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ABSTRACT

The implementation of dtrategies for domestic policy reform, for Generd Agreement on Trade in
Services(GATYS) negatiationsand for bus ness devel opment in the services sector of devel oping economies
can be supported by the empirica work which is examined or proposed in this paper. The paper makes
the case for amore coherent gpproach to the design of reform policy in the services sector. 1t stressesthe
importance of consdering the interaction between services activities, between modes of supply and in
some cases between goods and services. It dso identifies limits to the progress towards the god of
coherent policy making in the services sector. These include lack of information and political economy
condraints.

Moreover, the paper contains areview of recent work on the measurement of impediments to trade
and investment, including research on banking, telecommunications, engineering, architecture, accounting,
legal sarvices, didtribution and maritime services. Thereisevidencein thiswork of sgnificant impediments
to entry into services activities by al modes of supply and of sgnificant discrimination againg foreign
suppliers. Theimplied price effects of these impediments in banking and telecommunications are high in
SOMe economies.

Furthermore, the paper dso presents one set of modelling results of the effects of liberaization. These
results highlight the vaue of a horizonta gpproach to policy making and the vaue of a focus on market
access compared to nationa treatment issues.  Suggestions are made about the next steps in a work
programme on the nature of services sector policy and its impact. This includes wider participation by
devel oping economiesinempirica projects, moretesting of methodol ogiesbeing employedin those projects
and the development of aframework for the congderation of issues of domestic regulation and the design
of competition policy. All this work will have important spinoffs for the effectiveness of participating
economiesin GATS negatiations.
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|. INTRODUCTION

Some years ago, a developing economy
policy-maker or business-person looking at export
opportunitiesin services might have concentrated
on transgport and tourism. They might aso have
expected to export labour services. However,
recent developments in technology and in the
organization of international business have
broadened the scope of developing economy
interests. Moreover, this year, negotiations on
services commitments in the GATS have
recommenced. Thispaper outlinessomeissuesfor
decision-makersto consder and aseriesof reated
research projects to initiate, as they respond to
dhifts in the market place and as they plan their
approach to the services negotiations.

The opportunities for developing economies
in services markets were highlighted recently by
the Globa Services Network (GSN). Thisgroup
identified a number of areas in which developing
economies have“ gained afoothold in knowledge-
based and labor-intensive services’. GSN
concluded that entry into these markets was
facilitated by the opportunities created by new
information technologies and subsequently by e
commerce. GSN cited the experience of some
economiesin establishing data processing sectors,
or cal centres, aswell as software supply groups.
In these cited examples, services were provided
inthe crossborder mode of supply, that is, without
the movement of either producer or consumer.
GSN went on to list other areas which are “ripe
for cross border trade.”* These areasincluded:

= Software programming;

= Data capture and repair;

Management of dectronic medica records;

Trandation sarvices,

Technica online supports services,

Database management;

Research & development;

Inventory management;

Website design and management;

Medicd transcription;

Legd transcription;

Backoffice servicesfor airlines, brokerage
firms, and credit card processing.

UNCTAD, for sometime, hasworked on the
scope for developing economies to expand
sarvicesexportsthrough al modesof supply. The
UNCTAD secretariat (1998) paper examined how
globdization, liberdization and new information
technologies are providing new opportunities for
tradein services. Case studiesincluded computer
services, back office services, environmental
services, hedlth care servicesand tourism services,
Moreover, UNCTAD has undertaken a series of
expert group meetingsin relation to these services?
The paper dso examined the conditions required
for developing economies to take advantage of
new opportunities in the services sector.  This
included reference to developing economies
participation in the negotiations associated with the
GATS. It dso induded mention of a variety of
measuresthat could betaken at the domesticleve.

Despite the emerging opportunities, some
commentators remain concerned that developing
economies have yet to establish themsdvesamong
the leading services exporters. Mashayekhi (2000)
for instance stresses that Snce the adoption of the
GATS, the developing countries share of world
services exports has only increased by 6 per cent
and that this share is mainly due to the
competitiveness of ASan developing economies.




Furthermore, Mashayekhi stressesthat developed
economies il account for three quarters of world
services exports and that most of the top 20
exporters are devel oped economies.

Whilether aggregate sharesmay below, there
IS evidence of the competitiveness of developing
economies in many global services markets.
Karsenty (1999) shows that many developing
countries, including some |east-developed
economies dready have ardatively high presence
in services transactions by various modes. He
showsthisgroup hasardaively high specidization
not just through the movement of naturd persons
but dso in terms of the ddlivery of servicesacross
borders and the export of servicesin the mode of
consumption abroad.®

Many issues are involved in expanding the
ability of developing economiesto take advantage
of these emerging opportunities in the services
sector. Market accessis one issue. But also the
openness of domestic services markets can help
build the capacity to participatein globa markets.
Liberalization increases the efficiency of the
operations of suppliersin intermediate servicesto
al export sectors. Liberdization dso brings in
capital and technology. New business
opportunities are not only influenced by policies
affecting market access a home and offshore, but
aso by other nationd policy initiatives.

The effective participation of developing
economiesin the current services negotiationswill
be a contributing factor to maintaining reform in
theservicessector. A number of papers, including
those by Hoekman and Messerlin (1999),
Mashayekhi (2000), Mattoo (2000), Hoekman
(1999) and Sauve (2000), have discussed the
priorities in the developing economies agendain
these negotiations.

Apart from participation in multilateral
negotiations and naiona policy initidtives, there
are other dements in a portfolio of srategies for

sarvices development.  These include the use of
regional strategies and regiona cooperative
arrangements.  These are topical and there is
consderable work in progress in the gpplication
of regional arrangements. Important ground-
breaking work, for example, is in progress in
APEC. However, detalled examination of specific
regional approachesto reformisacomprehensve
topic and is beyond the scope of this paper.*

The purpose of this paper isto review some
of the empirica work which can provide rdevant
inputs to the implementation of drategies for use
in the GATS negotiations and for domestic policy
reform. Section Il provides aframework for the
congderation of thet information. It reviewsaseries
of issuesrelaed to reform srategiesin the services
sector: it stresses the importance of considering
theinteraction between services sectors, between
modesof supply and in some cases between goods
and sarvices. Section 111 identifies someissuesin
making progresstoward thegod of coherent palicy
making inthe services sector. Theseissuesincude
lack of information and political economy
condraints. The find section examines, in more
detail, a series of practical matters for further
atention by decison makers in Government and
in busness.

ENDNOTES

1 This material was distributed by e-mail to mem-
bersof GSN on 15 August, 2000. Subscriptionstothise-
mail service are available at
www.global servicesnetwork.com.

2A much wider range of issuesisinvolved in the
development of e-commerce. For adetailed discussion,
see UNCTAD (2000).

3 Dataon services FDI was not used in this study.

4For areview of different regional approachesto
reform within APEC, see Stephenson (2000a).
Stephenson (2000b) contains further discussion of re-
gional approachesto reform in the western hemisphere.




. ISSUESIN SERVICES SECTOR REFORM

A. Interactions between services activities

It was noted above that UNCTAD has
nominated areas such as computer services, back
office sarvices, environmenta services, hedlth care
services and tourism services for attention by
developing economies. One of the key issuesin
the reform of the services sector is dedling with
theinteractionsthat exist between dementsof that
sector. A successful outcome for one service
activity will usually depend on a package of
initiatives or a cross-sectoral approach to the
design of policy. TheUNCTAD secretariat (19998)
has aso examined these sorts of linkages. It held
that successinthe nominated areasrequiresaccess
to “world dasstdecommunicationsinfrastructure’,
aongsde financid support, the ability to move
people temporarily and access to skilled staff.
Failure to develop telecommunications
infrastructure will prevent developing economies
from gaining access to international markets
through eectronic commerce.!

There are other examples of these sorts of
linkeges. Reform of the air trangport system, for
example, irrespectiveat policiesgpplying to airport
infrastructure may not change market outcomes:?
UNCTAD (1998) a0 citesadmilar issue within
tourism sectors. Even when tourism operationsin

Ao /d nninn ornnnimi oc ara cnminatitiviayvr ded Ainadl

groups make this connection. They argue for a
better grouping of activitiesin services negotiations.

For example the appropriate scope of energy

serviceshas been debated, with United Statesfirms
promoting a wide definition. There has also been
developed a concept of an expressfreight activity
that includes not just the transport component but

aso complementary on-ground services.® Debate
about the appropriate scope to be considered in

the definitions of tourism, hedth and environment

has aso emerged during the UNCTAD expert

group mestings on those activities.

The presence of interactive effects have led
to proposds for trestment in the policy making
processof clugtersof activities. Groupsof services
(and possibly goodsaswell) should be considered
together in order to desgn acomprehensivereform
programme. Clearly, some judgement on how to
package activities together and how to measure
the sgnificance of various forms of impediments
will be required.

B. Interaction between modes of delivery

Not only are there important interactions to
consder between servicesactivities, but also links
between the modes of supply. Neutrdity in terms

nf mnde ic imnnrtant in hnth gatie and chnamie
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