Modes 1 and 2 – Balance of Payments Data  

The Manual recommends using Balance of Payments data to capture services trade via 
modes 1 and 2. Essentially this should work because in both cases there is a 
transaction between a resident and a non-resident (resident consumer and non-
resident supplier in the case of mode 1, and vice-versa in the case of mode 2). Under 
the international standards for balance of payments recording set out by the IMF’s 
manual (5th edition, henceforth BPM5), countries should provide partial 
disaggregation by service sector1. However, this is not sufficient for the purposes of 
trade negotiations, so the WTO (in association with other multilateral agencies) has 
developed the extended balance of payments services classification (EBOPS). This 
distinguishes between the following services:  

§ Business Services, including professional and trade-related services;  

§ Communications Services, including telecommunication and postal services;  

§ Computer and Information Services;  

§ Construction Services, including engineering and building services;  

§ Environmental Services, including sanitation and refuse disposal;  

§ Financial Services;  

§ Government Services not included elsewhere;  

§ Insurance Services, including freight, life and reinsurance;  

§ Personal, Cultural and Recreational Services, including audiovisual, education 
and health services;  

§ Royalties and License Fees;  

§ Travel, including health and education related expenditure;  

§ Transportation, including road, rail, air, maritime and electricity transmission.  

There are few countries that are currently in a position to comply with EBOPS, 
although some developed countries are able to implement the full disaggregation 
recommended by BPM5. EBOPS allows for a gradual progression towards full 
implementation. For example, a country may implement a version in which it 
measures travel at an aggregate level (which most countries currently do) and then 

                                                        

1 See paragraphs 158-170 of BPM5 
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move towards a disaggregation that identifies education or health related travel. These 
categories are not just a disaggregation of the BPM5 categories, and the 
correspondence between them is not so clear (it is outlined in appendix II of the 
Manual).  

2.3 Capturing Mode 3 – Foreign Affiliate Trade in Services 
(FATS) Data  

As noted above, mode 3 trade in services occurs when a foreign company buys or 
establishes a majority-owned2 affiliate in the consumer’s home territory, thereby 
establishing a commercial presence. In this case, the transaction is between a resident 
company (the branch, subsidiary or affiliate of the foreign company) and a resident 
consumer. Critically, this means that the transaction will not be reflected in the 
balance of payments. This necessitates the use of a parallel measure of economic 
activity, which should be the sales of the foreign affiliate (just as balance of payments 
data records the value of the transaction between the two parties). Yet this data is not 
typically available, and hence the Manual recommends the compilation of FATS data. 
This data should consist not only of the sales of the foreign affiliates, but also value-
added and employment, as this will enable the compiling authority to make a good 
assessment of the effects of trade via commercial presence3.  

Data collection can be accomplished in three ways. The first is the traditional method 
of conducting surveys on the operations of resident affiliates of foreign firms and 
foreign affiliates of domestic firms. The second is appropriate only for “inward” 
FATS (service imports), and involves identifying the subset of existing data on 
resident enterprises that is accounted for by foreign-owned firms. Obviously, this 
requires good data on resident enterprises, by sector. Finally, one may obtain data on 
“outward” FATS by getting the “inward” FATS data of major trading partners and 
aggregating them. Clearly, this implementation strategy works only if countries employ 
similar standards, which is precisely the problem that the manual tries to address.  

The manual suggests that for countries without the capacity to compile FATS data, 
one may use foreign direct investment (FDI) data as a proxy for trade in services via 
commercial presence. Clearly, the two measures are not equivalent, as FDI has as its 
flow variable direct investment income, including income from equity and interest 
from debt. Yet this will only be recorded when money is actually repatriated by the 
foreign affiliate back to its majority owner (e.g. dividends), whereas sales will be 
recorded regardless of the repatriation (which is the correct measure). It therefore 
follows that FDI will be an inaccurate proxy for FATS, and will typically 
underestimate the extent of trade in services.  

                                                        

2 This is one case where the Manual does not follow GATS. GATS talks of foreign affiliates as 
resident companies that are controlled by a foreign company; whereas the manual speaks of majority 
ownership. 

3 Other suggested statistics are to be found in paragraphs 4.47 and 4.68 of the Manual. 
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2.4 Capturing Mode 4 – Balance of Payments, FATS and 
others  

Services trade via the presence of natural persons is the most difficult of the modes to 
accurately capture. Part of this is because there are so many ways in which natural 
persons can supply a service to residents of the home country; and part of this is 
because it is so easy for the value of this service to become conflated with other 
modes, as when a top executive is flown in from the parent company to consult to the 
foreign affiliate. The Manual identifies a number of ways in which natural persons can 
typically supply a service:  

§ Independent service provision – in which a foreign natural person provides a 
service in the home country (as with many professionals). In such a case, the 
data will be recorded in the balance of payments, although it will be difficult to 
get the disaggregation by sector that one requires (one is unlikely to survey 
individuals, for example). forex data may provide a partial solution. Moreover, 
unless one takes the time to separate individuals from companies, this data will 
be “indistinguishably included with resident/non-resident transactions that take 
place through other modes.”4  

§ Employed by a foreign affiliate – in which case their services should be picked 
up under mode 3. Again, conflation cannot be avoided.  

§ Employed by a domestically owned firm – in which case, the recording method 
depends on the length of the employment. Under BPM5, if the worker is 
employed for less than a year, data is available through the term compensation 
of employees. However, if they are employed for more than a year, they are 
automatically viewed as residents of the host country, under BPM5. Yet GATS 
would still view it as a trade in a service if their stay is intended to be 
“temporary.” This is particularly problematic in the case of migrant workers, 
who are often employed for many years in their host country, and yet always 
intend to return to their family in their home country. Data on such workers 
can be inferred from the BPM term workers remittances, although this is 
clearly just a proxy measure.  

The bottom line is that mode 4 trade is difficult to measure and separate out from 
other measures of trade. Yet the WTO negotiations over mode 4 access tend to be 
some of the most contentious, and thus it is worth some effort to get some measure 
of the trade in this mode.  

                                                        

4 Paragraph 7, Annex I, WTO Manual on Statistics of International Trade in Services. 
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3 South African Data Reporting  

3.1 The Balance of Payments System  

South Africa currently follows BPM5, reporting only the most aggregated 
components of trade in services. These are travel, transport, and “other”, a category 
that incorporates all the other components described above. These statistics are 
published in the quarterly bulletin. The current system is founded on two different 
data sources. Firstly, the Reserve Bank conducts sample surveys of different firms in 
the service industry to assess their transactions between residents and non-residents. 
Secondly, the bank employs foreign exchange (forex) data acquired via the cross 
border transactions reporting system (which is part of the exchange controls system). 
Until recently the forms used did not align with BPM5 components, making use of 
this data difficult. This changed in April 2001, with the introduction of new forms. 
Recently the Reserve Bank has gained access to the forex data5 and is in the process of 
merging this data to get revised figures for the service sector. The appeal of this 
secondary data source is that it is “same source”, in the sense that a transaction is 
captured as it is processed. The same is not true of the survey-based system. With the 
improved data, the Reserve Bank may be able to provide greater disaggregation of the 
balance of payments statistics, in line with the finer categories of BPM5. This will be 
very desirable. One of the potential problems is that the exchange controls act forbids 
the publication of statistics that would allow one to identify the individual transactions 
of domestic firms. Thus it may be possible to publish sectoral data, but only in cases 
where one or two big firms do not dominate the sector. Once we move towards 
greater disaggregation, and make extensive use of the forex data, our balance of 
payments system should be comparable to that of the developed countries.  

3.2 Problems with the BPM5 System  

From reports commissioned by Trade and Industrial Policy Strategies (TIPS), as well 
as the recent scoping exercise, we are aware that certain South African sectors are 
significant exporters or importers of trade in services. These include the construction, 
health and tourism sectors. In each of these cases, there are problems with capturing 
the true value of trade in services, and these are endemic to the BPM5 system. The 
two main problems (which impact on measurement in these sectors) are summarized 
below:  

§ 1 year Residency Rule: Under BPM5, a company or individual that stays in a 
country for more than one year is considered to have located his centre of 
economic activity in that country, and is thus treated as a resident. This has two 
major impacts. Firstly, as noted above, it becomes very important to collect 
FATS data, because a foreign affiliate simply “disappears” from your balance of 
payments data after a year. Secondly, the same applies to migrant workers. 

                                                        

5 Until some time ago, neither the Reserve Bank nor any other organization could gain access to forex 
data, under the legislation that establishes exchange controls 
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During their first year of employment, their data is captured under workers 
compensation; but thereafter the value of their work simply disappears from 
your data set, and thus you get an inaccurate picture of mode 4 trades. This is 
particularly important for the construction sector, both because it is a sector in 
which long term trade is important, and because there is the potential for many 
migrant workers to be employed in this sector.  

§ Consolidation under Travel: Under BPM5, when an individual from a foreign 
country travels abroad in the home country, all his consumption of goods and 
services are recorded under “travel”. This is obviously a simplification, and it is 
particularly problematic for South Africa, where we have some trade in health 
services via health safaris. This expenditure will be misclassified under travel, 
and thus exaggerate the importance of trade in tourism at the expense of trade 
in health. Again, migrant workers create complications, because their goods 
purchases, which are often for resale in their home countries, will be classified 
under travel.  

These problems can be ameliorated by taking care to identify the travel data pertaining 
to consumption of health and educational services, as is required under EBOPS; and 
by compiling FATS data that includes employment statistics to capture resident 
foreign affiliates and migrant workers.  

3.3 Analysis of the current South African data reporting 
system  

The key tools in compiling extensive and accurate data on trade in services are a good 
balance of payments reporting system, and the compilation (at least annually) of FATS 
data. Our current balance of payments system is not sufficiently disaggregated to give 
us a reliable picture of trade in important sectors such as financial services. Moreover, 
until we make consistent use of the forex data, it may not be possible to provide such 
disaggregation with sufficient accuracy. This is something that is high on the Reserve 
Bank agenda, and will hopefully change soon.  

More worrying is the absence of any South African institution that attempts to 
compile FATS statistics. Part of the problem is the absence of a business register that 
would allow us to identify firms that are majority owned by foreign companies. 
Another problem is that no institutions seem to have the mandate and/or capacity to 
systematically survey these firms, and obtain the FATS statistics. Statistics South 
Africa used to undertake irregular censuses of sectors that could capture some 
measures of inward FATS (data on the sales of companies in which a foreign 
company has a controlling interest)6. This is no longer the case (the last such census 
was in 1996). Yet without this data, we have little means of capturing mode 3 trades. 
We may look to the data on foreign direct investment provided by the Reserve bank 

                                                        

6 Since the purpose of the censuses was not to obtain FATS data, only some of the useful statistical 
measures are captured. Often these are related to employment rather than output, which is 
unfortunate, since output is the key (primary) measure needed. 
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as a proxy. But this is not very disaggregated, and does not allow for a breakdown by 
service sector. There is a very real need to collect FATS data if we wish to assess the 
trends, threats and opportunities presented by trade in services.  

4 Policy Recommendations  

4.1 Core Elements  

The WTO identifies in the Manual a number of core elements that it suggests 
countries move swiftly to implement. These are as follows:  

§ BPM5 – Countries should implement the BPM5 recommendations, to capture 
service transactions between residents and non-residents. South Africa 
currently complies with these standards7.  

§ EBOPS (first part - disaggregation) – Countries should compile their balance of 
payments data according to EBOPS, thus allowing disaggregation into EBOPS 
subcomponents. South Africa does not comply with these standards.  

§ Foreign Direct Investment Statistics – Countries should collect complete 
statistics on FDI flows, income and period-end positions as classified by ISIC, 
Rev. 3 to be complementary to the FATS statistics. South Africa partially 
complies with these standards.8 

§ FATS: Basic Variables – Countries should record basic FATS statistics, such as 
sales, employment and value-added. South Africa does not comply with these 
standards.  

§ Trade in Services by Partner Country – Countries should compile trade in 
services data for their major trading partners, at the level of major industry 
categories. South Africa does not comply with these standards.  

Thus overall, South Africa still needs to make a lot of progress in order to implement 
the core elements recommended by the WTO. Indeed, the Reserve Bank has stated 
that this is not a priority for the Bank, and thus it is perhaps not surprising that we 
have not made greater progress in this regard.  

                                                        

7 Although we provide only the coarsest possible disaggregation: travel, tourism and “other”. 

8 The Reserve Bank reports FDI, but not by industry, and hence not “as classified by ISIC.” 
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5 Recommendations  

Of the core elements mentioned above, we need to focus on the implementation of 
EBOPS and FATS. With the recent access to forex data, it should become possible to 
compile accurate balance of payments data at the level of individual sectors, which will 
go a long way towards providing extended balance of payments data. The Reserve 
Bank should be strongly encouraged to do this, and should obtain additional capacity 
if it is necessary to implement this.  

It will be much more difficult to collect FATS statistics. An incremental approach is 
perhaps advisable, where surveys are undertaken, at first, only in sectors that are of 
major importance for trade negotiations and policy. An institution needs to be tasked 
with this data collection process, and that institution should have the potential to 
fulfill this task in the long term, as we move towards full compliance with the Manual.  


