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Executive Summary

G obalization, liberalization and new information technol ogies are providing
new opportunities for trade in services. These opportunities, however, will
only materialize if the constraints facing developing countries in building
donestic services capacity and inproving the conpetitiveness of their services
exports are dealt with effectively. A nore systematic approach to providing an
enabling environnent for delivering service export products that are high-
quality and cost conpetitive is needed. Adopting a supportive trade and

investment regine will be essential for developing countries to maxinize the
benefits from the increased tradability of services. The key to expansion of
services exports of developing countries is fulfilling international quality

standards and achieving recognition of the qualifications of their
professionals, as well as renoval of barriers affecting sectors of export
Interest to themand novenment of natural persons, as envisaged in GATS Article
IV. Inmproving quality involves increasing the conpetitiveness of [|abour
markets, as well as inproving the educational systemand facilitating training,

particularly in conputer skills and nodern nanagenent techni ques. Subregi ona

agreenents could serve as a platform for exposing devel oping countries' firns
to increased conpetition that would allow forging of regional I|inkages anong
firnms, consolidation, and greater specialization. Gven that access to
services markets is nodulated by regulations, the application of GATS
di sci plines on domestic regul ati ons and the devel opment of further disciplines
under Article VI (Donmestic Regul ations) and VII (Recognition) are particularly
i nportant when devising strategies for expansion of services exports.
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I NTRODUCTI ON

1. As recognized at UNCTAD |X, the ability of developing countries to
integrate successfully into the global trading systemw |l depend, as regards
services, both upon their ability to strengthen their capacity to produce
internationally conpetitive services and upon the extent of l|iberalization in
the services sectors of export interest to them

2. At its second session, the Conmission had before it the reconmendations
of the Expert Meeting on Strengthening Capacity and Expanding Exports of
Devel opi ng Countries in the Health Services Sector (TD)B/COM 1/7) to the effect
that export strategies should make use of all nodes of supply and take full
advant age of the possibilities offered by i nformati on technol ogy and new busi ness
techniques, and It decided to include an itemon this topic in the provisional
agenda for its third session. The exam nation of health and tourism services
by expert meetings convened pursuant to UNCTAD | X (and t he docunent ati on prepared
for the Expert Meeting on Strengthening Capacities in Devel oping Countries to
Devel op t he Envi ronnmental Services Sector) (TD/ B/ COM 1/ EM 7/ 2) | ndi cat ed a nurber
of challenges and opportunities for devel oping econonmies in increasing their
supply capacities and expanding their trade in these sectors. This report seeks
to determ ne whether sone of these challenges and opportunities might also be
present in other services sectors. A further question is whether advances in
I nformation technol ogy which are dramatically stinmulating trade in services can
provi de export opportunities for devel oping countries.

3. G ven the rapi d advances i n tel ecommuni cati ons and i nf or mati on t echnol ogy,
along with the possibilities for further liberalization of trade and investnent
regi mes under the Ceneral Agreenent on Trade in Services (GATS), as well as in
t he context of regional and subregi onal agreenents, services will |ead the next
stage of globalization. The structure of the GATS, its positive |list approach
to comm tnents on market access and national treatnent, and Articles IV and Xl X
of the Agreenent in principle enable devel oping countries to liberalize their
services sectors progressively and to seek reciprocal access concessions in
sectors of interest to them

4, A new round of services negotiations will take place in the year 2000
under the GATS. GATS Article XI X provides that these will be preceded by an
"overal | assessment" which will establish the negotiating problens. Devel oping
countries will need to identify sectors of potential export or other commerci al
interest and candidates for liberalization. Careful attention nust be paid to
this process, because services trade policy will determ ne what kind of services
sectors wi || devel op as national sectors - whether know edge-i ntensive or | abour-
intensive - determiningto alarge extent countries' future investnent structures
and, thus, their |ong-termeconom c growth paths.

I . EXPANS|I ON OF TRADE | N SPECI FI C SECTORS
AND THE ROLE OF MODES OF SUPPLY

5. For devel opi ng countries, the internationalization of servicesis creating
opportunities for expandi ng i nto newexports, inparticular through | ong-di stance
service exports and the attraction of FDI. Qpportunities in services trade have
expanded as a result of several specific global trends: (a) information
t echnol ogi es, coupl ed with tel ecommuni cations, have nade nore services tradabl e
on a cross-border basis; (b) information technol o?i es are al so supporting the
unbundl i ng of production and consunption, allow ng for nore specialized producer
service inputs; (c) organizations in both goods and services production are
external i zing or outsourcing their non-core producer service inputs to increase
their conpetitiveness, creating new producer service opportunities.

6.  Developing country service firms, nostly SVEs, face conpetition fromlarge
service multinationals with massive financial strength, access to the |atest
technol ogy, worldw de networks, and sophisticated information technology

infrastructure. Custormer demand is resulting in the bundling of conplenmentary
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services through various forns of strategic alliance. In addition, customer
demand for quality assurance and predictability has |l ed to an i ncrease in various
forns of integrated global delivery networks (e.g. franchise chains, milti-site
managenent conPanies in such areas as nmanaged health care, computer reservation
systens, global distribution systens).

7. Devel opi ng countries' traditional export interest has been in tourism
transport and |abour novenent. However, private sector service firnms in
devel opi ng countries report a wi de range of export activity, especially when the
supply of services to local foreign conpanies is included. Also inportant is
t he rapidly expandi ng Sout h-South services trade.* One of the reasons for the
low visibility of devel oping countries' services sector is that nany commrerci al
services are provided by the public sector. Involving the private sector in
conmerci al services and externalization would assist 1n building conpetitive
capacity for export of services.

8. Regi onal trade agreements related to services are likely to influence
future multilateral efforts to i nprove narket access in services. The effective
i ncl usi on of services within sub regional agreenments anong devel opi ng countries
will be the key to their success. Such agreenents anong devel opi ng countries
are al so supporting growh in services exports through liberalization of narket
access and national treatnent within the region and by creating econom es of
scal e and scope, building conmpetitiveness, upgrading skills and encouraging
al li ances anong devel opi ng country service firns.

9. Al t hough scope for expansion exists in the above-nentioned traditiona
sectors, the nobst dynam ¢ conponent of commrercial services is "other commerci al
services" such as finance, construction, conputer and information and
conmuni cati ons services (seetable 2inthe statistical annex). Exanpl es of niche
opportunities include providing such services as: | ow cost professional services
(e.?. architecture, consulting engineering, |egal research, narket research);
professional services linked to energing concerns (e.g. sustainable design,
forensi c accounting); technical assistance for other devel opi ng econoni es | i nked
to experience with commonly used, |owtech and medi umtech production processes
(e.g. industrial engineering, industrial design, R&D); back office operations
wi th higher added value than basic data entry (e.g. software progranm ng, data
capture and repair, adjudication of clains, nmanagenent of electronic nedical
records); and services that l|everage cultural or linguistic strengths (e.g

rovision of multilingual offshore call centre services). N che opportunities,

owever, change rapidly, driven in part by technol ogi cal changes. This requires
a capacity for pronpt and rapid adaptation to new market circunstances. The once
fast-growm ng demand for courier services, for exanple, is being replaced by
i nexpensi ve el ectroni ¢ document transm ssion (especially now that electronic
signatures are beconmng legally recognized).

10. In order to take further advantage of trade |iberalization opportunities
and thriveinani ncreas[n?ly conpetitive global services environment, devel opi ng
country service firnms will need opportunities to continuously upskill and keep

current with technical and professional advances (now nuch easier if they have
cost-efficient access to the Internet), as well as to meet and exceed
international service quality standards and incorporate information technol ogy
into the provision of their services. Expansi on of services exports from
devel opi ng countries depends not only on national capabilities but also on the
qual ity of the tel ecommunications infrastructure in place and on energi ng nar ket
opportunities. Success requires aworld class tel ecomrunication infrastructure,
and the ability to nmove natural persons tenporarily, including on business
travel, to foreign markets uni npeded by visa restrictions, a sophisticated array
of financing support, and access to appropriately skilled staff.

11. The overal | image of the providing country (security, |evel of education

attitude of the population), as well as the quality and safety of the service
bei ng exported (reliabl e services, efficient and safe airlines, adequate touri st
facilities) are essential components of the capacity of a country to export.
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Initiatives by GCovernnents and the private sector to dissenminate infornation on
services from developing countries as well as cultural values and consumner
patterns and life styles of developing countries help to shape consuner
preference for their products. This requires an expansion of the capacity of
audi ovi sual services in devel oping countries.

A Mbdes of supply and their interdependencies

12. The GATS is based on the "four npdes of supply" of trade in services:
cross-border, consunption abroad, commercial presence, and the novenent of
natural persons (see table 4 in the statistical annex on the type of commtnents
made under each sector and each node). Wat has been defined as world trade in
commerci al services in bal ance-of -paynents statistics corresponds, in fact, to
trade conducted under nodes 1 and 2. This anounted to $1,260 billion in 1996,
whi ch represented one-fifth of world trade. The definition of trade in services
not only takes into account the physical reality of the supply of services to
export markets, but also reflects the legal situation in that each of the nodes
corresponds to sets of | egislationin separate policy areas, i.e. comunications,

investment, inmmgration, etc. Since barriers to foreign entry are usually
incorporated into domestic |egislation which includes both quantitative and
qual i tative measures, inprovement in market access conditions usually requires

l'egislative reform  Services sectors are regulated as a result of concerns
relating to the provision of universal services, consuner protection, prudential
matters and econony-wi de externalities. As aresult of the sensitive character
of many services sectors, Governnents control the supply of services ex ante
rather than on an ex post basis. This contributes to the conplexities of
expansi on of exports and pronotion of trade liberalization

13. The process of liberalization under the GATS is thus a function of the
willingness of Governments to enter into nultilateral commitments in these
different policy areas, causing irregular and selective |iberalization by nbde
whi ch has al so constrai ned the choi ces of service exporters in configuring and
delivering services. One type of narket access conmmtnment (e.g. on the
establ i shment of firns or alternatively on the novenent of service providers as
natural persons) could have different inpacts depending on the dom nant way of
suppl ying services to foreign markets in a particul ar sector

14. The mai n enphasi s under the GATS has so far been placed on inproving the
mar ket access conditions for establishment of commercial presence. This node
has been given preference by developing countries in order to encourage FD,

iven that, with appropriate limtations and performance requiremnents,
enpl oynent requirenents, local content requirenents, export perfornmance
requirenents, transfer of technology, training), both of which are permitted
under GATS, conmmerci al presence coul d contribute to building of donmestic capacity
and expansion of services exports. It also allows for nore effective
macr oecononi ¢ managenent and supervi sory and regul atory control. NMbst devel opi ng
countries have not made use of the possibility of inposing conditions of access
(e.g. performance requirements) on foreign services and service suppliers,
provided for under Article XIX 2. In granting further access to their markets,
devel opi ng countries need to make full use of these capacity buil ding conditions
to ensure expansi on of services exports.

15. Li nkages exi st among the four nodes of supply in relation to expansion of
services exports. For exanple, contract work in other econonmes (node 4) is
often used to build donmestic capacity by encouragi ng professionals to take short-
term assignnents in economnies where skills are nore highly specialized and in-
service training is avail able. Returning Professionals with enhanced skills can
then | aunch cross-border exports or neet foreign visitors' service expectations
nmore successfully. Business travel (node 4) is also used to conplenent cross-
border supply (node 1) in order to neet custoner needs for personal contact.
Simlarly, mde 3 is often used to build capacity for nbde 2 or node 1 by
| everagi ng soft technol ogy transfer. In addition, by attracting targeted foreign
direct investnent in areas such as software custom zation or health facilities
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management , devel opi ng countries can build a reputation for quality that can be
translated into cross-border supply.

16. The concepts underlying the definition of trade in services have provided
a framework where liberalization by deveIoBing countries with respect to suPpIy
of services through investnent and cross-border nmovenent (mainly that fallin

into the category of what is nowternmed "el ectronic comrerce") can be traded of

for advantages with respect to other nodes of supply (e.g. novenent of natura
persons) or other advantages under the GATS or with respect to market access for
trade in goods. Initiatives for separate agreenments with respect to individua
nodes of supply (e.g. MAI (commercial presence), Mnisterial Declaration on
El ectroni c Conmerce (cross-border supply)) should be viewed in the context of
the bal ance of rights and obligations of the GATS.

17. Cross-border supply (node 1). Cross-border trade has been grow ng
increasingly as a result of the development of telecomunication networks

advances 1 n information technology and the advent of the Internet/electronic
commerce. Newtechnol ogi es are expected to further boost such trade i n services,
even in areas where it was considered technically infeasible at the tine of the
Uruguay Round negotiations. Only half or less of the commtments provide for
conpl etely free narket access in cross-border trade; sonetines this was rel ated
to technical infeasibility.

18. Information technology is supporting internodal substitution; the
potential to provide services el ectronically cross-border coul d reduce dependence
on ei ther comercial presence (node 3) or novenent of natural persons (node 4?.
Any information that can be digitized can be mani pul ated at a di stance, and rea
time Internet technologies allow for on-line chat facilities and inexpensive
video conferencing. Increasingly, service exporters are using node 1 for
intrafirm provision of services and electronic comrunication with custoners,
strategic partners or (in the case of comercial presence) headquarters,
regardless of the ultinmate node of supply of services. Ganting narket access
under this node would entail both inflow and outflow of capital related to the
provi sion of the service, e.g. financial services.

19. It should be noted, however, that cross-border trade also relates to
transportation services, which remain subject to a relatively high degree of
restriction. Air transport sector traffic rights are excluded from the GATS
di sci plines (although the Annex on Air Transport Services will be reviewed next
year), and the post-Uuguay Round negotiations on maritime transport failed as
a result of problems in najor countries, whilst the liberalization of Iand
transport has proved difficult, even in the context of regional agreenments.?

20. Consunption abroad (nmode 2) Generally sgeaking, mar ket access is freest
for consunmers who choose to purchase services abroad (al though some restrictions
subsi st on payments and transfers). This is an inportant way of exporting

services, particularly medical, tourism transport and education services.
Though trade is not directly restricted, it is not necessarily barrier-free:
requi renents in other service sectors, e.g. non-portability of nedical insurance,
could limt trade in related sectors.

21. Travel of individual consuners to the export market as tourists continues
to be the primary subset of this node of supply, followed by the training abroad
of students or executives. Recent refinenents inreal-time Internet interaction

however, are |leading to the substitution of cross-border distance training for
in-person training. Sales of services to foreign firms present in devel oping
country narkets are also node 2 exports (provided that the foreigners are
mejority owners) and can often be an excel |l ent | ow cost way for service providers
to gain export experience and for econom es to strengthen | ocal service delivery
capacity.

22. Commerci al presence (node 3). As noted above, commercial presence is the
node of supply nost frequently bound in the GATS, reflecting the desire of
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countries to attract investnent in order to stinulate technology transfer,
i ncl udi ng nmanagenent know how, create enploynent and reduce foreign exchange
paynments for inported services. Many countries have provided for qualified
access, i.e. have inscribed limtations in their market access and nationa
treatnment conmitnents on commercial presence, particularly nmeasures defined in
Article XVI, where requirements for a certain type of legal form for
establishnent and limtations on foreign capital participation were frequently
cited. Furthernore, econom c needs tests have al so been nentioned, though by
a rather linmited nunber of countries.

23. Under the GATS, sal es and purchases by foreign firms to and fromconsuners
and producers in host countries constitute "trade" in services. In 1996,
services represented three-fifths of FDI flows (total FD flows anobunted to $350
billion) and half of the global stock of FD (total stock amounted to $3.2
trillion). Wth an estimated $7 trillion in global sales in 1995 - the val ue
of goods and services produced by sone 280,000 foreign affiliates of TNCs -
i nternational production outweighs exports as the dom nant node of servicing
foreign markets for both goods and services.?

24, There has been a perception that many devel oping countries are not in a
position to benefit from market access opportunities in respect of commercial
presence, ?iven t he heavy costs of establishment; however, there are al ready sone
exanpl es of devel opi ng country service multinationals in sectors such as hotels,
retailing, and engineering and construction. Mreover, node 3 liberalization
conmitrments were nmade at a time when Internet communications and el ectronic
conmerce were only beginning to deveIoP. The need for commercial presence coul d
be reduced as a result of electronically facilitated cross-border trade (node
1) viathe Internet. This could lead to demands by foreign firnms to seek a right
of "non-establishnment" which nmay affect the benefits fromtransfer of know how
achi eved t hrough commerci al presence (e.g. as provided for in NAFTA).

25. Movenent of natural persons (node 4). Broadly speaking, |iberalization
under this node has been limted to horizontal commitnments on the tenporary
novenent of nana%Fant personnel and specialists linked to comrercial presence.
A few countries have al so made sectoral and category-specific commtnents, but
significant limtations are attached to such commitnents (e.g. they are stay-
limted to three nonths in any twel ve-nonth period and subj ect to econom ¢ needs
tests and recognition of qualification and licensing requirenments). Lack of
specificity interns of sectors and occupational categoriesis anmgjor linmtation
to predictability of nmarket access.

26. The GATS rests on the concept of symmetry in the obligations as between
t he novenent of capital (node 3) and novenent of |abour (nmode 4).4 Mde 4 is an
inportant node of supply of services for developing countries, given their
conparative advantage 1 n |abour-intensive services. The |level of remittances
is estimated at $30 billion globally, but even this figure understates the
i nportance of the movenent of persons for devel oping countries. Barrierstothis
node, notably strict and erratically administrated visa requirenents, |icensing
requi renents and econoni c needs tests, prevent devel opi ng countries' technicians
and businessnen fromparticipating in a variety of activities essential to the
penetration of world narkets for services.

27. As noted, the Erincipal limtation on access in this node is the econonic
needs test (ENT). The test inplies that the rel evant governnent agency, often
at the subfederal |evel, would grant nmarket access depending on its assessnent
of the econom c needs of the population or their demand for or their capacity
to supply such services. The relevant conditions may be qualitative or
quantitative, taking into account the |ocal nmarket conditions and availability
of the local service suppliers, the characteristics of the population or any
other criteria, but they are frequently not specified in the schedul e. Because
of its discretionary nature (especially where criteria are not clearly
specifiedL, ENTs represent a nejor barrier to trade in services and |eave
consi derable uncertainty as to the level of narket access conmtnent. A
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comm tnment made subject to an economic needs test provides no guarantee of
access; its econonmic and | egal value is ninimal. ENTs detract fromthe potentia
contribution of the GATSto facilitating the novenent of persons associated with
the gl obalization process. Since ENTs are invoked by countries in many service
sectors and al so in the comrercial presence nmode of supply, scheduling specific
criteria for their application and eventually their renoval, particularly with
respect to clearly identifiable categories of professions or trades, would be
central to future efforts to liberalize trade in services.

28. Most countries allow entry of highly skilled personnel as a neans of
neeting | abour shortages to ensure that econonic growth is not inpeded by |ack
of skilled personnel or as a neans of inproving access to world intellectua
resources and knowl edge. A global narket now exists for skilled personnel. As
denonstrated in GATS conmmtnents on intracorporate transferees (e.g. managers,
executives, or specialists possessing advanced | evel s of expertise), the novenent
of persons is closely related to the novenent of capital.® The draft nultil ateral
agreenment on investment (MAI) also provides for the tenporary entry, stay and
work of investors and key personnel (e.g. an executive, nanager or speciali st
who is essential to an enterprise). Tenporary entry and stay cannot be denied
for reasons relating to the |abour market, other economic needs tests or
nurerical restrictions in national |aws and regul ations.

29. There neverthel ess exists a contradiction between the desire to attract
or allowthe entry of skilled |abour and the desire to protect jobs for locals,
with a consequent |ack of constructive dial ogue on tenporary novenent of al
categories of natural persons. The specific commtments on the natural persons
node of supply denpbnstrate that few countries have bound their existing
immgration laws and regulation; there is therefore considerable margin for
i nproving narket access through this node of supply wthout nodifying the
rel evant |egislation.®

30. The ability of persons to supply services in export markets is also
affected by the | ack of recognition of professional qualifications and |icensing
requirenents. Under GATS Article VI.4 (donestic regul ation), negotiations are
near conpl etion on disciplines to ensure that measures relating to qualification
requi renents and procedures, technical standards and |icensing requirenents and
procedures in accountancy do not constitute unnecessary barriers to trade. These
requirenents have to nmeet the test of "necessity", that is they should not be
nore bur densone than necessary to ensure | egitimate objectives, e.g. the quality
of the service. This work is particularly inmportant, in that an effort has been
made to distinguish between Article VI neasures covered by the disciplines and
Articles XVI (nmarket access) and XVII (national treatment) which could be taken
up in the next round of negotiations. Mreover, the disciplines will help
facilitate effective market access for professionals to supply services.’

B. I ntersectoral relationships

31. Intersectoral relationships are also inportant in the context of
l'i beralization under the GATS. A potential constraint in the present approach
to liberalization in the GATS relates to the uneven liberalization conmtnments
or anti-conpetitive practices in different sectors. For exanple, tourism
operations may be conpetitively designed but | ose market share due to the pricing
practices of nonopoly transportation Froviders bringing tourists to their
mar kets. Export opportunities in the health services sector will be constrained
if health insurance policies do not cover out-of-area provision of services or
i f comon standards are not devel oped for electronic nedical records.

32. Production and access for goods and services are also often linked. For
exanpl e, there are |inkages between the supply of services such as consultancy
engi neering servi ces and t he subsequent export of capital goods; in the provision
of an integrated package of goods and services, as in the case of export of
environmental goods and services; and in the export of maintenance services
followi ng the supply of goods. The latter is particularly relevant for high-
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t echnol ogy goods where specialized training and mai ntenance can be provi ded by
the tenporary novenent of persons or via telematic services. In addition, the
need for custom zati on of goods and servi ces has i ncreased the conpl enentary rol e
of producer services. Moreover, transport and distribution services are
essential for trade in any good. Together, these features increase the
i nportance of coherent policy and regulatory franmeworks for both the different
service sectors and the interlinkages between the goods and service sectors.

C Sectoral exanpl es
33. Mdal and sectoral interdependencies, possibilities for expansion of
exports and barriers to such expansion are illustrated below for five sectors:

conputer services, back office services, environmental services, health care
services, and tourism

34. Conput er services. The global 1998 market for conputer-related services
(other than software and Internet-related services) is estimated to be in excess
of US$ 243 billion, of which approximately US$ 71.2 billion wll be for
outsourcing of various information technology (IT) functions. On the software
side (not including the specific, time-limted demand of approxi mately US$ 600
bill'ion for year 2000 conpl i ance programm ng), the market for custom zed software
alone is growing at nore than 20 per cent annually and is projected to reach $250
billion by the year 2000.

35. Gowh in demand for conputer services has been linited by: (a) |ack of
t he sophistication of custoners' installed conputer hardware base; and (b) the
weakness of the supporting telecomunications infrastructure. However, the
falling cost of hardware is allowi ng businesses in areas with previous low IT
adoption rates to leapfrog and acquire relatively inexpensive but powerful
systens. |In addition, current limtations in mﬁre&lteleconnunications systens
may soon be addressed by cost-conpetitive wireless and satellite infrastructure
as bandwidth pricing falls, as well as by emerging conpetition from Internet
t el ephony. The nmain barriers at present for devel opi ng country exporters are | ack
of international reputationinthe export market, potential |ack of state-of-the-
art equi pment and cost-conpetitive telecommunication links, and a |ack of
rigorously enforced intellectual property rights |egislation (opening the door
for copyright infringement and simlar violations). Software producers can join
with other firms through strategic alliances, joint narketing and exclusive
deal i ng arrangenents, and joint research ventures to produce sol utions sought
by clients. Though such alliances reduce the total nunber of potential suppliers
available, and may result in restrictive practices.?®

36. Opportunities for conputer services exports can be taken up through a
conbi nation of all four nodes of supply. Sonme devel opi ng countries are already
quite conpetitive in cross-border on-line support and technical assistance
services, as well as in software custom zation, database managenment, and Wbsite
desi gn and managenment. Mbre extensive conputer consul tancy and techni cal support
also require the travel of skilled staff to the custoners' hone narket in order
to be nost effective. As part of a strategy to build international reputation
and donestic capacity, some devel oping countries are also providing training for
technicians from other developing countries, either in their own markets
("consunption abroad") or in the target narket. Franchi sing of successful
devel opi ng country operations in areas |like Internet access provision or data
capture is a potential growth area but has not yet been expl oited.

37. Back of fice services. Service opportunities for devel oping countries are
expanding in cross-border supply of (long-distance) back office services.
Starting with sinple data entry services in the 1980s, the supply of back office
services from devel oping countries has grown to include el ectronic publishing,
Websi t e desi gn and managernent, customer call centres, nmedi cal records managenent,
hotel reservations, credit card authorizations, renote secretarial services,
mai ling |ist nmanagenent, technical on-line support, indexing and abstracting
services, research and technical witing, and technical transcription. In
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addition, manufacturers are increasingly contracting out product design
| ogi stics managenent, research and devel opment, and customer service support to
foreign offshore service suppliers.

38. Based on OECD projections® and factoring in the demand for year 2000
conputer code conversion, the 1998 gl obal nmarket for back office services that
could be provided by devel oping countries amunts to approxinately US$ 438
billion. This figure is equivalent to at |east 20 per cent of devel oping
countries' total 1996 exports and 2.8 times devel oping countries' 1996 "ot her
services" exports. For exanple, world denmand for medical transcription is
apFroxinater US$ 200 nillion, while that for legal transcription is US$ 400
mllion and for year 2000 conpliance between US$ 300 and 600 billion. United
States corporations al one spend US$ 50 billion a year on infornation processing,
at |east 20 per cent of which could be provided in a back office environnent.

39. The types of industries where captive back office operations in devel opi ng
countries are becom ng common include airlines, brokerage firns, credit card

rocessing conpanies, financial institutions, insurance conpanies, marketing

usi nesses, and any other businesses with high-volume transactions. Such
captives are an exanpl e of services trade through commerci al presence; however,
an increasing nunber of themare successfully diversifying away fron1suPpIying
their parent conpany in order to service corporate clients in a range of other
countries. Mst services demand i s for busi ness-to-busi ness (producer% servi ces,
rather than consumer services. Local econonmic nultiplier effects are nuch broader
in scope in the case of back office operations than in the case of tenporary
mgration to foreign narkets.

40. Environnental services. The world narket for environnental services is
approxi mately 65 per cent of the global environmental industry (estinated at US$
452 billion), neking present denmand in excess of US$ 250 billion. The focus on

services provisionis shifting fromend-of-pipe clean-up to environnental | y sound
technol ogi es (ESTs) and from regulatory conpliance to resource productivity.
In 1996 devel oping countries generated only 13 per cent of total revenues.?®
Techni cal expertise, price, quality and reliability of services represent the
keY conpetitive factors in the environmental industry, though, geographical and
cultural proximty and the ability to offer a multidisciplinary package al so
contribute to a conpany’s conpetitiveness. Strategies to create or expand
busi ness opportunities may include: (i) offering an integrated package of goods
and services or multi-disciplinary services; (ii) offering specialized services;
(iii) targeting regional narkets; and (iv) establishing links with foreign
conpani es.

41. Experi ence shows that partnerships with devel oped country firnms can be a
nmeans of upgradi ng devel opi ng country firnms’ know edge, expertise and technol ogy
availability. The "build-operate-transfer” system is widely applied in the
envi ronnental sector, especially in the water and waste segments. The ngjority
of export opportunities involve Governments and international funding agencies
as funders or clients. Developing country exporters nmay need to partner with
local firns in order to qualify for such procurenent opportunities.

42. Limtations on the expansion of business opportunities for devel oping
country firms may be identified as relating to: (1) demand conditions (e.g
insufficient financial resources to pay for environnental goods and services;
uncertainty related to paynment; lack of a reliable |legal systemto guarantee
conpliance with the commtnents undertaken by the parties); (ii) supply-side
consi derations (e.g. lack of skilled personnel and lack of financial resources
for training); (iii) policy (e.g. preference for local firns; |ack of governnent
support in terms of business devel opnent, finance and tied aid); (iv) |egislation
(e.g. limtations on the nmoverment of natural persons, ownership and control
over-bureaucratic documentation, testing procedures and information-gathering
requirenents; liability).

43. Wiile environmental services mmy thenselves be traded without nmnuch
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restriction, lack of market access for associated construction services,
prof essi onal services (consulting engineering, design) and anal ytical services
can create barriers to trade. Al so, customers increasingly expect environmenta
services to be bundled with the supporting technol ogi es, which may thensel ves
face export barriers due to regulatory restrictions linked to obsolete
t echnol ogi es.

44.  Developing country firnms which have devel oped the expertise to address
speci fic environnental problens may offer their services to other countries which
experience the same problens. Exanpl es nay include the managenent of rain

forests, environnmental nmanagenent in resource-extraction industries, the
preservation of biol ogically rich eco-systems, and the reduction of air pollution
In mega cities. A number of niche markets can be identified, for exanple
processing and pre-processing of donestic and industrial wastes, water and
wast ewat er devel opnment in response to drought and flooding problens, |and-use
pl anni ng, and a range of support services.

45. The nodes of supply nost frequently used to deliver environnmental services
are commercial presence and the presence of natural persons. Infornmation
t echnol ogy nekes it possible to use the cross-border node of supply for partial
or full supply of sone services, mainly support services, for exanple analysis
of the environmental |egislation of the host country. This shortens the tine
needed to be spent in the country where the service has to be delivered, with
t he consequence that the service provider faces considerably fewer restrictions
related to novenent abroad. There seens to be limted scope for consunption
abroad in this sector, with the exception of sone education-related services.

46. Heal t h services. ™ Cpportunities exist for devel opi ng countries through al
four nodes of supply provided that barriers relating to the follow ng can be
managed: perceived quality of health professionals available and standards of
qual ity assurance in health care facilities; nutual recognition of professiona
credentials; non-portability of insurance coverage; l|ack of standards for
el ectroni ¢ nedi cal records; concerns about Patient privacy and confidentialit
in distance health care delivery; and difficulties in cross-jurisdictiona
mal practice liability.

47. The limts on conpetition in many service sectors resulting fromequity,
social, cultural and devel opnent considerations are clearly illustrated in the
health service sector, where |lives of individuals are at stake. The benefits
that nay accrue fromthe devel opment of trading opportunities, e.g. remttances
and tenporary noverent of heal th professions to provi de services abroad resulting
i n upgradi ng of skills, nust be wei ghed agai nst the potential negative effects,
e.g. brain drain and overspendi ng on state-of-the-art technol ogy for foreigners.
As countries explore opportunities for trade in health services, a bal ance needs
to be struck between regulations that pronmote trade and appropriate regul atory
framewor ks that support universal service provision and national health policy,
for exanple in terns of equity and sustainability.

48. In cross-border delivery (telenedicine), skilled health professionals in
deveIoFing countries have the potential to consult from a distance now that
nmedi cal inmages, X-rays, MIs, etc., can be digitized and transmtted via
conput er . QG her distance delivery options include training and ongoing

rof essi onal devel opment for health care professionals, specialty back-up for
ealth care workers in nore renote communities, devel opment and mai nt enance of
interactive on-line health education databases, and renote nmnedical records
managenent .

49. Wth regard to consunption abroad, a nunmber of devel oping countries are
targeting "health tourisnt, and experience has shown that patients will travel
abroad for specialized treatment 1nvolving advanced technol ogy or particular
nmedi cal approaches (such as traditional Chinese nedicine), conval escent care,
and |ower-cost quality outpatient care. Liberalization in the framework of
subregi onal agreenents, can be effective. The European Union has also
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participatedin bilateral agreements with several devel oping countries to provide
medi cal care where delivery capacity in Europe is constrained. Training of
foreign health professionals, especially those fromother devel opi ng econom es,
is another growth area.

50. Commerci al presence is normally sought through joint ventures and |oca
artnershiP arrangenents so as to have access to certified and adequatel y trai ned
ocal staff. Mnagenment contracts and |icensing are beconing a preferred neans

of commrerci al establishnent for hospital services. A significant characteristic
of commercial presence in hospital operation is the involverment of nanagenent
conpani es whose traditional business is outside health care services. Another
trend is to contract non-health-related conpanies to carry out ancillary
services. Afurther technique for penetrating foreign markets i s through "nanaged
care" services, which conbi ne nmanagenent and i nsurance. Such a systemintegrates
in varying degrees the financing and delivery of medical care through contracts
with selected physicians and hospitals and links with insurance conpanies to
provide health care services. This indicates the blurring between many services
sectors as a result of information technol ogy and new busi ness techni ques.

51. Devel opi ng countries are estimated to supply 56 per cent of all migrating
physicians. Wile denmand is presently being satisfied prinmarily through the
tenporary mgration of skilled professionals as individuals to narkets where
there is a shortage, future growth will probably occur through the tenporary
travel of enployees of health care firns in developin? countries. Exanples of
opportunities include on-site training and wupskilling of professionals,
consultation with health authorities (e.g. regardln? Al DS prevention), nursing
care for the elderly and for handi capped people or for patients suffering from
drug or al cohol addictions, nmedical services in renote areas, and provision of
disaster relief or battlefield nedical services through contracts with inter-
gover nnment al organi zati ons.

52. Tourism services.! Tourism has been a catalyst for growh in nmany
devel opi ng countries. Export earnings (excluding fares) from tourism services
bet ween 1990 and 1995 grew globally at an average annual rate of 7.0 per cent.
Gowh constraints relate prinarily to domestic factors (limted access to
financing, lack of capacity to negotiate with tour operators, inadequate
t el econmuni cations or transportation infrastructure), externalities such as
currency fluctuations or rising airline prices, or perceptions as to physica
safety, the friendliness of the | ocal population, the political stability of the
country, and t he val ue recei ved for noney spent. In addition, devel opi ng country
tourismdestinations are challenged to prevent "l eakage"'® and ensure equitable
access to global distribution networks. Newer areas of growth include niche
tourism devel opnent (e.g. eco-tourism health tourism incentive travel) and
increased attention to the nore lucrative areas of business tourism and
i nternational conventions.

53. Strategic global alliances are the new business technique being used in
the air transport industry. These alliances aimat world coverage by pooling
t he networks of their nenbers, through cost reductions and efficiency gains that
can be achieved by the joint use of resources, by creating synergies and by
providing "network value", i.e. the w der coverage of points serviced by the
carrier and its partners without the need to physically expand operations. The
mai n drawback of doin%]this is that the alliances can restrict conpetition and
thus negate some of these benefits, particularly if they collectively achieve
a dom nant position on given routes.

54. G obal distribution systens (GDSs), which had their origininthe conputer
reservation systems (CRSs) devel oped by large air carriers, nowoffer a variety
of services such as storage of information on a world wide basis, the issuance
of tickets, and marketing or sale of products and services, e.g. land services
supplied to tourists, package tours, and hotel and vehicle rentals. GDSs have
also mnimzed their costs and reduced the need for direct comercial presence
by entering into strategic alliances or nergers in the nost inportant markets.
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They have increased the efficiency of travel agents and becone the nmai n narketing
and trading tool of international tourism as well as a major source of incone
for the carriers which own them They are, however, regarded as a najor barrier
to market entry by devel oping countries, mainly because they are controlled by
maj or carriers that set unfavourable access conditions for conpetitors, e.g.
prohi bitively high access costs for SMEs.

55. While some East Asian developing countries have participated in the
establ i shnment of a maj or GDS (Abacus, conplenmented by the strategic alliance with
Wor | dspan), ot her devel opi ng countries have not been abl e to, and these countries
have faced difficulties in selling their tourismservices. The United States,
the European Union and Canada have issued regulations to control the anti-
conpetitive behaviour of GDSs and ensure their neutrality, and | CAO has issued
a non-binding code, but these have not been sufficient to eradicate such
behavi our conpletely. Few conmitnents have been nade on narket access to CRSs
under GATS, and these do not address their anti-conpetitive behaviour. A
reference paper simlar to the one on basic tel ecommuni cations coul d provide for
conpetitive safeguards and be included in the GATS schedul es of commitnents as
addi tional conmitnents.

1. THE ROLE OF | NFORMATI ON TECHNOLOGY AND NEW BUSI NESS TECHNI QUES I N
EXPANDI NG SERVI CE EXPORTS OF DEVELOPI NG COUNTRI ES

A I nformati on technol ogy
56.  Continuing innovations in information technol ogP/ have revol utioni zed the
tradi ng environnment for services. Conputerized, globally networked systens are

becoming a prerequisite for conpetitiveness. Not only do such systens supPort
delivery of services at a distance, but they are also increasingly critical in
marketing, reservations or sales, staff training, and the redesign of nore
traditional services such as tourism For exanple, leisure tourists from
devel o[)ed mar ket s now expect to be abl e to research touri smdestinations on-1ine,
nmake el ectronic reservations and travel on a "paperless" electronic ticket.

57. The devel opnent of el ectroni c conmerce (EC) has dramatical ly increased the
rel evance of the cross-border node as a neans of exporting services. The
explosion in Internet use (the number of users is said to be doubling every year)
has been achi eved t hrough t he use of open, non-proprietary standards that expl oit
the existing comunications network. The Internet wll facilitate nany
prof essi onal and business services, health and education, travel and ticketing
services, software, entertainment and financial services. The Internet allows
conmercial activities to be conducted without the heavy cost of establishing and
mai nt ai ni ng thsi cal stores and inventories and facilitates establishnent of
mar ket interlinkages. EC will also have an inportant inpact on governnent
services. The barriers to Internet growh as an instrument of ECrelate to | ack
of trust, uncertainty about the regulatory environnent, access and | ogistical
probl ens. 4

58. The rapid expansion in electronically supported cross-border services
trade, including back office services, can be significantly constrained by the
st age of devel opnment and i nt erconnectivity of tel ecommuni cations infrastructures.

At present, there are over 800 nillion main telephone lines worldw de,
suppl enented by cellular networks and satellite communications.®® But nany
devel opi ng countries still have a tel ephone density of less than 1.5 lines per
100 persons, and two billion people have never used a phone. *®

59. Service exporters face both nonopoly pricing for |ong-distance tel ephony
connections and di stance-based pricing that di sadvantages devel opi ng countries
further renpbved from lucrative developed narkets. Economies with

t el ecomuni cations infrastructure conpetition have on average five times nore
I nternet hosts than econoni es without infrastructure conpetition, with connection
charges of less than half. Experts predict that the current trend towards gl obal
conmodi ty pricing of tel ecomunications services (e.g. bandwidth) will equalize



TD/ B/ COM 1/ 21
Page 14

t el econmuni cations costs much sooner than anyone inmagi nes and thus nake | ower -
wage develoglng econom es very conpetitive providers of a range of information-
t echnol ogy- based servi ces.

60. The I nternet ?rovides devel opi ng countries with the opportunity to obtain
hitherto inaccessible and unaffordable information. The resulting transfer of
know how could stimulate expansion of exports of services from devel oping
countries and assist in their integration into the world trading system
However, many devel oping countries suffer from inadequate infrastructure and
i nformation technol ogy. Efforts need to be made to ensure that access of
devel opi ng countries to transborder data flows i s not constrai ned, as i nfornation
constitutes an increasingly inportant factor of production.

61. Two essential infrastructural conponents are required for EC to be
conducted, i.e. the neqessary har dwar e and sof tware, and access to conmuni cati on
net wor ks. Qpportunities offered by EC will be influenced by technol ogical

progress, as well as governnent policies. These will be crucial in deternining
whet her and under what conditions service suppliers could take advantage of EC.*
Mor eover, since the Internet allows all goods and services which can be digitized
to be transported, it blurs the distinction between goods and services and thus
calls for effective cross-border regul atory supervision and nonitoring. A second
area of concern is that it would be difficult to determ ne where a transaction
has actually taken place, raising the need to deal with jurisdictional issues.
These chal | enges pose particular problenms for devel oping countries, given that
t hey have weak regul atory frameworks and | ack enforcenent capacity.

62. The main opportunity of electronic commerce in services is that it wll
permt persons in developing countries to offer their skills in world markets
Wi thout their having to | eave their own countries, thus benefiting fromwhat has
been terned | ow cost/ hi gh-tech conparative advant age*® and avoi di ng brai n drain.
The Internet will also pernit themto advertise their services. |In fact, it may
dramatically reverse the scenario where the industrialized countries were seen
to possess the conparative advantage in nost services sectors.

63. Export opportunities for devel oping countries in |ong-distance |abour-
i ntensive services (e.g. conputer and software services, including back office
services) have been estimated to have the potential to double the total
conmer ci al services exports of devel opi ng countries fromtheir 1993 | evel of $180
billion (See table 5 in the statistical annex). The nmarket for infornation
technol ogy services, which has an average growh rate of 8 per cent, offers
i nportant opportunities. The nost significant market drivers are gl obalization

whi ch has |l ed to gl obal skill shortages and outsourcing, as well as business re-
engi neering and enterprise resource planning as firms try to enhance their
conpetitive advant age; European Monetary Union; the growh of the Internet; and
the year 2000 (mi |l ennium problemn.?

64. For financial and telecomunications services in particular, the
consequences of the changes in information technology are likely to be inportant.
Many financial transactions are al ready being done on-line, elimnating the need
for intermediary personnel. Many financial firnms may therefore prefer to provide
certain services through t he cross-border node rat her t han t hrough est abl i shnent.
Wth regard to tel ecomruni cations, Internet phone and fax services are cheaper
than conventional services, as they are able to nake better use of bandw dth.
Expanded use of these services would reduce revenues obtained from tel ecom
services in devel oping countries.

65. Anot her inportant feature of EC concerns the opportunities it will open
up for SMEs, which will now be able to tap into global markets for suppliers and
custoners. The virtual market space neans that the size of a business is no
| onger an indicator of the geographical spread of its custoners and activities.
Sonme SMEs have al ready achieved a gl obal start-up by setting up a Wb site. For
sone products, such a site can build niche narkets into nass narkets. Mreover,
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internal information used by a firm can be repackaged and nade available to
custoners and the public to help build custoner confidence and | oyalty.?

66. A substantial range of transactions carried out through electronic
conmerce are al read% covered under the GATS. These include Internet services,
products which can be delivered as digitized information flows (e.g. financial
servi ces; tel ecomruni cati ons, conputer and conput er software services; business,
entertai nment, postal and courier services; and air transport). The nost
rel evant nodes of supply are cross-border supply and consunption abroad.
Li beralizing conmitnents in services sectors that are conpl ementary to el ectronic
commerce and all four nodes of supply can contribute to the devel opnent of EC.
It should be noted, however, that if supply through the cross-border node is
preferred to commercial presence, this could reduce the flow of FD, transfer
of technol ogy and managenent techni ques, and enpl oynent opportunities.

67. Certain provisions of the GATS relate to the facilitation of EC (i)
conmitments on market access and national treatment in telecommunications
services and regulatory principles in basic telecomunications provide for
gradual |iberalization of these services, as well as conpetitive safeguards; (ii)
the GATS Annex on Tel econmuni cations provides for access to and use of public
t el econmuni cati ons networks and services (when the services are included in the
GATS schedul e of the inmporting country concerned); it al so provides for technical
cooper ationtostrengthendevel oping countries' tel ecomunicationsinfrastructure
and to expand their telecomunications trade; (iii) Article IV contains
provisions on strengthening domestic services capacity, efficiency and
conpetitiveness (inter alia through access to technol ogy) and the inprovenent
of thlei r access to distribution channels and information networks; and (iv)
Article XI X

68. For devel oping countries to benefit from the opportunities offered by
el ectronic conmerce, it is inportant that the provisions inArticles IVand XI X 2
and the provision on technical and financial cooperation in the Annex on
Tel econmuni cations are faithful I?/ i npl enented. The Information Technol ogy
Agreenent (I TA) renoves a range of tariffs on information technol ogy products
essential to the infrastructure for electronic conmerce and the Internet.
Furthernore, although it will be difficult for Governments to restrict access
to the Internet, many of the services provi ded over the | nternet woul d be subj ect
to donestic regulation to ensure quality and establish liability and for
prudential reasons. GATS Article VI would apply to el ectronic comerce.

69. The cost of infrastructure for el ectronic comrerce is an inportant barrier
to export expansion. For countries presently without |Internet access, priority
attention to going on-line can nake the difference between service exporters
operating from a level playing field or being marginalized. International
nmechani sns to regul ate and harnoni ze transborder |ega questions are | acking,
but whatever rules are adopted for the Internet, they would need to provide for
conpetitive safeguards against the creation of nonopolies that could otherw se
energe. Already Mcrosoft and Netscape are conpeting to nonopolize the donain
of information. Software producers are refining control FroEr ammes and devel opi ng
surveillance platforns that enable them to bloc certain servers.
Tel econmuni cations standards are being concentrated in the hands of a snall
number of operators. In future Internet services could have tiered rates, whereby
Brovi ders woul d create hierarchies of users and payers of prem umprices woul d
e guaranteed priority services. Such a devel opnent coul d put devel opi ng country
users at a di sadvant age.

B. New busi ness techni ques

70. New busi ness techni ques continue to evolve in support of designing new
types of services and delivering existing services in nmore conpetitive ways so
as to service custoners in globalized narkets, achi eve operational econom es of
scal e, and i nprove conpetitiveness through enhanced brand nane recognition. New
busi ness techni ques are al so ai med at establishing cl oser contact between service
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suppliers and consumers and industry end users and to the extent possible
supplying themw th a package of goods and services. Devel oping countries have
to ensure that their service suppliers would make use of such techni ques to avoid
bei ng nargi nal i zed

71. Devel opi ng country service firms will increasingly find that they are able
to be nore conpetitive if they join one of the global networks. Network
affiliation can provide themwith an international reputation to | everage, R&D
and the possibility to nove nore rapidly towards higher val ue-added products,
trai ning and soft technol ogy transfer, and the opportunity for professional staff
totransfer to network offices in other markets. On the other hand, they can join
with like-minded firms fromother devel oping countries to form gl obal networks
that conpete with the established service nultinationals in niche markets. As
gl obal i zation of markets increases, it will become increasingly difficult for
stand-al one service firms to succeed wi thout some formof strategic alliance.

72. Strategic alliances, however, may also develop into market-spanning
know edge- based networks that can lead to the creation of de facto industry
standards. To the extent that such networks supplant the role once played by
a stabl e narket | eader in industrial devel opment, their ability to shape product
mar ket s and set technol ogi cal standards carries with it a potential to erect new
entry barriers. This may have inplications for national, regional and gl oba

market structures, as well as worldwi de market contestability. Hence, the
devel opnment of know edge- based networ ks needs to be taken into consideration in
t he desi gn and devel opment of national and international conpetition policies.??

I, STRATEG ES TO EXPAND SERVI CES EXPORTS

73. The scope for the expansi on of devel opi ng countries' services exports can
be enhanced by actions at the national |evel both to enhance capacity and to hel p
nati onal suppliers inprove their conpetitiveness in response to new business
t echni ques and possi bl e anti-conpetitive practices. Measures in these areas are
i ndicated below. In addition, action will be required at the nultilateral |evel
to facilitate the continued growh of services trade. Some suggestions are
provided below in this regard.

A Action at the national level to enhance capacity and inprove
conpetitiveness

74. Human resource and technol ogy capacity-building. I|ncreasing the |evel of
education, particularly in new technologies, is a key elenent in inproving
conpetitiveness and attracting foreign investnent. Covernment expenditure on
education and research has to be increased and geared to the devel opnent of
i ndi genous technol ogi cal research to strengthen conpetitiveness and to adapt
foreign technology to specific national conditions.

75. Tel ecomuni cations infrastructure. Accessibility via the "information
super hi ghway" (including the Internet) is becomng the new internationa
conpetitive arena for successf ul services  exporting. Upgr adi ng

tel ecomuni cations infrastructure is key to exploiting cross-border trade
opportunities. The recent agreenent on |iberalizationin basictel ecomunications
and the ITAw Il provide support for such infrastructural inprovenents, as will
i nnovat i ve devel opnent strategies.

76. Coherent domestic regulatory framework. In order to expand services
exports, there is a need for Covernments to develop a coherent domestic
regul atory framework for goods and services, trade and i nvestnent and to put in
pl ace incentives that enhance the conpetitiveness of service firns. These woul d
need to deal, inter alia, with: (i) extending current tax incentives and duty
wai vers to service firms, particularly with regard to basic office equiprent
(e.g. conputer hardware and software, fax machines, etc.); (ii) establishing
appropriate performance neasures for foreign commercial presence and the
operation of global service delivery networks, such as | ocal purchase of service
i nputs, export earnings, transfer of technology, staff training;, (iii)
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l'iberalizing the business structures available to service firms; and (iv)
nmoder ni zi ng banki ng regul ati ons and strengt heni ng supervi sory capacity.

77. Nat i onal services export strategy. A coherent strategy for raising the
profile of service industries and exports in the donestic econony is inportant
so that services exports are seen as being vital to econom c devel opnent
Initiatives like the Coordinated African Programme of Assistance on Services
(CAPAS) are inmportant in this respect and need to be reinforced and extended.
Initiatives can be aimed at inproving the quality of services and enphasi zi ng
the differences of these services as conpared to those of their conpetitors.
Commitment to international quality standards (such as | SO9000) can be augnent ed
by training in service quality and custoner service, study tours abroad to visit
| eaders in service excellence, information for benchnarkin? one's own service
agai nst international standards, joint ventures with foreign firns known for high
qual ity standards, or nmedi a exposure and resol ution of service quality problens.
Nat i onal Bureaux of Standards could foster a "service" culture in both the public
and the private sectors with a conmitment to hi gh service standards, with a needs
assessment to identify the key barriers to inproved service quality.

78. Governnent support to hel p SMES to access new t echnol ogi es and nanagenent
techni ques, including sophisticated narketing expertise, capacity to design
differentiated products and export planning skills, can be facilitated gy
establishing an infornmation support systemto dissenm nate infornation on trade
and business. Governnents can al so assist SMEs by pronoting their exports, for
exanpl e through partnering events to assist SMEs to formbusiness alliances and
partnerships and the devel opment of |inked data base systens to assist SMEsS to
di scover the economic environment in each region, as well as to identify
potential partners to increase business. Support can also be provided through
trai ni ng programes on effective use of infornmation technol ogy, cul tural aspects
of services innovation, and the skills needed to negotiate and partner
effectively in the context of business alliances. Support can al so nake use of
a wide range of policy instrunents such as exchange, trade, fiscal and credit
policies; specific exanples include direct subsidies, ?overnnent procur enent,
tax incentives, and allow ng novenent of foreign specialists.

79. Pl ans for expanding services exports need to be integrated into overal
nati onal devel oprment pl anning and include strategies such as the follomjn?: (i)
dissemnating tinmely trade and business information to SMEs and different
governnment bodies; (ii) featuring national service export capabilities on a
national Wbsite; (iii) publicizing service export success stories, including
supplying service statistics and success stories for speeches by political
| eaders; (iv) expanding the coverage of service firms in exporters' directories;
(v) uploading information on existing service exporters into partnering
dat abases, including on the International Trade Centre UNCTAD/ WO s Services
Exporting Homepage; (vi) identifying and developing regional narket
opportunities; (vil) negotiating nutual recognition agreenments (MRAs) and terns
for tenporary entry of service providers and business persons with key target
mar ket s; and sviii) chan%:ng the regulatory framework relating to market entry,
behavi our of firns and the establishment of monopoli es.

80. Financing for service firms. Service firnms are restricted in nost
devel opi ng countries to borrowi ng agai nst personal assets rather than agai nst
corporate assets. Key financial institutions t¥pically lend only to "eligible
sectors" which do not include the majority of service industries. Service
exporters need access to the followi ng types of financing: overdraft facilities
agai nst accounts receivable, project financing, performance bonds and
nmobi | i zat i on payment guarantees, corporate credit cardswith levels sufficientfor
international travel, and both | easing and |oan options to finance office and
conput er equi pnent acqui sition and upgradi ng.

81l.  Measures to discipline anti-conpetitive behaviour. Many markets for
services are domnated by relatively few firms, and the trend in nergers,
acqui sitions and strategic alliances has exacerbated this situation. There is
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a need to devel op national conpetition rules as well as nmultilateral nechanisns
t o strengthen cooperation anongst conpetition authorities to deal with transfer
pricing, exclusive dealing arrangenments, alliances, mergers and acquisitions,
and export cartels. To provide for conpetition safeguards, the exanple of the
reference paper on basic tel econmunication services could be followed in other
services sectors.

82. Service industry associ ati ons. Governments can support service exporters
by strengthening their national service industry associations as agents to
establ i sh and enforce codes of conduct and standards for professional continuing
education. Associations can also |link nenbers to potential partners in target
export markets and serve as a coherent voice for the needs of the service
i ndustry (including exporters) wth governnment. In addition, Governments may W sh
to support the fornation of a coalition of service industries linked to other
such coalitions.

B. Action at the nmultilateral |evel

83. Col | aborative efforts. To facilitate the continued growth of services
trade, three areas require collaborative efforts among nenber Governments: (i)
services trade statistics, including common agreenents as to the definition of
i ndustries such as tourism and environmental services, acconpanied by the
devel opnent of satellite accounts as needed; (ii) devel opnent of internationa
standards for electronic service delivery, including interconnectivity, and
anal ysi s of the inpact of devel opnents inintellectual property rights protection
on access to databases; (iii) creation of effective access to nutual recognition
agreenments relating to professional qualifications, and agreenent on the cross-
border handling of professional liability issues that currently constrict the
di stance delivery of services such as tel enedicine.

84. International financial institutions. Intheir role of supporting economc
devel opment, international financial institutions can facilitate the expansion
of services trade in at least two ways: (i) fast-tracking inprovenents to the
t el ecommuni cati ons and I nternet i nfrastructurein devel opi ng countries, including
through help with privatizing state tel econs, attracting foreign investnment, and
establishing an independent regulator; (ii) instituting "set asides" by
i ntergovernmental organizations and international financial institutions of a
per cent age of services contract work for service firnms fromdevel opi ng countri es.

85. Actions in the context of GATS. Since the conpletion of the U uguay
Round, devel opi ng countries have undertaken major conmitnents autononously and
as a result of the extended negotiations on financial and tel ecommunication
services without obtaining reciprocal benefits. Thus, there may be a need to
restore the overall balance of rights and obligations in terms of sectors and
nodes of supply, just as there is a need to provide credit for post-U uguay Round
l'i beralization by devel opi ng countries.

86. Article XIX 3 of the GATS provides that, for each round, negotiatin

gui del i nes should be established, for the purposes of which an assessnment o

trade in services in overall terns and on a sectoral basis with reference to the
objectives of the GATS, including Article IV.1, wll be carried out. The
assessnent should contribute to the know edge base necessary to take deci sions
on liberalization. In this regard, services statistics need to be inproved.

87. GATS assessnment. As Article I1V.1 provisions are accorded through
negoti ated specific comritments, the relative inbal ance in negotiating | everage
bet ween devel oped and devel opi ng countries has made it difficult for devel oping
countries to derive the expected benefits from these provisions. This matter
could be pursued in the context of the assessnent and the next round of
nultilateral negotiations on trade in services. I mpl enentation of Article
IV.1(b) of the GATS would require restoring symretry between the four nodes of
supFIy and ensuring that services of export interest to devel oping countries are
i ncluded in the schedul es of conmm tnents of devel oped countries. The inpact of
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el ectroni c comrerce and new technol ogi es on trade in services and expansi on of
their capacity to export through the cross-border node (nmode 1) and the inpact
on national policy objectives could be evaluated. In this regard, it would be
useful to undertake an assessment of the extent of access provi ded for devel opi ng
countries to technol ogy, distribution channels and infornmation networks in the
schedul es of commitnents of devel oped countries. One possibility would be to
establish specific measures and benchmarks to grant devel oping countries
preferential access to networks and newtechnologies. Inrelation to the review
of the Air Transport Annex, the inpact of new business techniques on air
transport needs to be assessed.

88 In relation to the cross-border supply mbde (node 1), an acconpanyi ng
re?ulatory framework, conpetition policy, technical assistance and an
infrastructure building mechani smwoul d need to be provided for prior to further
liberalization of this node and electronic comrerce. In I1nproving their
commtments on the cross-border node, devel oping countries would need to link
conmerci al presence to the cross-border node to ensure i nplenmentation of Article
IV provisions and to deal effectively with issues relating to liability,
jurisdiction and quality control, as well as transfer of know how and i nposition
of performance requiremnents.

89. As regards commercial presence (node 3), it would be useful to gather
information on the extent to which investment in devel oping countries has
increased as aresult of their granting security and predictability through their
mar ket access commitnents. An inventory of anti-conpetitive practices could
provi de useful guidance for future negotiations. On nmovenent of natural persons,
a conparison could be made in terns of what access is currently granted in the
national |egislation of devel oped countries in respect of tenporary novenent of
service suppliers and what has been bound in the schedules of specific
comm tnments, and an attenpt could be nmade to identify the criteria used in ENTs.
The inpact of MRAs on exports of devel oping countries in this node al so requires
attention. Gven the inportance of information as a production factor, an
exam nation is needed of whether developed countries' contact points have
provided rel evant narket infornation to devel opi ng countries service exporters
whi ch has assisted themin devel opi ng and inpl enenting export strategies.

90. GATS gui del i nes. The required negoti ating gui del i nes shoul d address i ssues
whi ch have arisen in the inplenentation of the GATS. Effective inplenmentation
of Article IV to ensure strengthening of conpetitiveness of services sectors of
devel opi ng countries could be achieved through the transfer of commercially
viable technology on preferential terns, particularly in the area of
tel ecommuni cations and information technology; this would involve the full
i npl ementation of the Annex on Tel ecomunications (i.e. the provisions on
technical and financial assistance). Provision could be nade for devel oped
countries to grant incentives to their firms and institutions for the purpose
of encouraging transfer of technol ogy.

91. Quidelines need to take into account the fact that prior to further
l'iberalization of the cross-border node, developing countries would require
technical and financial assistance for infrastructure building, as well as for
setting in place an acconpanying regul atory framework and conpetition policy.
To ensure the inplementation of the objectives of Article 1V, devel oping
countries would need to link narket access in the cross-border nobde to
est abl i shnment of commercial presence. Such a |inkage woul d enabl e themto tackle
effectively issues relating to liability, jurisdiction and consurmer protection,
and to establish an appropriate environnent for access, including, for exanple,
per f or mance requirenents.

92. As regards node 4, a list could be drawn up for categories of persons for
which countries would agree to abolish ENTs, and criteria for the application
of ENTs for categories not covered by the Ilist could be established.

Consi deration could also be given to binding existing access contained in
immgration legislation and to the adoption of an agreenent for |iberalization
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of access for sector-specific categories of persons, coupled with the possibility
of abolishing those requirenents which prohibit developing countries from
provi di ng professional services. A nechanismcoul d be establishedto pronote and
nmonitor effective access of developing countries to MRAs in relation to all
pr of essi onal servi ces.

93. Gt her areas which coul d be addressed by the negotiating guidelines to be
established under Article XIX 3 relate to accelerating work on emnergency
saf eguard neasures to enable countries to expand nmarket access conmtnents in
al | nmodes and sectors, subjecting subsidies of devel oped countries to disciplines
in the context of negotiations under Article XV, strengthening Article | X by
ensuring that inporting and exporting countries would control abuse of dom nant
position, and establishing a notification requirement for restrictive business
practices. Reference papers coul d be negotiated to ensure conpetition saf eguards
and address private sector practices, for exanple in relation to GDSs and CRSs.

V. POLI CY RECOMVENDATI ONS

94.  The analysis in the preceding chapters of this paper give rise to the
pol i cy recommrendations set out below for the consideration of Menber States.

A Addressed to national Governments

95. The following policy initiatives could be taken at the national |evel: (i)

identifying barriers to services exports, for exanple by circulating
questionnaires to the private sector with respect to problens in obtaining visas
and work permts; (il) strengthening producer services, inter alia through
externalization and liberalization of market access; (iii) adopting an enterprise
structure for the export of |abour-intensive services ained at providing a
package of services, linking the duration of the stay of tenporary personnel to
a specific project and clearly defined skills; (iv) preparing inventories of the
occupation of nationals working abroad in order to identify areas of conparative
advantage and where requests could be nade in the next round of GATS
negotiations; and (v) accelerating the inclusion of services and their
liberalization in the context of subregional arrangements and strengthenin

cooperative efforts through such arrangenents to prepare for the next round o

GATS negoti ati ons.

B. Addressed to the international community

96. The following initiatives could be taken by the international comunity:
(i) ensuring effective inplenentation of Article 1V and Article XI X of the GATS
in the context of the devel opnment of the guidelines for GATS negotiations; (ii)
preparing a schedul e of specific criteria for the application of econom c needs
tests and eventually their renoval, particularly with respect to clearly
identifiable categories of professions, (iii) creating the conditions conducive
to the transfer of technolo?y fromfirns in devel oped countries to firms in
devel oping countries, as well as the diffusion to the devel opi ng countries of
technol ogies in the public donain; (iv) assistingthe UNCTAD and WIO secretariats
in inproving services statistics to neet the needs of policy-nmakers and trade
negotiators for the next round of GATS negoti ations.

C. Addressed to UNCTAD

97. UNCTAD coul d be requested to: (i) convene an expert neeting on the inpact
of el ectroni c commerce on services trade of devel oping countries and on the type
of economc and infrastructural policies which would provide elenments for an
export strategy in the area of |ong-distance services/business services; (ii)
undertake a systematic analysis of immgration laws to identify their
occupational specificity in order to assist developing countries to Identify
possi bl e opportunities for expanding trade and facilitate the preparation of
requests in the GATS negotiations; (iii) nmake an inventory of the nost preval ent
anti-conpetitive practices in the services sectors; and (iv) continue work on
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t he MAST dat abase (Measures Affecting Service Trade).
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