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ABSTRACT

This research looks at how competitive developiogntries are in exporting services and at
the instruments and tools that they can use torbecoredible competitors of developed
economies in service exports. The analysis focoseseveral case studies assessed by the
existing economic literature, the lessons that kbgpneg countries can draw from those
experiences, the role that enterprises, institstiand governments can play to increase the
competitiveness of developing countries and thesomes and tools they can use to achieve

their objective.

The research aims at showing that a developingtopeould become competitive in service
exports as long as it implements a series of measaimed primarily at improving the
country’s human capital and infrastructures, makimgjitutions play a more active role in
assisting enterprises and governments and encogrggplicymakers to adopt adequate
policies in support of service exports. The measwteange according to type of service,

mode of supply, stakeholder and objective to béezekl.

The research will also highlight the statisticatits and difficulties that countries, especially

developing economies, face in properly assessaugtin services.
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1. INTRODUCTION

Many developing countries perceive trade in ses/&® pertaining to the realm of developed
countries and thus out of their reach. This opingbased primarily on the assumption that
only developed countries can export services becthesr technology is more advanced than
that of most developing countries. According to t@ato, however, recent research and
evidence have proven that any country, includingrgmng economies and least developed
countries, can join the club of service trade etgrerand benefit from increased market
opening, provided that proper sequencing and cameai¢ary reforms are carried duindia,

for example, is a leading exporter in informati@thnology and computer services. The

Philippines are also becoming a hub for Businessd&s Outsourcing (BPO) service exports.
1.1. Objective of the research

The intent of the following research is to suppmevious studies in dispelling the erroneous
belief that a developing country cannot becomeraices exporter. Albeit not all, numerous

developing countries have the potential to be bledtompetitors of developed countries in
exporting services, as long as they fulfil certagguirements and undertake adequate

measures to exploit such potential.

The research will demonstrate that there existiBpeneasures and reforms a developing
country should implement in order to increase dmpetitiveness in exporting services. It
will also show that enterprises, institutions amtigymakers in developing countries play a
different role in addressing competitiveness cimgjés, according to the service sector and

mode of supply at issue.
1.2. Methodology of analysis

The research will be structured in six chapter® fitst chapter will consist of an introduction
to trade in services. Particular attention willdezlicated to the importance of liberalisation in
trade in services, the multilateral framework regjalg trade in services and the role played
by developing countries in trade in services. Téeoad chapter will explore more in detall
services exports, with a focus on current pattetresids and participation of developing
countries. The chapter will briefly introduce thaim competitiveness challenges that most
developing countries face in exporting serviceswal as the factors that could make a
developing country a potential service exportere Trd chapter will focus on cross-border
supply and the measures that enterprises, instigitiand policymakers in developing

! Cattaneo, Olnternational Trade in Services: New Trends and @pmities for Developing Countries
Washington D.C.: The World Bank, 2010, p. 1.
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countries can undertake to address competitiveiseass in exporting services through this
mode of supply. The fourth chapter will focus omsw@mption abroad and the measures that
the three above mentioned stakeholders can catripamprove service exports through this
mode of supply. The fifth chapter will address sarwexports supplied through commercial
presence. Particular attention will be dedicatedthte relationship between inward and
outwards foreign direct investments and the rolat tenterprises, institutions and
policymakers can play in fostering developing coest service exports through commercial
presence abroad. The sixth chapter will be dedicetehe movement of natural persons and
the measures that the main stakeholders can imptemerder to address competitiveness

challenges that developing countries face whileoexpy services through this mode of
supply.
1.2.1. Case-by case analysis

In order to establish how developing countries icaprove their competitiveness in services
exports, the research will focus on existing casdiss of several developing countries which
have shown different degrees of success in becors@mgice providers or huBsThe

observations, interpretations and conclusions lgpgted by the aforementioned case studies
will be used to draw key lessons for those develpgountries which aim at addressing their

competitiveness shortcomings and becoming sucdessfiices exporters.

Existing case studies focus primarily on understamdhe factors which may allow most

developing country to succeed in their quest tabercompetitive service exporters and the
competitiveness challenges that such countries t@mVace in the process. Moreover, most
case studies focus on one sector per country. dlleeving research aims at making a step
further. Its objective is analyse the factors otcass or failure highlighted by existing

literature, in order to identify which strategi¢actics and tools a developing country could
use to overcome its competitiveness shortcomiregsedbon a mode of supply approach rather

than a sectoral approach.
1.2.2. Country focus

The research will focus on developing countrieghlas recipients and as protagonists of the
present work. The attention will be dedicated prilpao those developing countries that
show greater potential to become service hubs dm$&impact on trade in services has been
analysed less intensively than India’s or Chindklaysia, the Philippines, Thailand and

Egypt are among the few case studies which prékerdgforementioned characteristics. Thus,

2 World Bank, Exporting Services: a Developing Country Perspegctiashington: PRMTR, International
Trade Department, World Bank, February 2011, p. 7.
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the research will focus primarily, albeit not exsltely, on South East Asian and African

economies.

For the purposes of the research, the term ‘dewrogountries’ will be used to identify all
countries that are not developed countries. Thing, term includes also least-developed

countries (LDCs).
1.2.3. Sectoral focus

The analysis will be structured in a manner coasistvith the GATS definition of trade in
services according to the four modes of supply. dmithant sector where developing
countries have greater competitiveness potentidl v@ere more data are available will be
identified and analysed for each mode of supplyOBs$ervices for Mode 1, tourism
(inclusive health tourism) for Mode 2, constructiamd distribution services for Mode 3 and
health-related services for Mode 4. The tools drategyies identified in Chapter 4, 5, 6 and 7
are based primarily on the analysis of these domisectors. Consequently, not all measures
could be equally and efficiently applied to sectather than those mentioned above.
However, they could be used as guidelines for actio

1.2.4. Stakeholders focus

Service liberalisation is a multifaceted processciwhiouches upon a broad range of complex
policies and regulatory instruments. It is not @agess confined to the mere negotiation
among governments and policymakers. The natures @agd sequencing of regulatory reform
and liberalisation require a deep involvement d¢faators which play a role in trade in

services: policymakers, institutions and entergribeth domestic and foreign.

Governments, institutions and the private sectorstmuaollaborate to improve the
competitiveness of developing countries in sereikgorts’ For example, policymakers need
the assistance of service exporters and trade iaisos to gather information on the
capabilities and competitiveness of the privatetsedn order to develop appropriate
negotiating strategiesEnterprises and institutions, on the other hamgdnassistance from
negotiators to understand the GATS agreement anddhedules of commitments in order to

% Saez, STrade in Services Negotiations: A Guide for DevizigpCountries Washington D.C.: The World
Bank, 2010, p. 19.

4 .

Ibid, p. 65.
® de Sousa, P. & Conrad, D. ‘GATS Negotiations: WBsrvice Industry Associations Should Get Involved’,
International Trade Centre, (last accessed on 22nd August 2011),

www.tradeforum.org/m/fullstory.php/aid/461/GATS MNsiations: Why Service Industry Associations Shoul
d_Get_Involved.html

10



identify more precisely which are the most usefyduts on the private sector that they can

provide policymakers with.

The research will focus on the role of each ofttlree main stakeholders involved in services
liberalisation: service enterprises (mainly SMEs}titutions (including trade associations,
export promotion agencies, professional bodies) @witymakers (including governments,

ministries and governmental policymaking bodies).
1.3.Limits of analysis

The methodology of research is subject to threenrmaits. First of all, the research is based
on the analysis of developing countries which, despelonging to the same atrtificial
category, are very heterogeneous in their econgtnicture and service exports. As pointed
out by Whalley, the term ‘developing countries’ spdrapidly growing economies in Asia,
negative growth economies (in GDP/capita) in Africaiddle income and very poor
countries, small and large, landlocked and oceaesscas well as heavily regulated and
recently liberalised”. Albeit aggregation of findings is possible, itiscessary to remember
that such heterogeneity may have an impact onrdnaipal application of the tools identified

as useful to increase the competitiveness of mamgldping countries in exporting services.

Another limit is posed by the lack of adequate datatrade in services, with specific
reference to data on the participation of develgmountries to trade in services. Thus, the

analysis can be based only on a few sectors antriegiwhere available data are present.

Finally, the third limit regards statistical datadeed, GATS-relevant statistics are hard to
find because of the difference between the GATSlldgamework and the balance of
payments statistical framework used to identifgléran services. Whilst balance of payments
statistics are based on the concept of resideheyGIATS legal framework expands beyond
residency to include nationality, territorial loiat, ownership and contrBlAlso, balance of
payments statistics do not include data on commlenoresence (mode 3) because a
commercial presence company is usually residenthé economic territory where it is
established. Statistics on foreign direct investment (inwardl autward) though the Foreign

Affiliated Trade in Services Statistics (FATS) helpderstand how much trade in services

® Ibid.
" Whalley, J. ‘Assessing the Benefits to Develop@muntries of Liberalisation in Services Trad&he World
Economy27, UK: Blackwell Publishing, 2004, p. 1223.
8 Karsenty, G. ‘Assessing Trade in Services by Mofi&sipply’, inGATS 2000: new directions in trade in servicesdlisation
Sawé P. & Stem R M, Brookings Institution Pres®000, (last accessed on ™22August 2011),
http://books.googdle.ch/books?hl=it&Ir=&id=itixU3L &t C&oi=fd&pg=PA33&dg=philippines+trade-tin+servigests=bxiplE2W
978&siq:IGBlakXB 7J10WVZbdHZaOrHG78#v=0nepage&agimbihes¥20trade%620in%20services&f=ffse34.

Ibid, pp. 3-4.
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occurs through mode 3. However, FATS are generaltycompiled by developing countries.
Thus, currently available data on commercial presesstablished by developing countries
outside their domestic market is virtually non-ésum.

12



2. CHAPTER 1 - TRADE IN SERVICES: AN OVERVIEW

Before proceeding with the in-depth analysis of havwdeveloping country could become
competitive in services exports, it is necessaryptovide an adequate overview of the
political economy of trade in services and the afleleveloping countries in the multilateral

framework of trade in services liberalization.

2.1. The importance of trade in services

According to the World Trade Organization (WTO)rvsees represent the fastest growing
sector of the global economy which account for abtiuper cent of world gross domestic

product (GDP), one third of global employment aednfy 20 per cent of global trad®.

Services are becoming the most important sectenany economies. Services account for
about 70 per cent of economic activity in high-im@ countries and even in low income
countries services generate at least 45 per cer®@P!' The fast paced evolution of

information and telecommunications technology hasiably been one of the key drivers of

services growtf’

Services are important in their own right and gsuts to all other businesses. As Hoekman
and Kostecki emphasize, services are vital to timetfoning of any economy because they
have an effect on competitiveness and play annmdiation function in the production
process: Like capital goods, services play a key role asmeinants of the productivity of
the factors of production by facilitating transaas through space or timéIndeed, services
are inputs in the production of goods and otherises and, through these, they contribute to
economic growth and the development of countriesow-cost, high-quality services
generate economy-wide benefitsAccording to Ghani and Homi, there is a relatiopsh
between high growth in services and high overadnemic growth, albeit the causality

relationship cannot be establishédstill, service sector growth is usually associatéth a

19 World Trade Organization, ‘Services: rules forwgtio and investment’, (last accessed off @@igust 2011),
http://www.wto.org/english/thewto e/whatis_e/tifagfm6_e.htm

' Hoekman, B. M. & Kostecki, M. MThe Political Economy of the World Trading Systdime WTO and
Beyond3™ Edition, Oxford: Oxford University Press, 2009317.

12Singh, A. D.ICT Services: Developing Potential — Opportunitiesl Strategic ImplicationExecutive Forum
on National Export Strategies, ‘Export of Servickgpe of High Potential? Implications for Stratelghgkers’,
Switzerland: Montreux, 05-08 October 2005, p. 3.

3 Hoekman, B. M. & Kostecki, M. M. see note 11, ;#73

1“354ez S., see note 3, p. 2.

'* Stanculescu, DIrade in Services: an assessment of priority sulese for future interventianGeneva: ITC,
28" February 2011, p. 2.

®54ez, S., see note 3, p. 1.

" Ghani, E. & Homi, K. ‘The Service RevolutioPREM Economic Premis&lo. 14 (May), Washington D.C.:
The World Bank, 2010, p. 2.
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reduction in poverty, due to the creation of nelsj@nd an indirect effect on consumption,

and greater participation of women in the labourkeg'®

2.2. Defining services

There exist no unique classification list of seegc Different studies and organizations
classify services differently. According to thedmational Monetary Fund (IMF), services
include distributive services (e.g. transportatiopyoducer services (e.g. banking and
finance), social services (e.g. education) andguerlsservices (e.g. catering)The WTO, on

the other hand, classifies services on the basih@fUN Central Product Classification:
business services; communication services; corngiru@and related engineering services;
distribution services; educational services; envmental services; financial services; health
related and social services; tourism and travedteel services; recreational, cultural and

sporting services; transport services; and othmicsss not included elsewhef?.

Notwithstanding the type of classification used,sarvices share common characteristics.
First of all, contrary to goods, services are igthle and invisible. These two characteristics
have important implications for negotiations beeatiey make it difficult to measure the real

value of services and to assess their contributigproduction.

Moreover, services are perishable and non-storablelike goods, services require
simultaneous production and consumption, that rsqel contact between customers and
suppliers?? Trade in services is possible only via sales thhoa foreign affiliate or if either
the customer or producer travels across bordeys example, in construction services the
supplier moves to the location of the consumertoarism, the consumer moves to the
location of the supplier. Thus, services requigdamobility. While foreign investment and
labour mobility are also issues affecting goodddrdahey are fundamental aspects of trade for
some service$® Factor mobility poses a political economy challemgth in the home and in

the host country’

'8 |bid, p. 3-4.

9| ehmann, A. & Tamirisa, N. T. & Wieczorek, J. ‘émhational Trade in Services: Implications for th&=,
IMF Policy Discussion PapeRolicy Development and Review Department, WashimgtMF, December 2003,
p. 4.

0 See Annex 1.

“154ez, S., see note 3, p. 1.

2 |bid, p. 3.

2% Copeland, B. & Mattoo, A. ‘The Basic EconomicsS#rvices Trade’, Revised April 12004, (last accessed
on 06" August 2011)http://siteresources.worldbank.org/INTRANETTRADE#Rerces/WBI-Training/288464-
1121285527226/CopelandEconomicsofservices1619frRaffiep. 1.

%4 S4ez, S., see note 3, p. 20.
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Also, services are very diverse and complex. Maiakeholders are involved, from trade
ministries to regulatory agencies. In certain segtthe provision of one service requires the
joint provision of other services.

Finally, many services are highly regulated as miaf&ilures that affect service transactions
are ubiquitous and diveré®.Indeed, service industries are characterised bjplems of
imperfect and asymmetric information, lack of cotitpen and natural barriers to enffy.
Barriers to trade in services arise from domestgulations that often serve the dual purpose
of responding to market failures (such as ensugungjity standards for medical practitioners)
and discouraging or impeding foreign competitionptotect local suppliers. For example,
many regulations are in place partly to countenagiative externalities or market failures that
are associated with the supply of services andatfect third parties and society in genéfal.
Identifying and measuring trade barriers in theviser sector is very complex as domestic

regulation can serve both legitimate policy objeesiand protectionisAt.

All the above-mentioned characteristic make it isgble for services to be defined solely
based on their crossing of borders, as for tradgods. Thus, services are defined under the
General Agreement on Trade in Services (GATS) aiagrto four modes of supply: cross-

border supply, consumption abroad, commercial pesand presence of natural perstns.

2.3. GATS: multilateral regulatory framework for trade i n services

GATS is a specific multilateral regulatory framewofor international services trade.
Concluded during the Uruguay Round in responséh¢oimpressive growth of the service
economy over the past 30 years and the greatentdtior trading services brought about by

technological progress, it is in force since 1895.

2.3.1. Modes of supply

Under GATS, countries make specific commitmentslifierent modes of supply. According

to the ‘Scheduling of Initial Commitments in TraokeServices: Explanatory Note’ "modes
are essentially defined on the basis ofdhgin of the service supplier and consumer, and the

degree and type oferritorial presencewhich they have at the moment the service is

2 |bid, p. 3.
% |pbid, p. 20.
" |bid, p. 7.
28 Cattaneo, O., see note 1, p. 10.
29 Copeland, B. & Mattoo, A., see note 23, p. 2.
%0 Cattaneo, O., see note 1, p. 8.
1 World Trade Organization, see note 10.
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delivered.®? Following the criteria established by the ExplanatNote, there are four ways
in which international transactions take place:ssfborder supply, consumption abroad,
commercial presence and movement of natural pefseesTable 2.1.).

Table 2.1.:Modes of supply

Mode Other Criteria Supplier Presence

Service delivered withirthe territory of| Service supplier_not
Mode 1: Cross-border supply the Member, from the territory of anothppresent within the
Member territory of  the

Service delivered outsidide territory of| member
the Member, in the territory of another
Member, to a service consumer of the

Mode 2: Consumption abroad

Member

Service delivered within the territory ofService supplief
Mode 3: Commercial presence the Member, through the commerciapresent within the

presence of the supplier territory of  the

Service delivered within the territory gfMember
Mode 4: Presence of a natural person | the Member, with supplier present as a
natural person

Source: WT&

Examples of cross-border supply (mode 1) includenvsoe services supplied by a supplier in
one country through mail or electronic means to scomers in another countty.
Consumption abroad (mode 2) occurs for example wthenconsumer moves to another
country for tourism or to receive medical or edigral service$® An example of
commercial presence (mode 3) is an insurance coynpaned by citizens of one country
establishing a branch in another courifExamples of movement of natural persons (mode
4) include a doctor of one country supplying thrioings physical presence services in another

country®’

With regards to mode 4, it includes both indepehdervice suppliers, and employees of the
services supplier of another country. Mode 4 ordyers people moving temporarily, albeit
no definition of temporary is provided. Very fewaamditional commitments have so far been
scheduled for mode 4, and the discussion at thiéigabllevel often confuses mode 4 with

migration, that is a permanembvement of persors.

22 GATT Document MTN.GNS/W/164, 3 September 1993t R4B) (18), p. 7.

Ibid, p. 8.
% Copeland, B. & Mattoo, A., see note 23, p. 4.
* |bid, p. 4.
% |bid, p. 4.
" |bid, p. 4.
% Lehmann, A. & Tamirisa, N. T. & Wieczorek, J., sete 19, p. 8.
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As described in Table 2.2., commercial presencdaskey mode of services provision in
most sectors and has a positive relationship witbsssborder suppl§? According to

Lehmann, Tamirisa and Wieczorek, “Iberalizing tregulations affecting foreign direct
investors promises early and lasting efficiencyngain terms of transfers of skills and

technology™*°

Table 2.2: Sale of Services by GATS Mode of Supply (2005)

Mode of supply Estimated Share
Mode 1: Cross-border supply 25-30%
Mode 2: Consumption abroad 10-15%
Mode 3: Commercial presence 55-60%
Mode 4: Presence of a natural person Less than 5%

Source: WT#H

The modes of supply can be substitutes or complerienone another and the relationship
between them can have implications for the analgéishe impact of regulations on the
guality and costs of services. Indeed, in orddully gain from liberalisation, if the modes of
supply are complements or imperfect substitutess ot enough for only one mode to be
liberalised: effective access to service markeggiires the freedom to use a combination of

modes*?

2.3.2. GATS key principles and structure

GATS covers all internationally-traded servicescept services supplied in the exercise of
governmental authority and, in the air transpocdt@e traffic rights and all services directly
related to the exercise of traffic rights. It prde@s a “comprehensive set of multilateral rules

covering international trade in services as wet &srum for continuous negotiation®”.

GATS represents an important step in the processmwice liberalisation, which requires the
removal of all discriminatory barriers that affsetrvices and services providét<ontrary to
trade in goods, services are subject primarilyado-tariff barriers, which are more difficult to

measure and less transparent than tariff barraad, which may derive from a complex

¥'s4ez, S., see note 3, p. 12.

“%Lehmann, A. & Tamirisa, N. T. & Wieczorek, J., seste 19, p. 21.

“ Maurer, A. & Magdeleine, J. ‘Measuring Trade innBees in Mode 4’, World Trade Organization, (last
accessed on §9ugust 2011)www.unescap.org/tid/artnet/mtg/reformservice_mapukr slide 30.

42 Goswami, A. G. & Mattoo, A. & Saez, Exporting Services: A Developing Country Perspestilast
accessed on GJuly 2011)www.pecc.org/resources/doc_view/1686-exportingisesra-developing-country-
perspective-papep. 4.

“3Lehmann, A. & Tamirisa, N. T. & Wieczorek, J., sese 19, p. 8.

4 S4ez S., see note 3, p. 3.
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relationship between legitimate policy objectivesid a protectionist aim%& Indeed,
international service transactions are impeded lbgrgety of regulatory barriers, regarding
especially foreign direct investment and the movenué the service providers, which span

from certifications and licenses to quofis.

As Lehamann, Tamirisia and Wieczorek point out, mhest common barriers to trade in
services, which stem from the absence or inadeqemiiercement of national competition
standards, are “quantitative restrictions or priiwibs on the provision of services by foreign
residents; price-based measures applied throudkrefitial taxes on the transactions of
foreign providers, or through additional chargestoa regulatory processes that they engage
in; additional licensing or certification requirents; and lack of access to distribution and

communication networks”

According to Séez, service liberalization meanevélg the private sector to participate in
the provision of services; allowing foreign prouvisleof services to compete on a non-
discriminatory basis with state-owned companies w&itl the domestic private sector; and
eliminate restrictions that create incentives forimefficient and non-optimal provision of

services®

The benefits of service liberalisation derive frdratter market access abroad, increased
competitiveness and efficiency of all sectors @& ttomestic economy as well as enhanced
national welfare. Indeed, service liberalisatioroyides access to foreign capital and
technology that, through enhanced competition ammbvation, can offer consumers more
choice in terms of quality and price at home angriwe the productivity of producef3.
According to Adlung and Roy, other two main reasammntribute to make service
liberalisation even more beneficial than liberaima of merchandise trade: barriers to trade
in services are higher, less transparent and mietertive of competition than those to trade

in goods; and most of the restrictions appliedetvises are non-revenue generating qudftas.

Also, services liberalisation would allow innovatsoto take place at a faster pace. According
to de Sousa and Conrad, countries with liberaliseakets have been great product and

*Ibid, p. 3.
4 Cattaneo, O., see note 1, p. 12.
" Lehmann, A. & Tamirisa, N. T. & Wieczorek, J., sese 19, p. 6-7.
“8S4ez, S., see note 3, p. 6-7.
49 Cattaneo, O., see note 1, p. 7.
0 Adlung, R. & Roy, M.,Turning Hills into Mountains: Current Commitmentsder GATS and Prospects for
Change Geneva: World Trade Organization, Staff Workirap® ERSD-2005-01, March, 2005, p. 3.
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process innovator¥. This is due primarily to the intermediate natufeservices which allow

for transfer of skills and technologies that betnisie wider economy.

However, service liberalization cannot yield thepested benefits if policymakers do not
make adequate efforts to introduce competitiorthéy fail to strengthen regulation and to
carry out appropriate sequencing of reforms, artday provide inadequate assistance to help

implement reforms?

GATS provides a useful tool for service liberali@atalbeit its reach is limited only to the
sectors that countries include in their schedufespecific commitments, thereby locking in
their policy regime? GATS is useful to all stakeholders involved indean services, from
governments to enterprises. The latter in partichknefit from the increased transparency
that GATS provides because they can supply servedsr predictable, stable conditions and

can plan long-term investments with greater cetyaih

GATS is based on four basic trade principles: ni@sbured nation (MFN), market access,
national treatment and transparency. AccordingnéoMFN principle, WTO Members should
treat services providers in the same way as thayldvoeat those from their most favoured
trade partner and prohibits Members from discrirtiiga between services and services
providers from different member countrf@According to the market access principle, access
to the domestic market should not be trade distgprfi The national treatment principle
entails that foreign services and services prosgidéould be treated no less favourably than
domestic services and service providers. Finallgndparency means that a country’s

regulations should be clear and readily accessiblereign service provider¥.

GATS applies a hybrid approach to multilateral dddsation of international services
markets®® On the one hand, GATS is based on a general ololigaf MFN treatment, which
is limited by a ‘negative list' of exception®s pointed out by Lehmann, Tamirisa and
Wieczorek, “such exemptions, however, have a lichideiration and could only be taken
during the Uruguay Round and in the follow-up sedtmegotiations®® On the other hand,
members make specific commitments on market acaedsnational treatment in selected

sectors by means of a ‘positive list approach’. hiviit each sector, members make

*1 de Sousa, P. & Conrad, D., see note 5.
2 \World Bank, see note 2, p. 18.
3 Lehmann, A. & Tamirisa, N. T. & Wieczorek, J., sete 19, p. 7.
** de Sousa, P. & Conrad, D., see note 5.
%5 Lehmann, A. & Tamirisa, N. T. & Wieczorek, J., sete 19, p. 9.
*6 de Sousa P & Conrad D., see note 5.
> |bid.
8 ehmann, A. & Tamirisa, N. T. & Wieczorek, J., sete 19, p. 9.
59 H

Ibid, p. 9.
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commitments for different modes of services supllgt again the commitments are subject
to a ‘negative list' of nonconforming measures.(tlee measures that violate principles of
market access and national treatm&hfhe level of liberalization under the GATS’ hybrid
approach depends on the number of services setttatsare not included in the list of
exemptions to the MFN treatment and on the seqtotsn the positive list of commitments

for which no nonconforming measures are maintaitfed.

Alongside the non-discriminatory treatment of fgreservice suppliers and the transparency
of regulatory regimes, other key tenets of the GAF& recognition of standards; objective
and reasonable regulations; and, most importaptlygressive liberalization through further
negotiation$? According to Lehmann, Tamirisa and Wieczorek, ¢hesinciples provide
powerful incentives that will help to attract cabs, expertise and access to international
information networks that global service compargestrol, increase the predictability and
transparency of market access regimes and circimesanticompetitive practices by foreign

service providers, and the conduct of state-oweedce provider§?

The GATS also includes annexes, which outline issnespecific services sectors, such as
professional services, air transport, financial vieess, maritime transport, and

telecommunication&'

2.3.3. Liberalisation through GATS negotiations

Liberalization can occur unilaterally as well aghitrilateral and multilateral level. Although
GATS remains the main forum for multilateral negttns, plurilateral trade agreements
(PTAs) covering services have flourished sincerthe-1990s. 83 services PTAs have been
notified since 1995. They account for almost 30%abbfWTO-notified PTAs. Moreover,
many governments have carried out policy reformelax restrictions on foreign provisions
of services autonomously, outside the realm of tiagons. Indeed, the commitments
inscribed in the Members’ schedules of commitmeantthe end of the Uruguay Round were
essentially confined to existing regimes in a leditnumber of sectors whereas further
progress has been the result of unilateral libgaibn by individual countrie’s.

Albeit unilateral liberalisation may be feasibleuatries should enter reciprocal negotiations

to liberalise trade in services for three main oeas First of all, negotiations allow for deeper

% |bid, p. 9.
®1 |bid, p. 9.
%2 \World Trade Organization, see note 10.
% Lehmann, A. & Tamirisa, N. T. & Wieczorek, J., sete 19, p. 8 and 22.
64 1.

Ibid, p. 9.
% Adlung, R. & Roy, M., see note 50, p. 3.
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liberalization through the reciprocal exchange aihaessions. Secondly, governments’
reforms are more credible through binding committeehirdly, negotiations allow for

regulatory cooperation.

Following GATT Article XIX, which establishes thaTO Members should engage in
further negotiations with a view to achieve higharels of service liberalization, GATS has
been characterised by continuous negotiations afdedations in committees and working
parties in order to expand the coverage of theemgeat®® The latest round of negotiations
began in 2000 and became part of the ‘single uakiexy’ under the Doha Development
Agenda at the Doha Ministerial Conference in Novemi2001. Currently, services
negotiations focus on four topics: market accessneastic regulation, GATS rules and

implementation of LDC modalities.

2.4.Trade in services and developing countries

Most developing countries tend to believe thatdrad services is the realm of developed
countries and that they are not able to play atgreale in services liberalisation. However,
albeit trade statistics confirm that developed ¢ones play a major role in trade in services,
several developing countries have the potentiphtticipate more actively in trade in services
by becoming service exporters, provided that, astpd out by Cattaneo, they liberalise
services in a proper sequence and implement pakfgrms that create an enabling

environment for private sector service providérs.

According to Ghani and Homi, developing countrias sustain services-led growth because
there is enormous space for catching up and coemeegd® Also, the globalisation of services
contributes to expanding the opportunities for dewi@g countries to develop on the basis of
their comparative advantage and to specialise ttose other than manufacturing and
agriculture®® For example, due to their advanced skills and tovadour costs, many
developing countries have substantial untappednpiateo satisfy the demand for Business
Process Outsourcing services such as accountigmesting, IT and legal servicéSlt is not
necessary for developing countries to become inglusised economies before becoming
services exporters. As India exemplifies, a develpgountry can directly move from an
agriculture based economy to a knowledge basedoetpnas long as it is able to fulfil its

potential as services exporter.

% Hoekman, B. M. & Kostecki, M. M., see note 113p3.
®7 Cattaneo, O., see note 1, p. 7.
% Ghani, E. & Homi, K., see note 17, p. 4.
% bid, p. 4.
0 Cattaneo, O., see note 1, p. 7.
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The passive role that many developing countrieslialken so far in services liberalisation
depends also on a number of other factors. Firgtlpfnost developing countries are often
unable to engage meaningfully in service negotigtibecause of lack of adequate human,
financial and administrative resourdédndeed, numerous developing countries often do not
have a permanent representation in Geneva, atetéue of the multilateral trade world, and
they frequently lack human resources with adeqoatepetences in trade policy. Also, they
often have limited financial resources which caaistthey ability to engage more actively in
trade negotiations. Secondly, many developing t@stend to be more defensive in their
commitments to market access because they arel afraepercussions that further entry of
foreign service suppliers could have on their ddioemarket, especially in terms of
employment. Indeed, several developing countrie® aiced concerns over the risks from
further services liberalization regarding, amongeo$, the impact of opening domestic
service sectors on poverty and the risk of dispteerg of unskilled labour as a result of the
local establishment of foreign services providershe entry of new domestic competitdfs.
Thirdly, many developing countries are often iluggped to implement commitments

adequately, especially in case of North-South Amergs’

The difficulties faced by most developing countriiegheir ability to engage meaningfully in
service negotiations translate into cautious nagjoy stances and levels of bound

commitment<?

However, many developing countries would greathyndfg from service liberalisation
because it will allow resources to be allocated emefficiently. A better allocation of
resources improves price, choice and quality ofises and the overall economic capacity,
which in turn facilitates trade in manufacturinglaagriculture, a traditional export earner for
developing countrie§ By gaining market access several developing c@sivould be able

to export those services where they have relathength or comparative advantage. Indeed,
access to foreign markets is important for mosetiging economies because it enables them
to improve their export earnings and the employnogmortunities of their nationals, as well
as to increase the efficiency in their own econem&® as to mobilise resources for

development®

' Saez, S., see note 3, p. 4.
2 Lehmann, A. & Tamirisa, N. T. & Wieczorek, J., sete 19, p. 12.
3 Saez, S., see note 3, p. 5.
" bid, p. 20.
> McGuire, G., ‘Trade in Services: Market Access Ompnities and the Benefits of Liberalization for
Developing Countries’Policy Issues in International Trade and CommoditBtudy SeriedNo.19, New York:
United Nations, June 2003, p. 1.
®|bid, p. 1.
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3. CHAPTER 3 - SERVICES EXPORTS

Services exports represent an opportunity for ma@eyeloping countries because they can
directly affect overall competitiveness and growtid indirectly affect poverty, employment
and consumptio. Moreover, increasing services exports may allevistlance of payments
deficits, which affect many developing countriey, ¢reating potentially significant new
export earner§’ Finally, increased exports of services allow depilg countries to diversify
their development strategy and to move away frotgimg on agriculture and natural

resources only to grow.

Services exports are to be analysed and undersidbé general context of trade in services
and in relationship with services imports. Currgahds, patterns and flows of trade services,
import services and export services help clarifg golitical economy framework within

which the research takes place.
3.1.Trade in services: statistical introduction

In order to understand the role and importanceradet in services in world trade, it is
necessary to look closely at the available dataewwices imports and exports. Data on trade
in services derive from statistics on internatioselvice transactions that are included in the
balance of payments (BOP) statisfitsThe latter present two main characteristics. Ffst
all, BOP statistics cover only three modes of sypmross-border supply (mode 1),
consumption abroad (mode 2) and presence of napeedons (mode 4). Commercial
presence (mode 3), which is not covered by BORs8ta, is captured primarily by Foreign
Affiliates Statistics (FATS), which are currentlyailable only for developed countri&s.
Secondly, BOP statistics refer to ‘commercial seesi, which the 8 Edition of the IMF

Balance of Payments Manual defines as all “servitiesis government service¥.

Statistical data show that world trade in servieeselerated markedly between 2000 and
2008 but, as a consequence of the global finamrtisis, slowed down between 2008 and

2009. As shown in Chart 3.1., in the period 2000&f@ade in services accounted on average

te Veld, D. W., ‘Offshoring: opportunities and ¢lats as services go globaDyerseas Development Institute
‘7]8uly 2004, (last accessed or"2¥ugust 2011)www.odi.org.uk/resources/download/482.pdf

Ibid.
" |bid.
8 World Trade Organization, ‘Technical Notes’, (lashccessed on 9 August 2011),
www.wto.org/english/res_e/statis_e/technotes e.htm
8 Even among the developed countries only a handfvie started compiling Foreign Affiliates Statistic
(FATS), a new conceptual framework launched in 2@0ith, among other indicators, would provide suiéfint
information on GATS mode 3. World Trade OrganizatiBarticipation of developing countries in the global
trading systemCommittee on Trade and Development, Note of ther&ariat, WT/COMTD/W/172/Rev.1, 21
January 2010, p. 4.
8 World Trade Organization, see note 80.
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for about 11 per cent of GDP for all income levelith the exception of high income non-
OECD countrie®, whose trade in services accounted on averagevéar30 per cent of GDP
during the same period. Chart 3.1. also showssihat 2004 trade in services has grown as a
percentage of GDP until 2008. Indeed, all develgpegions experienced an acceleration in
their exports and imports of commercial servicesratie 2006-2008 peridd. In 2009, as a
result of the global financial crisis, trade in\dees as a percentage of GDP has decreased for
all income levels, with the exception of high inamon-OECD countries, whose trade in

services as a percentage of GDP, rose from 35gmeiirc 2008 to almost 50 per cent in 2009.

Chart 3.1.: Trade in services (% GDP) - Income lefels
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A comparison across developing regions, illustrate@hart 3.2., shows that trade in services
as a percentage of GDP has increased in the waoiad &round 9 per cent in 2000 to over 12
per cent in 2008, before falling of about 1 pertaar2009. It is important to notice that trade

8 High income non-OECD countries are . They inclustedorra, Antigua and Barbuda, Aruba, Bahamas,
Barhain, Barbados, Bermuda, Brunei, Cayman Isla@d&nnel Islands, Croatia, Cyprus, Equatorial Gaiine
Estonia, Faeroe Islands, French Polynesia, Gregnl@uam, Hong Kong, Isle of Man, Israel, Kuwait,
Liechtenstein, Macao, Malta, Monaco, Netherlandslkes, New Caledonia, Northern Mariana Islands)a,
Puerto Rico, Qatar, San Marino, Saudi Arabia, Soga, Slovenia, Trinidad and Tobago, United Arahiratas
and Virgin Islands. World Bank, ‘List of Economi¢3anuary 2011), (last accessed o' Zugust 2011),
http://shop.ifrs.org/files/CLASS.pdf

8 World Trade Organization, see note 81, p. 4.

% Trade in services is the sum of service exportsimmports divided by the value of GDP, all in cunré).S.
dollars. World  Bank, ‘Data: Indicators’,  (last aesed on  14th  September  2011),
http://data.worldbank.org/indicator

% Ibid.
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in services as a percentage of GDP accounts mare ttie world average for developing

countries in Sub-Saharan Africa.

Chart 3.2.: Trade in services (% GDP) — Developing regions
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Also, Chart 3.2. shows that, compared to all ottaegories, only in developing countries in
Europe and Central Asia trade in services as aptage of GDP has increased in the period
2008-2009 whereas countries in East Asia and tledi©aespecially developing countries,

have suffered the greatest decrease in the pedi@d-2009.

Developed countries have the lion’s share of thderin service® World Bank data show
that developed countries still account for mosviserexports and service imports. Developed
countries’ share of world exports and imports imatercial services rose from 24 per cent in
2000 to 27 in 2008 and from 28 per cent in 200B2oper cent in 2008, respectivéfy.
However, growing at a faster pace than develop&hauies, developing countries have
increased their participation in international savtransactions, both as suppliers and as

importers of services, as illustrated in Chart.3.3.

8 World Bank, see note 85.
8 354ez, S., see note 3, p. 2.
8 World Trade Organization, see note 81, p. 16.
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Chart 3.3.: Developing economies' trade in commercial serviB&3P basis), 2000-2008
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3.2. Services imports

Service imports play a significant role for serveegoorts. They allow capital and knowledge
to flow in the importing country and, as a consemge contribute to increasing the
productivity and competitiveness of all sectorstltd economy, including services that are

exported.

Developed countries have been the main commerelice importers in the past two
decades. However, in the last ten years the iner@aservice imports can be attributed
primarily to the growth of developing countries Buas China and India as well as developed

countries such as Ireland and Singapore.

As Chart 3.4. shows, Europe & Central Asia and Naéwinerica alone accounted for 62.5 per
cent of commercial service imports in 2009. Howevkeir share of world service imports
has decreased from an initial 64.4 per cent in 2@®the contrary, Middle East & North

Africa, South Asia and Sub-Saharan Africa have aased their share of world service

imports of 1.2 per cent each from 2000 to 2009.

0 |bid, p. 16.
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Chart 3.4: Commercial services imports (comparison betwed&® 2md 2009)
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According to the World Trade Organization, the shair world service imports of developed
economies decreased from 70 per cent in 2000 fpe6®ent in 2008, whereas the share of
developing countries increased from 28 per cer0@0 to 32 per cent in 2008 Service
imports of developing Asia, Africa and the MiddladE grew at an annual average growth of
14 per cent, 16 per cent and 17 per cent respictiveing 2000-20082 In the same period
Latin America's imports grew by a moderate 9 pet per year”

As indicated in Table 3.1, United States, Germamy Enited Kingdom are the main service
importers. Their share of service imports accouibed®4 per cent of world service imports
in 2009. Among developing countries, China, In@egzil, South Korea and Thailand are the

main service importers, accounting for over 12qwet of total world services imports. China

> World Bank, see note 85.
2 \World Trade Organization, see note 81, p. 18.
% |bid, p. 18.
% |bid, p. 18.
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alone represented over 5 per cent of total wortdice imports in 2009, a percentage very
close to that of the United Kingdom. It should als® noted that China and India have
become increasingly more important service impsrténdeed, in 1995 China and India
ranked 12 and 26" respectively, whereas in 2009 they raffkaid 13' respectively.

Table 3.1.:Main service importers (2009)

Ranking Country Name 2009 % World Service

(Current US$) Imports
1995 [2000 |2009 World 3.107.448.533.089,62 100,00%
1° 1° 1° United States 334.311.149.000,00 10,76%
2" 2 2" Germany 253.467.121.832,71 8,16%
5" 4" 3¢ United Kingdom 160.035.774.984,46 5,15%
12" 10" 4m China 158.107.261.814,82 5,09%
3 3¢ 5" Japan 146.965.281.28427  4,73%
4" 5h 6" France 126.424.929.001,91 4,07%
6" 6" 7" Italy 114.581.265.477,35 3,69%
25" 13" gh Ireland 104.551.321.168,00 3,36%
13" 12" o" Spain 86.987.787.517,63 2,80%
7" 7" 14" Netherlands 84.624.886.963/67  2,72%
26" 18" 12" India 80.274.315.005,534 2,58%
11" 11" 14" Korea, Rep. 74.978.200.000,00  2,41%
231 24" 21° Brazil 44.074.337.000,00 1,42%
16" 26" 23¢ Thailand 37.541.007.160,14 1,21%

Source: Elaboration of the Author based on WorldBeata (World Development Indicatots)

3.3. Services exports

The increasing patrticipation of developing courstrie trade in commercial services is not
limited to service imports but occurs also in seevexports. In some developing countries,

services exports are growing even faster than éxpdigoods?®
3.3.1. Geographical composition

Developed countries are the largest services exsobiut developing countries are among the
most dynamic”’ In the period 1990-2007, the average growth ofises exports for high
income countries was 8.7 per cent whereas for loeome and lower middle income
countries was about 10 and 13 per cent, respegfiveMoreover, according to the World
Trade Organization, the share of world service espof developed economies decreased

from 74 per cent in 2000 to 71 per cent in 2008enghs the share of developing countries

% World Bank, see note 85.
% World Bank, see note 2, p. ii.
" |bid, p. ii.
% |bid, p. 7.
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increased from 24 per cent in 2000 to 27 per ae008%° In 1990 the share of developing
countries in world service exports was 14 per c8ht.

Chart 3.5 shows that developing countries havesas®d their contribution to world trade in
commercial services exports. Indeed, albeit Eur@p€entral Asia and North America
account for almost 70 per cent of world servicecety their total share has decreased from
71 per cent in 2000 to 68 per cent in 2009. Innteanwhile, East Asia & Pacific and South
Asia have witnessed an increase in their shareosldvwservice exports from 20 per cent in
2000 to 23 per cent in 2009. In should be notatiost countries in Europe & Central Asia
as well as in North America are developed countribereas most countries in East Asia &

Pacific as well as South Asia are developing coesitin the broader sense of the term.

Chart 3.5: Commercial services exports (comparison betwe@0 20d 2009)

2000
Churrart TS
Latin &raerica &
Sub-S aharan Africa ; Carlbbean ; 3,74
1,0%

South bsia,
1,3%

Ivliddle East & Morth
bfrica ; 4,4%

Morth merica;, 20,7%

2009
Current US$

Sub-Saharan Aftica |

1.1% South b Latin America &

2.9% Claribhean ; 3,1%

Ividdle East & Morth
Africa ; 48%%

Source: Elaboration of the Author based on WorldBdata (World Development Indicatcf¥)

Service exports from developing Asia, Africa and Middle East grew at an annual average
growth of 15 per cent, 14 per cent and 14 per oespectively during 2000-200& In the

% World Trade Organization, see note 81, p. 18.
10 world Bank, see note 2, p. ii.
11 world Bank, see note 85.
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same period Latin America's and developing Europ&sorts grew annually by 10 per cent

and 11 per cent, respectivefy.

In the last 25 years, services exports from ab@uti@veloping countries have grown at an
annual rate of 15 per celif. Among these countries there are Russia, Morocemt®dia,
Nigeria and China. The latter in particular hasngigantly grown into one of the leading
service exporters in the world. As Table 3.2. sha@hina ranked among the top service
exporters in the world in 1995 whereas it rankBdr52009. Also India has become a leading
service exporter, primarily due to computer andinfation Technology enabled Services
(ITeS) exports. As illustrated by Table 3.2. Inchaked 33 among service exporters in 1995
while it ranked 12 in 2009.

Notwithstanding the increasing participation of eleyping economies to service exports,
Table 3.2. shows that three developed countrieshijist of service exporters: United States,
United Kingdom and Germany. The three countrieshined accounted for 28 per cent of

world service exports in 20009.

Table 3.2.:Main service exporters (2009)

Ranking Country Name 2009 % World Service

(Current US$) Exports
1995 2000 2009 World 3.367.307.588.589,78 100,00%
1 1" 1" United States 475.978.986.000|00 14,14%
3 2" 2 United Kingdom | 236.253.684.775,46  7,02%
4" 4" 3¢ Germany 226.638.089.256,20  6,73%
2n 3 4" France 142.487.270.816,68  4,23%
15" 12" 5h China 128.599.892.380,90  3,82%
5" 5h 6" Japan 125.918.017.23052  3,74%
g" 7" 7" Spain 122.101.018.710,46  3,63%
6" 6" g" Italy 101.237.041.012,34 3,01%
3g" 23° gn Ireland 92.964.366.609,90 2,76%
7" gh 10" Netherlands 90.852.681.225,23  2,70%
331 25" 12" India 90.193.277.363,86 2,68%
19" 28" 27" Thailand 29.676.793.286,83  0,88%
22 27" 29" Malaysia 28.726.914.680,69  0,85%
35" 33¢ 31" Brazil 26.245.160.400,00 0,78%
29" 37 34" Egypt, Arab Rep. 21.302.200.000J00  0,63%
36" 3g" 47° Indonesia 13.238.244.249,714  0,39%
49" 49" 42" Morocco 11.891.620.013,68  0,35%
39" 39" 44" South Africa 11.656.009.456,61  0,35%
28" 47" 47" Philippines 10.101.000.000,00  0,30%

Source: Elaboration of the Author based on WorldBeata (World Development Indicato)

192\world Trade Organization, see note 81, p. 18.
193 hid, p. 18.
1% \world Bank, see note 2, p. ii.

195 \world Bank, see note 85.
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It should also be noted that the overall perforneaotca few developing countries, such as
Thailand, Malaysia and the Philippines, worsenedrahe last fifteen years, although in
specific sectors their performance has improved twee. For example, the Philippines are

becoming leader in exports of voice BPO services.

As far as destination countries are concerned, ldevg countries have been able to
diversify their services exports markets. Accorditty Goswami, Mattoo and Séez, a
developing country has on average 33 service exparkets, with developing countries

accounting for about two thirds of the destinatioarkets of other developing countrigs.
3.3.2. Sectoral composition

Within trade in services, three main sub-sectorsbmaidentified for BOP statistical purposes:
transport services, travel and other commercialises. The latter can by further subdivided
into communication services, financial servicesunance services, construction services,
computer and information services, royalties ameérice fees, other business services and

personal, cultural and recreational servites.

According to Cattaneo, services such as finanaavises, communication services, and
business and professional services have emergegaggularly dynami¢®® Indeed,
economies which in recent years developed new éxpented service activities such as
Business Process Outsourcing (BPO) or computericesnhave experienced particularly
strong export growtfi’®

With an average annual growth of 15 per cent, ottenmercial services was the most
dynamic service sector between 2000 and 280 the same period, transportation services
and travel exports grew on average 13 per cent%aper cent per year, respectively.
Different rates of growth have led to a differetmisture of world exports in the period 2000-
2008, with an increase in the share of total sereixports by other commercial services and a
decrease in travel. Indeed, transportation seryvitesel and other commercial services
accounted for 23 per cent, 32 per cent and 45qaraf total exports of commercial services
in 2000 whereas they accounted for 24 per cenpe2xent and 51 per cent, respectively, in
20082

1% world Bank, see note 2, p. 13.
197\World Trade Organization, see note 80.
198 Cattaneo, O., see note 1, p. 3.
1%9\world Trade Organization, see note 81, p. 4.
19 bid, p. 1.
1 bid, p. 1.
12 1hid, p. 1.
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A closer look to the structure of world service estp shows that, as illustrated in Chart 3.6.,
communication, computers and other business senaceount for almost half of world
service exports, whilst travel, transport serviagd insurance and financial services account
for 25 per cent, 19 per cent and 10 per cent ofldveervice exports, respectively. Thus,
between 2008 and 2009, transport services expavis Ibeen affected more than other sectors
by the financial crisis. This finding is consistevith the decrease in sharp fall in merchandise
trade registered in the same peridd.

Chart 3.6.: Sectoral composition of world service exports (B@P2009

percentage of total world service exports

Inmurance and
financial services
10%

Cotntnnni cation,
cotnputer and
other business

SEVCES

46%;

Source: Elaboration of the Author based on WorldBeata (World Development Indicator$)

3.4. Developing countries as service exporters

A few developing economies, such as Maldives anera¢ Caribbean countries, depend
almost exclusively on one service sector, maintyitm*®> However, Goswami, Mattoo and
Saez point out that services exports of develogimgntries are not concentrated in a few
areas but already span a wide variety of servitesn technology and skills-intensive
services such as BPO services to labour- and reseimtensive services such as construction

services''®

According to Goswami, Mattoo and Saez, differenoedrade patterns can be observed
among developing regions as well as within develgpiegions!’ For example, in Latin

America services exports tend to concentrate onnuential presence (mode 3), through

3 \World Trade Organizatiornternational Trade Statistics 201Geneva: World Trade Organization, 2010, p.
118.
4 \World Bank, see note 85.
15 World Trade Organization, see note 81, p. 2.
18 \World Bank, see note 2, p. 13.
7 bid, p. 14.
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direct investment within the regidff In South Asia, on the other hand, services expgs

mainly concentrated on cross-border supply (modantl)are directed primarily at developed
countries:*® In Africa and Middle East and North Africa (MENA)p clear pattern can yet be
observed in terms of dominant mode of supply. ilm& of target-markets, most services
exports from the MENA Middle East and North Africame destined to Europe whereas

South African export services providers are indregyg exporting to the same regioff.

Several developing countries have experienced rdiffedegrees of success in exporting
services, where success is to be intended bothahtative and in quantitative terms. Indeed,
some developing countries have been able to expartessfully retailing services and
transportation services (e.g. Chile and China),theand higher education services (e.qg.
Malaysia) and BPO services (e.g. India and Phiipp) but have not been as successful in

exporting ITC (e.g. Chile and Malaysia) or tourigerg. Philippines and Egyptj!

Economic literature offers different explanationsr fthe different degrees of success
experienced by some developing countries in semxports. For example, with reference to
differences among countries, Amin and Mattoo staled “countries with better institutions

have relatively larger and more dynamic servicetosst'?® Thus, institutions are a

determining factor in the success of a countryxjmoet services. Goswami, Mattoo and Saez,
on the other hand, stress the central role thatahuoapital plays in affecting the service
exporting performance of a country in comparisomnother country and of a service sector

in comparison to another service secfor.

A SWOT analysis on developing countries summarinefiable 3.3. shows that many factors
should be taken into consideration to assess thgettive potential of many developing
countries in becoming successful service exporténslerstanding which factors in particular
affect the competitiveness of a developing countryexporting services is crucial to
determine which measures and actions enterprisssifutions and policymakers should

undertake in order to improve a country’s competitiess in service exports.

The SWOT analysis illustrated in Table 3.3. is ldage aggregate assessment of developing
countries. However, it is neither exhaustive noediy applicable to each single developing

country. As previously stated, developing countrigsge from fast-growing economies to

118 For example, Chile has 61 per cent investmentabiia services and energy industries is located in
neighbouring countries. Ibid, p. 14.
19 1bid, p. 14.
1201bid, p. 14.
2L 1bid, p. ii.
122 Amin, M. & Mattoo, A. ‘Do Institutions matter morer services?’Policy Research Working Paper Series
4032 Washington DC: World Bank, 2006 , Abstract.
123\World Bank, see note 2, p. 22.
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small land-locked countries. Strengths and wealasessay vary according to the country,

sector and mode of supply at issue. The followihgpters will analyse more in detail the

competitiveness challenges that, for each modeigblg, many developing countries might

face in order to fulfil their potential as servieeporters.

Table 3.3.:SWOT analysis — developing countries as potestnlice exporters

STRENGTHS

WEAKNESSES

« comparative advantage in labour-intensive servic

« strong entrepreneurial culture

« relatively low labour costs

* historical and cultural linkages with potentialget-
markets (especially important for BPO and
education services)

« abundant in historical, artistic, cultural and matu
endowments (particularly important for tourism)

es low quality of human capital

» mediocre electronic and physical infrastructures

* poor standards and inadequacies in domestic
regulations (particularly disadvantageous for
accessing foreign markets)

* limited financial and administrative resources

* lack of adequate instruments and methodologies
market intelligence

+ information deficits

* political instability

* low brand recognition and difficulties in
establishing credibility with international suppbe

* lack of or excessive fragmentation of regulatory
institutions

» burdensome business environment

« service exporters not highly motivated to partitgpa

in government consultations

» government resources still focus on promoting
merchandise trade

» weak enforcement of copyright laws

OPPORTUNITIES

THREATS

« language skills (English for Philippines and forme
British colonies, European languages for North
African countries) offer opportunities in BPOs,
health and education services

» geographical position (time difference) can provig
opportunities in transport, financial and BPO
services

« high demand for health and education profession

« large diaspora in potential target markets

re increasing cost of business

* increasing competition
* increasing protectionist feelings in advanced
economies towards offshoring of services

6 prain drain

als

Source: Elaboration of the Author based on seveoalce$*

124 53ez, S., see note 3, p. 49,65, 66 and 79; ComeaitiwSecretariat, ‘Regional Capacity Building Waép

to Enhance Services Exports’, Final Report, MompEsaya 7-9 June 2011, p. 13, 14;
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4. CHAPTER 3 - MODE 1: CROSS-BORDER SUPPLY

According to GATS Article I, cross-border supplykéa place when the supplier and the

consumer remain in their own territories when thiernational transaction occurs. From a

GATS-relevant statistical perspective, mode 1 @matisns can be defined as those recorded in
the category of balance of payments services miraxel, which corresponds to mode of

supply 2 (consumption abroad), and minus governmeentices, which are not covered by

GATS!®

The Manual on Statistics of International TradeSarvices (MSITS 2010) provides an
internationally agreed framework for compiling &#¢s of international trade in servic&é.

According to MSITS 2010, service transactions aonmded in the balance of payments
broadly cover mode 1, mode 2 and mode 4 whereasSF#dles or outputs provide most

information on the supply of services through madé’

Allocating a service to a specific BOP componenhas easy as a single service maybe be
supplied through a combination of modes. Thus, MSSZD10 suggests to allocate services in
BOP statistics according to the dominant mode drre there is no dominant mode, to the
most significant. Albeit there are BOP servicesgections which largely correspond to a
specific mode of supply, there are some types s where no single mode is dominant.
For example, the distinction between mode 1 andemddbecomes less clear when the
electronic supply of services is concerned. Howeservices where no single mode is found
to be dominant generally involve mode 4 in comboratvith another mode of supply. Thus,
according to the MSITS 2010, in order to make gppraassessment of the share of each
combined mode of the BOP components it is necegsapstablish where the supplier is
located at the time when major transactions areeteld*®

4.1.Mode 1 dominated service exports

From a BOP statistical perspective, transportaiod other commercial services are mainly
allocated to mode 1 whereas travel is allocateshdde 2. Albeit other commercial services
can be supplied through a combination of mode 1raade 4, statistical estimates show that

12 Karsenty, G., see note 8, p. 36.
126 world Trade OrganizationA Review of Statistics on Trade Flows in Service®ata Compilation and
Availability, Council for Trade in Services, Note by the Semiat, S/C/W/329, 22 December 2010, p. 1,
footnote 3.
127bid, p. 17.
128 As indicated in table 2.1, for mode 1 and 2 thevise supplier is not within the territory of theevhber
receiving the service whereas for mode 4 the serspplier is. United Nations Statistical DivisidManual on
Statistics of International Trade in Services 20MSITS 201Q) Geneva, Luxembourg, New York, Paris,
Washington, D.C.: United Nations, 2011, p. 125.
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mode 4 is the least relevant mode of supply and ifsurole tends to be secondary to cross-

border supply.

A more in-depth analysis of the ‘other commercabvges’ component shows that within this
category there are some services which tend todre mode 1 dominated whereas other tend
to be more mode 3 dominated. For example, commumicaervices, information and
computer services, BPO services and telecommuaitatare supplied primarily through
mode 1 whereas distribution services, construcsienvices, banking and insurance services
are supplied primarily through mode 3 or througboabination of mode 1 and 3. Mode 3

dominated services are not captured by BOP statisti
4.2.Developing countries and Mode 1 services exports

High income countries remain the main services drp® through cross-border supply. As
shown in Table 4.1., high income countries accalifde 83 per cent of cross-border supplied

services in 2009 whereas middle income countrieswated for over 16 per cent.

Table 4.1.:Cross-border supply in 2009, income level compasifcurrent US$)

Cross-Borders supply Cross-Borders supply|
(Current US$) (%)
World 2.574.740.586.216,74
High income 2.139.340.147.211,11 83,0%
High income: OECD 1.911.912.279.347,49 74,3%
High income: nonOECD 227.427.863,63 8,7%
Low & middleincome 436.639.740.284,50 17,0%
Middle income 424.443.581.588,65 %5,5
Upper middle income 268.418.9P8.,80 10,3%
Lower middle income 162.182.721,96 6,2%
Low income 12.196.158.695,84 0,5%
Heavily indebted poor countries (HIPC) -

Source: Elaboration of the Author based on WorldBdata (World Development Indicators)

Table 4.2., however, shows that there are alsodexeloping countries among the 10 top
mode 1 service exporters: China and India. Chimagsition is supported by a thriving

transport sector and expanding exports of othemeeroial services whereas India’s position
is driven by other commercial services, primarifF® services and computer and information

services=*® India indeed has rapidly become the leading BPSirmtion, providing remote

129\World Bank, see note 85.
130 World Trade OrganizatioA Review of Statistics on Trade Flows in Servic&verview of Trade Flows in
Commercial Services 2000-2Q1@ouncil for Trade in Services, Note by the Seuiat, Addendum,
S/C/W/329/Add.1, 7 January 2011, p. 2.
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services such as interactive customer service$ ¢eatres), medical and legal transcription

services, auditing, bookkeeping and tax consukinyices->*

Table 4.2.:Main Mode 1 service exporters (2009)

. Cross-Border suppl Cross-Border suppl
Ranking Country (current US$)pp g (percentage)pp g
World 2.574.740.568.216
1 United States 376.738.020.000 14,6%
2 United Kingdom 209.066.394.903 8,1%
3 Germany 196.480.413.636 7,6%
4 Japan 118.008.939.971 4,6%
5 France 94.024.096.067 3,7%
6 China 89.874.408.7B1 3,5%
7 Ireland 87.348.592.4P2 3,4%
8 Singapore 81.720.199.399 3,2%
9 Netherlands 80.909.551.106 3,1%
10 India 79.462.416.3[/8 3,1%
27 Thailand 14.275.637.612 0,6%
30 Malaysia 12.971.573.316 0,5%
34 Egypt, Arab Rep. 10.764.500.000 0,4%
38 Philippines 7.772.000.00 0,3%
41 Chile 6.939.248.848 0,3%

Source: Elaboration of the Author based on WorldBeata (World Development Indicator)

The Philippines are also following in India’s fosgs by becoming an alternative BPO
location. The Philippines’ emerging BPO industrycemposed of over 600 IT and BPO
companies which employ around 400,000 employeeth Wi70 per cent share, call centres
represent the largest segment of the PhilippinB© Brdustry**®* With an annual growth of
46 per cent since 2006, the BPO industry in théipgimes has earned US$ 7.2 billion (21 per
cent of total offshore BPO) in 2009 and US$ 9 aillin 2010 whilst in 2001 it had earned
US$ 100 million*** Other emerging IT-BPO centres are Malaysia, Egystrocco, Jordan,
Poland, Indonesia, Thailand, and Vietn&th.

Among other commercial services supplied predontipaihrough mode 1, the BPO industry

plays a significant role for many developing coigstrbecause it provides them with the
greatest opportunities. Business Process Outsguigurs when business operations are
contracted to a third party or outsourcing comp=fAs described in Table 4.3, there are

131 |bid, p. 49.

32 \World Bank, see note 85.

133 Business Processing Association Philippines (B AfRvww.bpap.org

13 |ndustry Blog, ‘BPO Philippines: Why Outsourcett® Philippines’, June"? 2010, (last accessed on"24
August 2011), www.paeveryday.com/BlogRetrieve.aBha@ D=4587&PostID=83511

135 BPAP, ‘Philippines: The New Outsourcing Hub, A debon the International Outsourcing Summit 26—27
October 2010, (last accessed o Z8igust 2011), www.bpap.org/images/iosdebrieffiped, p. 10.

136 |ndustry Blog, see note 134.
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three types of BPO services: back-office outsogrcfront-office outsourcing and offshore

outsourcing.

Table 4.3: Business Process Outsourcing - Definitions

Back-Office Outsourcing Contracting internal functions like human resouwand finance

Front-Office Outsourcing Contracting customer-related services

Offshore Outsourcing Contracting business processes outside the congpaayhtry

Source: PA Everyday

BPO services include call centres, medical trapsons, data entry, digitizing, animation and

multimedia®®’

The BPO-export industry is more accessible to nlagy developed countries because it has
low entry barriers in terms of skills, technologypanagerial capabilities, knowledge and
scale®*® According to the International Trade Centre, fadvantages derive from a BPO-
export industry for developing countri&S.First of all, it creates jobs, especially for wame
Thus, it could help many developing countries redinir labour migration and brain drain.
Secondly, the BPO-export industry is a source a€igm currency revenues. Thirdly, it
improves the national business environment bec&i¥@s service suppliers usually offer
good working conditions. Also, the BPO-export inlysleads to improvements in
communication and physical infrastructures, healtld education systems, with a positive
effect on the overall domestic economy. Finally BPO-export industry allows for transfer
of knowledge and technology, with positive effects the productivity of the domestic

market.

It should also be noted that the BPO industry hrasvg rapidly in the last decade due to the
globalisation of the world economy and the advanoetformation and Communication
Technologies?® According to the World Trade Organization, ‘ottsmmercial services’
was the most dynamic export sector in the perid@02ZZ008, with an average annual increase
by 15 per cent?* Within this category, Business Process Outsoursiexyices performed

better than others.

137 |nternational Trade CentrBusiness Process Outsourcing: Key Lessons for Dpivgj Countries Thematic
Paper, Geneva: International Trade Centre, p. 2.
138 bid, p. 1.
139 bid, pp. 8-9.
10 bid, p. 1.
“Iworld Trade Organization, see note 130, p. 24.
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4.3.Key lessons for developing countries

The developing countries that aim at becoming cditige services exporters can learn from
the experience of other developing countries tleatehbeen most successful in exporting
services through cross-border supply as well as fittat of other countries that have not been
able to fulfil their potential as mode 1 servicgerters. For example, China, India and the
Philippines belong to the former category whereaalalykia, Thailand and Egypt better
exemplify countries that belong to the latter catgg The analysis will focus primarily the
BPO-export industry because, as previously stateplrovides many developing countries

with the greatest opportunities.

In accordance to the findings of CattatiéoGoswani, Mattoo and S&&% as well as IBNI**
and A.T. Karney¥” five important lessons can be learnt from thalysis of the experience
of the above mentioned countries, the factors taate contributed to or hindered their

success and the competitiveness challenges tisa toeintries were faced with.

The first lesson is that a successful export-oeé@nBPO-industry needs adequate human
capital. Human capital refers to the skills, corepees and knowledge acquired by the labour
force. Education and training, thus, play a ke rol developing human capital. The Indian
government, in particular, strongly invested in @tion and human capital since the 1980s,
through the establishment of the Indian InstitubésTechnology, research institutes and
private training institutes like NIIT%® The quality of its human capital is evident by ikisl
ranking in the Global Services Location Index 2411 As shown in Table 4.4. India, which
ranks first, scored 2.76 in ‘people skills and &lality’, the overall second highest score in

the category and first among developing countries.

142 Cattaneo O., see note 1.

1“3 World Bank, see note 2.

144 1BM, ‘Services and Global Competitiveness: Grow@ipportunities for Developing EconomiesBM
Governmental ~ Programs October 2006, (last accessed on ™16 September 2011),
www.ibm.com/ibm/governmentalprograms/developing¢aas.pdf

195 A.T. KearneyOffshoring for Long-Term Advantage: The 2007 A.&atey Global Services Location Ingdex
USA: AT. Kearney Inc., 2007

16 \World Bank, see note 2, p. 133.

1“7 The Global Services Location Index analyses anlsghe top 50 locations worldwide that provide thest
common remote functions, including IT services a&wmgport, contact centers and back-office support. A
Kearney, see note 145, p. 1.

39



Table 4.4: 2011 Global Services Location Index (GSLI)

Top 20 countries in 2011 GSLI

Rank | Country Financial Peopleskills | Business |Total score
atlractwen and avallabllrty erwiranmenl

1| India
2 | China 262 . 255 . 649
3 | Malaysia 218 I 1.38 1.83 5.99
4 | Egypt 310 1.36 1.35 5.81
5 | Indonesia 3.24 183 101 ..oT18
6 | Mexico _ 2.68 160 144 572
7 | Thailand 3.05 138 129 0.72
8 | Vietnam 3.21 119 124 5.69
9 Phl[lj.]pil}fes 3.18 131 116 5.66
10__| Chile ' 244 127 182 H62
11| Estonia . 2.31 0895 2.24 5.51
12| Brazil 202 2.07 1.38 5.48
13_| Latvia ' 256 . 093 196 546
14__| Lithuania 248 083 202 5.43
16| United Arab Emirates 2.4 0.94 2.05 5.41
16 | United Kingdom 091 2.26 2.23 541
17| Bulgaria 2.82 0.88 167 .97
18 | United States 0.45 2.88 201 5.35
19 | CostaRica 2.84 i 0.94 1.56 5.34
20 | Russia 248 179 170 5.34

Source: AT Kearney

Table 4.5: Global Service Location Index — Metrics

Index metrics

Category Subcategories Metrics

Financial attractiveness

{40%)

Compensation costs

Infrastructure costs

Tax and regulatory costs

* Average wages
* Median compensation costs for relevant positions (call-center

representatives, BPO analysts, IT programmers and local operations managers)

Rental costs

Commercial electricity rates

International telecom costs

Travel to major customer destinations (New York, London and Tokyo)

* Relative tax burden

Corruption perception

* Currency appreciation or depreciation

People skills and
availability
(30%)

Remote services sector
experience and guality
ratings

* Size of existing IT and BPO sectors
= Contact center and IT center quality certifications
* Quality ratings of management schools and IT training

Labor force availability

+ Total workforce
* University-educated workforce
* Workforce flexibility

Education and language

Scores on standardized education and language tests

Aftrition risk

Relative IT and BPO sector growth and unemployment rates

Business environment

{30%)

Country environment

Investor and analyst ratings of overall business and political environment
AT. Kearney Foreign Direct Investment Confidence Index™

Security risk
Regulatory burden and employment rigidity
Government support for the information and communications technology (ICT) sector

Infrastructure Overall infrastructure quality

Quality of telecom, Internet and electricity infrastructure

Cultural exposure Personal interaction score from A.T. Kearney Globalization Index™

Security of intellectual
property (IP)

=+ Investor ratings of IP protection and ICT laws
* Software piracy rates
Information security certifications

Source: A.T. Kearney Global Senvices Loc ation Index™ 2011

As show in Table 4.5.,

Language can indeed act as a powerful barrier twess in cross-border supply service

language skills are an irtgydr component of human capital.

exports. Both India and the Philippines rely onosv-cost considerable pool of young
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generalist and specialist labour-force with str@&mglish skills. Despite having a potential to
do so, Malaysia and Thailand have not succeedegporting BPO services as much as India
and the Philippines because of the lack of adedaatpiage skills. Labour force in Malaysia
and Thailand does not speak proper English and nloeaster the language well enough to

provide adequate services such as call centrecesror others.

The second lesson is that, in order to be competiti exporting services, especially BPO
services, through mode 1, the electronic infrastmec must be adequate in terms of both
quality and quantity. Indeed, services traded cbmsger depend on telecommunications
infrastructures’® Poor infrastructure both in the exporting andha testination country can
prevent many developing countries from exploitihgit full potential as BPO services hubs.
Whilst Egypt and Thailand have mediocre infrastuues, India and the Philippines can rely
on low cost, reliable electronic infrastructurescdrding to Goswami, Gupta and Mattoo,
internet penetration can be used as a proxy foqtifadity of electronic infrastructuré® Their
analysis shows that the effect of internet penetmabn other commercial services exports,
including BPOs, from India is significantly largémnan for an average countiy In the
Philippines, liberalisation in the telecommunicatiandustry in 1993 increased the
competitiveness in the industry by lowering comneation costs and shifting the country’s
comparative advantage towards the more communicatiensive BPO industri?* In order

to become competitive BPO services exporters, thalitgy of telecommunications in
destination markets is also important. For exameiearning Malaysian service providers
cannot improve their exports because of the lowityuaf telecommunications networks in

destination developing countries.

A third lesson regards services-related institiidhey play a key role in the development of
the service sectors both as regulatory and as amntenforcing institutions. India’s
NASSCOM™? and Philippine’s BPAP? have played an important role in providing a @i
voice for the BPO industry, supporting the industiyolicymaking process and promoting
the sector’s interests. NASSCOM also proved insémta in creating trustworthiness of

148 S4ez, S. ‘Exporting Services: A Developing Coumteyspective’, World Bank, (last accessed dA Ragust 2011),
http://docs.google.com/viewer?a=v&qg=cache:pXaNLd&B:siteresources.worldbank.org/INTPHILIPPINES/
Resources/ExportingServicesSebastianSaez.pdf+exsgovices+developing+countries&hl=en&pid=bl&srcid=
ADGEESIiDedwl1MN2NC7F-vP723WTkuVWTVaiFIV-YGx7LDhWrat2VUpKxpv_0IngOrnGH7GLK-
RmM6LrONf2NKRjhx2E9j9TNsTiof40wFHOgK1gbnwX91 jImLNIRZFmfLMe9gZex&sig=AHIEtbTDu36bH
oKpPlaOOEWbw_n8ksxV-wslide 18.

1“9World Bank, see note 2, p. 74.

130 bid, p. 74.

151 bid, p. 106.

152 National Association of Software and Services Canigs.

133 Business Process Association of the Philippines.
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Indian companies as global sourcing service prosiderough the development of the Data

Security Council of Indid>*

The forth lesson to be learnt is that adequatecigsliare often instrumental for a developing
country to become a successful service exporterk bhadequate support from governments
as well as lack of coordination between the privssetor, institutions and governments can
lead to dispersion of human, financial and adnmaiste resources. Both India’s and the
Philippines’ governments strongly supported the B&@ IT sectors. In India the State
intervened more actively in information technologsnd business services than in
manufacturing. Concerted policies were enactedhkylhdian government, in collaboration
with the industry, to promote software exportshsfar of technology and telecommunication
links since the 1980S° The Philippines also created a favourable tradslitition
environment by providing investment incentives amgroving administrative transparency.
In Thailand, on the other hand, there is lack ofegopment vision and support, limited access

to capital investment and lack of regulations gaireg security or privacy°

Finally, the last lesson to be learnt is that antigumust understand how to take advantage of
its how history, culture and endowments. Both dndnd the Philippines take advantage of
their English skills and cultural and legal proxiynio their main destination markets, United
Kingdom and United Statés’ Moreover, both countries have founded their coitipehess

on the time difference with their destination maskd=gypt also has taken advantage of the
language skills in Arabic and European languagesedisas its strategic geographic position

to export computer services via mode 1 to the Aegiion and Europe.
4.4.Increasing competitiveness in Mode 1: the role okesvice enterprises

Services enterprises are the driving force of aryice sector. No developing country can
aim at becoming a strong service exporter withdwe active participation of its service
enterprises. As SMEs can provide services expdm®sugh cross-border supply as
successfully as multinational corporations (MNCSMEs and large corporations can both

play a central role in increasing a developing ¢ous competitiveness in mode 1.
4.4.1. How service enterprises can address competitiveneissues

In order to improve a country’s competitivenessnode 1 services exports, particularly BPO

services, enterprises must identify all factorg thaght affect their ability to participate more

>4 \World Bank, see note 2, p. 80.

135 bid, p. 76.

% SourcingLine, ‘Thailand’, (last accessed on"(Beptember 2011), www.sourcingline.com/outsourcing-
location/thailand

3" Industry Blog, see note 134.
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actively in service exports, determine the areasrevthey can intervene directly and establish

an agenda of actions to address the identified etitiyeness issues.

There are two types of factors that affect the ceftipeness of enterprises in service exports:
internal and external. Internal factors include ampetitiveness issues that depend on the
enterprises itself, its organization, size, finah@nd human resources, innovation capacity
and productivity. There are four main internal fastthat might affect enterprises, primarily
SMEs, in their ability to become competitive modeekvice exporters, especially in most
developing countries. First of all, services SMEsséh limited capacity to invest human
resources to investigate market opportunities abraad regulatory conditions in target-
markets:>® Secondly, services SMEs have limited capacitydial#ish international brand
and credibility, which are fundamental to serviegports because services are intangible and
cannot be testeld® Also, service enterprises might face limited asdesfinancing for export
and business developméfit. Moreover, services SMEs have limited R&D budgetsiciv
negatively affect the innovation capacity of them. As stressed by the IBM government
program, “innovation in services is vital to maintag competitiveness and taking advantage

of new opportunities®*

External factors include all the elements that mgfifect the competitiveness of a company
and that do not depend on the enterprise itselfodgnthe latter are a few of the issues
described in section 4.3.. Indeed, external factbes might affect the competitiveness of
service exporters in most developing countries niedlae quality of human capital and the
attractiveness of the business environment. Widreace to human capital, many developing
countries have a mediocre education system, wimcturn leads to under-qualified labour
force and insufficient talent supply. Moreover,daxf adequate language skills might hinder
the competitiveness of many developing countriegatds specific target-markets. As regards
to the business environment the main problem tm&¢rprises may face is the lack of
competitive access, in terms of cost and reliahitd enabling infrastructure services such as
finance, education and telecommunications as wsll paysical infrastructure (mainly

affecting transportation services).

Service enterprises can take actions to solve cbitivpeess issues that arise from internal
factors as well as external factors, albeit for lteer their sphere of activity might by more
limited than for the former. With reference to mal factors, service enterprises can engage

138 |nternational Trade Centr&tepping Up ITC's Technical Assistance for Servieegorts Draft, Geneva:
International Trade Centre, February 2011, p. 12.
139 bid, p. 12.
180 bid, p. 12.
811BM, see note 144, p. 15.
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in promoting their brand and credibility abroad,pnove their market intelligence and
productivity and increase their financial and hunrasources. With reference to external
factors, service enterprises can improve their cditipeness by improving the skills and

competences of employees and increasing theirttsilgply.
4.4.2. Practical tools to improve competitiveness

As illustrated in Table 4.6., service enterprisesléveloping countries can use different tools
and strategies to improve their competitivenessross-border supply, especially in BPO
service exports, according to the type of fact@mytiddress and the objective they aim at

achieving.

Table 4.6: Increasing competitiveness — Practical toolssrwvice enterprises

Objective | Tool/Strategy
FACTORS ADDRESSED: INTERNAL
Promote brand and establish * participate to trade fairs and other promotionares;
international credibility of the « adopt international standards;
company * participate to quality-related competitions
Improve marketing intelligence « join trade associations/institutions to make useresfources and

information provided by them
 create consortia or temporary associations of priges to make
use of common human resources with expertise deta service
legal issues, regulations and taxation system @mtify target
markets and evaluate cross-border supply businppsrinities

abroad
Increase human and financial * clustering
resources « collaborating with other enterprises in common @ct§ to provide

complementary services or competitive packagesmwices
FACTORS ADDRESSED: EXTERNAL

Improve the quality of human capital « establishing closer relationships with academiaubh technica
seminars, on-the-job training and enterprises-spels
internships:

* participate to job trade fairs to promote the conypand attract
new employees in order to solve problems relatedhturtage of
labour supply;

 organise training courses to upgrade the skillocdl workers (e.g
for BPO services, improve language skills to beedbl supply a
broader range of target market%)

« collaborate with private companies that offer thagncourses (e.g.
Indian NIIT)

Improve the business environment | « create or join institutions to voice the concernsl aeeds of the
service industry to policymakers on the quality amctess ta
infrastructure and essential services

* participate to surveys and specify problems andisnée order to
inform institutions and policymakers so they cansige an
efficient strategy to improve the business envirentn

« establish a dialogue with institutions and policyers

82\world Bank, see note 2, p. 152.
44



The list of tools presented in Table 4.6. is inth@ and based primarily on observations
made on BPO service exports. Most measures coultppked to other mode 1 dominated
service sectors but others need to be introducedn@nded in accordance to the needs of the

specific sector at issue.

4.5.Increasing competitiveness in Mode 1: the role ohstitutions

As stated in section 4.3, institutions in most depmg countries can play a key role in
increasing competitiveness of service exports kmxdhey act as link between services
enterprises and policymakers. Services enterpm&esl to present their positions with a
unique voice because a government would betterwiigala single interlocutor rather than a
multitude of fragmented voices. Institutions pravidnterprises with the single voice they
need to represent their interests in front of pohakers.

4.5.1. How institutions can address competitiveness issues

Institutions in developing countries can addressmetitiveness issues at two levels. They
can operate at the level of enterprises by supmptiiem in overcoming competitiveness
problems related to human capital and the attrecéss of the business environment.
Institutions can also operate at the level of goments by supporting the negotiating and

policymaking processes.

In order to operate efficiently at both levels, lewer, institutions must also address their own
weaknesses. Indeed, in many developing countrigre tis excessive fragmentation, lack of
coordination and lack of adequate institutions asdociations that support and pursue the
interests of service exporters. Also, institutionsmost developing countries often lack a
strategic vision for services export promotion aeyelopment and have limited knowledge
or technical capacity to deliver relevant and cosgooriented support for services
exporters-®® Moreover, institutions often have limited finargiarganizational and technical
strength for business advocacy which prevents tfrem developing the level of technical
and sophisticated knowledge on trade policy anatitipns issues that is required to engage
effectively with government®*

4.5.2. Practical tools to support competitiveness

As illustrated in Table 4.7., institutions can udifferent tools and strategies to address
competitiveness challenges affecting developinghttaes’ capacity in mode 1 BPO service
exports, according to the objective and the levahtervention.

183 |nternational Trade Centre, see note 158, p. 12.
184 1bid, p. 13.
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The list of tools presented in Table 4.7. is inth@ and based primarily on observations
made on BPO service exports. Most measures coultppked to other mode 1 dominated
service sectors but others need to be introducedn@nded in accordance to the needs of the

specific sector at issue.

Table 4.7: Increasing competitiveness — Practical tooldrstitutions

Objective | Tool/Strategy
LEVEL OF INTERVENTION: INSTITUTION

Reduce fragmentation and | « collaborate with other institutions and associagion

increase efficiency « improve coordination with other institutions

« increase the membership by promoting the institutio the enterprise
operating in the service sector at issue and mgrgith other institutions
with similar competences and scope (avoid dupbcadif activities)

LEVEL OF INTERVENTION: ENTERPRISES

Establish international « promote the ‘industry brand’ with brochures andtipgration to trade fairs

credibility (both domestically and abroad)

 improve contract-enforcement

Provide market intelligence| « organize seminars and meetings with potential coste

« collect data on potential target markets

 disseminate data on potential target markets

 organize training courses on market intelligencad domestic regulations i
foreign markets for enterprises

Improve human capital * organize training courses to upgrade the skillalobur force
» provide assistance to enterprises with

EVEL OF INTERVENTION: POLICYMAKERS

Reduce information « design road maps on the evolution of the indusfryeterence, following

asymmetry the example of BPAP®

« make surveys to inform governments on problemsre®dls of enterprise
and to advise them on appropriate negotiating o¢bgs for trade in
services®®

[

=

-

(%)

4.6. Fostering competitiveness in Mode 1: the role of pieymakers

As illustrated in section 4.3., countries that haeached a greater level of success in
exporting services through mode 1, particularly Bs®dvices, have been strongly supported
by the domestic government.

4.6.1. How policymakers can address competitiveness issues

Policymakers have the important task of ensuriag tlo external factors can prevent services
enterprises from fulfilling their potential. In edto do so, they can address competitiveness
issues by operating along three lines of actionstFof all, policymakers can address the
internal factors that prevent them from supportsgyvices enterprises and institutions
efficiently. Indeed, in most developing countriedigymakers lack a strategic approach for

the development of the service sector and analytaggacity to assess gains and losses from

185 The Philippine IT-BPO Road Map 2011-2016: Drivi@pbal Leadership” was developed by a joint venture
between Everest Group and Outsource2 Philippinesliaboration with BPAP with funding provided blyet
Philippine government through the Commission owidmiation and Communications Technology —CICT.
186 de Sousa, P. & Conrad, D., see note 5.
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liberalization in service®’ Moreover, they often lack information regarding thomestic
capacity of promising services sectors and serviegslations in target market® Also,
most developing countries prefer to concentrate gféorts on promoting the manufacturing
industry rather than services. Secondly, governseah foster competitiveness in service
exports by collaborating with institutions to adsbepolicy-related competitive issues.
Thirdly, they can support competitiveness of sasienterprises by resolving problems
arising from issues external to the enterprisesnfigdves, such as access to and quality of

infrastructure and the education system.
4.6.2. Practical tools to foster competitiveness

As illustrated in Table 4.8., policymakers can diféerent tools and strategies to address
competitiveness challenges affecting developinghtiaas’ capacity in mode 1 BPO service

exports, according to the objective and the lev@ht@rvention.

Table 4.8: Increasing competitiveness — Practical toolpfaicymakers

Objective | Tool/Strategy
LEVEL OF INTERVENTION: INTERNAL
Increase efficiency * capture statistics on trade in services

=

« promote specific policies for the service sectadohon information gathe
through statistics and the dialogue with institnti@nd the private sector
LEVEL OF INTERVENTION: INSTITUTIONS

Improve information « collaborate with institutions and associations
asymmetry * capture statistics on export of services
LEVEL OF INTERVENTION: ENTERPRISES
Establish international » promote the ‘country brand’ to generate visibifity IT-BPO initiatives
credibility « promote the use of international standards
Support market access « create financing programs specifically dedicatedupport enterprises with

limited financial capacity to export BPO services
 accelerate liberalization commitments in order épldomestic enterprisgs
access potential target markets
 establish a one-stop shop to provide informatiorsg¢ovice exporters on
regulations, taxation system, statistics regargioigntial target markets
Improve the quality and « reform the education system to guarantee greatesado tertiary educatio
supply of human capital and better teaching level
« attract diaspora back in the domestic market thnoingentives for the
creation of new BPO export-oriented companies
« introduce changes on teaching courses to supperndéieds of the BPO
industry
- promote language proficiency (following the exampmidé the Filipino
government)
 support greater collaboration between academiattangbrivate sector alsp
with introduction of BPO-spefic courses of studies
Improve infrastructure » ensure greater and better internet penetratioggaegate level
« create BPO clusters with efficient and cost-contpweti physical and
electronic infrastructure and better socio-econatoieditions

>

187 International Trade Centre, note 158, p. 13.
188 1bid, p. 13.
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The list of tools presented in Table 4.8. is inth@ and based primarily on observations
made on BPO service exports. Most measures coultppked to other mode 1 dominated
service sectors but others need to be introducedn@nded in accordance to the needs of the

specific sector at issue.
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5. CHAPTER 4 - MODE 2: CONSUMPTION ABROAD

GATS Article | establishes that consumption abr@awbde 2) occurs when the consumer
residing in one territory moves to another to reeea service. This transaction between
residents and non-residents is recorded underalamde of payments ‘travel’ category of the
service account. Thus, according to Karsenty, &fastatistics can be used as an indicator for
mode 2%

Contrary to the balance of payments categories weettlentify mode 1, ‘travel’ is a
transactor-based component rather than a specdiupt’’® According to the MSITS 2010,
travel is “a range of goods and services consunyetbb-residents in the economy that they
visit”. 2" MSITS 2010 recommends two alternative ways togmedravel’: by product or by
purpose of the purchase. A presentation by prodistinguishes ‘travel’ according to five
categories: goods; local transport services; acoodation services; food and beverage-
serving services; and other travel-related serviéepresentation by purpose distinguishes
between business travel and personal travel. Aaogitd the MSITS 2010, ‘business travel’
covers the acquisition of goods and services, Yan ase or to give away, by persons whose
primary purpose of travel is business whereas guetistravel’ refers to purchases by people
that go abroad for reasons other than business dédugation or health-related purposes,

holidays, pilgrimage}’?
5.1.Mode 2 dominated services exports

As MSITS 2010 points out, different GATS modes oipgly may be involved when
supplying tourism services to foreign consumétd-or example, a branch of a hotel chain
might be established abroad (mode 3) and requeetbasence of a foreign manager (mode
) Also, if services are sold by international tomrisoperators through computer
reservation systems, mode 1 is involv&tin general, however, the international supply of
tourism services is often associated with modes2wall as health tourism and education

services.”® BPO services may also be supplied through mode 2.

1% Karsenty, G., see note 8, p. 41.
170 United Nations Statistical Divisigsee note 128, p. 51.
1 bid, p. 51.
172 bid, p. 52.
173 bid, p. 110.
1% bid, p. 110.
75 bid, p. 110.
6 World Bank, see note 2, p. 17.
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5.2. Developing countries and Mode 2 services exports

According to MSITS 2010, the BOP travel item canused to measure trade in tourism
services, albeit a few differences exist betwee®EB 2018 and IRTS 2008% Analysis

of travel exports summarized in Table 5.1., 5.2 &mB. show that, although high income
developed economies remain the main destinatiombmund tourism (travel exports), many
developing countries tend to play a more active fial mode 2 services than in mode 1

services.

Table 5.1.:Consumption abroad in 2009, income level compasittarrent US$)

Travel Travel
(current US$) (%)
World 858.144.675.932,17
High income 609.892.180.987,17 71,1%
High income: OECD 525.288.203.050,49 61,2%
High income: nonOECD 84.603.977.936,67 9,9%
Low & middleincome 244.733.668.892,72 28,5%
Middle income 237.091.977.584,50 27,6%
Upper middle income 176.527.952.246,38 20,6%
Lower middle income 59.521.249.407\1 6,9%
Low income 7.641.691.308,23 0,9%
Heavily indebted poor countries (HIPC) - 0,0%

Source: Elaboration of the Author based on WorldBdata (World Development Indicators)

Indeed, as shown in Table 5.1., in 2009 low anddfighcome countries accounted for over
28 per cent of total travel exports against 17 gt of total mode 1 exports indicated in
Table 4.1.. Moreover, Table 5.2. shows that in 200@loping countries in East Asia and the
Pacific, Latin America and the Caribbean as welfab-Saharan Africa contributed to travel
exports (mode 2) more than they contributed toscbmsder (mode 1) exports. This finding is
not surprising because, as Karsenty points ougunt tourism is a demand-oriented activity
that reflects the importance of tourism destinatiifi It depends on geographical, historical
and cultural factors as well as on the quality dfiational and health-related services of
tourism destinations. Countries such as ThailamaitfSAfrica, Maldives and the Caribbean
are sought-after tourist destinations primarilydese of their natural endowments. Egypt, on

the other hand, is a favourite tourist attractiesduse of its historical and cultural treasures.

17 EBOPS stands for Extended Balance of Paymentsic®sr€lassification. It is an extension of the main
services components of the Balance of Paymentsifitadion. United Nations Statistical Divisipsee note 128,
p. 2.
"8 |IRTS stands for International RecommendationsTimurism Statistics. It is compiled by the World Fism
Organization to provide a comprehensive methodotddramework for collection and compilation of tmm
statistics. Ibid, p. 17.
9 World Bank, see note 85.
180 Karsenty, G., see note 8, p. 42.
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Table 5.2.: Consumption abroad in 2009, geographical commus(percentage)

Cross-Border supply Travel
World
Europe & Central Asia (all income levels) 53,2% 48,3%
Europe & Central Asia (developing only) 5% 5,7%
East Asia & Pacific (all income levels) 19,4% 20,2%
East Asia & Pacific (developing only) %3 9,9%
North America 16,4% 15,7%
Latin America & Caribbean (all income levels) 2,4% 5,6%
Latin America & Caribbean (developing yn 2,3% 5,0%
Sub-Saharan Africa (all income levels) 0,8% 2,2%
Sub-Saharan Africa (developing only) 0,8% 2,2%
South Asia 3,4% 1,5%
Middle East & North Africa (all income levels) - -
Middle East & North Africa (developing ghi - -

Source: Elaboration of the Author based on WorldBdata (World Development Indicatcfs)

Statistical trends for the period 2000-2008 alsenseo suggest that many developing
countries participate more actively to mode 2 servexports. Between 2000 and 2008,
African, Asian and Latin American travel exportggron annual average by 14 per cent, 12
per cent and 8 per cent, respectively, whereaspearo and North American travel exports
grew only by 9 per cent and 4 per cent, respegtit?éllt must be noted that, according to the
World Trade Organization, the value of Africa'sveaexports almost tripled between 2000
and 2008 and, since 2005 it started exceedingetien's receipts from exports of agricultural
products'® Many African countries experienced a considerajévth in the ratio of travel

exports to GDP between 2000 and 2008. In Cape Yd#ndecontribution of tourism to GDP

rose from 8 per cent in 2000 to 23 per cent in 2@0&reas in the Seychelles it reached

almost 30 per cent in 200%&'

Following the global financial crisis, the demama tourist services declined in 2009,
affecting primarily Europe, North America and thenmdmonwealth of Independent States
(CIS), whose exports decreased by 13 per centelTent and 22 per cent, respectivéRy.

Albeit African and Asian economies were, on aveydges affected by the crisis, small
islands, which are heavily dependent on tourismemees, suffered great losses in

international travel export8® International travel exports in Maldives, Fiji, Maius and

1 \World Bank, see note 85.
82 \world Trade Organization, see note 130, p. 18.
183 bid, p. 18.
18 bid, p. 18.
185 |bid, p. 19.
18 |bid, p. 21.
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Seychelles and Cape Verde fell by 8 per cent, 27cpat, 23 per cent and 18 per cent,

respectively®’

Travel is one of the major sources of revenue,igareurrency and employment for many
developing countries, especially small islandshie €aribbean and the Pacitfé. As shown
by Table 5.3., several developing countries suchhasland, Malaysia, India and Egypt rank

among the 20 top tourist destinations in the world.

Table 5.3.:Main Mode 2 service exporters (2009)

Ranking Country (Cu-rrrr:r\:f LS$) Travel (%)
World 858.144.675.932,17

1 United States 121.131.159.000,00 14,12%
2 Spain 53.337.397.109,00 6,22%
3 France 49.450.246.129,09 5,76%
4 Italy 40.311.142.315,03 4,70%
5 China 39.675.000.000,00 4,62%
6 Germany 34.781.088.004,83 4,05%
7 United Kingdom 30.497.539.396,49 3,55%
8 Turkey 21.250.000.000,00 2,48%
9 Austria 19.176.010.817,85 2,23%
10 Macao SAR, China 17.885.776.849,10 2,08%
11 Malaysia 15.797.476.084,45 1,84%
12 Thailand 15.664.841.881,85 1,83%
18 India 11.135.941.273,57 1,30%
19 Egypt, Arab Rep. 10.755.300.000,00 1,25%
26 Singapore 9.200.199.275,6P 1,07%
29 South Africa 7.624.449.913,1p 0,89%
31 Morocco 6.626.075.910,68 0,77%
36 Brazil 5.304.560.800,00 0,62%
51 Philippines 2.329.000.000,00 0,27%
72 Ghana 968.040.000,00 0,11%
127 | Zambia 97.680.000,00 0,01%

Source: Elaboration of the Author based on WorldBeata (World Development Indicatols)

As noted by Ashley and Mitchell, tourism is impattalso in the lowest income countries as

“in 41 of the 50 poorest countries in the worldrteon constitutes over 5% of GDP and/or

over 10% of exports*%

87 bid, p. 21.

18 Karsenty, G., see note 8, p. 42.

89 \World Bank, ‘Data: Indicators’, (last accessedldith September 201 Bttp://data.worldbank.org/indicator
19 Ashley, C. & Mitchell, J. ‘Can tourism accelergpeo-poor growth in Africa?’ Overseas Development
Institute November 2005, (last accessed off $&ptember 2011), www.odi.org.uk/resources/dowrtgx pdf

p. 1.
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5.3.Key lessons for developing countries

Albeit several developing countries participatawvety in tourism and many others have the
capacity to do so, the level of success experiebgeahost developing countries in inbound
tourism is still limited compared to their potehtidccording to Table 5.3., Egypt accounted
for only 1.25 per cent of total travel exports @02, notwithstanding its impressive cultural
and historical attractions. Zambia, which is richniatural parks and wildlife, accounted for
about 0,01 per cent of total travel exports in 20@8ereas South Africa, which has less
spectacular parks and is not seen as a safarndtsti, accounted for almost 1 per cent of

total travel exports in the same yédr.

In accordance to the findings of Matl3o Cattanet’®, Goswani, Mattoo and S&8% five
main lessons can be learnt from the analysis oétiperience of several developing countries
that have reached a certain level of success innhieg travel services exporters, such as
Malaysia and Thailand, and that of Zambia, Egypd #ime Philippines, which have not
fulfilled their potential as well as from the ansily of the factors that have contributed to or
hindered the success and the competitiveness ogabldhe countries were faced with.

First of all, physical infrastructure must be ad&tgy both in terms of access and costs. Travel
services strongly rely on physical infrastructuire,particular transport. A country rich in
natural and wildlife endowments or cultural sitesaocountry with a strong potential for
business travel exports cannot exploit its comparaadvantage if the road or railroad
networks do not adequately connect to the toutisaaions or if transport is too costly.
Zambia has problems of both access to and cosifi@structure. For example, there exist
only one direct flight to Europe, which, alongsi@euth Africa, is the main market for
Zambian tourism trade exports, and all other loagtlights are operated in cooperation
with South Africa!® Moreover, Zambian road and railroad networks aefficient and
inadequate and domestic air transport is too cO&Iggypt and the Philippines also have
weak infrastructures, especially ground infrasuiiet®” The Malaysian government, on the
other hand, in order to support travel serviceaspapproved the establishment of Air Asia,

the country’s first low cost carrier (LCC), in 2D0which proved to be the most successful

191 Mattoo, A. & al. Services trade and development : the experiencZaofbia New York: Palgrave
ll\élzacmillan, Washington (D.C.): World Bank, 2007 24.8.

Ibid.
193 Cattaneo, O., see note 1.
1% World Bank, see note 2.
19 Mattoo, A. & al., see note 191, p. 245.
19 bid, p. 245.
197 World Bank, see note 2, p. 185.
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low cost carrier in South East AsSi®. The emergence of Air Asia made regional travelenor

affordable than before and facilitated inflows @ifists in the country?®

The second lesson is that lack of policy coordorattan negatively affect the quality of the
service provided. Zambia’s tourism sector is regmésd by a dozen private associations
which are unable to lobby efficiently for the settanterests because of lack of coordination
and common stratedy}° Moreover, according to Mattoo, private association Zambia are

considered obstructive, inefficient and unprofesaioby most enterprises operating in the
tourism busines®* Also Egypt faces problems related to lack of cowmtion among

institutions overseeing tourism activities, whi@sults in delays in the issuing of permits and

licenses and difficulties in dealing with local oa@rs®®

The third lesson to be learnt is that the qualftthe service provided is important. According
to Cattaneo, Thailand has become one of the tometical tourism destinations because its
hospitals have established a reputation for highlityuservices®® Egypt's tourism, on the

other hand, suffers greatly from the negative rajpan that arose from the lack of control on

the behaviour of vendof&?

The forth lesson regards the business environm#rd: less attractive the business
environment, the more difficult for travel servidesflourish. In Zambia, the Philippines and
Egypt the business environment is little condut¢ovgrowth in the tourism sector. According
to the Doing Business Index, Zambia, the Philippia@d Egypt rank 76 148" and 94
respectively’> Enforcing contracts, starting a business and nigaliith construction permits
are among the main administrative barriers thainesses operating in the tourism sector
must face. Moreover, corruption, security and gateincerns as well as health and hygiene
issues also contribute to making the business @mvient less appealing for tourism

activities.

The last lesson is that human capital is a keyofaaotthe growth of travel services. Tourism
is based on the direct contact between tourismicgemroviders and customers. Thus, the
skills and competences of labour force operatingourism activities play a key role in

attracting tourists and making travel servicesrikiu Zambia and Egypt in particular suffer

198 |bid, p. 143.

19 bid, p. 140.

20 Mattoo, A. & al., see note 191, p. 240.

291 pid, p. 240.

292\World Bank, see note 2, p. 187.

203 Cattaneo, O. see note 1, p. 118.

2%4\World Bank, see note 2, p. 186.

25 Doing Business, ‘Economy Rankings’, June 2010,st(laccessed on 12 September 2011),
www.doingbusiness.org/rankings
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from the low quality of their labour force whichstdts from weak educational systems and
mismatches between the outputs of the educatigstdrm and the needs of the economy. The
tourism sector needs specific training and quaifins to meet international standaffs.

Many developing countries are often unable to mtewuch specific training.
5.4.Increasing competitiveness in Mode 2: the role oksvices enterprises

As previously stated, services enterprises aredtheng force behind the services sector.
With regards to the competitiveness of developiagntries in supplying services through
mode 2, the role of enterprises is even more drtitém it is for cross-border supply because
travel services require a direct contact betweewmic® suppliers and consumers. In most
developing countries the largest group of serveaztor units is composed by SMEs, which
have inherent disadvantages due to their size imitedl resource$’’ Thus, in order to
increase competitiveness in mode 2 service expamteyprises must pay even more attention

to solving such disadvantages.
5.4.1. How services enterprises can address competitiversassues

As already stated in section 4.4.1., in order trask their competitiveness issues enterprises
must identify all factors that might affect thelilty to participate more actively in service
exports, determine the areas where they can interdirectly and establish an agenda of

actions to address the identified competitivengssas.

Enterprises must deal with two types of factorgenmal and external to the firms themselves.
Internal factors affecting service export compegitiess concern the size, organization and
management of enterprises. External factors refenong others, to the quality of
infrastructure, the attractiveness of the busieessronment, the efficiency of institutions and
the role of the government.

As consumption abroad requires a closer relatipndfétween supplier and consumer,

enterprises must address more strongly internabrf®aén order to become more competitive

in mode 2 service exports. In particular, firms e@adress more actively and directly three
issues, illustrated in section 5.3., that are iahteto the nature of enterprises themselves:
reputation, quality of service and human capitabllowing Thailand’s example, enterprises

in numerous developing countries can become cotiygetat international level if they

provide high quality services which enable thembtold a good reputation abroad. Well

2% Mattoo, A. & al., see note 191, p. 247.
27\ignaraja, G. ‘Promoting SME Exports from DevelupiCountries’, First Draft, Maxwell Stamp PLC, 23
November 2003, last accessed off $&ptember 2011), www.oecd.org/dataoecd/12/54/ZXB&pdf p. 2.

55



trained, competent and professional human resoweesrucial to provide services which

require a close relationship between consumer applier.
5.4.2. Practical tools to improve competitiveness

As illustrated in Table 5.4., service enterprigesléveloping countries can use different tools
and strategies to improve their competitivenesmatde 2 service exports, according to the

type of factor they address and the objective #igyat achieving.

The list of tools presented in Table 5.4. is intiea and based primarily on observations
made on tourism exports. Most measures could bkedpp other mode 2 dominated service
sectors but others need to be introduced or amendasctordance to the needs of the specific

sector at issue.

Table 5.4: Increasing competitiveness — Practical toolsstrwice enterprises

Objective Tool/Strategy
FACTORS ADDRESSED: INTERNAL
Improve human capital « organise training courses for local workers
* establish agreements with training schools in otddet students work in hotels
restaurants and travel agencies
Provide high-quality * innovate and upgrade accommodation infrastructure
services * get quality certifications of international standar
» provide travel packages comprehensive of accesseryices such as loca
transport and guide or education or health-relaggdices
» improve hygiene standards
Improve credibility « get quality certifications of international standar
abroad » improve tourism marketing by creating or upgradingvel services websitgs
presenting accommodation and transport servicpariticular
* participate to trade fairs
FACTORS ADDRESSED: EXTERNAL
Improve infrastructure | « lobby the government to improve infrastructureshsas roads and railroads
Improve business * lobby the government to improve infrastructureshsas roads and railroads
environment « lobby the government to improve health conditions

5.5.Increasing competitiveness in Mode 2: the role ohstitutions

Institutions act as &ait d’'union between enterprises and policymakers. They plegyaole
in ensuring that the private sector develops sergiport capabilities and that the government
promotes suitable and efficient policies to fostevice export competitiveness.

5.5.1. How institutions can address competitiveness issues

Industry associations, regulatory agencies anditutisihs in general can address
competitiveness issues by pursuing three objectiFest of all, institutions should aim at

reducing fragmentation and increasing collaboratioot only among themselves but also
with enterprises and policymakers. Institutions tnoigrsue a common strategy, which is
fundamental in order to defend more strongly thedseand interests of the travel sector.

56



Excessive fragmentation leads to dispersion of muraad financial resources, lack of
coordination, asymmetry of information and inaWilito tackle problems adequately.
Zambia’'s experience perfectly illustrates the peolbl Despite its incredible natural
endowments (wildlife, landscapes and nearly 20@0aeological and historic sites), Zambia
has not fulfilled its promise in the tourist sectmecause it lacks an adequate regulatory
regime, its administrative system is too bureaugraegulations are too numerous and
complicated and industry associations do not coliate and are too fragmented to provide

adequate support to travel services.

Secondly, institutions should also aim at promotthg country brand and increase the
reputation of the travel services of the countrg.aready stated in section 5.3, reputation is
fundamental for the tourism sector, education agalth-related services, because of the close

relationship between supplier and consumer thaswoption abroad requires.

Finally, institutions should improve market intgtince evaluation, acting as a bridge between
SMEs and the government. Better market intelligeadtmwvs institutions to understand more

clearly the needs of enterprises and lobby the mowent to address such needs. The more
updated and complete the information is, both @ dbmestic market as well as on target
markets, the easier it is for the government tbaiate an adequate strategy to promote travel

services.
5.5.2. Practical tools to support competitiveness

As illustrated in Table 5.5., institutions in demging countries can use different tools and
strategies to improve their competitiveness in mddervice exports, according to the level

of intervention and the objective they aim at acimg.

The list of tools presented in Table 5.5. is intiea and based primarily on observations
made on tourism exports. Most measures could bkedpp other mode 2 dominated service
sectors but others need to be introduced or amendectordance to the needs of the specific

sector at issue.
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Table 5.5: Increasing competitiveness — Practical tooldrstitutions

Objective

| Tool/Strategy

LEVEL OF INTERVENTION: INSTITUTION

Reduce fragmentation and
ensure a common strategy

e create a single or a limited number of institutioesch with specifi
regulatory competences and coordinated by a siagikority in order to
ensure a common strategy;

« strengthen negotiating capacity by increasing gration/membershif
improving human capital and reducing lack of cooation

LEVEL OF INTERVENTION: ENTERPRISES

Increase credibility and
improve reputation abroad

« publish advertisements on specialised travel magazito promote th
tourism industry;

« participate in trade fairs to promote the tourishustry

« establish collaborations with foreign institutiangarget markets

A1%

Support improvements in
quality of service

» provide market support in the form of informatiom ¢arget markets
incentives for innovation, collective participatiom trade fairs, issuance
quality certifications

Improve business
environment

* reduce the administrative burden by decreasingntireber of document
needed for licenses and permits and ensuring air@rdorceability;
 act as a single point of reference for administeafiroblems

14

Support improvement in
human capital

 organize training courses

-

EVEL OF INTERVENTION: POLICYMAKERS

Reduce information
asymmetry

e act as a single voice to lobby the government woda of the tourism
industry

« making surveys on the current status of the doméstirism sector and it
main competitors abroad as well as on the mainidsarto the growth o
inbound tourism and travel exports in order to uatdand the needs ar
shortcomings of the industry and elaborate adecgtedtegies to satisfy th

D

needs and solve the problems;

5.6. Fostering competitiveness in Mode 2: the role of picymakers

Compared to mode 1, mode 2 services exports recuimgreater participation of the

government. Personal travel depends primarily darakendowments, historical and cultural

attractions as well as on the quality of the edooat and health system. The former can be

considered public goods whereas the latter areigaetvices strictly linked to governmental

policies. Business travel, on the other hand, isgedrprimarily by the business environment.

The latter is highly influenced by policies regawglitaxation, infrastructure, entrepreneurial

freedom and regulatory reforms.

It should also be noted that policies aimed ataasing competitiveness of mode 2 service

exports may also have a positive impact on thd lpgpulation. Indeed, improvements in the

access and quality of physical infrastructure, theehre services and education system

benefit both the domestic population and foreignsemners® Of course, this holds true as

long as policymakers ensure that travel servicesaccessfully exported not to the detriment

of the domestic market, especially with regardedocation and health-related servit®s.

208 Cattaneo, O., see note 1, p. 122.

299 |bid, p. 123.
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5.6.1. How policymakers can address competitiveness issues

In order to increase competitiveness in travelisesvexports, policymakers should identify a
strategy of intervention, establishing prioritieslaareas of intervention, based on the needs of
the travel industry as well as on the interestshef domestic market. There are three main
areas of intervention for the government: acceslsgarality of physical infrastructure; quality
of the education system; country promotion (bragfi@ambia and Thailand prove that a
developing country must have an efficient infrastuve to be competitive. Thus,
governments should aim at improving the accessgaiatity of physical infrastructure. Also,
the competitiveness of a country in travel servigeEpends on its human capital.
Policymakers should introduce policies aimed atdasing the quality of the education
system and focused on enhancing the supply of fabmge with competences in travel
services. Moreover, governments must ensure thatoinpetitiveness is recognised abroad.

Thus, promoting its own country’s travel servicesundamental for a government.

In terms of priorities of intervention, needs anterests of the travel industry, governments
must interact closely with institutions and entesgs in order to reduce information

asymmetries that prevent them from implementingieffit policies.
5.6.2. Practical tools to foster competitiveness

As illustrated in Table 5.6., governments in depeig countries can use different tools and
strategies to improve their competitiveness in mddervice exports, according to the type of

objective they aim at achieving.

Table 5.6: Increasing competitiveness — Practical toolpfaicymakers

Objective Tool/Strategy
Improve physical | « increase access to road, railroad and air transgespecially connecting
infrastructure cultural/historical/natural attractions, hospitatsjsiness venues, training centres| to

hotel accommodations)
 upgrade quality of road and railroad transports
 upgrade quality of hospitals and education centres
Improve human | « introduce training courses specialised in touriseglth care and education

capital » promote foreign languages proficiency (English atiter languages of target markets)
to increase range and quantity of foreign consumers

Reduce « interact more closely with institutions and entesps

information + gather information on the needs, performance ateddsts of domestic travel services

asymmetry - gather information on potential target markets

Promote the « establish agreements with neighbouring countrieislwéire more competitive in travel

country activities in order to offer combined travel packagin order to increase travel

services exports
e promote the country’s tourism industry through aewess programs, televised

advertisements, participation to trade fairs aérivet advertising
e improve the reputation of vendors, travel guidesysas, doctors, teachers by

promoting the use of international certificatiomg@cognised certifications of quality
« interact more closely with institutions and entesps
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The list of tools presented in Table 5.6. is inth@ and based primarily on observations
made on tourism exports. Most measures could bkedpp other mode 2 dominated service
sectors but others need to be introduced or ameindsztordance to the needs of the specific

sector at issue.
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6. CHAPTER 5 - MODE 3: COMMERCIAL PRESENCE

According to GATS Article I, commercial presenceoffe 3) requires that a service supplier
in one country (home country) establishes a comiaemresence in the country (host
country) where the services must be supplied. Toianeercial presence entity (foreign

affiliate) must be owned or controlled by the gniit the home country (parent compafif).

As already mentioned in the Introduction, BOP stais do not record commercial presence.
FATS can be used instead as statistical indicatbraode 3. However, FATS are available
only for a few countries (mainly OECD economiebattcompile them and in most cases data
collected are of recent vintage. Thus, FATS cannot be used to analyse generalgrand
regional shares, with particular reference to dgwely countries’ trends and shares. As an
alternative, Karsenty suggests that outward foreiigect investment (FDI) stock can be used
as a proxy of mode 3 on the ground that the outpuat foreign affiliate is a function of the

size of related foreign investments.

Commercial presence usually takes the form of bresicagencies, wholly owned subsidiaries
or joint ventures between domestic and foreignnesst

6.1. Mode 3 dominated service exports

Environmental services, financial services, comston services and distribution services are
traded primarily through mode 3 because they requpinysical proximity between the
consumer and the supplier. Indeed, establishingnanercial presence abroad is a means
used by service suppliers to provide services ihoat country where there is need for
proximity with the consumer and, for companieshenefit from the specialization in specific
sectors in order to supply better and cheaperces$/i® In some cases, mode 3 exports can be
used as a vehicle for mode 1 or as a way to ovexdoanriers to the movement of natural
persons. In some sectors, such as environmentat@mtruction services, mode 3 is often
used in combination with mode 4 supply to provik#lesd and professional services directly

to projects and to maintain local offices.
6.2. Developing countries and Mode 3 services exports

For most developing countries mode 3 services @éggoutward FDI) are negligible whereas

inward FDI are often significant. Albeit commercpaksence is the preferred mode of supply,

20 Karsenty, G., see note 8, p. 45.
2 bid, p. 47.
22 |bid, p. 47.
23 \World Trade Organization, see note 130, p. 8.
214 Cattaneo, O., see note 1, p. 338.
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as shown in Table 2.2., most developing countresiat employ mode 3 to export services
for two main reasons. First of all, they often laekources and managerial skills to establish a
commercial presence abroad. Secondly, rules andatezns on the establishment of foreign
affiliates are often too restrictive and burdensaméoreign target markets in respect of the

resources that developing countries can employpore services through mode 3.

An overview of the few case studies regarding aroencial presence established abroad by a
developing country highlights the importance of amd/ FDIs in stimulating competitive
service exports. Thus, before proceeding furtheramalysing how competitive most
developing countries are in mode 3 service expiris,necessary to understand the role and

importance of inward FDIs.
6.2.1. Inward FDI

Inward FDIs can stimulate a developing country’smpetitiveness in services exports
because they have an impact on the overall conysetéss of the host country. According to
Lipsey and Sj6holm, the impact of inward FDIs degseion the country and the sector at
issue?™® In general, inward FDIs tend to have a positivepast because they increase
domestic capital for exports, encourage transfetechnology, facilitate access to new
markets and upgrade the technical and managemdts sk the host country’s labour

force?'® More specifically, they promote trade in the hostintry via introduction of new

technology and management techniques, diffusioomafket information, greater market

access and stimulation of competitfdh.

In light of the potential benefits that derive franward FDIs, developing countries could
resort to attracting FDIs as part of their strategyncrease their competitiveness in services
exports, following the example of Chile. The lattedeed, implemented a voluntary foreign
investment framework in the 1970s in order to enage foreign investments in the country.
Inward FDIs coupled with trade reforms created athges for certain Chilean services
activities, which received, on average, nearly 84 @ent of total inward FDIs, leading to
outward investments and services exports to otagéinlAmerican countrieS® On the other

hand, according to Abidin, Yean and Heng, the Btnins on FDI inflows in Malaysia, due to

25 Lipsey, R.E. & Sjoholm, F., ‘The impact of inwaFdI| on host countries: why such different answer@ast
accessed on T'September 2011)yww.iie.com/publications/chapters_preview/3810/82810.pdfp. 40.
21%\World Bank, see note 2, p. 38.

27 |bid, p. 38.

218 Mainly banking, insurance, energy and retail sarsi Ibid, pp. 265 and 277.
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limitations on equity ownership, might have retatdbe growth of the Malaysian service

sector?!®

An attractive business environment, efficient isfractures, adequate inward investment
policies, a good reputation in terms of businesdnpeship reliability, a stable political

system and a sound economy can all contributettacatforeign direct investment. Thus,
developing countries should take into consideratitso these factors when implementing a

strategy to increase service exports in all foudesoof supply.

Developing countries should also consider the ptssiownside of attracting FDIs: the
diversion of human and financial resources to tieient of the local market. For example,
the World Health Organization points out that indv&DIs in the health sector might divert
health system reforms, funds and personnel towaetting-up high-level technology,

institutions and services which do not addressdepaocial needs in the host courft?).
6.2.2. Outward FDI

A few developing countries are participating moctiveely as service exporters through the
establishment of a commercial presence abroadeClui example, exports retail services
primarily through commercial presence in neighbogicountries of Latin America. About 60
per cent of total revenues in the retail sector edrom foreign affiliate$?* According to
Goswami, Prieto and Saez, Chile is an interestkagnple of a developing country which has
been able to become rather successful in exporétajl services through foreign affiliates
albeit its overall services export performance ather modest’? Indeed, albeit the retail
sector leads Chilean investments abroad, Chileesepts only 0.21 of world service

exports??®

India and Malaysia also have increased their moder8ice exports, in terms of outward
FDIs. According to Goswami, Gupta and Mattoo, Igli@utward FDIs have increased at a
high rate since 2000, with an average annual grof/#8 per cent between 2004 and 26t7.

Services account for almost 30 per cent of totédvatd FDI between 2000 and 2007, with
software and information technology enabled sesvi@ecounting for almost 14 per cent of

219 pid, p. 146.

220\World Health Organization, ‘Modes of Delivery ofkith Services’, (last accessed ofl' September 2011),
www.whoindia.org/LinkFiles/Trade_Agreement 06-18,qul 2.

2?L\world Bank, see note 2, p. 263.

222 |bid, p. 253.

223 |bid, p. 257; Gobierno deChile, ‘Chile Abroad’, agt accessed on ™0 September 2011),
http://chileabroad.gov.cl/en/sobre-chile/asi-edeZphanorama-actual/economia

224\World Bank, see note 2, p. 71.
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India’s total outward FDf* Likewise, in Malaysia the share accruing to sewiin the
cumulative outward FDI grew from 49% in the peri@D5-1999 to 70% in the period 2000-
2009%%°

6.3.Key lessons for developing countries

Albeit experiences of developing countries in exipgrservices through the establishment of
a commercial presence abroad are still limite, fossible to make a few considerations and
draw some lessons from such experiences, in additidhose illustrated in section 6.2.. First
of all, establishing a commercial presence abraapiires adequate financial and human
resources. For example, construction services,wdiie exported primarily through mode 3,
are dominated by large firms from developed coestriConstruction companies in many
developing countries are often too small to takdamge size projects and tend to outsource
their services to bigger international contractéfsAccording to Engman, China, India and
Egypt are among the few developing countries thRpbd construction services through mode

3 because their companies are of sufficient sizepmssess the necessary expertise to take on

large project$?®

Secondly, the establishment of a commercial presean be encouraged by migration in the
host country. For example, as highlighted by Goswamattoo and Séez, India, Brazil and
Egypt have export services through mode 3 to bettgve their migrants in the host

countries??®

Also, government policies aimed at supporting outiMeDIs can have a positive impact on
the competitiveness of developing countries in m8dservice exports. For example, in the
late 1990s the Brazilian Development Bank startiéeriag programs especially designed to
provide financing to construction service expodscompete at global levél’ As a result,

three Brazilian firms are the only Latin Americagpresentatives among the world largest

infrastructure-engineering companfés.
6.4. Improving competitiveness in Mode 3: the role of eterprises

As previously stated, some of the competivenesHBettiges that developing countries face in

exporting services through the establishment afrarnercial presence abroad derive from the

225 pid, p. 72.

2% pid, p. 136.

227 Cattaneo, O., see note 1, p. 18.
228 |bid, p. 177.

229 \World Bank, see note 2, p. 110.
230 |bid, p. 234.

21 bid, p. 234.
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fact that their service enterprises are mostly SMHws, because of their very nature,

enterprises play a role in addressing competitisemesues.
6.4.1. How enterprises can address competitiveness issues

Enterprises can address competitiveness issues rBogervice exports with the same
approach described in section 4.4.1. More precisiterprises must identify all interfi
and externdf® factors that might affect their ability to parpeite more actively in service
exports, determine the areas where they can imerd&rectly and establish an agenda of

actions to address the identified competitivengsses.

With reference to internal factors, enterprises developing countries should actively
intervene to solve competiveness issues arising flle inadequacy of their human and
financial resources of as well as the quality ef slervice provided. With reference to external
factors, firms should act to reduce the negativpaich of burdensome and discriminatory
regulations on commercial presence in the host tcpuand lack of institutional and

governmental support have on mode 3 service exports
6.4.2. Practical tools to improve competitiveness

As illustrated in Table 6.1., enterprises in depelg countries can use different tools and
strategies to improve their competitiveness in mddervice exports, according to the type of

objective they aim at achieving.

Table 6.1: Increasing competitiveness — Practical toolsstywice enterprises

Objective Tool/Strategy

Increase financial resources | « establish collaborations and consortia with otirend for specific projects
in order to create a greater pool of human andfirz resources

« establish links with migrants in target marketsdentify opportunities for
financial collaboration

Provide a high-quality servicg « carry out in-depth research on foreign marketsdentify opportunities
and niches and, if possible, adapt the supply efsérvice to the targe
market

 adopt international standards and qualificatiospéeially in constructior
and environmental services)

« establish credibility as business partner

Encourage institutional and | « lobby the government, directly and through insiitn$, to create

governmental support financing programs in support of service outward FD

* lobby the government, directly and through insiitms$, to promote the
reliability and credibility of the country as bosis partners

—

232 As described in section 4.4.1, internal factordtide all competitiveness issues that depend oeriterprises
itself, its organization, size, financial and hunnasources, innovation capacity and productivity.

283 As described in section 4.4.1., external factncduide all the elements that might affect the cditipeness
of a company and that do not depend on the enserjiself.
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The list of tools presented in Table 6.1. is inth@ and based primarily on observations
made on construction and retail services exportsstMneasures could be applied to other
mode 3 dominated service sectors but others nebd totroduced or amended in accordance

to the needs of the specific sector at issue.
6.5. Improving competitiveness in Mode 3: the role of istitutions

Institutions can play a very important role in agkling competitiveness challenges that
developing countries face when exporting servibesugh mode 3. Indeed, the establishment
of a commercial presence abroad strongly relieshencapacity of enterprises to access the
market and institutions are often instrumental mvpling firms with the tools to access
foreign markets. Moreover, institutions allow eptees to have a voice and to participate in
the policymaking process while, at the same tinmeytprovide governments with the
information they need to implement adequate pdicad carry out efficient GATS

negotiations.
6.5.1. How institutions can address competitiveness issues

Industry associations, regulatory agencies anditutisihhs in general can address
competitiveness issues by pursuing two main olyjestiFirst of all, they can help enterprises
overcome financial and managerial problems by mpgvassistance in terms of market
intelligence, training programs and promotion oflajaorations among enterprises. Secondly,
institutions can help enterprises by encouragiregy dbvernment to implement policies in

support of service outward FDIs.
6.5.2. Practical tools to support competitiveness

As illustrated in Table 6.2., institutions in demging countries can use different tools and
strategies to improve their competitiveness in mddervice exports, according to the type of

objective they aim at achieving.

The list of tools presented in Table 6.2. is inth@ and based primarily on observations
made on construction and retail services exportsstMneasures could be applied to other
mode 3 dominated service sectors but others nebd totroduced or amended in accordance

to the needs of the specific sector at issue.
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Table 6.2: Increasing competitiveness — Practical tooldrstitutions

Objective Tool/Strategy

Assist firms in * organize training courses to improve the managekils and competences of
accessing foreign enterprises

markets « study foreign markets and identify opportunitiesoaiol

« disseminate market intelligence information to gmiees interested in establishing
a commercial presence abroad

« assist enterprises in scouting possible partnerthendomestic partners for the
creation of consortia or temporary associationsntérprises (in order to overcome
financial and human resources restrictions) with dim of establishing together|a
commercial presence abroad

* assist enterprises in scouting possible partnersaiget markets (in order t
overcome financial and human resources restrigtions

(@)

Assist firms in * establish a dialogue with enterprises to undersissuks, needs and interest they
lobbying the want to be presented to the government
government e encourage the government, on behalf of enterprisedmplement policies tq

promote service outward FDI and to enter into negohs with other countries tp
reduce barriers to commercial presence in theiredimmarket

6.6. Fostering competitiveness in Mode 3: the role of picymakers

Governments play an crucial role in addressingdbm@petitiveness issues that developing
countries face in exporting services through modeC8mmercial presence abroad relies
strongly on market access, which governments astruimental in achieving through

negotiations.
6.6.1. How policymakers can address competitiveness issues

Governments can address competitiveness issuesirisyipg two main objectives. On the
one hand, policymakers can assist enterprisestableshing a commercial presence abroad,
by providing funding and promoting investment aloko@n the other hand, as a prerequisite
for the achievement of the first objective, goveemts can act to increase market access and
reduce burdensome and discriminatory barriers @oegtablishment of commercial presence
in target economies. Negotiations are fundameatathieve the objective.

6.6.2. Practical tools to foster competitiveness

As illustrated in Table 6.3., policymakers in dexg@hg countries can use different tools and
strategies to improve their competitiveness in mddervice exports, according to the type of
objective they aim at achieving.

The list of tools presented in Table 6.3. is inth@ and based primarily on observations
made on construction and retail services exportsstMneasures could be applied to other
mode 3 dominated service sectors but others nekd tatroduced or amended in accordance
to the needs of the specific sector at issue.
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Table 6.3: Increasing competitiveness — Practical toolgpfaicymakers

Objective

Tool/Strategy

Assist enterprises in
establishing commercial
presence abroad

« identify potential partners in target markets tdphenterprises establish|a
commercial presence abroad

« provide financing to enterprises which aim at d&hlmg a commercia
presence abroad

 collect and disseminate information to institutioasd enterprises o
potential opportunities, regulations on equity, riesis to establishment g
commercial presence in target markets

« promote managerial skills and competences throbghestablishment ar
improvement of business management courses irdilneagon system

 support clustering and networking programs to teglperprises overcome
competitiveness issues arising from lack of sufitihuman and financial
resources

- 2

Increase market access

« collect market information and carry out in-depgsearch on target markets
to decide priorities and interests to defend attgotiating table
 negotiate reduction of barriers to the establisitroénommercial presence
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7. CHAPTER 6 - MODE 4: PRESENCE OF NATURAL PERSONS

GATS Article | establishes that presence of natperisons (mode 4) takes place when an
individual of a Member is present in the territarfy another Member to supply a service.
Mode 4 covers two major categories of natural pessself-employed service suppliers
(independent suppliers) and people who are empldyee service supplier (contractual
service supplief** According to Cattaneo, mode 4 covers also intrpaate transferees and
business visitors and salespersbisiowever, as Magdeleine and Maurer point out, ¢indy
value of services trade originating from contrattservice suppliers (self-employed and
employees) is relevant for mode 4 because for -tdrporate transferees and foreign
employees directly recruited by foreign establiskbechpanies the service transaction takes
place via mode 3 whereas for service sellers andope responsible for setting up
commercial presence there is no service transattidvioreover, according to the Annex on
Movement of Natural Persons Supplying Services uiide Agreement, mode 4 does not
concern persons seeking access to the employmeakeima the host member, nor does it
affect measures regarding citizenship, residenesnmioyment on a permanent b&sfs.

According to Magdeleine and Maurer, the Manual dati§ics of International Trade in
Services adopted by the United Nations Statist@@inmission stops short of developing a
conceptual framework for measuring mode 4 tradedfd® Experts are divided on which
indicators constitute an adequate proxy for modeAdcording to Karsenty, income in
compensation for employees could be used to measode 4>>° In economic literature also
workers remittances and personal transfers areitdedcas statistical indicators to estimate
the size of mode 4 trad& However, albeit it recognises that the value obled trade is
recorded in the balance of payments service tréinosac the World Trade Organization states
that the value of mode 4 trade is not recorded wuitkde BOP items ‘compensation of
employees’ and ‘workers remittances/personal texh&f' According to the WTO these items

cannot be used to measure mode 4 trade becausargdgbour income measures which

2% World Trade Organization, ‘Movement of Natural $ms’, (last accessed on ™ %eptember 2011),
www.wto.org/english/tratop _e/serv_e/mouvement pesse/mouvement persons_e.htm

235 Cattaneo, O., see note 1, p. 37.

236 Magdeleine, J. & Maurer, Avieasuring GATS Mode 4 Trade FlgwBeneva: World Trade Organization,
Staff Working Paper ERSD-2008-05, October 2008, p.

%37 General Agreement on Trade in Services, Marrakegkement Establishing the World Trade Organization
Annex 1B, World Trade Organizatiofihe legal texts: the results of Uruguay Round oftitateral trade
negotiations16th printing, Cambridge: Cambridge University $2,e2010, p. 309.

238 Magdeleine, J. & Maurer, A., see note 236, p. 3.

29 Karsenty, G., see note 8, p. 50.

240\world Trade Organization, see note 126, p. 21.

21 bid, p. 21.
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often do not cover the mode 4 populatféhindeed, both compensation of employees and
workers remittances provide income flows origingtimtom the movement of people or
migration. For example, the BOP component ‘compiémsafor employees “records the
earnings of all natural persons established abimaess than one year, regardless of whether
they work in goods or services sectof®” Thus, according to Magdeleine and Maurer,
compensation for employees and workers remittacaesot substitute BOP indicators which
measure transactions that are specified and otigghdrom service contracts between

consumers and supplie?¥.
7.1. Mode 4 dominated services exports

According to the World Trade Organization, the oslgrvices which are predominantly
delivered through mode 4 are services incidentahgdculture and minin§®> Mode 4,

indeed, is often used in combination with other pwdf supply. For example, combined
mode 1 and mode 4 transactions are found in commrtd information services, other
business services and telecommunications whereabiced mode 2 and mode 4 service

transactions take place for waste treatment arpbtletion?*°

Contrary to the other modes of supply, no reliaddémate exists on the value of mode 4
trade®*’According to the World Trade Organization, quatitie assessment of mode 4 is
difficult because, although mode 4 data are inaudeBOP statistics, given the small size of
mode 4*8it is problematic to estimate it separately frothes modes of supply and measure
which share of BOP service transactions shouldlbeaded to mode 4 rather than mode 1 or
mode 22*° Relevant information can be found in tourism amigration statistics but the level

of detail is often inadequaté’

India is one of the few countries that is able tovple estimates of its services exports
according to the four modes of supply, includingdaa!t. Since 2005 the Reserve Bank of
India has collected data on the country’s compstdtware and Information Technology
enabled services exports, which are considereditiveng force behind the growth of the
Indian economy. As shown in Table 7.1., in 20082@®0e movement of natural persons

accounted for almost 27 per cent of India’s totaelinational supply of computer software

242 pid, p. 21.
243 \World Trade OrganizatioA Review of Statistics on Trade Flows in ServiGsuncil for Trade in Services,
Note by the Secretariat, Addendum, S/C/W/27/Ad80LOctober 2000, p. 16
24 Magdeleine, J. & Maurer, A., see note 236, p. 4.
245\World Trade Organization, see note 126, p. 18.
246 Magdeleine, J. & Maurer, A., see note 236, p. 9.
247\World Trade Organization, see note 126, p. 17.
248 Mode 4 accounts for less than 5 per cent of tatatnational supply of services. See Table 2.2..
249\World Trade Organization, see note 126, p. 17.
20 bid, p. 21.
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and ITeS. Thus, in India mode 4 is second prefemede of supplying computer software

services and ITeS to foreign markets.

Table 7.1.:Indian international supply of computer softward &#heS by mode, 2008-09

Trailszaecgzms Amount (million US$) Per cent Share in Total
(million
US$) Mode 1| Mode 2| Mode 3| Mode 4| Total Mode 1l | Mode2 | Mode 3| Mode 4
<0.2 37 0 6 1 44 83,2 0,0 13,9 3,0
0.2-2.2 447 5 43 18 513 87,1 0,9 8,4 3,6
feb-22 1930 0 225 111 2266 85,2 0,0 9,4 49
> 22 22194 28 7051| 1159 40865 54,3 0,1 178 284
Total 24607 32 7326 11723 43688 56,3 0,1 16,8 26,8

Source: Reserve Bank of India (2010), Survey on pDten Software & IT Services Exports: 2008-09.
(converted to US dollars by the WTO Secretafiat)

7.2. Developing countries and Mode 4 services exports

The absence of reliable and appropriate data orema@ipply of services makes it difficult to
analyse the role of developing countries with respe the movement of natural persons. No
adequate classification of the major mode 4 sesvesgporters is possible. Nor it is possible to

efficiently classify mode 4 services exports acaogdo type of service provided.

Economic literature and case studies, however,tpoin that a wide range of services,
including construction, health, education, IT andcauntancy, are increasingly being
internationally supplied through the presence diirad persons and that countries in South
Asia are among the main mode 4 services expditer€handa points out that several
developing countries, such as Bangladesh, Indiaidde Pakistan and the Philippines are
“prominent exporters of labour-intensive servicasyarious skill levels, through mode %
Indeed, according to Chanda, countries like InBemgladesh, Pakistan and Sri Lanka have a
comparative advantage in exporting services thrangtiement of natural persons because of
their large endowment of labour force at all skillels®®** For example, India and Malaysia
provide respectively software professionals to & and UK and health and education
workers to Singapore, and many South Asian cowmfpivide temporary movement of

255

maids, technicians and construction workers toGhé Region:> Also the Philippines are

considered among the top mode 4 service expoxtats,workers’ deployments that include

%1 pid, p. 19.
%2 Chanda, R.Movement of Natural Persons: A Case Study of SAsiéin Countriesindia: CUTS Centre for
International Trade, Economics & Environment, 20048.
253 Chanda, R.Movement and Presence of Natural Persons and DpwejaCountries: Issues and Proposals for
the GATS Negotiationgrade-Related Agenda, Development and Equity, RidgrPapers, 19, South Centre,
May 2004, p. 1.
%54 Chanda, R., see note 252, p. 8.
25 |bid, p. 8.
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nurses, teachers and domestic helpers and whosgrapbacal destinations are very

diversified?*® Moreover, according to Cattaneo, the Caribbeamtrims and Ghana are some

of the countries that send large numbers of hemtifessionals to serve abro®d.
7.3.Key lessons for developing countries

GATS Mode 4 is the least important mode of supplterms of share of total services exports
and it is the least liberalised of all modes of @ymoth in developed and in developing
countries. Numerous barriers to the movement afrabpersons contribute to this result. For
examples, many countries maintain limitations talmd in the form of ‘economic needs tests
(ENTS)’, whose purpose is to limit the number ofvge suppliers via quotas on natural
persons working in certain sectors or via variapletas related to unemployment levafs.
Also, mode 4 services exports might by limited bgcdminatory or unduly burdensome
domestic licensing and qualification requiremerdsaeell as cumbersome documentation or
work permit requirements in the destination mafReThus, mode 4 service exporters might
be negatively affected by immigration policies, dmmtic regulations concerning recognition
of qualifications, taxation, government procurememd discriminatory treatment of foreign

service provideré®

In accordance to the findings of Cattafféo Goswani, Mattoo and S&8% developing
countries can learn two main lessons from the eapee of other developing countries, such
as the Philippines and Egypt, that have attemged partially succeeded) to overcome some

of the above mentioned barriers to the movementtiral persons.

The first lesson is that adequate policymaking dmn instrumental in fostering the
competitiveness of a country in exporting servitesough mode 4. For example, the
government of the Philippines actively negotiatddteral labour agreements and dedicated
two agencies, the Philippines Overseas EmploymeimiAistration and Overseas Workers
Welfare Administration, to deal with worker migm@atirelated issues, in order to assist
workers move abroad® Egypt also adopted a regulatory framework thaberages export
of health and education services through mode 4alnicular, the government of Egypt

undertook several policies to enhance short-tergration to Arab countries, via conclusion

2% World Bank, see note 2, pp. 90-91.
%7 Cattaneo, O., see note 1, p. 10.
%8 Sauvé P.Fostering Trade Through Public-Private Dialogue: Wilog Goods, Services and People Across
Borders, Part Il — Temporary Labour MobilitiRoundtable Report, Geneva: International Trad®€e2007, p.
5.
29 bid, p. 5.
20 Chanda, R., see note 252, p. 9.
%61 Cattaneo, O., see note 1.
252 \World Bank, see note 2.
253 |bid, p. 102.
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of bilateral agreements with Sudan, Qatar, Libyd dardan, regulating the right of entry,
movement, ownership and woTk. Several developing countries such as Colombia ok,
Barbados, Jamaica and South Africa have also atguibilateral agreements with developed
countries, which suffer from shortage of labour@ypin order to promote and regulate the

flow of unskilled or semiskilled worker§>

The second lesson is that several developing desnbtrave a greater potential to export
services in countries, especially developed coestriwhich face labour shortages, both
professional and low-skilled labour. The Philipgndor example, became specialized in
training nurses as export labour because targemtges such as Canada, United States,
United Kingdom, Saudi Arabia and the Netherlandse fancreasingly severe shortages in
health personnéf® However, it should be noted that specializing $thawot happen to the
detriment of the domestic population. Indeed, aetigping country should estimate which
labour force capacity can be dedicated, for exaniplexport health services abroad without
affecting the country’s own health system, as ituned in the Philippines in the early
2000s>%’

7.4. Improving competitiveness in Mode 4: the role of eterprises

The role of enterprises (including self-employedfessionals) in improving competitiveness
of mode 4 services exports is limited primarilyaiddressing issues related to human capital.
The availability of labour force with adequate skdand competences is the key to a country’s
competitive advantage in exporting services throdigh movement of natural persons.
According to Adibin, Yean and Heng, only by impnogithe supply of skilled human capital
can exports of knowledge based services be enhafftiedorder to achieve their objective,
enterprises need to assess their capacity to diwéngir target-markets and to specialise in a

specific niche, through adequate market intelligenc
7.4.1. How enterprises can address competitiveness issues

Human capital issues related primarily to the lesekkills and competences as well as to
their quality. Enterprises can address competiggsnissues by operating on two fronts:
education and quality assurance. In terms of educanterprises can contribute to increasing

competitiveness by training and training and upm@the skills of local workers. In terms of

24 |pid, p. 176.

265 Cattaneo, O., see note 1, p. 59.

2% |bid, p. 120.

%7 santos, J. ‘DoH Also Exports Filipino Nurses Alga/olume 2, Number 38, October 27 - November 2,
2002, (last accessed on™September 2011), http:/bulatlat.com/news/2-3Bhurses.html

28 \World Bank, see note 2, p. 152.
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quality assurance enterprises can intervene by tagpjnternational recognised quality

assurance standards, wherever possible.
7.4.2. Practical tools to improve competitiveness

As illustrated in Table 7.2., enterprises in depelg countries can use different tools and
strategies to improve their competitiveness in mbdervice exports, according to the type of
objective they aim at achieving. The list of topiesented in Table 7.2. is indicative and
based primarily on observations made on educa#ind-health-related service exports. Most
measures could be applied to other mode 4 domirssrdce sectors but others need to be

introduced or amended in accordance to the neetlhe Gipecific sector at issue.

Table 7.2: Increasing competitiveness — Practical toolssrwvice enterprises

Objective Tool/Strategy

Identify potential * identify target markets and sectors/niches where ctncentrate efforts

opportunities (independently or with the support of trade assauig, development agencies (or
export promotions agencies)

Improve service  establish  enterprise/self-employee capacity toplupnarkets abroad and

provided identify areas where improvements are needed ¢eedibility, qualifications)

» upgrade the skills and competences of employeesrelation to target
niche/markets

» establish close relationships with academia in ordensure that the educational
system prepares for the labour market
* obtain quality certifications and recognised quedifions

7.5. Improving competitiveness in Mode 4: the role of istitutions

With reference to the movement of natural perstms,role of institutions does not differ
from that played to address competitiveness issuai other modes of supply. Institutions,
indeed, still act as &ait d'union between enterprises and policymakers. Thus, tlhey
crucial role in assisting the other stakeholdemsrcayme competitiveness problems, especially

in the area of human capital.
7.5.1. How institutions can address competitiveness issues

The approach that institutions can take to solvenpmtitiveness challenges that most
developing countries face in mode 4 service expooisprises the achievement of three
objectives. First of all, institutions should foctieir action on increasing their efficiency by
avoiding fragmentation and improving coordinatiomceng themselves in order to limit
dispersions of human and financial resources. Sfgomstitutions should aim at solving
problems related to the quality and skills of thbdur force because human capital is a key
competitiveness issue in mode 4 service exponmlllyj institutions should aim at providing

support to enterprises and professionals that aiexporting their services abroad through
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mode 4 by means of market intelligence and assistan foreign regulations, administrative

issues and opportunities abroad.
7.5.2. Practical tools to support competitiveness

As illustrated in Table 7.3., institutions in demging countries can use different tools and
strategies to improve their competitiveness in mbdervice exports, according to the type of
objective they aim at achieving. The list of topiesented in Table 7.3. is indicative and
based primarily on observations made on educa#ind-health-related service exports. Most
measures could be applied to other mode 4 domirssrdce sectors but others need to be

introduced or amended in accordance to the neetlhe Gipecific sector at issue.

Table 7.3: Increasing competitiveness — Practical toolsrfetitutions

Objective Tool/Strategy

Increase efficiency of » avoid excessive fragmentation

institutions « improve coordination among institutions and witlvgmment

Identify target markets and | « carry out market intelligence regarding the compets and skills in th

trade niche of specialisation country as well as possible shortages of labowefor

» carry out marketing intelligence regarding targetrkets and thei
shortages of labour force

Improve human capital « establish collaborations and linkages with intaoratl networks in
quality assurance (e.g. International Network foual@ly Assurance
Agencies in Higher Educatiofy®

« establish specific bodies to carry out accreditabased on internation
standardg® T

D

7.6.Fostering competitiveness in Mode 4: the role of ficymakers

Governments play an crucial role in addressingdbm@petitiveness issues that developing
countries face in exporting services through modedeed, the movement of natural persons
Is a highly sensitive political issue which resulitsstill persisting and widespread barriers to
trade in mode 4. For example, countries like Makysmode 4 service exports suffer
primarily from barriers in the form of immigrationissues (visa-related barriers),
discriminatory treatment of foreign service provgleand inadequate recognition of
qualifications®’* As a consequence, the intervention of policymakeromes instrumental to

solve competitiveness problems arising from bagrierthe movement of natural persons.
7.6.1. How policymakers can address competitiveness issues

Policymakers can play an active role in fosteringhpetitiveness in mode 4 service exports
by addressing human capital and immigration issu&%th reference to the latter,

governments can act to reduce the impact of visdee issues and discriminatory treatment

29 bid, p. 148.
210 \bid, p. 148.
2 bid, p. 150.
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of foreign service providers by collaborating dtheowith the target-countries. A similar

approach could also be undertaken to improve thegretion of qualifications.

In terms of human capital, policymakers could actwo fronts. On the one hand, they could
aim at improving the quality of the domestic huntaipital to satisfy the needs of the target
markets. On the other, they could engage in prowatie skills and competences of the
domestic labour force in order to strengthen theglibility and reputation of the country as

mode 4 service exporter.
7.6.2. Practical tools to foster competitiveness

As illustrated in Table 7.4., policymakers in dexg@hg countries can use different tools and
strategies to improve their competitiveness in mbdervice exports, according to the type of
objective they aim at achieving. The list of topiesented in Table 7.4. is indicative and
based primarily on observations made on healtheglservice exports. Most measures could
be applied to other mode 4 dominated service sediot others need to be introduced or

amended in accordance to the needs of the spseiftor at issue.

Table 7.4: Increasing competitiveness — Practical toolgpfaicymakers

Objective Tool/Strategy
Improve human capital | « reform the education system to improve quality aocess and better satisfy the
to satisfy the needs of the needs of the labour market

target markets « develop local training programs for the specifigliskrequired in the targe
market§d’

* enact policies aimed at reducing the inflow of Iskiled migrant workers tg
force companies to train and upgrade the skillocdl workers”

Increase credibility and | « promote the country capacity as provider of moderices through awareness

reputation abroad programs, televised advertisements, participatiortrade fairs and internet
advertising which highlight the quality, reliabjljtskills and competences of
the country’s labour foréé'

e improve the reputation of engineers, health pridesds, teachers b
promoting the use of international certificatiorrsrecognised certifications g
quality

« interact more closely with institutions and entesgs domestically

« sign agreements with host countries for the redagnof qualifications

Increase market access| « carry out in-depth market research on the capaditthe domestic market gs
well as on target markets to identify potential prging niches and establigh
priorities and interests to defend at the negaiiptable

* Negotiate bilateral agreements to reduce barrizrthé movement of natur
persons, at least in specific sectors, such asthhedhted and education
services, where the movement of natural persopssential for the service to
be supplied and which represent the most promisiciges of specialisation fgr
tr;% developing country that is interested in expgriservices through mode
4

—F

<

212 Cattaneo, O., see note 1, p. 64.
23 \World Bank, see note 2, p. 152.
24 Cattaneo, O., see note 1, p. 63.
5 |bid, p. 63.
76



8. CONCLUSION

In conclusion, a developing country could have plméential to compete with developed
countries in exporting services, as long as it wadtes appropriate measures to improve its
competitiveness and exploit its potential. Entesgsi institutions and policymakers all play a
role in supporting the developing country’s questklecome a credible competitor of

developed countries in exporting services.

Many developing countries have the potential toobee exporters of BPO services, tourism,
health- and education-related services becausehidneythe basic resources upon which these
services are founded: an abundant labour forceresspve artistic and natural resources,
adequate language skills and strong historicalaly@s with their target markets. However,
numerous developing countries fall short of theiteptial because such basic resources are
necessary but not sufficient to be competitive iservexporters. Indeed, the analysis
highlighted that, in accordance to most econontécdiure on the topic, a developing country
can be a credible competitor of developed countrieservice exports if it fulfils four main
conditions. First of all, it should have a high byahuman capital. Indeed, its labour force
should be well trained and possess high qualityisskind competences. Secondly, a
developing country should have efficient physicatl @lectronic infrastructures. Thirdly, it
should implement adequate policies in support alvise exporters. Finally, efficient
institutions are necessary to solve informationnasgtries and support enterprises and

governments in their quest to become competitiveice exporters.

The analysis has shown that there exist differezdsures and tools that a developing country
could adopt in order to address its competitivengesges in service exports. The measures
and tools vary in accordance to the type of sertacbe exported, the mode of supply, the
competitiveness issue to be addressed and theofygiakeholder implementing the measure.
The measures are not exhaustive and do not exdodeanother. On the contrary, most

measures can be complementary to the others, tieflegbe complexity of services exports.

Albeit the research has shown that a developingtcpwwould become a competitive service
exporter, its results should be assessed veryutlyratf light of the limits that the research
itself uncovered. Indeed, there are three mairessbat should be taken into consideration
with regards to the competitiveness challenges thast developing countries face in
exporting services and the measures and toolscrate used to address such challenges.
First of all, the measures identified during thalgsis refer to an heterogeneous group of
countries, developing countries, which includesidewange of states spanning small land

locked economies such as Zambia and large fastiggogconomies such as India. Thus, the
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measures and tools that countries can use to Berdeeir competitiveness in exporting
services may lead to different results according the specific developing country

implementing the measures. Secondly, statisticsaute in services are still quite limited and
subject to an ongoing debate over their compilatod scope, especially for mode 3 and
mode 4. Therefore, assessing the competitiveneds\waloping countries in service exports
can be distorted by the lack of appropriate staesisFinally, the measures and tools identified
in Chapters 4, 5, 6 and 7 of the research weredbaise¢he analysis of a few specific sectors
upon which more case studies and statistical daee vavailable. Albeit service sectors
exported through the same mode of supply share @mmoompetitiveness issues, each
service sector has characteristics of its own thsatinguish it from the others. Thus, a
developing country that aims at increasing its cetitipeness in exporting services other than
those analysed in Chapters 4, 5, 6 and 7, shoadi&e if and how the instruments and tools

identified by the research can be implementeddohresuch aim.
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ANNEX 1 - SERVICES SECTORAL CLASSIFICATION LIST

Source World Trade Organizatiorzuidelines for the scheduling of specific committhemder the General

Agreement on Trade in Services (GATS)/92, 28 March 2001

SECTORS AND SUB-SECTORS

BUSINESS SERVICES
Professional Services

Legal Services
Accounting, auditing and bookeeping services
Taxation Services
Architectural services
Engineering services
Integrated engineering services
Urban planning and landscape
architectural services
Medical and dental services
Veterinary services
Services provided by midwives, nurses,
physiotherapists and para-medical personnel
Other

Computer and Related Services

TS @meaonoTe »op

o =~

o

Consultancy services related to the
installation of computer hardware
Software implementation services
Data processing services

Data base services

Other

Research and Development Services

R&D services on natural sciences
R&D services on social sciences and humanities
Interdisciplinary R&D services

Real Estate Services

Involving own or leased property
On a fee or contract basis

Rental/Leasing Services without Operators

Relating to ships

Relating to aircraft

Relating to other transport equipment
Relating to other machinery and equipment
Other

Other Business Services

Advertising services

Market research and public opinion
polling services

Management consulting service

C® M O2OT® MOT® UOTL O OLOT

o

CORRESPONDING CPC

Section B

861
862
863
8671
8672
8673
8674

9312
932

93191

841

842

843

844
845+849

851
852
853

821
822

83103
83104
8310162383105
8338109
832

871
864

865
86



d. Services related to man. consulting 866
e. Technical testing and analysis serv. 8676
f. Services incidental to agriculture, hunting and 881
forestry
g. Services incidental to fishing 882
h. Services incidental to mining 883+5115
I. Services incidental to manufacturing 884+@86ept for 88442)
J- Services incidental to energy distribution 887
K. Placement and supply services of Personnel 872
l. Investigation and security 873
m. Related scientific and technical consulting 786
services
n. Maintenance and repair of equipment
(not including maritime vessels, aircraft 633+8861-8866
or other transport equipment)
0. Building-cleaning services 874
p. Photographic services 875
g. Packaging services 876
r. Printing, publishing 88442
S. Convention services 87909
t. Other 8790
2. COMMUNICATION SERVICES
A. Postal services 7511
B. Courier services 7512
C. Telecommunication services
a. Voice telephone services 7521
b. Packet-switched data transmission services 37752
C. Circuit-switched data transmission services 2375
d. Telex services 7523**
e. Telegraph services 7522
f. Facsimile services 7521**+7529**
g. Private leased circuit services 7522**+7523**
h. Electronic mail 7523**
I Voice mail 7523**
J- On-line information and data base retrieval 235
K. electronic data interchange (EDI) 7523**
l. enhanced/value-added facsimile services, incl. 7523**
store and forward, store and retrieve
m. code and protocol conversion n.a.
n. on-line information and/or data
processing (incl.transaction processing) 843**
0. other
Audiovisual services
a. Motion picture and video tape production and 1196

"The (*) indicates that the service specified imeponent of a more aggregated CPC item specifssivilere in
this classification list.

” The (**) indicates that the service specified ditntes only a part of the total range of actitieovered by the
CPC concordance (e.g. voice mail is only a compooie@PC item 7523).
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distribution services

Motion picture projection service

Radio and television services

Radio and television transmission services
Sound recording n.a.

Other

Other

9612
9613
4752

CONSTRUCTION AND RELATED ENGINEERING SERVICES

General construction work for buildings

General construction work for civil engineering

Installation and assembly work

Building completion and finishing work
Other

DISTRIBUTION SERVICES
Commission agents' services

Wholesale trade services

Retailing services

Franchising
Other

EDUCATIONAL SERVICES
Primary education services

Secondary education services

Higher education services

Adult education

Other education services

ENVIRONMENTAL SERVICES
Sewage services

Refuse disposal services

Sanitation and similar services
Other

FINANCIAL SERVICES
All insurance and insurance-related services

512

513

514+516

517
511+515+518

621
622
631+632
6111+6113+6121
8929

921
922
923
924
929

9401
9402
9403

812**
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Life, accident and health insurance services
Non-life insurance services

Reinsurance and retrocession

Services auxiliary to insurance (including
broking and agency services)

Banking and other financial services

(excl. insurance)

Acceptance of deposits and other repayable funds

from the public

Lending of all types, incl., inter alia, consume

credit, mortgage credit, factoring and financirig o

commercial transaction

Financial leasing

All payment and money transmission services

Guarantees and commitments

Trading for own account or for account of cusérs)

whether on an exchange, in an over-the-counter

market or otherwise, the following:

- money market instruments (cheques, bills,
certificate of deposits, etc.)

- foreign exchange

- derivative products incl., but not limited to,
futures and options

- exchange rate and interest rate instruments,

1218
8129
81299*

8140

81115-81119

8113

8112

3813
81199**

8133

81333
81339**

338t

inclu. products such as swaps, forward rateegents, etc.

- transferable securities

- other negotiable instruments and financial
assets, incl. bullion

Participation in issues of all kinds of

securities, incl. under-writing and placement

as agent (whether publicly or privately) and

provision of service related to such issues

Money broking

Asset management, such as cash or portfolio

management, all forms of collective

investment management, pension fund

management, custodial depository and

trust services

Settlement and clearing services for financial

assets, incl. securities, derivative products, or

and other negotiable instruments

Advisory and other auxiliary financial

services on all the activities listed in or

Article 1B of MTN.TNC/W/50, incl. credit

reference and analysis, investment and

portfolio research and advice, advice on

acquisitions and on corporate restructuring aratesy

Provision and transfer of financial information,

and financial data processing and related

software by providers of other financial services

Other

81321*
3

8132

81339**
9871
81323*

81339**
81319**

8131
813

8131
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HEALTH RELATED AND SOCIAL SERVICES

(other than those listed under 1.A.h-}.)
Hospital services

Other Human Health Services

Social Services
Other

TOURISM AND TRAVEL RELATED SERVICES

Hotels and restaurants (incl. catering)

Travel agencies and tour operators services

Tourist guides services
Other

9311
9319 (other than 93191)
933

641-643
7471
1472

RECREATIONAL, CULTURAL AND SPORTING SERVICES

(other than audiovisual services)

Entertainment servicggcluding theatre, live

bands and circus services)
News agency services

Libraries, archives, museums and other

cultural services

Sporting and other recreational services
Other

TRANSPORT SERVICES
Maritime Transport Services

Passenger transportation

Freight transportation

Rental of vessels with crew

Maintenance and repair of vessels
Pushing and towing services

Supporting services for maritime transport

Internal Waterways Transport

Passenger transportation

Freight transportation

Rental of vessels with crew

Maintenance and repair of vessels
Pushing and towing services

Supporting services for internal waterway
transport

9619
962

963
964

7211
7212
7213
8868**
7214
T45

7221
1222
1223
8868**
1224
5%
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Air Transport Services

Passenger transportation

Freight transportation

Rental of aircraft with crew
Maintenance and repair of aircraft
Supporting services for air transport

Space Transport

Rail Transport Services

Passenger transportation

Freight transportation

Pushing and towing services

Maintenance and repair of rail transport equipime
Supporting services for rail transport services

Road Transport Services

Passenger transportation

Freight transportation

Rental of commercial vehicles with operator
Maintenance and repair of road transport
equipment

Supporting services for road transport services

Pipeline Transport

Transportation of fuels
Transportation of other goods

Services auxiliary to all modes of transport

Cargo-handling services

Storage and warehouse services
Freight transport agency services
Other

Other Transport Services

731
732
734

8868**

746

733

7111
7112
7113
8868**
743

7121+7122
7123
12
6BBBF

744

7131
7139

741
742
748
749

OTHER SERVICES NOT INCLUDED ELSEWHERE 95+97+98+99
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