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INTERNET ADVERTISING

Jennifer M. Baumert
jbaumert @usitc.gov

(202)205-3450

Advertisements first appeared on the Internet in 1994. Since that time,
revenues from Internet advertising have increased rapidly, reaching
between $597 million and $940 million in 1997. Firms that advertise on
the Internet face unique opportunities and concerns resulting from the
global reach, technological capabilities, and recent advent of this medium.
In addition, the concentration of Internet use in the United States and the
early entry of U.S. firms into the Internet advertising market suggest a high
level of U.S. competitiveness in this sector. This article defines Internet
advertising; presents issues, opportunities, and problems that currently
affect market conditions for online advertising; discusses U.S. and foreign
participation and competitiveness in this market; and briefly assesses the
future prospects of Internet advertising.

The Internet became an advertising medium on October 27, 1994, when the first Internet
advertisements' appeared on the HotWired Web Site, a content site affiliated with Wired
magazine. Since that date, the Internet advertising market has grown significantly in
volume and complexity.>

Several traditional ad agencies have become creators of Internet advertisements by
establishing or acquiring entities capable of producing interactive advertisements.
Traditional agencies and client firms also have employed the services of more recently
established, independent firms that specialize in Internet advertising. Much like traditional
advertising agencies, these companies plan, create, and place electronic advertisements on
behalf of their clients.® In addition, some firms create their own Internet advertisements,
using in-house talent.*

! For the purpose of this report, an Internet advertisement is defined as any graphic, text
message, or sponsorship placed on a Internet site, server, or search engine for the purpose of
promoting a product, service, or another Internet site. Though several publications consider them
to be a form of Internet advertising, Internet sites are primarily content providers and will be con-
sidered as such within the scope of this article. However, because the methods used by various
research firms to calculate ad spending revenues are not completely clear, the statistics quoted
within this article may or may not include revenues earned through Internet site development.

2 Debra Aho Williamson, “Web Ads Mark 2nd Birthday With Decisive Issues Ahead,”
Advertising Age, Oct. 21, 1996, p. 1, 43.

3 Mary Meeker, The Internet Advertising Report (Morgan Stanley Dean Witter, Dec. 1996),

p. 10-1 - 10-7, found at Internet address http://www.ms.com, retrieved Jan. 1998.

* Debra Aho Williamson, “When It Comes to Interactive Work, Agencies Lose Out,”
Adbvertising Age, Mar. 10, 1997, found at Internet address http://www.adage.com, retrieved
Mar. 31, 1998. 1
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Once produced, advertisements often are placed through Internet advertising networks.’
Such networks typically aggregate available ad space on client sites and sell this space in
packages, thus allowing advertising agencies or other firms to purchase advertising space
from several Internet sites in one transaction.® Networks target audiences’ through the use
of “cookies,” which are bits of electronic information saved onto a computer’s hard drive
by an Internet server. By labeling an Internet user’s computer in this manner, it is possible
to formulate user profiles by keeping a record of the Internet activities and preferences of
particular Internet users.®

Advertisements can be placed on the Internet in a number of different forms. Five common
forms are ad banners, interstitials, sponsorships, key words, and E-mail messages. Ad
banners are the most common type, accounting for approximately 55 percent of ad spending
in the first quarter of 1998, according to one source.’” Frequently compared to billboards,
ad banners are images often placed in a rectangular box across the top of an Internet page.*
By clicking on an ad banner, an Internet user can access the advertiser’s Internet site.'! Each
time a particular Internet page is accessed, management software rotates an advertisement
into its designated ad banner space. Thus, frequent users of an Internet page may see a
number of different ads.’> A second form of Internet advertising is the interstitial,'* which
is a window that appears between Internet pages, as an Internet user proceeds from one page
to another.' Interstitials are expected to have wide use in the near future.” Sponsorships,
on the other hand, are arrangements in which content sites will display the name of a
sponsor on their Internet page for a fee.'®

> Meeker, p.10-1.

6 Laura Rich, “Network Formulas,” Mediaweek, May 26, 1997, found at Internet address
http://www.umi.com/proquest, retrieved Jan. 23, 1998.

" Ibid.

§ Zina Moukheiber, “DoubleClick Is Watching You,” Forbes, Nov. 4, 1996, found at Internet
address http://www.umi.com/proquest, retrieved Mar. 5, 1998.

? According to a survey conducted on behalf of the Internet Advertising Bureau, ad banners,
sponsorships, and interstitials respectively represented 55 percent, 40 percent, and 4 percent of
total Internet advertising in the first quarter of 1998. Internet Advertising Bureau (IAB), “Internet
Adpvertising Bureau (IAB) Announces First Quarter Advertising Revenue Reporting Program
Results,” June 17, 1998, found at Internet address http://www.iab.net/, retrieved July 8, 1998.

0 Meeker, The Internet Advertising Report, p. 6-2.

1 This process is known as “click-through.” Bill Harvey, “The Expanded ARF Model: Bridge
to the Accountable Advertising Future,” Journal of Advertising Research, Mar./Apr. 1997, found
at Internet address http://www.umi.com/proquest, retrieved Feb. 26, 1998.

12 Meeker, The Internet Advertising Report, p. 6-2 - 6-3.

13 Like interstitials, pop-up windows display advertisements as a web page is loading.
However, these windows are found on top of, not between, Internet page content. Brian Hunt,
“Creative Strategies: Positioning,” Advertising Age, Spring 1998, p. 28A.

!4 Dzintars Dzilna, “Web Ad: Be Creative But Careful,” Folio: The Magazine for Magazine
Management, Dec. 1, 1997, found at Internet address http//www.umi.com/proquest, retrieved Feb.
11, 1998.

15 Hadley Sharples, “New Web Wrinkle: The New ‘Interstitial’ Ad,” Graphic Arts Monthly,
Jan. 1998, found at Internet address http://www.umi.com/proquest, retrieved Feb. 23, 1998.

16 Dzilna, “Web Ad: Be Creative But Careful.”

2



SEPTEMBER 1998
Industry, Trade, and Technology Review Internet Advertising

Keywords are another important advertising tool. Advertisers purchase keywords from
search engines that will, in turn, display the company’s ad each time a user searches for a
particular word. This word is often associated with the product being advertised."” Direct
E-mail advertisements are an inexpensive and controversial form of Internet advertising.
Though some advertisers get permission from Internet users before sending E-mail
advertisements,'® “spam”--defined as unsolicited advertisements often delivered to a large
number of E-mail addresses at once--is also common. Because E-mail is inexpensive and
can be targeted to a specific group of Internet users, “spamming” will likely continue
although such messages are often considered annoying or intrusive.'* Though not exhaus-
tive, these examples illustrate many of the different options available to Internet advertisers.

Internet Advertising Revenues

Internet advertising revenues have grown rapidly, although the reported value and rate of
this growth are disputed. One study, published in December 1996, estimated future Internet
ad revenue growth using three different spending-per-user ratios. It indicated that global
revenues may rise from $55 million in 1995, to between $1.4 billion and $7.7 billion in the
year 2000 (figure 1).2° More recent sources provide widely divergent figures regarding the
recent value of Internet advertising revenues, with estimated Internet ad revenues ranging
between $597 million and $940 million in 1997.2' Yet, revenues for Internet ads remain
small in comparison to revenues for traditional media. One study estimated that in 1996,
ad revenues for newspaper, broadcast television, and magazine media in the United States
reached $38 billion, $35 billion, and $16 billion, respectively. It is estimated that Internet
ad revenues totaled less than $300 million in that same year (figure 2).*

7 Meeker, The Internet Advertising Report, p. 6-6.

18 Ibid., p. 6-10.

19 Michael L. Garee and Thomas R. Schori, “Is ‘Spamming’ an Invasion of Privacy or High-
tech ‘Direct Mail’?,” Marketing News, Nov. 10, 1997, found at Internet address
http://www.umi.com/proquest, retrieved Feb. 11, 1998.

2 Meeker, The Internet Advertising Report, p. 2-4.

2! Cowles/Simba, press release, “1997 Web Ad Market Reaches $597.1 Million, Up 152.6%
Over $236.4 Million in 1996,” Jan. 28, 1998, found at Internet address http://www.simbanet.com,
retrieved Feb. 25, 1998; Tim Clark, “Online Ad Spending To Skyrocket,” CNET NEWS.COM,
Aug. 14, 1997, found at Internet address http://www.news.com, retrieved Apr. 1, 1997; and IAB,
press release, “Internet Advertising Sees Breakthrough Year in 1997,” Apr. 6, 1998, found at
Internet address http://www.iab.net, retrieved May 4, 1998.

22 Meeker, The Internet Advertising Report, p. iii. 3

3
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Figure 1
Advertising revenue estimates, 1995-2000"
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! Data for 1996-2000 are Morgan Stanley Dean Witter Research estimates.
Source: Morgan Stanley Dean Witter, The Internet Advertising Report.

Figure 2
U.S. Advertising revenue for various media, 1996'

Billion dollars

Daily Newspapers Broadcast Television Magazines Radio Cable Internet

Source: Veronis, Suhler Associates, Paul Kagan Associates, Jupiter Communications; as found in MorganStanley Dean Witter, The
Internet Advertising Report.
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In 1996, more than 25 percent of total Internet ad spending was accounted for by the top 10
Internet advertisers.”? Leading Internet advertisers in terms of spending include Microsoft,
AT&T, Excite, IBM, and Netscape (table 1). Leading Internet publishers* in terms of
advertising revenue include Netscape, Yahoo!, Infoseek, Lycos, and Excite (table 2).5

Table 1

Top Internet advertisers, 1996

Rank  Advertiser Spending

(Million dollars)

1 Microsoft ........... $13.0
2 AT&T ............. 7.3
3 Excite ............. 6.9
4 IBM............... 5.9
5 Netscape .......... 5.7
6 Infoseek ........... 5.1
7 NYNEX ............ 4.0
8 Yahoo! ............ 3.9
9 Lycos ............. 3.9
10 CNET ............. 2.7

Source: Jupiter Communications, as found in
“Microsoft Is Top Web Spender,” Advertising Age,
Mar. 12, 1997, found at Internet address
http://www.adage.com, retrieved Mar. 31, 1998.

Table 2
Top Internet publishers, 1996
Rank  Publisher Revenue
(Million dollars) '
1 Netscape ............ $27.7
2 Yahoo! .............. 20.6
3 Infoseek ............. 18.1
4 Lycos ............... 12.8
5 Excite ............... 12.2
6 CNET ............... 11.4
7 ZDNet .............. 10.2
8 WebCrawler .......... 7.3
9 ESPNET Sports Zone . .. 6.5
10 Pathfinder . ........... 5.8

Source: Jupiter Communications, as found in
“Microsoft Is Top-Web Spender,” Advertising Age,
Mar. 12, 1997, found at Internet address
http://www.adage.com, retrieved Mar. 31, 1998.

1

2 Jupiter Communications, press release, “1996 Total Online Ad Revenue $301 Million,
According to Jupiter’s AdSpend,” Mar. 12, 1997, found at Internet address http://www.jup.com,
retrieved Apr. 1, 1998.

% A Internet publisher is any entity providing content on the Internet in the form of a Internet
site, server, search engine, etc. It is publishers who solicit—either themselves or through an ad
network-advertising space on their Internet pages.

5 “Microsoft Is Top Web Spender,” Advertising Age, Mar. 12, 1997, found at Internet address
http://www.adage.com, retrieved Mar. 31, 1998. 5
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Compared with the United States, Internet ad revenue in foreign markets is relatively low.
According to one source, non-U.S. Internet advertising in 1996 approximated $6.1 million,
representing only 1.5 percent of global Internet ad revenues. Ad revenues in Europe and the
Asia/Pacific region reportedly stood at $3.5 million and $2.6 million, respectively. Japan
is considered the largest individual non-U.S. market for Internet advertising, accounting for
revenues estimated at $1.8 million. The next largest markets—the United Kingdom,
Germany, and the Netherlands—each accounted for approximately $1 million in revenues.?
Likewise, projections for the year 2000 suggest that U.S. and non-U.S. Internet advertising
revenues could reach $5 billion and $704 million, respectively (figure 3).” Although these
data are not directly comparable to estimates presented earlier, they do serve to indicate the
degree to which the U.S. Internet advertising market surpasses foreign markets.

Figure 3
Internet advertising revenues inside and outside the United States, 1995-2000"

Billion dollars

U.S. Market B Non-U.S. Markets

|
1995 1996 1997 1998 1999 2000

' Data are estimated for 1998-2000.

Source: “The Buck Starts Here,” Brandweek, May 10, 1997, found at Internet address http://www.umi.com/proquest, retrieved May 28

1998.

26 James Kennedy, “Publishers Question Non-US Ad Revenues,” Internet Advertising Report,
Feb. 12, 1997, found at Internet address http://search.internet.com, retrieved May 5, 1998. It is
not clear whether Canadian Internet advertising revenues have been included as part of “U.S.” or
“non-U.S.” revenues within the context of these statistics.

27 “The Buck Starts Here,” Brandweek, Mar. 10, 1997, found at Internet address
http://www.umi.com/proquest, retrieved May 29, 1998. It is not clear whether Canadian Internet
advertising revenues have been included as part of “U.S.” or “non-U.S.” revenues within the
context of these statistics.
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Advantages and Opportunities

Growth of Internet Audience

The rapid growth of the Internet provides Internet advertisers with the opportunity to reach
a continuously expanding base of consumers. Internet use also seems to have drawn
audiences away from traditional media. For example, one study reported that 78 percent of
its survey respondents use the Internet during time that would otherwise be spent watching
television (figure 4).*® This shift could increase the relative value of the Internet as an
advertising medium. In addition, the unique character of this medium presents Internet
advertisers with advantages that traditional media cannot offer. These advantages are a
result of several different factors. Most fundamentally, the Internet is globally accessible
24 hours a day, allowing all advertisements placed in this medium to benefit from broad and
potentially constant exposure. Advertisements placed on the Internet can also be changed
quickly and frequently, accommodating the rapid incorporation of new information or
technology.”

Figure 4
Activities foregone to spend time on the computer

Watching TV

Eating or sleeping |
Chores

Reading books
Reading magazines
Outdoor activities
Reading the newspaper
Exercise

Console video games

None

0 10 20 30 40 50 60 70 80
Percent

i

Source: Forrester Research, Inc.; as found in “Why Internet Advertising?” Mediaweek, May 5, 1997, found at Internet
address http://www.umi.com/proquest, retrieved, May 26, 1998.

% “Why Internet Advertising?,” Mediaweek, May 5, 1997, found at Internet address
http://www.umi.com/proquest, retrieved Jan. 14, 1998.
» Meeker, The Internet Advertising Report, p. 1-9. 7
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Demographics

Internet users as a whole represent a relatively wealthy and highly educated segment of the
population, and advertisements placed on this medium can be precisely targeted to reach this
segment. The typical Internet user is 35 years old, belongs to a household with an annual
income of $60,800, and is college educated. In comparison, 46 percent of the overall U.S.
population is college educated, while 35 pércent belong to households with annual incomes
greater than $50,000.%° Internet advertisers can target their advertising campaigns more
precisely through the use of technology that determines what type of user is typically
viewing a particular Internet page. As mentioned, ad networks may use “cookies” to
determine the behavior and preferences of particular Internet users.*

Diverse Utility

Unlike advertisements placed in traditional media, advertisements placed on the Internet can
simultaneously fulfill several advertising objectives with comparable utility. Like all
projects, advertising campaigns are undertaken to accomplish certain objectives (figure 5),
and it is these purposes which, in part, determine what type of media an advertiser will use.
For instance, advertisements meant to educate consumers reportedly are most effective when
placed in radio, direct mail, or print media. However, radio and print ads cannot sustain a
brand image as effectively as advertisements placed in a visual medium such as outdoor or
television media. Advertisements placed in television, outdoor, radio, and print media can
all develop brand awareness with varying effectiveness, but direct mail advertisements are
even more effective in generating a consumer response. Unlike traditional media, the
Internet, which is a visual medium capable of conveying large amounts of information and
soliciting an immediate response, can fulfill all of these objectives.” Thus, the Internet
appears to be a most versatile advertising tool.

In addition, some studies have shown that Internet ad banners are likely to create a lasting
impression. According to one frequently cited study, an ad banner increases brand
awareness and customer loyalty after just a single viewing, whether or not the Internet user
clicks-through the advertisement. This study suggests that in fact the Internet is more
effective than television in creating brand awareness because the Internet is an interactive
medium, requiring users to read and search for particular sites or information. In contrast,
television is a passive medium that does not require constant viewer attention.”> Overall,
the nature of the Internet, together with its rapid growth, presents advertisers with unique
advantages that could encourage increased spending for Internet ads.

30 «“Why Internet Advertising?,” Mediaweek.

3! Moukheiber, “DoubleClick Is Watching You.”

32 Meeker, The Internet Advertising Report, p. 1-8 - 1-9.

33 Rex Briggs and Nigel Hollis, “Advertising on the Web: Is There Response Before Click-
through?,” Journal of Advertising Research, Mar./Apr. 1997, found at Internet address
http://www.umi.com/proquest, retrieved Jan. 16, 1998.

8
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Figure 5

Advertising objectives of various media “

1) AWARENESS 2) EDUCATION

(create awareness) create interest through information)

Direct Mail
&Response I

Outdoor

Television

4) IMAGE
(maintain brand)

3) DIRECT RESPONSE
(cycle, trial, purchase, and repeat)

‘Source: Steve Goldberg, Microsoft Advertising Business Unit; as found in Morgan Stanley Dean Witter, The Intemet ‘
‘Advertising Report.

TIssues and Concerns
Pricing

Questions remain concerning the effectiveness and value of Internet advertising.

Specifically, disagreement exists within the advertising industry concerning which methods

and metrics to use when pricing and measuring the impact of Internet advertisements.

Several companies currently publish Internet ratings, each using a different method of

measuring traffic across Internet pages. These various methodologies frequently produce

disparate rankings, and as advertising arrangements are often based on such ratings, the
particular research methodologies used by these research organizations are of great concern

to Internet publishers.*

The publisher’s responsibility seems to be the focus of disagreements concerning the
relative value of Internet ad pricing schemes.” Presently, Internet advertising space is

* Kate Maddox, “Web Ratings Lists Make or Break Some Ad Deals,” Advertising Age, Apr.
1998, found at Internet address http://www.adage.com, retrieved Apr. 13, 1998.
% Bill Harvey, “The Expanded ARF Model: Bridge to the Accountable Advertising Future,”
Journal of Advertising Research, Mar./Apr. 1997, found at Internet address
(continuedg..)
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Figure 6
Pricing method preferences among Web advertisers

Hybrid (33)

Click-through (29)

Cost per thousand (15)

Cost per lead/Cost per buyér (23)
Percent'

1 Of 52 advertisers interviewed, percentage preferring each pricing model.
Source: Forrester Research; as found in Morgan Stanley Dean Witter, The Intemet Advertising Report.

typically sold on a cost-per-thousand (CPM) basis,*® a payment method that accounts for 86
percent of all online advertising revenues.”” According to this model, advertising is priced
per thousand exposures.”® However, a poll conducted by one research firm revealed that
advertisers prefer pricing models that are based totally or partially on results (figure 6).*
Cost-per lead, wherein advertisers pay per request for additional information, and payment
per click-through are both results-based pricing methods used by some Internet publishers.*’
Advertisers might maintain that click-throughs are the more. accurate ad pricing method.
However, Internet publishers may object to such a model because they have no control over
the quality of, and thus the rate of response to, the advertisements being placed on their
sites.*’ Since popular sites reportedly do not need to offer results-based payment methods

35 (...continued)
http://www.umi.com/proquest, retrieved May 8, 1998.

% John Spooner, “New Online Ad Network, Aaddzz, To Launch,” Brandweek, July 7, 1998,
found at Internet address http://www.umi.com/proquest, retrieved May 8, 1998.

37 «“1st Quarter Internet Ad Revenue Hits $351.3 Million,” Advertising Age, June 18, 1998,
found at Internet address http://www.adage.com, retrieved June 18, 1998.

38 Meeker, The Internet Advertising Report, p. 7-2.

¥ Ibid., p. 7-3.

“0 Beth Snyder, “Pay-per-lead Makes Inroads as Online Ad Pricing Method,” Advertising Age,
Mar.30, 1998, p. 41.

4l Harvey, “The Expanded ARF Model: Bridge to the Accountable Advertising Future.”

10
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in order to attract advertisers, CPM will likely continue to be more prevalent.*
Nevertheless, each of these payment methods is currently being used, creating inconsistency
in the Internet advertising market.

Privacy

Certain factors related to online advertising, particularly “spam” and “cookies,” raise
concerns regarding privacy on the Internet. For example, “spam” is not only invasive and
often unwelcome, but costly due to time wasted sorting incoming E-mail and deleting
unwanted messages.*’ The practice of monitoring Internet users’ behavior through the use
of “cookies” engenders consumer anxieties regarding security. Such anxieties lead Internet
users to avoid Internet site registration or to register using falsified information, making it
difficult for advertisers to gather valid demographic information.* Thus, privacy concerns
could negatively effect the information gathering ability of online advertisers.

Multiple Jurisdictions

The Internet’s global audience, while beneficial due to its size, also poses important
difficulties for advertisers regarding jurisdiction. Because advertisements placed on the
Internet can be viewed in different countries, Internet ads are potentially subject to a
multitude of national advertising regulations. These regulations, which include laws
regarding comparative advertising, language, and the advertising of financial services or
products, often differ from U.S. advertising law.* Likewise, many countries have strict
regulations regarding advertising directed toward children, and the presence of such
advertising on the Internet has raised international concern*® and precipitated the
establishment of voluntary guidelines.”” Internet advertisers can address these various
regulations to some extent by seeking legal advice from foreign counsel and using
appropriate disclaimers.* However, the large number of advertising laws around the world,
together with their legal ramifications, can be a significant obstacle to Internet advertising.

“2 Bill Doyle, Mary A. Modahl, and Ben Abbott, “What Advertising Works,” Mediaweek, May
5, 1997, found at Internet address http://www.umi.com/proquest, retrieved Jan. 23, 1998.

4 Rebecca Sykes, “Privacy Debates Get More Complicated Overseas,” InfoWorld, Nov. 3,
1997, found at Internet address http://www.umi.com/proquest, retrieved Jan. 16, 1998.

“ Associated Press, “Too Many Cookies Could Spoil the Internet Feast,” Marketing News,
July 7, 1997, found at Internet address http://www.umi.com/proquest, retrieved Mar. 5, 1998.

4 Lewis Rose and John P. Feldman, “Before You Advertise on the ‘Net--Check the
International Marketing Laws,” Bank Marketing, May 1996, found at Internet address
http://www.umi.com/proquest, retrieved Jan. 16, 1998.

46 Nora FitzGerald, “Kids’ Stuff on the Global Stage,” World Trade, June 1996, found at
Internet address http://www.umi.com/proquest, retrieved Jan. 22, 1998.

47 «“Children’s Advertising Review Unit Issues Advertising Guidelines to Protect Children on
the Internet,” Direct Marketing, May 1997, found at Internet address
http://www.umi.com/proquest, retrieved Mar. 16, 1998.

“8 Lewis Rose and John Feldman, “How to Stay Within International Law on the Internet,”
Folio: The Magazine for Magazine Management, 1998, found at Internet address
http://www.umi.com/proquest, retrieved Jan. 16, 1998. 11
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Regulation

Various government and international organizations have addressed the regulation of
Internet advertising. For example, the World Health Organization (WHO) has reportedly
turned its attention towards Internet advertising of medical products, an effort in which the
Food and Drug Administration (FDA) is planning to participate.** The Federal Trade
Commission (FTC) is currently in the procéss of determining how the disclosure statements
that often accompany advertisements should be displayed on the Internet.*® Moreover, the
International Chamber of Commerce (ICC) has established Internet advertising guidelines.
Among other recommendations included within these guidelines, advertisers are advised to
follow the laws applicable in the jurisdiction from which the advertisement is sent, and
cautioned to be sensitive to the cultural differences of their worldwide audience.’!

Efforts to regulate the Internet as a whole may also affect the online advertising sector.
Recently, the United States asked the World Trade Organization to develop regulations
regarding Internet commerce. Specifically, the United States proposed the codification of
the present duty-free treatment of electronic transmissions,” a plan that coincides with
current U.S. policy encouraging self-regulation on the part of the Internet industry.”® The
development of such an agreement will reportedly involve such larger issues as government
regulation of the Internet,* although it is not clear how such efforts would affect the
provision of Internet advertising services in particular. In addition, the European Union
(EU) has proposed the development of an international Internet charter that would address
issues such as intellectual property rights, taxes, and the transmission of pornographic
material. Though the need for Internet cooperation is widely acknowledged, some U.S.
officials are concerned that over-regulation could result from such a charter.” However,
both the Internet and the Internet advertising sector generally remain largely unregulated.

“ Jill Wechsler, “Communications Slowdown,” Pharmaceutical Executive, July 1997, found at
Internet address http://www.umi.com/proquest, retrieved Apr. 14, 1998.

% Ira Teinowitz, “FTC Weighs Web Ad Disclosure Issue,” Advertising Age, May 18, 1998, p.
48, and Federal Trade Commission, press release, “FTC Announces Proposal to Clarify How the
Law Will Apply to Advertising and Commercial Transactions on the Internet,” May 6, 1998,
found at Internet address http://www.ftc.gov, retrieved Aug. 26, 1998.

51 “New International Code Covers Ethics of On-line Advertising,” Business World, Apr. 19,
1998, found at Internet address http://www.iccwbo.org, retrieved May 4, 1998.

52 Robert Evans, “U.S. Urges WTO To Draw Up Rules for Internet Trade,” 1998, found at
Internet address http://www.reuters.com, retrieved Feb. 19, 1998, and United States Information
Agency, Public Diplomacy Query database, “Amb. Hayes to WTO on Electronic Commerce
Proposal,” Feb. 19, 1998, found at Internet address http://www.pdq2.usia.gov, retrieved Aug. 26,
1998.

3 A Framework For Global Electronic Commerce: Executive Summary, found at Internet
address http://www.whitehouse.gov, retrieved Feb. 23, 1998.

> Evans, “U.S. Urges WTO To Draw Up Rules for Internet Trade.”

55 “EU Official Sees Internet Charter Momentum,” CNN Interactive, Apr. 21, 1998, found at
Internet address http://www.cnn.com, retrieved Apr. 22, 1998, and United States Information
Agency, Public Diplomacy Query database, “Secretary Daley 6/22 Remarks on Electronic
Commerce,” July 23, 1998, found at Internet address http://www.pdq2.usia.gov, retrieved Aug.
26, 1998. =
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Internet Standardization

Few standards regarding Internet advertising currently exist. However, recent private sector
efforts have led to the proposal or establishment of some guidelines. The Internet
Advertising Bureau (IAB), established in 1996, is an association of industry representatives
that encourages the use of the Internet as an advertising medium and promotes Internet
advertising effectiveness.”® Based in the United States, the IAB has recently established
chapters in Germany, Canada,”” and France.® In the near future, chapters may also be
established in the Netherlands and the United Kingdom.*

The IAB has simplified the creation of Internet advertisements to some extent by
establishing standard ad banner sizes. Before the establishment of these standards, each
Internet site formulated its own size requirements, making it necessary to create many
different ad banners for a single advertising campaign.*® The IAB standards recognize eight
banner sizes, a significant reduction from the more than 250 banner sizes that had been used
by various Internet sites.’’ These standards are not mandatory, and according to one source,
ad banner sizes continued to proliferate after the establishment of these standards.5
However, the IAB standards have been accepted by several key Internet publishers.®

More recently, the IAB has proposed standard terminology regarding the measurement of
advertising data in a document entitled, “Metrics and Methodology.” In this document,
metrics are put forward according to which audience size can be defined, reported, and
verified.* Like its standard banner sizes, the IAB’s metrics are meant to introduce some
consistency and rationality into the Internet advertising industry.®® Reportedly, the IAB may

%6 “Internet Advertising Bureau To Launch in Europe,” Advertising Age, Sept. 25, 1997, found
at Internet address http://www.adage.com, retrieved Jan. 27, 1998.

5 The Internet Advertising Bureau (IAB), “Internet Advertising Bureau Launches International
Member Organizations,” Dec. 15, 1997, found at Internet address http://www.iab.net, retrieved
Jan. 12, 1998.

8 IAB, “Internet Media Professionals Forming the French Chapter of the Internet Advertising
Bureau,” Feb. 9, 1998, found at Internet address http://www.iab.net, retrieved Apr. 14, 1998.

% Tbid. .

% Mike Hewitt, “IAB Sizes Up Standard Net Ads,” Marketing, Feb. 27, 1997, found at Internet
address http://www.umi.com/proquest, retrieved Jan. 22, 1998.

¢ Tony Case, “Industry Backs, Banner-Ad Standards,” Folio: The Magazine for Magazine
Management, Apr. 15, 1997, found at Internet address http://www.umi.com/proquest, retrieved
Jan. 16, 1998.

2 “Banner Ad Standards Go by Wayside?,” Advertising Age, Apr. 22, 1997, found at Internet
address http://www.adage.com, retrieved Jan. 27, 1998.

8 Case, “Industry Backs Banner-Ad Standards.”

% JAB, press release, “IAB Publishes Guidelines for Measurement for Comparable Online Ad
Data; Industry Group Announces Endorsement,” Sept. 16, 1997, found at Internet address
http://www .iab.net, retrieved Apr. 1, 1998.

% Tbid. 13
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also come to an agreement with Digital Marketing Group regarding international Internet
measurement guidelines in the near future.®

U.S. and Foreign Participation in Internet Advertising

According to one source, there were 120 million®” Internet users around the world in May
1998, a significant increase from the 57 million Internet users reported in February 1997.
Internet use in the United States, the world’s largest Internet market, also increased from
between 40 and 45 million in April 1997, to 62 million in February 1998. The number of
Internet users in Europe, the Asia/Pacific®® region, and South America was estimated at 24
million, 18 million, and 7 million, respectively, in May 1998.%

As noted earlier, Internet ad spending outside the United States is relatively low. In the
United Kingdom, for example, few companies reportedly advertise on the Internet regularly,
and there is an excess supply of online advertising space.”” Nevertheless, Internet
advertising growth in non-U.S. markets has been very rapid. For instance, a Japanese
advertising firm reportedly estimated that Japanese online advertising would increase by 250
percent between 1996 and 1997.”" The sale of Canadian Internet ad space increased from
$1.6 million to $10 million between 1996 and 1997, with 1998 revenues expected to total
$22.9 million.” In Europe as a whole, online advertising spending reportedly may increase
from the 1997 level of $50 million to $4.3 billion in 2002.” A British Internet advertising
agency suggests that British revenues from Internet advertising will increase from $9.9
million in 1997 to $32.9 million in 1998.™ Likewise, French Internet advertising revenues
increased from $0.7 million to $3.6 million between 1996 and 1997, and 1998 revenues are

% Binnur Beyaztas, “Industry Measures Up,” Marketing, May 14, 1998, found at Internet
address http://www.umi.com, retrieved May 27, 1998.

7 Both adult and adolescent Internet users are included in this figure.

¢ Internet use in Australia and New Zealand is included in this figure.

% “How Many Online?,” NUA Internet Surveys, found at Internet address
http//:www.nua.ie/surveys, retrieved May 22, 1998 and Jun. 1, 1998.

" Claire Murphy, “Web Is Lagging in Ads,” Marketing, Apr. 30, 1998, found at Internet
address http://www.umi.com/proquest, retrieved May 13, 1998.

"' Rob Guth, “Internet Advertising in Japan Expected To Rise By 250% This Year,”
Computerworld, Apr. 7, 1997, found at Internet address http://www.umi.com/proquest, retrieved
Jan. 16, 1998.

"2 Internet Advertising Bureau of Canada, press release, “New Research Shows 1997 Canadian
Internet Advertising Revenue Growing More than 500%,” May 12, 1998, found at Internet
address http://www.iabcanada.com, retrieved May 15, 1998.

3 “Interactive Advertising Expected to Billow in Europe,” Datamonitor, Mar. 23, 1998, found
at Internet address http://www.nua.ie, retrieved Apr. 15, 1998.

 “UK Internet Advertising to USD10 Million for 1997,” Internet News, Aug. 27, 1997, found
at Internet address http://www.nua.ie, retrieved Feb. 26, 1998. Internet ad spending values, which
were expressed in British pounds within this article, were converted to $US values at
http://www.itools.com/research-it, July 6, 1998. 14
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expected to equal between $8.2 and $12.3 million.”” Such rapid growth creates
opportunities for U.S. firms to provide Internet advertising services abroad.

U.S. advertising and online advertising firms principally have a competitive advantage in
the Internet advertising sector because of their early entry into this industry.” The United
States dominates the Internet in terms of both usage and ad spending. For example, one
source estimated that while U.S. Internet ad spending would total approximately $940
million in 1997, online ad spending in Europe as a whole will not surpass $1 billion until
2003.77 As aresult of these factors, U.S. advertising firms operating abroad possess greater
Internet advertising experience than their foreign counterparts, which has attracted foreign
clients who cannot find comparable services locally.”® However, as U.S. firms are naturally
less familiar with foreign markets than native service providers, the use of local talent is
increasing in the overseas Internet advertising ventures of U.S. companies.”

Statistics illustrating the level of international trade in Internet advertising services are not
presently available. However, it is clear that U.S. firms have been providing online
advertising services to foreign clients and establishing a commercial presence abroad. For
example, Yahoo!, a U.S. Internet media provider® that sells advertising space on its sites,
has properties in Asia, Australia, Canada, France, Germany, Japan, the United Kingdom,
and other locations.?’ Infoseek, a U.S. Internet search engine which also sells ad space on
its site, provides services directed towards countries such as France, Germany, Italy, Japan,
and the United Kingdom. In some cases, Infoseek supplies these services through
partnerships with local firms that furnish directory services.*> DoubleClick, an Internet
advertising network, has established overseas offices in Australia, Canada, France, Italy,
Japan, Sweden, Spain, and the United Kingdom.** Likewise, the U.S. media firm
Agency.com has established a London office for the purpose of serving at least one major
British client, and has acquired a majority interest in a British firm specializing in new
media.®

75 Christine Tierney, “Interview— French 1998 Web Ad Spend Seen Doubling,” Infoseek News
Channel, Feb. 9, 1998, found at Internet address http://www.infoseek.com, retrieved Feb. 17,
1998. Internet ad spending values, which were expressed in French francs within this article,
were converted to $US values at http://www.itools.com/research-it, July 6, 1998.

76 Laura Rich, “Net Lag,” Adweek, Nov. 17, 1998, found at Internet address
http://www.umi.com/proquest, retrieved Jan. 14, 1998.

" Ibid.

"8 Tbid.

” Ibid. .

8 «“Yahoo! Launches First Euro Ads,” Marketing, Mar. 12, 1998, found at Internet address
http://www.umi.com/proquest, retrieved May 4, 1998.

81 «“Yahoo! Launches Yahoo! Chinese,” Infoseek News Channel, May 4, 1998, found at
Internet address http://www.infoseek.com, retrieved May 4, 1998.

82 Infoseek, press release, “Infoseek Launches Infoseek Germany,” May 27, 1997, found at
Internet address http://info.infoseek.com, retrieved June 1, 1998.

8 “DoubleClick Expands to France,” Advertising Age, June 22, 1998, found at Internet address
http://www.adage.com, retrieved June 22, 1998.

8 Rich, “Net Lag.” 15
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Future Prospects

As the Internet matures as a medium, new regulations, changing economic conditions, and
new technologies may have an impact on the effectiveness and profitability of Internet
advertising. For example, software that can eliminate advertising from an Internet page is
continually being developed® because the presence of advertising on an Internet page may
slow the downloading process or annoy Internet users.*® Programs such as AdWiper,
CYBERsitter, interMute, JunkBuster, and WebEarly block advertisements and, depending
on the program, may also be able to block data such as “cookies,” music, animation, and
pornographic Internet sites.?’” The existence of this software does not generally concern
advertisers because individuals who are bothered by advertisements are not likely to be
influenced by them, and because the number of people who install such software may be
small.® Similarly, software that blocks “spam” has been developed.® “Spam” has also been
the subject of lawsuits and proposed legislation.” Presently, these developments do not
seem to have had a significant effect on the provision or effectiveness of Internet advertising
services. However, they do illustrate the type of change that may affect the Internet
advertising sector in the future.

Although online advertising has been in existence for less than 4 years, it seems to have
become a permanent feature of the Internet. As noted earlier, Internet use and Internet
advertising revenues in the United States and foreign markets have grown rapidly in recent
years, and they are expected to continue. Presently, foreign markets are far behind the
United States in terms of Internet advertising revenues, and international Internet advertising
activity, although growing, remains relatively small. Yet because the United States has a
competitive advantage in the Internet advertising sector, the U.S. economy will likely benefit
from the increased trade opportunities in Internet advertising services that likely will result
from continued growth in this global market.®

8 Beth Snyder, “WebWiper, JunkBuster Erase Ads on the Net,” Advertising Age, Apr. 1998,
found at Internet address http://www.adage.com, retrieved Apr. 27, 1998.

8 «“CYBERsitter Now Blocks Web Site Advertising,” Infoseek News Channel, Feb. 12, 1998,
found at Internet address http://www.infoseek.com, retrieved Feb. 17, 1998.

% Ibid.; and Snyder, “WebWiper, JunkBuster Erase Ads on the Net.”

8 Snyder, “WebWiper, JunkBuster Erase Ads on the Net.”

% Greg Lefevre, “Surfing Silicon Valley: Spam Scram,” CNN Interactive, Mar. 26, 1998,
found at Internet address http://www.cnn.com, retrieved Mar. 27, 1998.

0 «“Spammers Abated,” Advertising Age, Mar. 12, 1998, found at Internet address
http://www.adage.com, retrieved Mar. 12, 1998; and “President of Junk E-mail Company
Apologizes Online,” CNN Interactive, Apr. 16, 1998, found at Internet address
http://www.cnn.com, retrieved Apr. 16, 1998. 16
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PROGRESS IN RECOGNIZING AND
REGULATING GLOBAL PROFESSIONAL
SERVICE PROVIDERS

Dennis Luther
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Trade in business, professional,’ and technical services has risen
substantially in recent years, as globalization in manufacturing and
services has helped propel demand. Efforts are underway in multilateral
and regional trade fora to ensure that needed disciplines do not
discriminate against global professional service providers or unnecessarily
restrain market entry. This article examines recent efforts to improve
opportunities for trade in professional services, under the auspices of the
World Trade Organization, the Organization for Economic Cooperation
and Development, the Asia-Pacific Economic Cooperation forum, and the
North American Free Trade Agreement.

The U.S. service sector, led in part by the professional services, continues to exert a strong
positive effect on overall U.S. trade performance.” The current account of the U.S. balance
of payments in 1997 shows that U.S. cross-border service exports exceeded imports by
nearly $88 billion® and offset 44 percent of the merchandise trade deficit of $198 billion.*
In recent years, average annual growth rates for trade in professional services, combined
with business and technical services, have far surpassed rates for private-sector services
trade as a whole.’ During 1990-97, U.S. exports of business, professional, and technical
services rose by an average annual rate of more than 17 percent, compared with almost 11
percent for exports of all private-sector services (table 1). Imports of business, professional,
and technical services grew more than twice as fast as imports of all private-sector services

! Professional service industries chiefly include accountancy and related services such as
auditing, bookkeeping, and tax services; architecture and engineering services; health care
services; and legal services. In reporting U.S. international transactions, the Bureau of Economic
Analysis (BEA) of the U.S. Department of Commerce (USDOC) includes data on professional
services among transactions spanning a broad spectrum of services identified as business,
professional, and technical serviges.

2 For additional information, see U.S. International Trade Commission, Recent Trends in U.S.
Services Trade, Inv. No. 332-345, USITC publications 3105, May 1998, and 3041, May 1997,
and U.S. Trade Shifts in Selected Industries: Services, same investigation, publication 2969, June
1996.

? Data cited include both public-sector and private-sector transactions.

4 U.S. Department of Commerce, Bureau of Economic Analysis, “U.S. International
Transactions, First Quarter 1998,” Survey of Current Business, July 1998, p. 59.

* Data cited for private-sector services exclude public-sector transactions related to operating
the military and U.S. embassies. 17
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Total private-sector services and business, professional, and technical services: U.S. exports and imports,
and average annual rate of growth, 1990-97

Services 1990

1991 1992 1993 1994  1995'  1996' 1997 1990-97?

Total private-sector:

Million dollars Percent
162,413 163,926 172,357 184,195 204,229 222,134 239,215 10.6
102,671 104,157 111,947 122,620 133,355 142,261 156,236 7.9

11,249 11,994 13,446 15893 16,064 17,599 21,304 17.4
2,786 2835 3350 3628 4822 5550 6,571 19.5

Exports .......... 137,224
Imports . .......... 100,570
Business, professional,
and technical:
Exports .......... 6,951
Imports ........... 1,891
! Revised.

2 Average annual rate of growth.

Source: U.S. Department of Commerce, Bureau of Economic Analysis, International Accounts Data, found at Internet address
http://www.bea.doc.gov/bea/di1.htm, and Survey of Current Business, July 1998.

(19.5 percent and 8 percent, respectively). Such growth helps explain the considerable
importance that the United States and its trading partners have attached to professional
services in recent years. Nevertheless, professional service providers are often stymied by
market access, national treatment, and other barriers that inhibit them from practicing in
foreign markets.

Nations can facilitate trade in professional services by standardizing criteria to guide reform
of regulations and procedures for assessing foreign professionals’ education, training, and
experience. [Equally important, nations can help by eliminating duplicative, time-
consuming, and discriminatory requirements in different markets.® Through such efforts,
regulators can still ensure that both foreign and domestic service providers are competent
and held accountable. Accordingly, multilateral and bilateral trade bodies have begun to
promote development of new approaches on regulations and procedures that facilitate the
mobility of foreign professional service providers. Such development is ongoing at the
World Trade Organization (WTO), the Organization for Economic Cooperation and
Development (OECD), the Asia-Pacific Economic Cooperation (APEC) forum, and under
the North American Free Trade Agreement (NAFTA). Various regional economic or trade
blocs’, and professional organizations, both international and national, are also at work in
this area, and may ultimately improve opportunities for trade in professional services.

® Geza Feketekuty, “Trade in Services: Bringing Services into the Multilateral Trading
System,” paper, Center for Trade and Commercial Diplomacy, Monterey Institute of International
Studies, Monterey, CA, found at Internet address http://www.miis.edu/, posted Feb. 23, 1998,
retrieved May 7, 1998.

’ For example, in Spring 1998, negotiations of a Free Trade Area of the Americas (FTAA)
were launched by 34 Western Hemisphere countries. 13
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WTO Working Party on Professional Services

Starting in 1995, the WTO’s Working Party on Professional Services (WPPS)? has chiefly
focused on issues relating to accountancy, the priority professional service sector in the
Ministerial Decision on Professional Services.” The Ministerial decision called for the
development of multilateral disciplines on the regulation of accounting services. These
disciplines are to ensure that domestic regulatory requirements are based on objective and
transparent criteria;'® are not more burdensome than necessary to ensure quality service;
and, in the case of licensing procedures, do not in themselves restrict supply of the service."!
Further, in accordance with the Ministerial decision, the WPPS has endeavored to establish
guidelines for recognizing service providers’ foreign-acquired qualifications in accountancy
and to monitor development of international accounting standards in cooperation with
relevant international organizations.

Accomplishments and Prospective Activity

The WPPS agreed to a set of nonbinding guidelines for mutual recognition agreements
(MRAs)" in accountancy, which was then adopted by the Council for Trade in Services in
May 1997. The guidelines are intended to simplify the negotiation of agreements on mutual
recognition of professional qualifications, and to help third parties negotiate accession to
MRASs and comparable agreements.”® Further, a WTO press release indicated that the
guidelines would curtail the emergence of new disparities between national recognition
regimes.™

8 The WPPS is a subsidiary body of the WTO’s Council for Trade in Services. As
recommended in the Uruguay Round Ministerial Decision on Professional Services, the Council
for Trade in Services established the WPPS, subsequently overseeing its progress and considering
adoption of its work. In so doing, the Council for Trade in Services partially fulfills
responsibilities to facilitate liberalization in services trade as set forth in the General Agreement
on Trade in Services (GATS). The GATS and various other agreements negotiated during the
Uruguay Round are annexed to the Agreement Establishing the World Trade Organization. The
WTO entered into force on January 1, 1995, as the institutional foundation of the multilateral
trading system.

® World Trade Organization (WTO), The Results of the Uruguay Round of Multilateral Trade
Negotiations (Geneva: WTO, 1995).

1% Ibid. Such criteria include competence and the ability to supply the service, as indicated in
the GATS, Part II (General Obligations and Disciplines), Article VI (Domestic Regulation), par.
4.

""WTO, The Results of the Uruguay Round of Multilateral Trade Negotiations.

12 In a mutual recognition agreement on a professional service, the relevant licensing
authorities accept, in whole or in part, education, experience, licensing or certification obtained in
the territory of another party or parties to the agreement, in assessing the qualifications of a
foreign applicant for licensing or certification.

13 Official of the United States Trade Representative (USTR), interview with USITC staff,

Apr. 23, 1998.
¥ WTO, press release, “WTO Adopts Guidelines for Recognition of Qualifications in the
Accountancy Sector,” May 29, 1998. 19
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The WPPS is also nearing adoption of legally binding disciplines for the domestic regulation
of accountancy.”® A fundamental objective of the WPPS statement is to identify the types
of measures relating to qualification requirements and procedures, technical standards, and
licensing requirements that do not constitute unnecessary barriers to trade in services.'®
Another important objective of this process is to give an opportunity to all interested parties
to comment on proposed measures before adoption."”

The working party has also monitored further development of internationally comparable
accounting standards, by observing work underway elsewhere and encouraging WTO
members to cooperate with relevant international organizations."® The WPPS hosted
informal briefing sessions on progress achieved by the International Accounting Standards
Committee (IASC) and the International Organization of Securities Commissions (I0SCO)
in reconciling or drafting international accounting and financial reporting standards. These
standards, intended to achieve greater comparability in financial statements for cross-border
transactions, are targeted for completion in 1998."°

As the WPPS nears completion of activity on accountancy, the working party is expected
to pursue other selected issues outlined under its mandate. Options include developing
guidelines and clarifications for WTO members to use in areas other than accountancy.”
Such work may pertain to either individual professional services or a range of professions
sharing common principles and rules.

Organization for Economic Cooperation and Development

(OECD)

International trade restrictions encountered by professionals prompted the OECD to hold
a series of workshops with business and government representatives, beginning in 1994.
Results of these workshops were provided to the WTO for distribution to all WTO members.
As an outgrowth of the first workshop, the OECD Secretariat began a study on professional
services, focusing on accounting, architecture, engineering, and law. Following the second
workshop in 1995, the OECD presented its findings. Designed to complement rather than
duplicate activities of the WPPS, the finished work is considered the most comprehensive
examination of the four professions ever conducted in OECD countries.? The study

15 Official of USTR, telephone interview with USITC staff, July 2, 1998.

8 WTO, The Results of the Uruguay Round of Multilateral Negotiations.

17 Official of USTR, interview with USITC staff, Apr. 23, 1998.

12 The term “relevant international organizations™ refers to international bodies whose
membership is open to the relevant bodies of at least all WTO members. GATS, Part II, Art. VI
(Domestic Regulation), para. 5(b).

' For information on a comparative study of existing IASC international accounting standards
and U.S. generally accepted accounting principles (GAAP) issued by the Financial Accounting
Standards Board (U.S.) and others, see Internet address http://www.rutgers.edu/accounting/,
retrieved Feb. 23, 1998.

2 Official of USTR, interview with USITC staff, Apr. 23, 1998.

2 Tbid.

. 20
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examined professional activity in 25 member countries and compiled an inventory of
regulatory measures.

Accomplishments and Prospective Activity

At the third workshop, held in February 1997, participants analyzed regulations regarded
as unnecessarily burdensome to trade in professional services. They also discussed how the
regulations could be reformulated to reduce restrictiveness without sacrificing consumer
protection. Workshop participants agreed on general principles, - specific policy
recommendations, and a work plan to advance the goal of liberalizing trade and investment
in professional services. Recommendations included--

= Freedom of professional service providers to choose their own form of
establishment, including incorporation, on a national treatment basis.

= Removal of restrictions on partnerships of foreign professionals with
locally licensed professionals, starting with the right to form temporary
associations for specific projects.

= Removal of restrictions on market access, based on nationality.

m Review and relaxation of restrictions on foreign participation in
ownership of professional service firms.

® Review and relaxation of local-presence requirements, subject to
adequate consumer information and professional liability guarantees.

® Cooperation of national regulatory bodies to promote recognition of
foreign qualifications and competence and to develop arrangements
upholding ethical standards.

Ongoing negotiations on a multilateral agreement on investment (MAI), which involve
OECD countries and the European Union (EU), could ultimately have a wide impact on
professional services and other industries. Further, if successfully completed, the MAI
likely would be open to all non-OECD countries prepared to protect foreign investors from
discrimination, remove barriers to foreign investment, and afford appropriate levels of
protection to foreign investments.?

Continuing joint discussions by the OECD Committee on Capital Movements and Invisible
Transactions (CMIT) and the Committee on International Investment and Multinational
Enterprise (CIME) focus on review of member country restrictions and reservations on
cross-border trade in professional services® that may be inconsistent with the OECD Code
of Liberalization of Current Invisible Operations.” The OECD Secretariat has agreed to

2 United States Trade Representative, 1998 Trade Policy Agenda and 1997 Annual Report
(Washington, DC: GPO, 1998), p. 160.

% Organization for Economic Cooperation and Development (OECD), “The OECD Codes of
Liberalization,” found at Internet address http://www.oecd.org/daf/cmis/codes/, retrieved Sept. 30,
1998.

% Under the code, OECD members agree to eliminate restrictions on current invisible
transactions and transfers, referred to as current invisible operations, in a nondiscriminatory

(continued...)
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prepare an outline of proposed review work, although each delegation reserved the right to
decide whether to undertake such a review. Other activity may be conducted under the
authority of the Working Party of the Trade Committee (TCWP), which is considering the
efficacy of cataloguing and assessing barriers to trade and investment in professional
services.”

Asia-Pacific Economic Cooperation

Beginning in 1996, Asia-Pacific Economic Cooperation (APEC) economies drafted
individual action plans (IAPs) to implement objectives in 14 trade and trade-related areas,
including services.” Subject to annual reviews by other APEC economies and revised
continuously, the IAPs are expected to be a leading element in helping members accomplish
the APEC goal of free and open trade and investment in the region by 2010 for
industrialized economies and by 2020 for developing economies.”’

Additionally, many APEC committees, working groups, and experts on specific technical
topics regularly consider issues affecting economic cooperation, trade, and investment in
services. Among the most important such groups seeking to sharpen APEC’s focus on
services is the Committee on Trade and Investment (CTI).

Accomplishments and Prospective Activity

The CTI established an informal subgroup known as the Group of Services (GOS), which
began work in 1997. In its first year, the GOS crafted a collective action plan (CAP) for
services, comprising a list of tasks and corresponding timetables, which was intended to
address the goals set forth for services as found in the Osaka Action Agenda (table 2).® One
action particularly pertinent to professional services calls for study and work concerning the
development and adoption of mutually acceptable professional standards. Accordingly, the
GOS agreed that by 2005 it would identify requirements for the provision of professional

24 (...continued)

- manner. Adopted December 18, 1961, the code is binding on OECD members. Additional detail
about the code, including individual OECD members’ reservations to the liberalization obligations
under the code, may be found at the OECD’s Internet address, http://www.oecd.org/.

3 U.S. Department of State telegram, “OECD Trade Working Party Sorts Out Priorities on
E-Commerce, Services, and Non-Tariff Barriers,” message reference No. 014081, prepared by
U.S. Mission to the OECD, Paris, June 23, 1998.

% The 14 areas, as agreed in the Osaka Action Agenda in 1995 in Osaka, Japan, include tariffs,
nontariff measures, services, investment, standards and conformance, customs procedures,
intellectual property rights, competition policy, deregulation, government procurement, rules of
origin, dispute mediation, mobility of business people, and implementation of Uruguay Round
outcomes.

" APEC leaders reached agreement on the goal of free and open trade, known as the Bogor
Declaration, in Indonesia in 1994.

2 Asia-Pacific Economic Cooperation (APEC) forum, Committee on Trade and Investment
(CTI), “1997 Collective Action Plans Including Annual Report to Ministers,” found at Internet
address http://www.apecsec.org.sg/cti/, retrieved Mar. 20, 1998. ”
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Table 2
Collective action plans (CAPs) of APEC expert group on the mobility of business people, 1997

Professional Services

1. Exchange information on
regulatory regimes relating
to the mobility of business
people in the region.

Survey members’ regulations and requirements relating to
short-term entry for business people.

Survey completed

Survey members’ regulations and requirements relating to
temporary residency of business people.

1997-98

Publish and maintain APEC Business Travel Handbook for
distribution to the business community (hard copy and
Internet), covering short-term business travel requirements
and requirements relating to temporary residency.

1997-ongoing

Facilitate policy dialogue between border management and
other relevant officials on regulatory regimes relating to
short-term travel and business residency.

1997-ongoing

2. Examine the possibility of
setting the scope for
cooperation at a regional
level aimed at streamlining
and accelerating processing

of visas for short-term travel.

Identify possible areas for regional cooperation including,
among others:

+ Multiple entry visas

« Visa waiver arrangements

« Development of and participation in special travel
schemes, including APEC Business Travel Card
Alignment of entry conditions
Application of new technologies
Application of risk management techniques
Information sharing between border management
agencies
» Technical assistance and training in visa and border

management systems

1997-ongoing

Develop mechanisms for cooperation.

1998-ongoing

3. Examine the possibility of | Identify possible areas for cooperation. 1998
setting the scope for
cooperation at a regional
level aimed at streamlining
and accelerating
arrangements for temporary Develop mechanisms for cooperation. 1998-ongoing
residency for business
people to engage in trade
and investment.
4. Establish and maintain a Engage in dialogue with business representatives in Ongoing
dialogue on mobility issues member economies, and with ABAC, on impediments to
with the business mobility of business people.
community. . . . .
Examine feasibility of implementing ABAC
recommendations relating to:
+ Short-term travel 1997
» Business residency 1997-98
Encourage feedback from business representatives on Ongoing

utility of APEC Business Travel Handbook.

. " Announced by APEC Leaders in Osaka, Japan, November 1995. Action agenda objectives listed here pertain only to mobility
of business persons. Additional objectives span work by many APEC committees and work groups involved in trade, investment,
and other endeavors by APEC member economies.

Source: APEC, Committee on Trade and Investment, “1997 Collective Action Plans Including Annual Report to Ministers,” found

at APEC Secretariat's Internet address, http://www.apecsec.org.sg/ctifiva2-12, retrieved Mar. 20, 1998.
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services in member economies and make such information accessible to business, and
identify priority professions for consideration in consultation with the private sector. The
GOS also agreed in its CAP to complement work underway by APEC’s Human Resources
Development Working Group and the WTO in areas such as mutual recognition of
professional qualifications.

Spurred by APEC’s Business Advisory Council (ABAC)® to assist in improving the
mobility of business travelers, the CTI oversaw an exchange of information on APEC
members’ short-term business visa requirements. The information was subsequently
published as an APEC Business Travel Handbook.*® The CTI also agreed to survey APEC
economies and publish a similar travel handbook on members’ requirements regarding
temporary residency of business people, to begin a policy dialogue on regulatory regimes
related to the mobility of business people, and to develop mechanisms for regional
cooperation that may lead to enhanced mobility.*! Possible mechanisms include, for
example, multiple entry visas,> visa waiver arrangements, travel pass schemes,
harmonization of entry conditions, and information sharing and systems training between
border management agencies.

An APEC business travel card is one such mechanism that could facilitate travel between
participating APEC economies. Features of the business travel card include a single
application for entry to all participating economies, long-term validity allowing multiple
entry (5 years or the life of one’s passport), special immigration lanes to speed border
processing, and retention of an economy’s sovereignty over the entry of individuals.*®
Australia, Korea, and the Philippines implemented the APEC business travel card on a trial
basis in 1997. Chile and Hong Kong stated they would participate in 1998, but are not yet
fully engaged. The United States has not adopted the APEC travel card, having previously
developed the INS Passenger Accelerated Service (INSPASS),* in which other economies
are invited to participate.*’

» ABAC is the senior business advisory council to APEC, and is comprised of three senior
business persons appointed by APEC Economic Leaders from each APEC member economy.
Information on the ABAC may be found at Internet address http://www.apec.org/abac.

%° The second edition of the handbook, published in December 1997, is electronically available
through the APEC home page at Internet address http://www.apec.org.

3t APEC, CTI, “1997 Collective Action Plans Including Annual Report to Ministers.”

32 Multiple entry visas would be valid for numerous business trips to a single member economy
during a prescribed time period.

33 APEC, “APEC Committees: Mobility of Business People,” found at Internet address
http://www.apecsec.org.sg/committee/mobility/, retrieved July 15,1998.

34 The United States introduced INSPASS in 1993. Information on INSPASS may be found at
the Internet address of the United States Immigration and Naturalization Service (INS),
http://www.ins.usdoj.gov.

35 Pursuant to 8 U.S.C. 1182, 8 U.S.C. 1201, and 8 U.S.C. 1202, the United States requires a
U.S. visa for business travelers, except for nationals of countries exempt from the visa
requirements. Currently, the APEC economies exempt from the business visa requirements are
Australia, Brunei Darussalam, Canada, Japan, and New Zealand. INSPASS can expedite entry
once a U.S. visa has been obtained, if required. The APEC business travel card, however, does

(contin%‘d...)
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In June 1998, APEC trade ministers endorsed member economies’ collective commitments
to grant multiple entry visas to regular, short-term business travelers, at each member’s
discretion. Additionally, member economies continue to discuss issues pertaining to longer
term, although still temporary, business residency, through an informal group of experts on
business mobility within the CTI. In this regard, at the CTI ministerial meeting in February
1998, the United States tabled an initiative to help member economies improve service
standards for processing applications concerning temporary residency of business persons
inthe APEC region,* based on U.S. L-type visas covering intracompany transferees. L-type
visas are for foreign managers, executives, and specialists employed by multinational firms
providing services in the United States through a branch, subsidiary, or affiliate. These
visas are valid for up to 3 years, but may be extended for up to 4 years for managers and
executives and up to 2 years for specialists. The U.S. proposal could prompt members to
focus future cooperative action on issues relating to temporary residency.*’

The early voluntary sectoral trade liberalization initiative approved by APEC Ministers in
1997 may also present opportunities for certain groups of U.S. professionals. For example,
engineers may benefit from work contemplated in two of the nine areas selected for
immediate action -- energy, and environmental goods and services. As part of the initiative,
a work program will seek to identify and remove nontariff measures that impede trade in
APEC economies, which could help pave the way for U.S. professional service providers.

North American Free Trade Agreement

“The North American Free Trade Agreement (NAFTA) provides a framework intended to
ensure that measures applied to members’ professional services suppliers do not
unnecessarily restrict trade among NAFTA countries.*® Professional service providers may
ultimately be affected by principles and provisions in chapters 12 and 16. Chapter 12
concerns, among other things, licensing and certification of professional service providers
from another partner country.®® Article 1210 of chapter 12 calls for the elimination of
regulations that condition professional service licensing or certification on citizenship or

35 (...continued)
not meet the U.S. legal requirement of a visa and therefore cannot be considered a visa substitute
by the United States. Economies participating in the APEC travel card program consider the card
equivalent to, and substitutable for, a visa. Another difference between INSPASS and the APEC
business travel card is that the INSPASS system is fully automated, unlike the APEC business
travel card. Official of INS, telephone interview with USITC staff, Sept. 15, 1998.

36 U.S. Department of State telegram, “Request for Assistance in Developing United States
APEC Business Mobility Initiative,” message reference No. 083448, prepared by U.S.
Department of State, Washington, DC, May 8, 1998.

57 Ibid.

38 Groundwork toward these steps predated NAFTA and is incorporated in the agreement,
through work by various professions under the U.S.-Canada Free Trade Agreement.

3 North American Free Trade Agreement Between the Government of Canada, the
Government of the United Mexican States and the Government of the United States of America
(NAFTA), ch. 12: Cross-Border Trade in Services, found at Internet address
http://www.sice.oas.org/trade/nafta/chap-12/, retrieved Apr. 24, 1998. 25
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permanent residency. Annex 1210.5 to chapter 12 calls on NAFTA partners to encourage
relevant national professional bodies to develop mutually acceptable standards and criteria
for licensing and certification of professional service providers and to make
recommendations on mutual recognition of credentials. The annex also obligates each
NAFTA partner to establish a schedule to begin work on liberalizing licensing procedures
for foreign legal consultants and engineers. However, the agreement does not require
harmonization of licensing procedures and qualification requirements.* Rather, providers
are to be afforded the opportunity to prove that their qualifications meet those in the

* accreditation agreements signed with the other NAFTA members.*! Chapter 16 provides for
the temporary entry of business persons, setting forth parameters pertaining to measures
affecting professionals, such as minimum education requirements and alternative credentials
for practitioners of particular professions.” For example, NAFTA partners may not require
labor market tests as a condition for temporary entry of professionals, provided that the
professional complies with other existing immigration measures applicable to temporary
entry and presents other documentation as required by all NAFTA partners.*

Accomplishments and Prospective Activity

As indicated below, experiences in applying NAFTA provisions to individual professional
service sectors have varied. Nevertheless, the establishment of work schedules has begun
to facilitate mutual recognition and the processes toward liberalizing licensing procedures
in certain professions.*

Engineers--The engineering profession became the first professional
service to agree on a mutual recognition document, signed by national
relevant bodies in June 1995.* Upon implementation by States and
Provinces, the document would ultimately establish the basis for licensing
authorities in each country to recognize temporary and permanent
licensing of engineers in other partner countries. All Mexican States and
Canadian Provinces reportedly are ready to implement the document, but
in the United States Texas alone has signed a letter of intent to implement
the document.*

“ Officials of USTR, interviews with USITC staff, Oct. 14, 1997.

“! Bernard Hoekman and Pierre Sauvé, “Liberalizing Trade in Services,” discussion paper No.
243, World Bank, Washington, DC, 1994.

“2NAFTA, ch. 16: Temporary Entry for Business Persons, found at Internet address
http://www_sice.oas.org/trade/nafta/chap-16/, retrieved Sept. 14, 1998.

“ Documents include proof of citizenship in a NAFTA country and demonstration that the
professional will be engaged in the profession upon entry. ’

# U.S. industry representatives, interviews with USITC staff, Apr.-Sept. 1998.

“ The relevant professional bodies included the United States Council for International
Engineering Practice; the Canadian Council of Professional Engineers; and the Mexican
Committee for the International Practice of Engineering. Industry representative, telephone
interview with USITC staff, Sept. 22, 1998.

% Steven T. Schenk, “Letter from the President, National Council of Examiners for
Engineering and Surveying,” Licensure Exchange, vol. 2, No. 4 (Aug. 1998) found at Internet

(continued...) 2%
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Lawyers--In June 1998, representatives of the relevant professional bodies
from each NAFTA partner*’ signed joint recommendations for the
recognition of foreign legal consultants, currently under consideration by
the three governments to determine the agreement’s consistency with
NAFTA. The recommendations are intended to establish a basis for
recognition of foreign legal consultants who would advise on their home
country law. The recommendations also include, among other things, the
form of association or partnership between lawyers authorized to practice
in the home territory and foreign legal consultants.*®

Architects--Representatives of the architectural profession from partner
countries agreed to develop mutually acceptable standards and criteria for
recognizing the licensing and certification of architects. The objective is
to attain portability of credentials such that qualified North American
architects would be licensed to practice anywhere in the partner countries.
As a start, a trinational team of architects was formed and visited several
universities in an effort to determine the equivalence of education in the
three countries. The negotiating group under NAFTA plans to build on the
1994 interrecognition agreement contained in the Architects’ Annex of the
U.S.-Canada Free Trade Agreement. Under the interrecognition
agreement, U.S. or Canadian architects who meet certain requirements for
certification of qualifications can use the certificate to prove professional
competence to practice in the other country’s jurisdiction, if that
Jurisdiction has agreed to register the other country’s qualified applicants.
At least 34 U.S. States and 7 Canadian provinces have filed letters to
implement the agreement.*

Accountants--Initial discussions and information exchanges on education
and qualifications among accounting professional bodies in the three
countries have occurred for several years. Mexican professional bodies
have begun to provide specific information on the preparation of Mexican
students to become accountants. The information will be used to
determine equivalence of education, experience, and examination relative
to that in the United States and Canada.®® Predating NAFTA activity, U.S.
and Canadian accounting representatives signed a framework agreement

% (...continued) ‘

address http://www.ncees.org/licensure_exchange/, retrieved Sept. 22, 1998; and industry
representative, telephone interview with USITC staff, Sept. 22, 1998.

“ The professional bodies included the Federation of Law Societies of Canada, NAFTA
Committee; the Mexican Committee on the International Practice of Law; and the American Bar
Association, Sections of International Law and Practice and Legal Education and Admissions to
the Bar, and its affiliate, the National Conference of Bar Examiners.

“ Industry representatives, telephone interviews with USITC staff, Sept. 22 and 23, 1998.

“ Industry representative, interview with USITC staff, Apr. 22, 1998.

% Official of USTR, telephone interview with USITC staff, July 1998. 27
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Outlook

on principles for reciprocity in 1991.5' To date, about 36 U.S. States and 9
Provinces have filed letters of intent to implement the agreement.
According to the agreement, U.S. CPAs and Canadian chartered
accountants are not required to take the entire professional uniform
accountancy examination in the reciprocal jurisdiction, but may substitute
an abbreviated examination to demonstrate knowledge of national and
local legislation, standards, and practices for the jurisdiction in which
licensure is sought.

Others—Surveyors, nurses, dieticians, psychologists, psychiatrists, and
veterinarians are among the additional professions engaged in
consultations to evaluate each NAFTA country’s licensing requirements
concerning education, experience, and other parameters important to
mutual recognition.

Working groups in other regional initiatives and fora, such as the Association of Southeast
Asian Nations (ASEAN), the Free Trade Area of the Americas (FTAA), and Mercosur, have
reviewed regulatory measures affecting trade in professional services, encouraged efforts
to increase mobility among business persons including professionals, or developed
principles to assist the professions in gaining cooperation from regulators to speed
recognition of foreign practitioners’ qualifications. For example, in 1997, ASEAN
economic ministers approved a protocol to implement initial commitments to provide one
another preferential treatment on services trade under the 1995 ASEAN Framework
Agreement on Services. In another example, upcoming FTAA negotiations on services
could draw upon a previously compiled inventory of bilateral and multilateral agreements
on services trade in the hemisphere and other work on national measures affecting services
trade. '

Collectively, such activities could provide the basis for significant expansion of
international trade in professional services, anticipating the next WTO multilateral trade
negotiations on services beginning in 2000. The work described above has begun to address
and resolve numerous issues affecting trade in professional services, although developments
to date are considered nascent and largely preliminary. From the outset, diversity among
regulatory regimes has been evident at the most basic levels, such as the extent to which
regulations may be publicly available, clear, based on well defined criteria, and
noncontradictory.”> Moreover, issues of timeliness and predictability of regulatory

-implementation have arisen. There is concern, for instance, that administrative structures

5! “Principles for Reciprocity” is a document signed Sept. 16, 1991, and submitted by the
American Institute of Certified Public Accountants, the Canadian Institute of Chartered
Accountants, and the National Association of State Boards of Accountancy, for consideration by
the relevant State and Provincial licensing authorities in the United States and Canada.

52 Marina Fe B. Durano, “Barriers to Cross-Border Provision of Services within the APEC:
Focus on the Movement of Persons,” working paper series 96/97, No. 18, APEC Study Center,
Institute of Developing Economies, Tokyo, Japan, Mar. 1997, p. 76. )8
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may not be suited for sophisticated regulation and monitoring of compliance.” Adding to
the complexity of bilateral and multilateral discussions have been differences at subnational
level<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>