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Introductory remarks

A common picture of EU services markets emerges from different analyzes on EU 
integration. Services markets are more difficult to integrate and, as one might expect, 
less integrated than others1. Yet in many publications prepared at the request of the Eu-
ropean Commission, particular emphasis is laid on a large potential for a functioning 
internal market for services [Monti, 2010]. Cross-border trade in services between EU 
countries accounts for 20% of total internal trade, far too little to contribute to delivering 
the advantages of the internal market2.

On the other hand, an assessment of services integration within the EU market should 
not be limited to cross-border trade. Even a brief review of EU documents on the internal 
market for services shows that its policy is based not only on the principle of free move-
ment of services between member states but also on the freedom for service providers 
to establish within the internal market3. This is much in line with the WTO definition of 
services trade4. The main reason for such an extended approach is that the ‘commercial 
presence’5 – when services are supplied through establishment (i.e. FDI) – is a very impor-
tant mode of delivering services in the international context [Hoekman, Mattoo, 2008]. 

The bulk of research effort in the last decade on the EU internal market for services 
is devoted to the potential economic effects of the services directive6. Since the directive 
covers the temporary provision of services and sales through foreign establishments, 
these studies have simulated not only cross-border trade-induced effects but also FDI-
induced effects, often using sophisticated econometric techniques7. Not unexpectedly, 
all of them have looked carefully at the EU regulatory environment for services to esti-
mate possible effects of deregulation. 

In this article we have focused on examining the past and current state of 
play in the internal market for services. Given that the biggest share of world services 
trade takes place through ‘commercial presence’8, this paper looks at activities of foreign 
affiliates within the European internal market for services. Because statistics on activities 
of foreign affiliates (FATS) are still under construction, they are hardly ever used9.
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This essay asks one major question: has the contribution of EU-controlled affiliates 
within the EU internal market resulted in a greater integration of EU services markets? 

The article contains three sections. It begins by considering some general issues re-
lated to measuring the ‘commercial presence’ in services. The article then examines the 
importance and patterns of EU sales through establishment. Lastly, it examines whether 
the integration of EU services markets has advanced through this channel. 

The empirical analyzis is based on Eurostat statistics derived from ‘Structural busi-
ness statistics’ and ‘Balance of payments – International transactions’10.

A big shortcoming of all studies concerning international services trade, whether 
it is a historical review or a forecast, is that the quality of available data is still limited, 
especially in terms of comparability both geographically and over time. As far as FATS 
statistics are concerned, the process of establishing a common framework for produc-
tion of detailed statistics on foreign affiliates in the European Union accelerated in 2007 
with the adoption of the Regulation on Community statistics on the structure and activity 
of foreign affiliates [Regulation (EC) No 716/2007]. Even so, the implementation of the 
harmonised methodology following the adoption of the FATS Regulation has not been 
completed and EU aggregates have not been published yet. It makes an analyzis based 
on FATS data quite challenging.

Measuring the ‘commercial presence’11

There are two main sources of statistics that are commonly used to describe interna-
tional trade in services through ‘commercial presence’, i.e. delivered by offices, branches, 
or subsidiaries in foreign countries. They are very similar in meaning. Yet, there are 
some methodological differences between them. 

One of these sources of information about transactions of affiliates of foreign-
owned services firms are Foreign Direct Investment  (FDI) statistics. There are two 
categories of FDI. ‘FDI abroad’ is international investment made by resident entities in 
affiliated enterprises abroad, and ‘FDI in the reporting country’ is international invest-
ment made by foreigners in enterprises resident in the reporting economy. Two main 
concepts used in the design of FDI are that of an ‘immediate host/investing country’ 
principle (FDI positions are allocated to the host/investing country even if the ulti-
mate country is different) and that of a ‘lasting interest’ (FDI reflects the objective of 
obtaining a  lasting interest. An entity resident in one economy (direct investor) ac-
quires a lasting interest in an enterprise operating in another economy (direct invest-
ment enterprise) if they acquire at least 10% of the voting power of the direct invest-
ment enterprise) [OECD, 2008]. 

Foreign  affiliate trade statistics (FATS) are another source of information about 
affiliates of foreign-owned services firms. ‘Outward FATS’ describes the activities 
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of foreign affiliates abroad controlled by residents of the compiling country. ‘In-
ward FATS’ describes the activities of foreign affiliates resident in the compiling 
economy. Unlike FDI, FATS statistics are attributed to the ‘ultimate controlling in-
stitutional unit’ (UCI). The UCI of a  foreign affiliate is the institutional unit, pro-
ceeding up a  foreign affiliate’s chain of control, which is not controlled by another 
institutional unit. Moreover, FATS focuses on affiliates that are majority-owned, 
i.e., more than 50% of ordinary shares or voting power is controlled by a  foreign 
entity where control  is the ability to determine the general policy of an enterprise  
[Eurostat, 2007].

One crucial conclusion that we can draw from the above presentation of the defini-
tions and major concepts of FDI and FATS is that only FATS really measures the ‘com-the ‘com-
mercial presence’ through foreign affiliates and FDI is a very rough proxy for serv- and FDI is a very rough proxy for serv-is a very rough proxy for serv-
ice supply through foreign establishment12. If so, why do researchers use FDI stocks 
when quantifying trade via ‘commercial presence’?13 Two main explanations should 
be listed. 

Firstly, researchers use FDI simply because it is the most accessible and regularly pub-researchers use FDI simply because it is the most accessible and regularly pub-
lished indicator of economic activity of transnational corporations (TNCs) [UNCTAD, 
2004:347]. FATS is much less comprehensive [Fillat-Castejón, Francois, Woerz, 2008]. 
Even if noticeable progress on collecting FATS statistics has been made in the EU dur-
ing the last decade, FATS data are available only as of 2003, and only for a very limited 
number of countries until 2007. In addition to that, the application of thresholds by 
some EU member states in their data collections leads to a reduced comparability be-
tween countries. Moreover, for the majority of EU countries, FATS data before 2007 and 
data from 2007 onwards cannot be compared due to the introduction of the concept 
of the ‘ultimate controlling institutional unit’. The problem with comparability of FATS 
data was recently further complicated by the fact that the reference classification system, 
namely NACE, has been revised14.

Secondly, FDI might serve as a signal of changes in the economic activity of TNCs 
[UNCTAD, 2004]. We will return to the problem while comparing FDI with FATS for 
Germany.

The comparison of turnover of German foreign affiliates with German stock of out-
ward FDI in 2007–2009 allows formulation of some observations concerning existing 
relations between them (Table 1). Firstly, the stock/sales ratios for services and for 
total industries have been quite stable over time. Secondly, the stock/turnover ratio for 
services is higher than for total industries (respectively 0.9 and 0.6 in 2009). Thirdly, 
the squeezing effects of the recent financial and economic crisis are visible only on 
the FATS  side. The German direct investments abroad have extended especially in 
services. In the longer term it could bring increase in sales of German foreign affiliates 
as well.
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TABLE 1. German outward FATS versus the stock of outward FDI by Germany between 
2007–2009 (million EUR, %

Year 
Outward FATS (turnover) Direct investment abroad

Stock/sales ratio
million EUR annual growth rate million EUR annual growth rate

Total sectors C to O (excluding L)

2007 1 495 936 na 846 484 na 0.6

2008 1 532 813 2.5 854 267 0.9 0.6

2009 1 442 896 –5.9 891 155 4.3 0.6

Total services G to O (excluding L)

2007 867 459 na 665 268 na 0.8

2008 869 088 0.2 687 419 3.3 0.8

2009 835 949 –3.8 723 457 5.2 0.9

Partner: All countries of the world

Source: Author’s computing and adaptation from Eurostat database statistics.

Importance of ‘commercial presence’  
for EU internal market for services

In the EU the ‘commercial presence’ is about three times larger than cross-border 
flows of services (Table 2)15. However, the importance of trade in services under this 
mode varies among the EU countries. Some patterns can be seen, though. The EU econ-
omies can be divided into two main groups having the role of ‘commercial presence’ 
(CP) when compared with ‘traditional’ cross-border trade in services (CB) described 
in the current account part of the balance of payments (BoP). In the first group foreign 
investments play a predominant role in trade in services. Germany is the group leader, 
followed by France and the UK. As a matter of fact, in all EU ‘old’ big economies the an-As a matter of fact, in all EU ‘old’ big economies the an- all EU ‘old’ big economies the an-EU ‘old’ big economies the an-
nual value of turnover of their foreign affiliates exceeds the annual value of their exports 
in services. Other EU countries in the group are the following: Austria, Portugal, Finland 
and Sweden. The other group is, predictably, dominated by ‘new’ EU member states. It is 
formed by the EU countries where exports in services exceed trade through ‘commercial 
presence’.

As far as changes in CP and CB services trade are concerned, the available data do 
not allow any general observations to be made on the EU internal market. However, an 
analyzis of individual cases is possible. First, we will look at situation in particular coun-
tries, then we will observe some trends in one particular service industry. 
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TABLE 2. Trade in services in the EU in 2009*: ‘cross-border’ (CB) versus ‘commercial 
presence’(CP) trade (million EUR)

Specification CB CP CB/CP

Belgium 60 479 40 282 1.5

Czech Rep. 13 914 1 354 10.3

Germany 166 717 835 949 0.2

Greece 26 983 6 639 4.1

Spain 88 215 157 775 0.6

France 103 691 478 864 0.2

Italy 78 775 196 762 0.4

Cyprus 5 779 2 671 2.2

Latvia 2 745 804 3.4

Lithuania 2 657 2 092 1.3

Luxembourg 41 857 1 732 24.2

Hungary 13 280 6 132 2.2

Malta 2 858 152 18.8

Austria 39 229 53 545 0.7

Poland 20 678 9 357 2.2

Portugal 16 318 29 616 0.6

Romania 7 060 140 50.4

Slovenia 4 145 1 811 2.3

Slovakia 4 522 704 6.4

Finland 20 072 24 480 0.8

Sweden 42 871 100 707 0.4

UK 176 331 664 001 0.3

EU 939 176 2 615 569 0.4

Partner: All countries of the world

* The FATS data for 2009 are the most complete in terms of geographical coverage, although the year may not be typical as 
a result of the recent crisis. For Italy and Slovenia, data for 2009 are not available and therefore CB and CP statistics was taken 
from the nearest year: 2008 for Italy and 2007 for Slovenia.

CB- BP statistics: Current account, Services, Credit; CP- FATS statistics: Outward FATS, Total Services, Turnover.

Source: Author’s computations and adaptation from Eurostat statistical database.
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Table 3 shows ‘cross-border’ and ‘commercial presence’ services trade in Belgium 
and Germany in 2004–2009. Belgium constitutes an interesting case, where constantly 
growing exports in services eventually replaced its outward FATS, which significantly 
contracted after 2006. The main reason, at least for the last two years16, was that a sharp 
decrease in Belgian investments abroad amounted to almost 57% in services sectors in 
2009. Changes in Germany were not so dramatic and evenly pronounced in both modes. 
After a regular increase until 2008, the value of CP and CB trade shrank by 4%.

TABLE 3. Trade in ‘cross-border’ services versus ‘commercial presence’ trade in selected EU 
countries* in 2004–2009 (million EUR, %)

Specification 2004 2005 2006 2007 2008 2009

Belgium

Total services exports 42 396 45 164 47 386 54 391 60 226 60 479

Total outward FATS in services 60 952 72 323 76 714 59 706 43 814 40 282

Germany

Total services exports 118 670 132 067 149 524 162 692 173 706 166 717

Total outward FATS in services 673 560 839 801 915 014 867 459 869 088 835 949

Partner: All countries of the world

* The main reason for choosing these particular EU countries is the existence of FATS data for the period before 2007. Apart 
from that, in the case of Belgium, according to Eurostat (See Eurostat Foreign affiliates of EU enterprises- outward statistics 
FATS, http://epp.eurostat.ec.europa.eu), there are comparable data for the reference period 2004–2008 because the UCI con-there are comparable data for the reference period 2004–2008 because the UCI con-comparable data for the reference period 2004–2008 because the UCI con-
cept was not yet implemented there, in contrast to Germany which introduced this concept in 2007. Therefore, data before 
2007 and data from 2007 onwards cannot be compared for Germany, nor for Belgium but in this case with a break in 2009. It 
is highlighted in grey in the Table. The figures were included for geographical comparison. 

Source: Author’s adaptation from Eurostat statistical database.

Chart 1 shows the development of the computer services trade under different 
modes of delivery of services in three large EU investors in 2004–200917. This pattern 
of trade is rarely observed. Only in Germany does ‘commercial presence’ constitute the 
main way of delivery of computer services abroad, although in Finland this mode of 
service delivery regained its importance in 2009. This was due to a considerable increase 
in ‘commercial presence’ trade but also to the contraction of cross-border exports due to 
the financial crisis. On the contrary, the trade squeeze of 2009 cannot be seen in German 
exports nor in Belgian exports. However, in 2009 Germany experienced a decrease in 
‘commercial presence’ of more than 5% of total outward FATS. As far as Belgian outward 
FATS is concerned, this six-year period may be divided in two parts: the first of two years 
of decline and the second of three years of growth.
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CHART 1. Computer services trade in selected EU countries in 2004–2009 (million EUR)

Partner: All countries of the world; DE- Germany; FI- Finland; BE- Belgium.

CA: Current account, Services, Other services, Computer and information services, Computer services, credit; Mode 3 (com-
mercial presence): Outward FATS, computer activities, turnover. 

FI mode 3 and FI CA data non-accessible for 2006.

Source: Author’s adaptation from Eurostat statistical database.

Patterns of EU trade through ‘commercial presence’18

The services sector was the main field of activity for EU affiliates in 2009, with about 
60% of total trade both in terms of turnover and number of persons employed. The ratio 
was similar for total trade and for the part directed towards the internal market19.

As far as the scale of activities is concerned, the internal market remains the biggest 
market for European foreign affiliates in terms of turnover, accounting for 51% in 2009. 
The intra-EU share of those employed amounted to 41% in the same year20. However, 
these shares differed greatly among EU countries, ranging from 25.9% in the UK to 
93.1% in Malta for the number of people employed (see Chart 2). For turnover, the 
shares ranged from 24.4% in Latvia to 90.1% in Malta. In most cases the shares for turno-
ver exceeded or were just below the shares for the number of persons employed. The 
most extreme exception was Latvia, where that difference amounted to almost (–)45 pp. 
At the other end of the scale was Poland, where the  difference between the employment 
ratio and the turnover ratio accounted for almost (+) 41pp.

One general conclusion may be drawn about the performance of European foreign 
affiliates on the internal market. They are apparently more productive than European 
foreign affiliates operating overseas. The result must be interpreted carefully, since dif-
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ferences in product structure may lie behind this.  One may expect the same arguments 
to apply to interpret the differences between EU member states. Further findings con-
firm this reasoning.

CHART 2. Intra-EU share in the number of persons employed and turnover in European 
foreign affiliates in 2009 (%)

Abbreviations: BE – Belgium; CZ – Czech Republic; DE – Germany; GR – Greece; ES – Spain; FR – France; CY – Cyprus; LV – 
Latvia; LT – Lithuania; HU – Hungary; MT – Malta; AT – Austria; PL – Poland; PT – Portugal; RO – Romania; SK – Slovakia; 
FI – Finland; SE – Sweden; UK – United Kingdom.

Source: Author’s calculations based on Eurostat statistical database.

If we divide EU countries according to their involvement in the internal market in 
terms of turnover, we can distinguish three main groups. The first. and most ‘involved’, 
consists exclusively of ‘new’ EU member states. More than 70% of turnover of foreign 
affiliates of Malta, Poland, the Czech Republic, Slovakia, Lithuania and Hungary resulted 
from their activities within the EU. On the other hand, the impact of those foreign affili-
ates on the EU internal market is unlikely to be very important, considering that their 
share accounted only for 1.2% of the total in 2009. The second group, the largest, consists 
of ‘old’ EU countries, Cyprus being the exception. The shares for foreign affiliates from 
those countries were between 50%–70% in 2009. The impact of these foreign affiliates on 
the internal market is the most significant of the three groups. Their share was about 80% 
of the total in 2009. Taking turnover into account, three countries – the UK, Romania, 
and Latvia – are the least ‘engaged’ in the internal market.
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‘Trade and repairs’ was the main field of activity of EU affiliates located inside the 
EU, with 38% for the number of persons employed and 46% for turnover (Charts 3 and 
4). It was followed by ‘transport, storage and communication’ and ‘financial intermedia-
tion’ with 17% and 16% respectively for the number of persons employed and 15% and 
26% respectively for turnover. 

As one can see from Chart 3, different service sectors contribute differently to em-
ployment and turnover. The most ‘productive’ are financial intermediation and trade 
and repairs. In fact, it rather illustrates how very heterogeneous the services industry is 
and how difficult it is to compare between service sectors. Wholesale and retail trade, for 
example, have a very high turnover related to the sale of goods.21

CHART 3. Number of persons employed and turnover in European* affiliates located inside 
the EU in 2009, shares by economic activity

*Reporting countries: Belgium, Czech Republic, Germany, Greece, Spain, France, Italy, Cyprus, Latvia, Lithuania, Hungary, 
Austria, Poland, Portugal, Romania, Finland, Sweden, United Kingdom.

¹ Much information about other sections is missing because it is treated by EU countries as ‘confidential’.

Number of persons employed – Hotels and restaurants: Belgium, the Czech Republic and Cyprus 2008; Lithuania 2007; Poland 
na; Financial intermediation: Cyprus 2008; Spain and Poland na.

Turnover - Trade and repairs: Italy 2008; Hotels and restaurants: Italy, Cyprus and Lithuania 2008; Latvia 2007; Belgium, Czech 
Rep. and Poland na; Transport, storage and communication: Italy, Cyprus 2008; Czech Rep. na; Financial intermediation: Italy, 
Cyprus 2008; Latvia 2007; Spain, Poland na.

Source: Author’s calculations based on Eurostat statistical database.
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These shares differed from country to country22. For example, in ‘Trade and repairs’ 
it ranged from 11.9% in Greece to 81.9% in Romania for the number of persons em-
ployed.  Turnover share ranged from 31.5% in Finland to 89.1% in Romania. 

Chart 4 shows the structure of sales of foreign affiliates operating in three leading 
EU countries: Germany, France and the United Kingdom. As one can see, there are more 
similarities between French and British foreign affiliates than with German foreign affili-
ates. ‘Trade and repairs services’ dominated activities of German foreign affiliates  while 
in the case of foreign affiliates from  the other two countries, the structure of activities 
was more balanced. 

CHART 4. Number of persons employed and turnover  of foreign affiliates located in selected 
EU countries in 2009, shares by economic activity 

Source: Author’s calculations based on Eurostat statistical database.

The impact of foreign affiliates on the labor market, as illustrated in Chart 3, is related 
to particular activity categories of the services sector. For that reason, in every country23 
except the UK, ‘Trade and repairs services’ contributed relatively less to employment than 
to turnover.  For ‘Hotels and restaurants’, the opposite was true. In other service sectors 
the picture is unclear and depends on individual cases.
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Progress of integration
When analyzing the progress of integration of services markets within the EU on 

a cross-border trade basis, one can observe that a process of disintegration has taken 
place. The share of intra-EU trade decreased between 2004 and 2010 both on the debit 
and credit sides (Table 4). On the other hand, the value of trade was generally growing 
and thus might constitute evidence of an increase in the value of intra-EU trade. Yet, 
‘supply switching’ is a relative factor. That is, if trade from non-EU members rises faster, 
a displacement takes place24.

TABLE 4. EU cross-border trade in services in 2004–2010 (billion EUR, %)

Specification 2004 2005 2006 2007 2008 2009 2010

Total debit 801.4 872.2 947.1 1 050.9 1 102.5 1 019.0 1 090.9

Intra-EU (%) 59.6 59.2 59.4 60.1 58.8 59.1 58.4

Total credit 875.5 958.7 1 067.6 1 193.5 1 232.4 1 127.0 1 226.6

Intra-EU (%) 57.9 57.5 57.4 57.6 57.4 57.1 56.1

Note: EU-25 between 2004 and 2006; EU-27 between 2007 and 2010.

Source: Author’s calculations based on Eurostat statistical database.

Due to data quality, an analyzis of trends in trade through ‘commercial presence’ can-
not be founded on EU aggregate statistics. Taking into consideration the most important 
activity of EU foreign affiliates both in terms of number of employees and turnover, one 
can observe that the share of intra-EU trade in total EU outward FATS has increased 
(Table 5). From 2004 to 2009 the proportion of intra-EU trade in total EU outward FATS 
rose by 5.8 pp. At the same time the percentage of intra-EU trade in total EU inward 
FATS diminished by 8.2 pp., illustrating the growing competition from countries outside 
the EU.

A  more detailed analyzis on countries’ levels shows that the importance of intra-
EU flows varies among different modes of delivery of services. Table 6 presents com-com-
puter services trade in three EU countries – Germany, Finland and Belgium – which are 
large deliverers of such services under this mode. For Germany and Belgium, the share 
of intra-EU trade in cross-border trade exceeded the same share in ‘commercial pres-
ence’. In Finland the situation is different. The year 2009 excluded from consideration, in 
general, Germany increased its involvement into internal market. In Belgium the same 
trend existed quite strongly in trade trough establishment. In Belgian cross-border trade
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TABLE 5. ‘Commercial presence’ in EU* ‘Trade and repairs’ services between 2004–2009 
(billion EUR, %)

Specification 2004 2005 2006 2007 2008 2009

Total outward FATS 555.6 630.8 693.3 680.9 680.6 625.1

Intra-EU (27) % 55.7 55.9 56.4 61.8 61.5 61.5

Total inward FATS na na 624.6 926.9 925.0 895.7

Intra-EU (27) % na na 66.1 58.1 58.0 57.9

*Reporting countries: Germany, Italy, Austria, Portugal, Slovakia, Finland.

When data for a particular country were not available, the nearest year available was used: outward FATS 2004: Italy and Slo-
vakia 2005; outward FATS 2006: Hungary 2005; outward FATS 2009: Italy 2008; inward FATS 2006: Austria 2007; inward FATS 
2009: Germany, Italy and Finland 2008; inward intra-EU FATS 2006 and 2007: Portugal 2008.

Source: Author’s calculations based on Eurostat statistical database.

a  downfall trend prevailed until 2007. Finish outward FATS showed the sequence of 
opposite changes. As far as Finnish cross-border trade is concerned, the importance of 
internal market has generally diminished in it.

TABLE 6. Intra-EU flows in computer services trade in selected EU countries 
in 2004–2009 (%)

Specification 2004 2005 2006 2007 2008 2009

Germany

Intra-EU cross-border trade 49.4 47.2 48.1 49.5 51.2 51.0

Intra-EU mode 3 trade na na 46.1 46.1 47.0 46.1

Finland

Intra-EU cross-border trade 65.9 52.8 na 44.7 51.4 35.0

Intra-EU mode 3 trade 77.6 89.4 na 72.7 81.2 63.4

Belgium

Intra-EU cross-border trade 80.7 79.9 76.3 81.4 na na

Intra-EU mode 3 trade na 52.0 62.3 68.0 72.6 na

Cross-border trade: Current account, Services, Other services, Computer and information services, Computer services; Mode 
3 trade (commercial presence): Outward FATS, turnover, computer activities.

Source: Author’s computation and adaptation from Eurostat database statistics.
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Conclusions
Lack of complete data renders the analyzis of the state and trends of ‘commercial 

presence’ difficult, even though crucial. This services trade constitutes a  substantial 
mode of delivery of services into the EU internal market, far more important than ‘cross-
border’ trade. This is true even in service activities apt to be ‘cross-border’, like computer 
services.

The involvement of EU foreign affiliates in the EU internal market varies between 
countries. It is generally higher in ‘new’ member states. Nevertheless, considering the 
narrow share of these countries in total EU FATS, their impact on the internal market in 
terms of turnover and employment is not significant.

Based on data for the ‘Trade and repairs’ section, one can observe an increase in in-
tra-EU transactions on the outward FATS side simultaneously with a decline of intra-EU 
transactions in inward FATS. This shows that liberalisation within the EU internal mar-
ket is not a dominant factor in determining ‘commercial presence’ patterns. It matches 
changes in ‘cross-border’ services trade. 

On the other hand, one can interpret this (rising competition from extra-EU affili-
ates in EU inward FATS and an opposite trend in EU outward FATS) as the existence of 
a deeper market integration at a more global level, i.e., with countries outside the inter-
nal market. Given the actions undertaken by EU member states and institutions to im-
prove the functioning of the internal market for services25, one can, however, expect that 
the process of EU regional market integration will advance, especially in such areas as 
intra-EU trade through commercial presence.

Due to the quality of available data, it is hard to assess whether the role of FATS in 
EU trade in services is increasing. For now, the figures available for some EU countries 
deliver a mixed picture.

Notes

1 This subject is discussed more generally, for example, by [Pelkmans, 2001], or in the context of the EU 
service directive by [Bertola, Mola, 2009].

2 One can find neither a specific minimum ceiling set for intra-EU trade in services nor any analogue indi-
cators in economic literature. The share of cross-border trade in services in total trade is compared instead with 
the share of services in EU Value Added (20% versus 54%). See Commission Extended Impact Assessment of 
Proposal for a Directive on Services in Internal Market, SEC(2004)21.

3 First of all, these principles are set out in the Treaty on the Functioning of the European Union. Their 
central role to the internal market for services was confirmed in EU secondary legislation.
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4 For GATS modes of services supply see, for example, [WTO, 2005, pp. 4–5].
5 ‘Mode 3’ under GATS terminology.
6 The so-called services directive is the EU’s longest ever legal act regulating services. It took effect on 

28 December 2009. See Directive 2006/123/EC of the European Parliament and of the Council of 12 December 
2006 on services in the internal market, OJ L 376/36, 27.12.2006.

7 See: [Copenhagen Economics, 2005], [de Bruijn, Kox, Lejour, 2006], [European Commission, 2012 a]. 
8 World services trade has been estimated at less than 30% for traditional cross-border trade and over 50% 

for commercial presence. Source: [WTO, 2005, pp. 52].
9 A study by The Swedish National Board of Trade constitutes an exception here. See [The National Board 

of Trade, 2012].
10 All author’s calculations were based on Eurostat database statistics extracted in April/May 2012. For 

access to the Eurostat database see http://epp.eurostat.ec.europa.eu/portal/page/portal/statistics/search_data-
base.

11 Whilst the observations contained in this part are obviously not limited only to the services industry 
but also might be applied in particular to manufacturing, the definition of international services trade, as men-
tioned earlier, makes the issue of particular importance here. In the case of manufacturing, there is far greater 
liberty of choice among various approaches that firms can use to enter foreign markets. I.A. Moosa discusses 
this latter issue in more detail. See [Moosa, 2002:11–15].

12 B. Hoekman computed that the US sales/stock ratio in 2003 was of 0.35 [Hoekman, 2006].
13 FDI flows are recorded in a particular year and, broadly speaking, show more variation in the dynamics 

and patterns than FDI stocks.
14 In an effort to reflect changes in industries, the detail of the NACE classification has been substantially 

increased, especially for service-producing activities where this increase is visible at all levels of classification. 
As a result, any easy comparison between NACE Rev. 2 and its previous version Rev. 1.1 in the case of services 
is not possible, according to Eurostat. For details see [Eurostat, 2008]. 

15 The relative importance of CP trade is visibly higher in the EU than in the entire world. See footnote 10.
16 Data on Belgian direct investment positions before 2008 are not available.
17 Germany was the EU’s largest deliverer of services under ‘commercial presence’ in 2009. Finland and 

Belgium were in fourth and fifth place, respectively.
18 One of the big shortcomings of FATS statistics apart those already listed is confidentiality of data, which 

makes an analyzis of patterns of ‘commercial presence’ trade very difficult. For example, one cannot compute 
shares by region going beyond the main division between extra- and intra-EU trade, nor shares by sector tak-
ing into consideration such service sectors as computer activities or research and development.

19 Author’s own calculations based on Eurostat database statistics.
20 See Chart 2 for the reporting countries.
21 One can find more examples of service industries that are statistically much broader than a simple serv-

ices supply in [The National Board of Trade Report, 2012].
22 Data availability has determined the selection of EU countries taken to analyze patterns of trade. They 

are the following: Germany, Greece, France, Italy, Latvia, Hungary, Austria, Portugal, Romania, Finland, Swe-
den, and the United Kingdom.

23 See the footnote above for the reporting countries.
24 The theory of preferential liberalisation is deeply explained by [R. Baldwin, Ch. Wyplosz, 2012].
25 A more detailed description of these actions and initiatives can be found in a Commission communica-

tion on the implementation of the Services Directive. See  [European Commission, 2012 b]. 
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Abstract 

The bulk of research effort in the last decade on the EU internal market for services is 
devoted to the potential economic effects of the services directive. In this article we have 
focused on examining the past and current state of play in the internal market for serv-
ices. Given that the biggest share of world services trade takes place through ‘commercial 
presence’, this paper looks at activities of foreign affiliates within the European internal 
market for services. Because statistics on activities of foreign affiliates (FATS) are still 
under construction, they are hardly ever used. This essay asks one major question: has 
the contribution of EU-controlled affiliates within the EU internal market resulted in 
a greater integration of EU services markets? Based on data for the ‘Trade and repairs’ 
section, one can observe an increase in intra-EU transactions on the outward FATS side 
simultaneously with a decline of intra-EU transactions in inward FATS. This shows that 
liberalisation within the EU internal market is not a dominant factor in determining 
‘commercial presence’ patterns.

Keywords: EU internal market, commercial presence, trade in services


