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The International Trade Commission, the US Government independent agency which determines facts surrounding allegations of unfair trade, as well as relevant research in trade, introduced a dramatic new way of perceiving U.S. firms global commercial activity by including sales by U.S. majority owned foreign affiliates in the same account as exports of U.S firms in a report released this month. 

The report, U.S. International Trade Commission, EXAMINATION OF US INBOUND AND OUTBOUND DIRECT INVESTMENT, Staff Research Study 26, Publication 3383, February 2, 2001, covers: 

1) Foreign Direct Investment Flows 2) Sales by Affiliates in Foreign Countries 

This analysis focuses on sales by affiliates, recognizing that foreign direct investment and sales by affiliates are closely intertwined, as are sales by affiliates and cross border exports. 

Sales by affiliates have long been recognized in US statistics but recently interest in such statistics has jumped, beginning with a major article in the US BEA Survey of Current Business, October, 2000, page 119 "US International Services" where sales to affiliates is described and shown dramatically in Table A "Sales of Services to Foreign and US Markets Through Cross -Border Trade and Through Affiliates" 

Table A shows that US Sales of Services for majority owned US affiliates located abroad were $309 billion (1998) compared to traditional cross border exports of services of $244 billion.(also 1998). For the last ten years such sales have grown faster and exceeded cross border trade in services. In 1998, that "excess" was $65 billion. There is no obvious reason why one cannot assume that the trend has continued meaning that US affiliate sales plus cross border exports of services now exceed $600 billion. 

Sales of services through non-bank majority-owned affiliates of multinational companies represent services sold in international markets through the channel of direct investment. This is the important "Mode 3" in the GATS. Ex: IBM sales goods and services from its US plants to, say, D Bank in Germany. That is a US cross border export of goods and services, recorded in US statistics as such as export. If, for example, IBM has a subsidiary in the UK, and it sells the same goods and services to D Bank in Germany, and the proceeds go to IBM UK, that is a UK export but also a sale by a US affiliate (in the UK) in foreign markets. 

Conversely, if D Bank in Germany has a UK located affiliate and makes a sale in the US market through that UK affiliate, that would be a German sale by an affiliate, and a UK export and a US import.. If D Bank sold the same goods and services through its home base in Germany, that would be a German cross-border export and a US import. 

The theme of the importance of sales by affiliates is picked up in Survey of Current Business January 2001, page 44 et seq, where the definitions and statistics are presented. 

This analysis now switches from exclusively sales of services to exports and sales by affiliates of BOTH GOODS AND SERVICES, AND FOCUSES MORE ON THE ITC REPORT. 

In 1998 worldwide cross border exports and sales by affiliates of US companies to foreign persons exceeded sales by foreign companies to US residents by $363 billion! That is almost the amount of the US trade deficit for 2000!. 

The 1998 breakdown is as follows: Combining sales to affiliates abroad and cross border exports, the TOTAL SALES AND EXPORTS was $3.2 trillion! As between exports and sales by affiliates, exports totaled $.9 trillion, while sales by affiliates were $2.2 trillion! This is a very different picture than the usual export only statistic, which is less than 1/3 of total sales plus exports. 

Returning to the International Trade Commission report, it proclaims, again, that Sales by US owned foreign affiliates total $2 trillion in l997 (note one agency uses 1997 and one 1998), more than double the cross border exports of $933 billion. It then contrasts sales by FOREIGN-owned US affiliates which totaled sales $1.7 trillion, 65% larger than the total amount of US cross-border IMPORTS of $1.0 trillion. Also, the US sales by affiliates vs. Foreign affiliate sales in the US is a $300 billion SURPLUS in favor of the US.... counting only US sales vs. foreign sales by affiliates. 

I have no reason to believe the figures do not follow the same path in the years since l997 and 1998. 

Issues are now on the table: 

1) When the US exports a good or a service, it is easier to think of benefit to the US economy in terms of jobs in the US producing the good or service to be exported. 2) When it is a sale by an affiliate abroad, what benefit is it to the US economy? Certainly, it is a creator of some jobs, but hard to conclude how many. An investment in an affiliate abroad usually means a return in the form of dividends and interest (which would enhance the Current Account as an inflow.) It may also represent the only path to major sales is by a local affiliate (Mode 3 in GATS terms). 

This is a ripe field for research. 3) Should the sales by affiliates be reduced by local costs such as employment in the affiliate home country, capital employed, and costs of materials and other costs of producing the good or service. If so, a dramatic difference occurs in the figures. If such factors are subtracted, the US sales become "net sales through affiliates" drops to only $106 billion. If that figure is added to traditional exports, $1,039 billion is the "income" accruing to the US. The converse, net sales after local costs, accruing to the foreign country is only $39 billion, but when added to the foreign exports into the US market, the income accruing to foreign economies is $1,139 billion. That creates a "Net Sales" US deficit of $99 billion. The US trade deficit overshadows net sales. 

I know of no research getting into the computation of local factor costs. 

Of course, the subtraction of local cost factors is more arbitrary and difficult to estimate than other statistics. With only modest changes in the $2 trillion sales through affiliates figures, the amount of money is staggering. 

The last "issue" is how information on US affiliates sales and purchases should be displayed in US international statistics. 

The ITC at page 1-7 of its report, Direct Investment and Current Account Presentation", argues that sales through foreign affiliates be presented ALONGSIDE exports of goods and services instead of on different line items.....and that foreign sales by affiliates in the US be presented ALONGSIDE US imports of goods and services. This would be a whole new way of looking at international activities of US firms. 

This presentation would provide a more complete perspective on how US firms are faring in global markets, irrespective of their chosen mode of delivery. It introduces the concept of "global commercial activity". 

Space and time does not allow me to get into more detail in such areas as employment effects, effects on the Current Account, etc. But suffice to say when US sales through affiliates are taken into account the figures soar into the trillions, not billions. Bucks Big Time. Harry L Freeman February 17, 2001 
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