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1. INTRODUCTION

1. Under Item 3(e) of its work programme, the Standing Committee is requested
to expl ore ways and means of enhancing access to and use of distribution channels
and i nformati on networks in pursuing devel opi ng conpetitive service sectors in
devel oping countries and increasing their participation in world trade in
servi ces.

2. VWhile for some services distribution takes place through nore traditiona

channel s such as through the novenment of goods or persons, an increasing variety
of services can be supplied through information networks in that the information
network not only provides informati on about the services offers, but constitutes
the channel for distributing the service itself. The perception that access to
gl obal informati on networks and distribution channels had becone a crucial factor
in increasing their participation in international trade in services, |ed
devel oping countries to press for recognition of the need to include issues
rel ati ng such access into the Uruguay Round at the Montreal Mnisterial Review
in 1988. UNCTAD had addressed the phenonena of "networking" and "networked
econony”, and a spectrum of problens have been identified as inpeding access to
networks and distribution channels. The Cartagena Conmitnment agreed that all

governments shoul d support the achi evenent of the access of devel oping countries
to distribution channels and information networKks.

3. Article IV of the General Agreenent on Trade in Services (GATS) provides
for the possibility of facilitating the increased participation of devel oping
countries in world trade in services through negotiated specific conmtnents
relating to the inprovenent of their access to distribution channels and
informati on networks. Article XIX pernmits devel oping countries, in providing
access to foreign suppliers, to attach conditions ained at achieving the
objectives of Article IV, such as that of providing access to information
net wor ks and distribution channels. The Annex on Tel ecomuni cati ons al so provi des
that condition relate to export of teleconmunications services can be attached
to the use of the public tel ecomunication transport network. For devel oping
countries to derive effective benefit from such provisions, however, it is
essential that they deternmine what is to be negotiated and with whom and how
can they strengthen their negotiating position in such negotiations.

4, Agai nst this background, the Secretary-General of UNCTAD decided to
organi ze an Expert Goup charged with the task of assisting the Standing
Conmittee to inmprove its understandi ng of the issues involved in enhanci ng access
to and use of information networks and distribution channels. The Expert G oup
Meeting on Access to and Use of Information Networks was held on 1- 3 February
1995 in Madrid, with the support of the Fundacion para el Fonento de la
I nf or maci on Automatizada (FU NCA). The Expert G oup exam ned the issues rel ated
to access to distribution channels and information networks, focusing on trade
i n busi ness services, professional services, audiovisual services and tourism
The Expert group specifically addressed the questions relating to the
identification of (i) barriers which inpede access to and use of information
networks and distribution channels in sectors where such use and access is
crucial to increased exports of services; (ii) possible actions to reduce or
remove such barriers, including through (a) intergovernnmental negotiations or
government-private sector negotiations as foreseen in Article IV and Article X X
of the GATS, (b) autonompus action at the national level, and (c) supportive
actions by the international conmunity.

5. This report draws upon the contributions made in the Expert G oup Meeting,
and is circulated to the Standing Cormittee for the comments of menbers. It does
not attenmpt to address the spectrum of issues involved in access to and use of
informati on networks and distribution channels, but focuses on those of
particular relevance to the objective of increasing developing countries’
participation in international trade in services.
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I1. ACCESS AND DISTRIBUTION

6. Distribution is about accessibility of the product to users and consuners.
The information network may provide information about the service being
provi ded, while the service itself may be provi ded separately by the producer
To an ever increasing extent the information network is beconming the
distribution channels for a variety of services. Furthernore, the distribution
channel may al so act as a medium of service production itself. This applies in
sonme cases of information networks, especially those related to conmputer and
sof tware services, whereby the information network also acts as a nedi um t hrough
which the "finished product” (software or data) is stored and transmtted
Increasingly, distribution channels and informati on networks share one feature
in common, nanely, their dependence on tel ecomunications.

i. Activity-based distribution channels
7. One of the nost traditional form of distribution channel is human

i nteraction through established social and econom ¢ networks. Few busi nesses
nowadays rely purely on word of nouth recomendations, but the "human rel ati ons”

channel remains inportant. I nformati on networks such as Internet, which is
di scussed below, nmake it possible to have people-to-people contacts w thout
movement of persons, in fact, business application of Internet has been

i ncreasing in devel oped countries. An institutionalized form of people-to-people
distribution networks are trade organizations, through activity-based
i nteractions, such as through trade fairs, mssions, del egations and exhibitions.

Trade associations are the institutional means of consolidating interactions
based on interpersonal contacts. The essential aspect is "participation" in the

net wor k. The link between downstream services of the market and "upstream
services" e.g. the design of the product has been stressed in earlier UNCTAD
docunent ati on where the information network is the distribution channel. This

feedback can be quite rapid, assisting the service provider to adapt his product
to the market.

ii. Multi-unit distribution network

8. Anot her type of traditional distribution channel is what can be described
as multi-unit distribution network, typically of nore well-devel oped industries
Many of these have a sectoral character, as in the case of banks, restaurants,
| aundri es, hairdressers, etc. |In other cases, the distribution channel may be
mul ti-functional or nultisector, for exanple, a hotel chain is a distribution
channel for many different types of tourism and travel-related services. The
i ndi vidual units of the distribution channel within a sector nay or may not be
networked. They al npst certainly are networked in a proprietary, chain store
situation, but there may al so be other |ooser fornms of networks, such as through

franchi ses, cooperative agreenents, or trade associ ations.

iii. Public media distribution channel

9. The public nedia are inportant nedia of communication. Wether the content
carried is comrercial, such as news and advertisenent, or non-comercial, such
as literature or arts, the global media now provides an inportant network through
which information is relayed to nost corners of the world. Both the print nedia,
i.e. newspaper, magazines and trade journals, and the electronic nmedia, i.e.
television and radio are subject to regulations various reasons. The nedia
industries act as a distribution channel for the services of film radio

programes, literature, news reporting, etc. are delivered.
iv. Computer-based information networks
10. As noted bel ow, computer-based networks are now extensively used in nost

service sectors, in particular to support the global operations of TNC. The nost
popul ar types of networks are what can be classified as "corporate networks".
These can be categorized into "intracorporate”, "transcorporate" and
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"intercorporate” networks. The purpose of intracorporate networks is that of
coordi nati ng day-to-day activities by enabling end-users within the same conpany
to share informati on and processing capacity, while transcorporate networks take
the form of links between a firm and its closer suppliers and partners.

I ntercorporate networks inplenent corporate alliances enabling corporations to
share strategic i nformati on, technol ogi cal know how, cooperate in joint ventures
etc., are ainmed at affecting the environnent in which a group of firns operate,
particularly with respect to setting and inplementing comon information
st andar d. Many of the corporate networks are proprietary in nature, such as
conmput er reservation system (CRS) of airlines, electronic financial services
networ ks, and private business intelligence networks. Oten the network is part
of a range of industries which are increasingly integrated with each other. The
CRS, for exanple, is closely related to the airlines, travel, hotels and
conference industries, other than being a conputer network service. Besides as
a source of information, these networks are often also the neans through which
a service is transacted. Thus a CRS not only provides information on airlines,
but offers booking of tickets sinultaneously. Likew se, a banking electronic
network not only allows bank details to be reveal ed, but also bank transactions
to be effected.

11. The inplications of conputer-based information networks for foreign service
providers differs depending on how such networks devel op. Situati ons where each
service provider is responsible for the devel opment and operation of one's own
proprietary electronic distribution network can put foreign exporters -
especially those of developing countries - at a distinct disadvantage as such
networks conme to represent prerequisites for full market participation and
therefore potential barriers to entry. By contrast, there are situations when
small, renote providers can benefit disproportionately fromthe availability of
publicly or privately provided electronic distribution networks that will work
to put all providers on a nore or less equal footing. Another type of electronic
network is trade data networks run by trade pronotional bodies. Less proprietary
in nature and hence nore open to users, these networks are also less likely to
be sector-specific, or to allow businesses to be transacted via the network.
The "information superhi ghway" is energing as nmedium for storage and exchange
of information. This is, in effect, a |oose network of independent conputer
dat abases connected via tel ecomuni cations, the nost famus of which being the
Internet, a system of interconnected conputer network which may be a storage or
distribution mediumfor virtually any information. The Wrld Wde Wb is anot her
protocol which allows information to be stored at one end of the Internet to be
accessi bl e through anot her end.

Box 1
Internet and Trade

The use of Internet for trade is expected to increase dramatically in the coming years. It is estimated that in the year
2000 Internet will be used to purchase $600 billion of goods and services world-wide, accounting for 8 per cent
of the total goods and services purchased that year. Major telecommunications carriersin the United States and
in Europe are extending their services with respect to the Internet. For example, MCI and BT are developing secure
software for commercial Internet transactions, a platform to offer on-line business services using the World Wide
Web, aswell as high and low-speed Internet access, transport and consulting services.? MCI, which has provide
backbone servicesto Internet in the United States for several years, is launching Marketplace MCl, "an electronic
shopping mall", where small and medium-sized companies can set up electronic storefronts for $2000 to $3000
per month.” It islikely that Internet may increasingly be used for the transmission of advertising images to potential
customers on account of its cost advantage, since the Multipurpose Internet Mail Extensions (MINM) enable an
Internet message to encapsulate fax, sound and video. Virtual spaces on the Internet, where developing country
firms can display their products, would be an important potential means for advertising and selling in international
markets in the coming decades.®
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Other commercial uses of the Internet include communicating with customers and suppliers, as well as accessing to
specific on-line services. Commercia users can aso join mailing lists to keep abreast of genera issues affecting their
industries, through mailing lists associated with topics such as technology transfer and country or industry specific
studies or make use of on-line services such as USENET News® or Internet Relay Chat®.

However, a number of external factors seem to affect the adoption of Internet as mechanism for increased trade. The
issue of standards is becoming increasingly important, especialy with respect to the convergence of the message
handling systems of the Internet, interoperability among standards for electronic data interchange (EDI), and adoption
of a world-wide set of standards for secure information coding (encryption) and user access authentication.
Furthermore, governmental prohibition of export of encryption agorithms can serioudy affect the potential of software
developersin cresting network intensive gpplications that can interact with the existing infrastructure of secure software
products on the Internet. Finally, thereis aneed for information on specialized networks that could be of immediate
interest to devele oping countries, as such information would be crucial for facilitating developing-country participation
in the Internet.

Multilatera efforts may be a necessary response to these problems, as the use of international standards, multilateral
solutions to the problems posed by export restrictions on encryption software,and international arrangements for the
provision of information on specialized networks for devel oping countries may warrant serious consideration.

@ Kenneth Hart, "Internet Envy: Carriers Seek A Piecein the Action”, Communications Week International, issue 136,
12 december 1994.

® Telecommunications Reports, 28 November 1994.

¢ Jose Diaz, "Factors Influencing the Use of the Internet for Electronic Commerce in Developing Countries: The Case
of the Dominican Republic”, paper presented at the meeting of the Group of Experts on Accessto Information Networks
and Distribution Channels, UNCTAD/FUINCA, Madrid, 1-3 February 1995.

9 USENET News is one of the largest, most comprehensive "news' systemsin the world. Members of news groups
receive messages and news articles according to their specific group profile.

® Internet Relay Chat is an interactive, real-time conversation system.

" See Jose Diaz, op. cit.

I11. THE IMPORTANCE OF ACCESS TO NETWORKS AND DISTRIBUTION CHANNELS
TO SPECIFIC SERVICE SECTORS

i. Business Services

12. In the business service sector, apart from conputer related services which
wi || be discussed subsequently, existing networks and distribution channels are
nmostly intra-corporate or at nost trans-corporate (i.e. between the corporation
and its clients/suppliers). O all business services, managenent consultancy
per haps enconpasses the wi dest range of specialized disciplines covering the
strategic, operational, technol ogical and organi zati onal aspects of the business
of its clients. Being a know edge intensive service, information networks play
a significant role in nmanagenent consultancy's activities. The | argest
advertising and marketing comuni cati on groups have been actively exploring ways
to make better use of the new information technol ogies, attenpting to inprove
the links between their various operations by introducing the |atest hardware
and software technologies to formtheir own el ectronic highways so as to ensure
efficient transfer of know edge and experience between their personnel in
different |ocations and functions. A substantial investnent programre in
i nformati on technol ogy has been | aunched with the ai mof producing better results
for advertisers and of comunicating both inter-office and with clients in a nore
effective and tinely way. Market research and public opinion polling services
have been characterized by a rapid rise in the concentration rate over the |ast
decade. The mmjor players like A C. N elsen, the GK Goup, IR and Sofrés are
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i ntensive users of nodern conputing and telecom facilities and several have
extensive proprietary networks. These networks provide the clients with direct
desktop access to its nmarketing research information thus giving them a
capability of tinely external and internal data integration

- Computer related services

13. I nformati on networks, especially tel ecomunication networks, constitute
one of the nodes of delivery for software services. The use of networks can
function as a tool for increased participation in international trade in software
services on account of the enhanced ability it brings to firnms in altering
production and delivery processes, in speeding up the delivery of services, and
in internationalizing products and services. Software |ike telecomunications
is an internediate service in that it is often an input into the production and
delivery of other services. There is a relationship of nutual dependence and
rei nforcenent between tel ecomuni cations and software services while the state
of tel econmuni cati on networks can be a crucial determ nant of trade in software
services, the latter provides a major input into the functioning of
tel ecommuni cati on services, e.g in telephone switching and videotex. Thus,
difficulties with respect to one sector will have an inpact on the other. For
exampl e, the unreliability of the quality of teleconmunication lines as well as
high tariffs in [long-distance telecomunication have been cited by sone
devel opi ng-country firms as inpeding them from naking better wuse of the
possibilities of renpte data and software services provided by the use of
i nformati on networKks.

14. The increasing use of information networks for service delivery have
enabl ed devel opi ng country service providers in the software and data processing
sectors to gain new market opportunities. Renote data entry, data processing,
and software devel opnent are areas where new opportunities have arisen. Sone
of the devel oped-country airlines have transferred their accounting and ot her
"back-office" services to devel opi ng-country | ocations, using data transm ssion
via satellites. Simlar opportunities are being explored by financial services
conpanies with respect to back-office operations such as credit-card transaction
processing services and by nmail order distribution companies in relation to
order-processing services. Of-shore work, in these cases, takes advantage of
the different tinme zones and | ow | abour costs, however, efforts have to be nade
to keep ahead of advances in technology which are nmaking basic data entry
functions unnecessary.

15. Sof tware services can be delivered through el ectronic information networks
- facilitating cross-border trade as an inportant node of delivery. However
even in the case of software packages, renpte data entry or renote progranm ng,
the extent of cross-border trade is limted. The reasons for this are:

a. The inportance of access to |ocal networks of distributors: Mst of the
software around the world continues to be distributed either by
manuf acturers or by large, independent software firms. They often give
preference to their own products or to fast-selling packages. When a
small firm manages to devel op a successful software, larger firns often
try to buy its outright rather than attenpt to conpete with it.

Discrimnation by |arge-scale software distributors as well as by
equi pnment vendors pose serious difficulties for devel opi ng-country firns
that wish to penetrate foreign software markets. Al'l these make it

necessary for software firns often to establish sone conmercial presence
in their markets for effective functioning.

b. The inportance of client/producer relationship: In custombuilt software
and systens integration, cross-border trade often functions not as a
substitute but as conplenentary to other nodes of trade. Much of the
producti on depends on direct client/producer interaction, and sometines
t he producer may even need to work directly on the client's conputer.
O f-shore devel opnent often requires the provision of on-site services
such as specification of functional requirements, sign-off on devel opnment
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plans as well as on acceptance plans, testing, and training. For
exporters of software service, tenporary nmobility of personnel is crucial
and visa and work permit restrictions in certain target markets in
devel oped countries have been perceived as serious obstacles to trade in
sof tware services by sonme devel opi ng-country service suppliers. However,
i ncreased reliance on information networks for the delivery of software
services can be one response to this problem |In the case of devel oping
countries such as India, the main source of export earnings from the
software sector is shifting from the provision of consultancy services
through the tenporary mobility of personnel to off-shore devel opnent work,
India has allowed dedicated satellite links to be used by donestic
software firns to provide an overseas customer with a software team which
can serve as an extension of his own operations, using his conputer
installation, wi thout having to set up business in India.

16. Many devel opi ng countri es have been using relationships with foreign firns
as a neans for enhancing |ocal software capabilities. Several Asia-Pacific
countries show exanples of this. Republic of Korea has relied on joint ventures
bet ween gl obal and | ocal firns, while India has nmade use of subcontracting and
personnel dispatching, also called "body-shopping”, and exclusively export-
oriented subsidiaries of foreign firms for increasing local skills as well as
service exports.

17. Regul ations prevalent in the country of the consumer can sometines pose
difficulties for off-shore providers in servicing their clients. For exanple,
devel oping country firnms can be inpeded in the provision of off-shore information
services to financial service conpanies, e.g. in custodial services, by high
m ni mum net-worth requirenents in the client's country. As this requirenment is
related to the liability to investors whose assets are being serviced, a possible
solution could be an insurance requirenment instead of a mininmm net-worth

requirenment. Regul ations that stipulate the processing of data within the
country al so act as inpedinments to the provision of data processing services off-
site. There may be a need to rethink the entire issue of professional

liabilities in the Iight of changes in technology and in the node of delivery.

Devel opi ng countries would al so need to adopt appropriate regul ati ons gover ni ng
the use of general data networks and network crime so that a synmmetries in
regul ati on do not becone occasions for barriers to trade.

Box 2
Developing Information Services: India's Case

Significant growth of software services in the past severa years in India has led to development of various
information industries such as revenue-accounting services for airlines, financial services back-room operations,
mail-order processing and offshore publication. Also the economic reform processinitiation in Indiain 1991 has
created growing interest in Indiaas aplace to invest, and it has created an opportunity to Indian entrepreneurs to
provide information on India in electronic form as electronic information-content. Two relatively successful
examplesare: (i) JURIS - A Lega Database of Court Judgements; and (ii) CAPITALINE - Corporate Financials
On-Line. One of the mgjor constraints to devel op off-shore electronic information servicesis a high cost of data-
communication links. Thetotal cost of such links often cost some $ 120,000 per year. High telecommunications
tariff isaso cited as a constraint to develop information servicesin India.

Development of information services rai ses some questions on |egidative aspect such as: As generd data networks
are constructed, what are the liabilities of the network provider? Should it be ligble to aservice provider using that
net for loss-of-profit? Who isliable for incorrect information received by a user? What if thereis malicious use
of anetwork such as by a hacker who steals passwords or credit card number? In the absence of alow governing
data networks, i.e. liabilities and rights, these issues could become caught up in years of litigation and evolve
painfully and slowly as each court case decided.
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It has been pointed out that just asthere is need for legidation, thereis also aneed for training in detection of network
crime and for the establishment of mechanisms for the award of penalties and restitution to victims of crime and fraud.

Although the information for this box was drawn from India's experience, most countries have not sufficiently addressed
questions of liabilities and rights, as well as adequacy of penalties or restitution to victims. In the OECD countries,
legidationsin this regard has been reviewed, however, it is an evolving process. Development of information industries
progresses in devel oping countries, necessity of enhancing legidative aspect on data networks becomes urgent.

Source: Prakash Hebalkar, op.cit.

ii. Professional services

18 Prof essi onal services typically involve know edge and skills that respond
to the needs of producers, consuners or both, and are usually restricted to
i censed professionals such as accountants, auditors, |awers, etc. The |arge
accounting firnms and engi neering consultancies providing services on a broad
i nternational scale are intensive users of information networks. However, it
appears that the application of such networks by law firnms is limted except for
a few large law firns practicing internationally. Use of electronic conputer
i nformati on network for conmon nunber, electronic |ibrary, video conferencing
and electronic-mail is a way of expandi ng business |linking partners and clients
donmestically and abroad. An el aborate intra-corporate network helps them to
achi eve coordination and a | earning effect between professionals spread over the
world. The networks for exanple allow themto check whether simlar problenms
have al ready been dealt with el sewhere in the company and how t hey were sol ved.

Firms can retrieve information in various areas from databases hel d by nationa
and international institutions such as Library of Congress, Wrld Bank. The
devel opnent of national information networks would be an inmportant step in
enabl i ng professional service firms to make effective use of network cul ture.

CGovernnments may have to initiate projects for building up national databases
with the appropriate critical nmass, or provide a profit maxim zing |ega
environnent to let the private sector conmpete on devel opi ng such national data
bases.

19 The main difficulties that developing countries face with respect to
accessing and using information networks and distribution channels to increase
their participation in world trade in professional services result mainly from
a shortage of technol ogical, financial and human resources. Association with
TNCs remains the maj or node of technol ogy transfer and market penetration in the
case of several professional services such as accounting, |egal consultancy, etc.

Al though auditing and accounting are intensively local affairs, requiring
detail ed know edge of |ocal rules and regul ations, TNCs appear to have a mgj or
conpetitive advantage over local firnms. This is partly due to the nore advanced
| evel of their specialized skills such as consulting and to their ability to buy
and apply information technol ogi es, but reputation - the brand name - seens to
play a major role in this. Collaboration with such firns may be a way for
devel oping countries to penetrate distribution channels in such cases. This is
particularly relevant in accounting services where large international firnms
often deliver their services by attaching their name to | ocal products and | oca

providers, with nost of the benefit going to |l ocal partners, in a formof nulti-
unit distribution network. Since such collaboration involves enpl oynent of |oca

personnel, it often entails transfer of technology and skills and their eventua

di ffusion through "job-hopping”.

20 Questions of telecomunications infrastructure may becone even nore
rel evant as an increasing nunber of nultinational providers of professional
busi ness services will acquire their own intracorporate comuni cati ons systens

with their subsidiaries or branches in devel opi ng-country markets, for exanple
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through satellites, thus overcoming the shortcomings of the public
tel ecommuni cati ons systens. Devel oping countries w shing to expand their service
exports need to build up their basic and val ue added tel ephone infrastructure
to remain part of the global market. Late-comer countries face advantages and
di sadvantages with respect to telecominfrastructures. On the one hand, nobile
t el ephones, which are qui cker and cheaper to set up than land lines, while fibre-
optic cables, that cost the sanme as copper-cables, have nmuch higher capacity.
On the other hand, the start-up phase of information-networking with new tel ecom
services such as EDI and E-mail can prove to |ong and expensive.

iii. Audiovisual Services

21 The film industry is particularly dependent on access to distribution
channels. Virtually all production costs are incurred in turning out the first
copy of the film The subsequent return thus depends al nost entirely on how and
when the filmis distributed. There are about 65 fil mproducing countries in the
world, with a total output of 4,000 to 4,500 filns per year. Mre than half of
these are produced by Asia-Pacific countries. Hong Kong is the main exporter of
films in the region, especially for Singapore, Ml aysia, Taiwan province and the
Republic of Korea. Distribution of filns involves several parties, nanmely, the
producer, distributor, exhibitor, and exporter/inporters if the film is
internationally traded. However, for the total exports of films in the world,
the United States is the nmajor exporting country. Being in a position to contro
the timng and duration of film shows, distributors occupy a very powerful
position in the filmindustry.

22 The biggest practical barrier to market access for devel oping country
producers may lie in the advanced and highly integrated state of the nedia
industry in Wstern societies. Here vertical and horizontal integration between
production and distribution seens to pose the nmpbst serious inpedinment to new
entrants, especially from devel oping countries, in accessing and distributing
their media services products in devel oped-country nmarkets. United States firnms,
whi ch dominate the media product distribution market overwhelmngly favour
domestic products because of their larger, |ower risk market and because they
frequently produce the products thenselves. Furthernmore, since the film
exhibition market in the United States is organized around advances and
guarantees rather than royalties, there are no incentives or even allowances to
try out higher risk non-domestic products.

Box 3
Integration of Production and Distribution in Films

Film industries are characterized by the integration of production and distribution (i.e. afirm both produces and
distributes a product). According to the U.S. National Association of Theater Owners (NATO), ten exhibition
companies owned about 65% of the exhibition screensin the U.S. in the late 1980s. Their profit concentration was
much greater because the mgjority of these screens were in high grossing urban locations. Distributors also have
informal agreements with the exhibitors they do not own to maintain a small number of exhibition chains whose
large cash reserves alow them to pay the sizable advances required by the distributors. In Hong Kong, a film
producer may have the finished product distributed locally through five Hong Kong distributors, who control most
of the cinemas network in Hong Kong; or the product may be shown to buyers all over the world through
exhibitions or film festivals. Typicaly, the international traders of films are companies which have long-standing
contracts with overseas producers or distributors. In some cases, the producer, distributor and trader belong to the
same group, which hasits own internationa network, e.g. Golden Harvest of Hong Kong. Because the amount of
films that can be shown in cinemasis alimited, producers have to compete with each other for their films to be
shown. In Hong Kong, the cinema network has the capacity to accommodates about 300 films per year.
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23 VWhile there are serious barriers to entry in industrialized countries,
especially in the United States, the largest single market, the internationa
market is growing rapidly with increased demand for nedia products. The ability
to enter this devel oping international nmarkets depends nore on the question of
scal e than that of nationality. 1In order to tap the opportunity for entering
the energing markets, it is necessary to develop market internediaries that can
provi de capital and access to smaller producers. Sone alliance of devel oping
country producers in form ng such internediaries should be consi dered.

24 In television programm ng too, the general tendency is for distributors
to produce the products thensel ves, since programring is typically used or sold
across distribution systens. If distributors develop their own progranm ng, they
can distribute it across their own networks and sell it to other systens at no
additional cost and reap the additional revenues, whereas if they purchase
imports, this would entail an additional cost each tine they broadcast a film
or a programme. Thus even when there is a potential market for inports to fil
in programing slots, the integration between production and distribution seens
to work against it. However, the addition of new channels oriented towards
broadl y defined market segnents, e.g. the Spanish or Chinese speaking popul ati ons
in the United States may occasion the introduction of new inports. The
segnentation of foreign markets and the demand for specialized progranm ng have
also resulted in an increase potential international markets for devel oping
country products. Also, the advent of digitalization in tel econmunications has
opened a new way to transmt filns to audiences, i.e. "video-on-demand" services
t hrough the tel ephone |ine.

25 Direct broadcast satellites, which transmit a digitally encoded signa

directly to the viewers' hones constitute the nost inportant broadcasting
strategy for developing countries as they cover |arge geographical areas wth
their "foot prints" and enable the international delivery of video progranmm ng.
Satellites also interact with cable systens, providing cable systenms with a | ow
cost way of networking thousands of cable systens. |In Asia, the enmerging trend
is to use satellite services for pan-Asian television services to hones,
busi nesses and hotels. The size of linguistic communities in Asia has forced
program producers to develop progranm ng specifically addressed to such
conmunities, and this may result in increased opportunities for exports of
tel evision products for countries in the region. In Latin Anerica, over the
years, there has been an increased exchange of television progranmes within the
regi on and outside the region

26 Satellite broadcasting is an extrenely rapidly growing market, and is very
likely that satellite broadcasters will respond to demand from segnented markets
and demand for specialized programring. This inplies that producers will have
opportunities to develop audiences which have been difficult to reach via
conventional cinem show ngs. In order to take advantage of the energing
opportunity, there have to be efforts to devel op the niche markets by devel opi ng
country producers.

27 Fi bre optic cables are perceived by many as the base system for future
i nformati on and media product delivery. This is on account of their revenue
potential (subscriber fees, advertising revenues, and pay-per-view arrangenents)
and their potential interactive capacity. Tel econmunication infrastructures once
again prove crucial for the devel opment of the television sector. Key issues
faci ng devel oping countries in this respect are:

- encouragi ng and regul ati ng nmedi a product distributor investnent so as to
maxi m ze the revenue that can be wused for basic infrastructura
i nvestments, including through differentiated regional initiatives, and

- devel opnent of multipurpose infrastructures that can handle a variety of
service transactions including those in financial services.

28 Production capacity of audiovisual products need to go in parallel with
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swi ftly expanding distribution capacity. |In this regard, devel oping countries
need to be concerned wi th devel oping sufficient production capacity to match that
of international distributors.

iv. Tourism

29 The tourismindustry is a conbination of various service industries. The
success of the tourism service industries depends upon understanding the
custoners' expectations and offering the right conbination of services,
effectively bridging the gap between suppliers and consuners. This gap is
bri dged through the application of information technology, in the form of
conput eri zed gl obal distribution systens that allow the display of availability,
reservation and ticket em ssion for tourist products at an international scale.
It has becone increasingly inportant for the producers of tourism services to
have access to such distribution systens to participate effectively many segnents
of the tourism market. As the global distribution systenms evolve and compete
wi th one another, the range of services they offer have nultiplied. Beginning
with reservation of air tickets, and having extended to hotel bookings, ferries,
tour operations and other services, these systens often provide the travel agent
wi th back office accounti ng and managenent services.

30 There are information and network services providers who supply their
services to clients in a variety of sectors in tourismrelated activities. For
exanple, SITA operates one of world' s largest international data networks,
provi di ng an extensive range of teleconmunications and information services to
a broad custonmer base that includes international airlines, major reservation
systems, |large hotel chains, tour operators, airports, transport conpanies,
mul ti nati onal organi zations, and car rental firms. |Its services include a w de
range of telecomunications products, nobile air-ground conmunications, and
ai rport services.

31 Conput erized reservation systenms (CRSs) provide on-line facilities for
travel agents to nmake airline reservations and issue tickets. The systens are
owned by a few international airlines. The first CRS started in the United

States after the deregulation of the airlines industry in 1978. As a
sophi sticated distribution channel, CRS provides an information network to
enhance the industry's conpetitiveness. The use of CRS has revol utionized

operations, inproving and speeding up all activities including the booking of
flights, car rental, tours, hotels, and other related tourism services. The
convergence of the CRS with the physical network of travel agents offers the
consumer with nore choice and better service nore efficiently. For the
travel /tourismindustry, the results of the CRSis conclusive: It is a positive
devel opnent whi ch has brought about increasing nunber of the custoners, narket
share, revenues, and enhanced performance of industry sub-sectors. Through CRS
systems, new products and services are constantly being devel oped.

32 The early years of the use of CRSs, however, also evidenced a nunber of
anti-conpetitive practices including a bias in display in favour of the owner
airlines. Al though airlines and CRS systens are often |legally separate entities,
in practice CRS is controlled by the large airlines and hotel network. I CAO
listed the followi ng anong possible barriers to trade that could result from
di scrim natory behavior on the part of CRSs:

- priority accorded to the display of information of certain airlines,

- abuse of code-shari ng,

- unreasonabl e contractual conditions wth certain travel agents for
di spl ayi ng their products, and

- technical and commrercial obstacles for limting information on certain
countries.

33 United States in 1992 and the European Conmunity in 1993 enacted
legislation to ensure neutrality of information in the display of CRSs. However,
subsequent studies have pointed out that although the display is neutral, there
is a "halo" effect generated by the CRS in favour of owner airlines, through the
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vol ume of suppl ementary busi ness generated by the CRS and by the use of training
nmet hods that favour reservations by a certain conpany.

34 Mega conpani es such as American Express which have extensive outlets, wll
have better bargaining power for use of the CRS. As a result, they can often
obtain better terms on charges and preferential positions on the CRS screen.
This is not the case for small conpanies. The problemw Il be even greater for
small firms in devel oping countries, where |ack of capital and technol ogy prevent
them from buying into and maki ng effective use of CRS systens.

35 Local suppliers w thout access to international distribution networks are
seriously disadvantaged in conpetition. For exanple, the inability of small
hotels to be represented in travel agent database is an inportant case. Travel
agents rely on conputer databases as referral guide and they receive conm ssions
based on using these data bases. Firms that are not listed are not worth
i nvestigati ng because they do not produce a comm ssion.

Box 4

Commission Regulation (EC) No. 3652/93 on Computerized Reservation
Systems for Air Transport Services

Regulation (EC) No. 3652/93 isto ensure that no discrimination exists on access, display, information loading, fees,
conditions to participate in and terminate the participation in computerized reservation systems (CRS), among
parent carriers, participating carriers and system vendors. Moreover, it isto ensure that competition among CRS
existsin an oligopalistic market and that subscribers are able to switch from one system to another at short notice
without penalty. The core aspects of the provisions include: (i) alowing any air carrier the opportunity to
participate, on an equa and non-discriminatory basis; (ii) prohibiting to attach unreasonable conditions to any
contract with a participating carrier; (iii) allowing a participating carrier to terminate its contract with a system
vendor on giving notice; (iv) ensuring displays generated by a CRS to be clear and non-discriminatory; (v) obliging
a system vendor to make any of the distribution facilities of a CRS available to any subscriber on a non-
discriminatory basis; (vi) prohibiting the system vendor to enter into any agreement with other system vendors with
the object or effect of partitioning the market.

The Regulation entered into force on 1 January 1994 and will expire on 30 June 1998.

36 Smal | suppliers of tourismproducts, especially from devel opi ng countries

face a | arge nunber of difficulties in accessing to using of global distribution
systems. Firstly, as late comers in the market, it is virtually inpossible for
devel oping country firns to create a new gl obal distribution systemdue to the
critical mass necessary for the |launching of a system taking advantage of the
econom es of scale. In setting up a system experience in reservation,
technol ogi cal mastery and financial neans are crucially inportant. Secondly,
al t hough regul ations require that the display of information is neutral on CRSs,
the systemtends to work in favour of bigger airlines that have |arger nunber
of flights. Developing country airlines, and smaller airlines in general are
| ess frequently present on the screen. Furthernore, small airline and tour
operators find the booking fees of the conputerized reservati ons systens high
as they are unable to take advantage of the reduced fees that arise froml arger
nunber of bookings. Here, facilitators - in the formof internmediate firms or
associ ations of small users - could play an inportant role in linking thensel ves
to the reservation systenms and neking all the bookings for their subscriber
firms, thus taking advantage of the reduced booking fees that cone with | arger
nunber of bookings. The governnent can set an appropriate |egal framework to
foster the devel opment of associates or subsidize aspects of their operations
as necessary. Such associ ates could cooperate to sponsor regional marketing
shows to conpete with the donestic shows in industrialized countries, which are
domi nated by | arge firms.

37 Producers of tourism products increasingly use national distribution
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networks which are connected to global distribution systens. This is less
expensive, and travel agents are able to access the information through
multiservice termnals that allow the user to access a variety of information
sources using the sane termnal. Start in Germany and Savia in Spain are
exanpl es of this. The devel opnent of national distribution channels would be
an inportant step for many devel oping countries to negotiate effective access
to international information networks in this area.

38 The final sale of tourism products in several developing countries is
currently being handled primarily by international tour operators who contract
hotel roons from domestic hotel and resort owners in advance of the tourist high

season. Hotel owners do not have the resources to invest in international
advertisement canpai gns and depend on tour operators for the resale of roons in
the international market. This gives tour operators an upper hand during

negoti ations as the operators basically set the price and conditions.

I nformati on networks nmay provi de devel oping countries to present and sell their
products to an international audience. As the end-user begins to increasingly
access the service providers directly over a highly interactive nmedia interface,
the role of intermediaries begins to dimnish. Virtual tourist applications on
the Internet allows the potential customer to coordinate his travel needs through
on-line network service, and this may provide small hotel owners in devel oping
countries to establish direct contact with any Internet customer. However, in
order to nmake effective use of such new trade opportunities, there is a need for
change in attitudes towards networking as well as in the direction of proactive
pronotion policies. Here, once again, facilitators - in the formof internediate
firms or trade associations - may have a useful role to play.

39 To participate effectively in the international tourism market through
i nformati on networks and distribution channels, devel oping countries may need
to take into account the foll ow ng inperatives:

- enhance the tourism products that can be traded through global distribution
systems, including through the inprovenent of necessary infrastructures
and strengtheni ng of human resources,

- devel op commerci al agreenents of global distribution systens through I oca
partnerships, e.g with local airline conpanies who have cl ose know edge
of local market conditions and enterprises,

- seek at an international |evel solutions to the problem of booking-fees
(one such possible solution may consist in the travel agents paying for
the bookings and the tourism service providers being free to reinburse
them t hrough a system of comm ssi ons)

- seek direct connections with the airline conpanies through "direct connect
sel |l ™, when such facilities becone avail able, and

- foster firnms or associations that facilitate the participation of snal
tourist operators in global distribution systens by functioning as
i nternmedi ari es.

40 One of the areas where multilateral efforts may be necessary woul d be the
standardi zati on of the electronic neans of distribution of tourism services.
There is a pronounced need for standardi zation of interfaces and of systenms so

that the cost of linking to a global distribution system can be reduced.
Standardi zation with respect to the quality of distribution provided by the
systens is also necessary. |If true globalization of distribution systens is to

be achieved, nultilateral efforts would need to address making such systens
accessible to countries with weaker buying power.

IV. OPPORTUNITIES AND BARRIERS TO ACCESS
i. Opportunities
41 The globalization of production has created new opportunities for
devel opi ng countries to increase their participation in world trade in services

through informati on networks. G obalization has neant that the phenonenon of the
"externalization" of services production, which had been exam ned in earlier
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UNCTAD studies is now taking place on a global scale. This provides the
opportunity for many devel oping countries to become involved in the supply of
a variety of "backoffice" services, anmpong others. Their conparative advantage
in this respect lies in their ability to supply what earlier UNCTAD docunents
have termed as "l ow cost high tech"”, and being able continually to upgrade both
their skill and technical infrastructure as nore sinple data entry tasks are
rendered obsol ete through technol ogi cal advance. It is noteworthy the European
Conmi ssion has predicted that the vast mgjority of new jobs over the next decade
is likely to be <created in service sectors feeding the information
infrastructure. Upgraded skills and technology transfer are both prerequisites
for and results of effective access and participation in the networks. As the
TNCs expand their corporate networks around the world as a neans to penetrate
and control markets in developing countries, it is essential, if devel oping
countries are to translate the potential benefits of globalization into concrete
econom ¢ benefits, that they devise neans to gain access to these same networks
so as to supply their own services along the sanme networks. At the same tine the
Internet, and the Information Superhi ghways nay provide the opportunity for
devel opi ng countries to export services outside the proprietary networks.

42 Suppl ying services through the cross-border nobde via networks enables
devel oping countries to export |abour intensive services w thout facing the
difficulties involved in the novenment of |abour across national frontiers

However, as indicated above, the novement of persons is often an essentia

compl enent to the supply of network services and the progressive liberalization
of this npde is essential for developing countries to effectively extract
benefits fromthe gl obalization process.

43 It would appear that enterprises, even in the United States have been sl ow
to adopt their managenment styles to effectively make use of the possibilities
presented by networking and to use open networks, such as Internet, to supply
their services, rather than just information about their services. Devel oping
country firms which can quickly adapt to this environment may be able to exploit
new mar ket opportunities.

il. Barriers

44 A maj or problem facing devel oping countries in entering world markets in
many service sectors has been the dom nant position and integrated nature of the
TNCs. It can be noted that barriers to distribution channels in audio-visua

services and computer services in industrialized countries appear increasing as
a result of progressive integration of producer, internediaries and outlet. This
poses a serious problemfor devel oping country-firnms in these sub-sectors, which
do not possess financial means to establish their own distribution channels in
these countri es.

45 The possibilities presented for anti-conpetitive practices when contro

of the distribution channels is in the hands of the producers of the product or
a service being distributed has been a classic problem for Conpetition Policy
and Anti-Trust authorities. Were information networks have becone distribution
channels this has given rise to new challenges. As discussed above, this
phenonmenon became first evident in the operation of conputerized reservation

syst ens. Legi sl ative actions by governnents have sought to ensure fair
conpetition anong the conputerized reservati on systens and equal opportunity for
the participants in the systens. It appears that the possibility for devel oping

countries to access and use conputerized reservation systens has increased as
aresult of the legislative actions taken for fair conpetition, as well as the
devel opnent of mmjor international data networks by the airline association for
tel ecommuni cati ons. However, it would appear that analogous problens are
begi nning to appear in other sectors, such as conputer services where access to
the network can be included in the purchase of software.

46 Limted tel ecormuni cations capacity in devel oping countries is a ngjor

difficulty in making effective use of information networks. The unreliability
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of the quality of telecomunications lines as well as high tariffs in |ong-
di stance tel econmuni cations are mmjor obstacles in this respect. These inpede
devel opi ng country firms from making better use of the possibilities of renote
data and software services, which would be provided by the use of information
networks. At the same tinme, due to scarce resources, devel oping countries often
face a difficult choice between updating their technol ogical infrastructures to
make better use of new trade opportunities made possible by information
technol ogy on the one hand, and extendi ng basic tel ecommuni cati ons services to
wi der sections of the popul ation, both of which are necessary if devel oping
countries are to effectively benefit fromthe pronmises offered by the infornation
super hi ghways described above. At the sanme tinme, further technologica
devel opnent is inpeded by weakness in the financial sector. This is especially
critical in the construction of the tel ecomunications infrastructure.

47 Regul ations in tel ecommuni cations and informati on service sectors can give
rise to problens such as discrimnatory practices in access of foreign and | oca
service providers to basic tel ecommunications infrastructure, subjecting foreign
service providers to unfair restrictions on use of equipnent, user cost for
| eased equi pnent, nore stringent licensing requirements resulting in unfair
standards, limtations on interconnection to domestic networks. Barriers to
cross-border information flow, such as restrictions on ground of data protection,
restrictions on trade in software, and requirements to neet over-elaborate
protocol s of access. These regulations have the legitimte objectives of
protecting national security, and ensuring the quality of tel econmunications and
i nformati on services. However, these regul ations also beconme constraints to
provi ders and users of information networks.

48 Lack of adequate intellectual property right protection was cited as a
constraint as information which flows in electronic networks often has a high
commerci al value. Lack of protection, in policy or practice, of intellectua
property rights, present constraints to the use of information networks, and

their extension internationally, including into developing countries. The
exi sting copyright laws of many countries, both devel oped and devel oping are
considered to provide inadequate protection in the light of new digital

t echnol ogy.

49 The security of information can be protected through technical coding
met hods (encryption), which can render the contents of transm ssions and files
sent or stored on the Information H ghway inaccessible to anyone but their
originators and designated audi ence. However, such security devices nmay have
an inpact on trade.

50 Fi nanci al consi derations are another inportant factor in making effective
use of information networks. The prices are usually high for small users. For
exampl e, small airlines and tour operators often face prohibitive booking fees.
Maj or information networks in the financial sector require high participation
fees. Al so, developing country firms can be inpeded in the provision of off-shore
i nformati on services to financial service conpanies by high mninum net-worth
requirenments in the client's country. Mst of the devel opi ng-country users being
small, this type of financial constraint acts as an inpedinent to the effective
partici pati on of devel oping-country firnms in informati on networks and hence in
i nternational markets.

51 Lack of skills and necessary equi pnent to nmake use of emergi ng open-to-
public informati on networks and the information provided by themconstitutes a
further inpedinment for devel oping countries. For exanple, the possibilities
offered by the devel opnent of the Internet can be effectively used only if there
are adequate facilities for training in the area of information technol ogy.

52 Lack of transparency, not necessarily in ternms of regulatory franmework,
but in the availability of information pertaining to the distribution and
i nformati on industries, and to access to these industries is a constraint. 1In

practical terns, non-availability of information is often the first barrier the
acr oss-border service provider encounters. Devel oping countries face difficulties
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with respect to having information on standards as well as on account of the
differences in standards followed in different countries or regions. As noted
above, this is particularly relevant to algorithnms and encoding rules to be used
for encrypting information.

53 Export controls exercised by foreign countries of computer equi prent and
software, including encryption technology that are deenmed to have mlitary or
security inplications, was cited as a serious constraint in obtaining infornation
on standard. Lack of international cooperation in, and experience in regulation
of , the devel opment of |VAN (international val ue-added network).

54 Language barrier appears as a very practical limtation for many service
providers. Lack of Chinese software, for exanple, has been cited as one of the
reasons why sonme conpanies do not use electronic mail to connect with their
branches in China.

55 As has been noted above, the supply of service through networks does not
obviate the need for the novement of persons, particularly highly skilled
experts. Restrictions on the temporary novenent of persons for training,

representatives in trade associ ati ons can
adversely affect devel oping country exporters of services.

V. DEVELOPING AN ACCESS STRATEGY

56 Unlike in the case of goods, where distribution is a matter of physica
presence, for services distribution is about use of a distribution network, thus,
access to information networks and distribution channels neans not only
overcom ng barriers to entry, but also being able to nmake effective use of the
system This point is particularly relevant for devel oping countries as the
barriers identified in the previous section include not only " to access" but
also "to use" information networks and di stribution channels.

57 The question of encouragi ng exports of services for devel opi ng countries
t hrough access to and use of information networks and distribution channels | eads
to the three aspects:

- effective access to distribution channels and i nformation networKks;

- seeki ng a balance between market forces and regul ated devel opnment in the
t el ecomruni cations, information and distribution industries;

- a "market" and "business opportunity” outlook, rather than a narrow
sectoral perspective.

58 These aspects will be the basis of developing an access strategy to
facilitate trade in services for developing countries. There are two dinensions
to such a strategy, nanely:

- solutions which can be inplenmented autonomously within the devel oping
country in question, either by its government or its private sector, or
through a partnership between the two;

- sol utions through negotiations with other parties, including internationa
and nmultilateral trade negotiations, and involving both the private and
the public sectors.

59 Such a strategy will, accordingly, address the follow ng najor areas:

(i) Devel opnent of the tel ecomunications infrastructure

(ii) Strengthening of national capacities;

(iii) Achieving greater effective access to distribution channels and infornmation

networ ks through nultilateral negotiations in GATS or in the context of
regi onal agreenents;
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(iv) Seeking International Cooperation to overcone specific problens.

Box 5
Network Facilitating Services (NFS)

With theincreased use of information networksfor trade in services, anew range of services have emerged to assist
end users in accessing these networks effectively. The development of such network-facilitating services (NFS)
is crucia for improving the networking capacity of developing countries and in enabling them to take fuller
advantage of the new marketing opportunities made possible by the use of information networks as a mode of
delivery of services.

Local telecommunication networks and telephone networks in most countries aso function as facilitators in
providing access to networks. France Telecom developed an advanced public telecommunications network to
facilitate networking by private enterprises who could "piggyback™ on publicly provided networks. In CostaRica
the public company of telecommunications created a subsidiary, Radiografica Costarricense SA. (RACSA), to
develop a market and to commercialize value added services including network services* RACSA provides
preferential rates for accessto the Internet for the academic and business community aswell asfor the government,
and facilitates access to Internet by means of a software that simplifies access and navigation. URUNET, afirm
in Uruguay has devel oped on line trade information services between Uruguay and Chile, using the public network
infrastructure. Exporters and producers from different sectors access on-line services from Urunet to support their
marketing decisions. Urunet has a "two-way agreement” with Uruguayan government, by which public information
on regulations affecting trade as well as statistics on foreign trade are delivered to Urunet by the government, and
theinformation is processed and made available on the computer within ashort period of time. Urunet also operate
asan intermediary for processing and updating information from different public databases and trade-news services.

The travel and tourism sector shows several examples of network facilitating services. While computerized
reservation systems such as Sabre, Gdileo, Appolo and Abacus provide facilities for the sale of travel and tourism
products through the transmission of electronic information, a number of intermediate service providers such as
Estrel in France and Sapia in Spain provide multiple function terminal which enable the user to access severa
networks through the same terminal. There are firms that supply network services to the global distribution
systems. SITA, for example, operates one of world's largest international data networks, providing an extensive
range of telecommunications and information services to a broad customer base that includesinternational airlines,
major reservation systems, large hotel chains, tour operators, airports, transport companies, multinational
organizations, and car rental firms. For developing countries, the development of network-facilitating services may
be a crucia instrument of policy with respect to facilitating access to and use of information networks and
distribution channels by service suppliers. This may take two forms:

networking services provided by the Government or by trade associations, which individual firms may make use
of for accessing trade-related information, such as databases that provide on-line information on trade-related issues
aswell as on potential markets and customers; and

o services by intermediate firms that provide commercial access to information networks and distribution
channels for other firms to enable them to communicate with or deliver their services to clients. For
example, in the case of computerized reservation systems where booking fees are high for service
suppliers, intermediate firms or trade associations may perform the role of facilitators, enabling small
firms to benefit from the larger volumes of booking resulting from this.

* Alvarado Hugo, "El Fendmeno Internet en Costa Rica, Antecedentesy Situacion Actua”. RACSA has
signed cooperation agreement with all the Central American countries and Panama, which alows the use of the
networking capacity of RACSA infrastructures to develop value-added services, as well as the provision of
specialized on-line data packages such as MAY APAQ with GUATEL in Guatemalaand NICAPAC in Nicaragua.

A. The telecommunications infrastructure

60 The dual character of tel econmunications as a service in itself and as an
infrastructure for the provision of other services, including value-added
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tel ecommuni cations services makes it difficult, therefore, to divorce the
qguestion of inproving access to distribution channels and informati on networks
from the issue of developing telecomunications infrastructure. For nmany
devel opi ng countries, the question of the extent to which foreign capital should
be allowed in tel ecommuni cations developnent is a difficult policy consideration.
The main policy consideration for developing countries in respect of
t el ecommuni cati ons woul d seem seeking that of a bal ance between the foll ow ng:

- attracting foreign capital into the donestic tel ecomunications industry,
through offering sonme advantages to foreign capital, e.g. equity
partici pation;

- mai nt ai ni ng control over domestic tel econmunications industry;

- encour agi ng technol ogy transfer

- ensuring that the resulting tel ecomruni cations infrastructure will not be
discrimnatory to users, and will offer equality of opportunity for access
and use by both foreign and | ocal users.

61 The Annex on Tel econmuni cations in the GATS has an inportant inplications
to the devel opment of tel ecommunications in devel oping countries. |t recognizes
the dual role of this sector . It relates to teleconmunications as a node of

supply and applies to all neasures of a menber that affect access to and use of
public tel econmunications transport networks and services. The purpose of this
Annex is to ensure that any service supplier is accorded access to and use of
public tel ecomruni cations transport networks and services on reasonabl e and non-
discrimnatory ternms and conditions for the supply of a service included inits
schedul e. The Annex strikes a bal ance between the needs of the users for fair
terms of access and the needs of the regulators and public tel ecomrunications
operators to maintain a system that functions and fulfills public policy
objectives. It also provides that a devel opi ng country nmenber may, consistent
with its level of devel opnent, place reasonable conditions on access to and use
of public telecomrunications transport networks and services necessary to
strengthen its donestic tel econmunications infrastructure and service capacity
and to increase its participation in international trade in tel ecomrunications
services". Such conditions could also include those necessary to strengthen the
domesti c tel ecomruni cations infrastructure and service capacity of the devel opi ng
country concerned and to increase its international trade on tel ecommunications
services. Such conditions should be specified in the nenber's Schedul e.

62 The aspect of universal service in teleconmunications is a high priority
for nmost of devel oping countries. In this regard, the issue of product and
equi pnment standards poses an inportant aspect. Internationally agreed standards

are preferable to national and subnational standards as the latter greatly
conplicate the achi evenent of effective access.

63 Pol i cy- makers should be prepared for a host of |egal and regul atory issues
that may arise at national, regional and international Ievels, which wl

i nfl uence the way the tel econmuni cations sector is restructured, as well as other
rel ated devel opnents such as of software copyright, data protection, conputer
crime, electronic funds transfer and val ue-added servi ces.

64 I nternational cooperation should be enhanced for technol ogy transfer and
exchange of nutual experience. There should be nmore use of regional and
multilateral forums to encourage the sharing of experience in planning,
construction, and operation of telecomunications infrastructure and human
resources devel opnent.

B. Developing National Capacities

65 There are two nmjor considerations in developing <capacity for using

i nformati on networks and distribution channels for devel opi ng countries:

(1) Technol ogy being ultimtely subordinate to market needs, the market wll
dictate what facilities should be developed to enable internationa
el ectronic networking. The question is whether this process should, and
how far it can be, speeded up through governnment involvenent and
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regul ation. Al t hough there will be nuch nerit in having the private
sector develop and run information networks, the latter being a service
i ndustry itself, the "infrastructural" character of such networks suggests
that there may al so be sonme ground for active public sector involvenent
in establishing and running such information systens.

(2) In the context of trade in services, it is inmportant to harness appropriate
foreign capital investment and technology in establishing information
networks and distribution channels, this involves strengthening the
negotiating position of donestic firnms in dealing with foreign suppliers.

66 The solution to the problem of effective access is inplied in the concept
of effective access itself, i.e. that is in facilitating access, rather than
creating new access channels. To give sone exanples, in the travel/tourism
sector, small firms often find it expensive to "buy in" global conputer
reservati on networks, and once on, difficult to use. One solution to this is
to have sone agency act as a representative to negotiate on behalf of small firns
collectively in bargaining for better ternms of access, and for a training service
to be created to help users enter into and use the network.

67 Devel opi ng country governnents and service producers should enphasize
devel opnent of nultiple distribution networks which will protect the advantage
of local know edge and service expectations and will integrate |ocal products

in international networks.

68 In particul ar, devel opi ng country governnments and producers in audi ovi sua
services need to be concerned with devel opi ng the comrercial production capacity
to match rapidly expandi ng gl obal distribution networks of cables and satellite
transm ssion, and to ensure that such distribution networks are used to
di stribute their own nmedia products.

69 Strengt hened trade associations could deal with some financial difficulties
whi ch devel opi ng countries face through negotiating pay-as-use agreements with
the providers of value-added information networks and arranging alternative
financial nechanism e.g. creation of sone type of insurance nechani sminstead
of a mnimm networth requirement in the client's country. Anot her possible
option for developing country firnms facing difficulty in accessing and using
networks woul d be to foster intermediate service conpanies to facilitate their
access to global information networks and distribution channels. This may take
forms of networking services provided by the governnent or by trade associations;
or intermediate firnms that provide comercial access to informati on networks and
di stribution channels to other firms. These network facilitating service firns
are proliferating in devel oped countries and energing in devel oping countries
where government support is often required.

70 The enhancenent of hunman capital through i nproved educational and training
facilities, as well as through transfer of technology, is thus of mgjor
i mportance. Nat i onal governments need continue their effort to focus higher
education and to enhance conputer-related infrastructures in universities
Governments and the private sector firnms are called for to take advantage of
opportunities provided in acquiring skills and technol ogy through associating
with advanced foreign service firms. At the private sector |evel, trade
associ ations could explore ways to enhance their training function for snal
business firms to nmake their access to and use of information networks easier
The energence of "facilitator firms" nentioned above either private or public
could be stinulated as a key "producer service" in assisting enterprises to nmake
effective use of information networks not only to obtain information but as a
node for exporting services.

C. Access through negotiations
71 The GATS negotiations are the appropriate forum for pursuing effective

access, where such access is inpeded by government regulations. For exanple
difficulties for developing country personnel to enter for the purpose of
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providing support services to software exporting could be addressed in the
negoti ati ons on novenent of natural persons. There should also be room for
i nprovenent in immgration and visa restrictions on tenporary entry of personnel
for the purpose of obtaining training in relation to informtion networks and
di stribution channel. The formul ation of such requests may require further
efforts to identify the nmeasures concerned. The UNCTAD MAST data base could
assist in this respect.

72 In considering effective use of Article IV, Article XI X and the Annex on
Tel ecomruni cati ons of the GATS, for inproving devel oping countries' access to
and use of information networks and distribution channels, the underlying concept
is that negotiations on specific commtnments should enable the devel opment of
devel oping countries’ own donestic capacity in the teleconmunications,
information and distribution industries, and facilitate their access to networks
and distribution systens as a condition for access to their markets. A variety
of such conditions could be applied, particularly with respect to the sectors
exam ned above. For example, foreign software and audi ovi sual service suppliers
could be obliged to distribute national products in their world w de networks,
hotel chains could be required to provide reservation services for donestic
hotels etc. The problemis not in devising the conditions, but to put theminto
effect given the weak negotiating position of nost developing countries in
dealing with foreign investors, particularly when such conditions nmay be resisted
by the honme countries in the GATS context.

73 One of the failings of GATS Article IV:1(b) is that there is no obligation
on devel oped countries to provide such access but only to negotiate specific
commitrents. While devel oped country governments can argue that they cannot
oblige private firns to provide access to their proprietary networks, they could
agree to recognize the right of any devel oping countries to request such access
as a condition of market access, regardless of what might be witten in the
Schedul es of Commitnents, and encourage "their" firms to cooperate. Another
approach is for devel oping countries to specify in their schedul es that access
be linked to joint ventures which would give the domestic participant access to
its foreign partners network.

74 More often, barriers take the form of business practices of devel oped
country firms. |In some cases, such practices nmay be contrary to conpetition or
anti-trust laws and there is a need to "preenpt” a "new generation” of network
related anti-conpetitive practices. However, others mght not fall into this
category and would have to be dealt with through neasures to strengthen the
position of donestic service exporters. An exanple is that of conputerized
reservati on systens, where developing country practitioners could negotiate
t hrough internedi ate bodi es such as trade associ ations to represent collective
interests of small and nmedium enterprises. Developed country governnments can
be requested to ensure " good and fair practice", where the private sector could
respond by devel oping self-regulatory codes of practice governing buying-in
arrangenent for CRS

VI. CONCLUSIONS AND OBSERVATIONS

75 The increased tradability of services through informati on networks provides
devel oping countries with a major opportunity to supply services through the
cross-border node. Developing countries can exploit their conparative advantage
in labour intensive services while avoiding the difficulties faced in the
noverment of natural persons. It also provides themw th the potential of using
the access they provide to foreign suppliers by meking use of the foreign
supplier's own network as a means of exporting services. However, the problenms
whi ch devel oping countries face in inproving their access to i nformation
networks and distribution channels are conplex as they involve the issues of
domestic and foreign regulations, proprietary ownership, and technical and
financi al aspects.

76 The devel opnent of tel ecommuni cations and conputer-related infrastructures
remain a priority. National governnents need to pursue continuously the notion
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of "adequate infrastructure”, which enconpasses the issues of attracting foreign
capital, maintaining adequate control over domestic telecomrunications and
encour agi ng technol ogy transfer. The notion of "adequate regul atory environment"”
needs to be studied as well. Policy-makers should be prepared for a host of |ega
and regul atory issues that may arise at national, regional and international
levels, which wll influence the way the telecomunications sector is

restructured, as well as other related devel opnents such as software copyright,
data protection, computer crinme and el ectronic funds transfer

77 It would seemthat there m ght not be too nuch scope for enhancing access
to networks and distribution channels through intergovernnmental negotiations.
The main application of GATS is to ensure that the qualifying conditions are such
as to permt the effective inplenmentation of Articles IV, XIX and the Annex on
Tel ecomruni cations and to strengthen the position of governnments and nationa
firms in negotiations with foreign firms. The main role of devel oping country
governnments could be to take neasures designed to strengthen the negotiating
position of their firms, including by setting up national or sub-regional
net wor ks of service suppliers which could negotiate as a group with the foreign
firms. In any case, effective use of "Information hi ghways" to supply services
coul d be a neans of bypassing proprietary networks.

78 On the other hand, certain problems could be dealt with through the
faithful inplenentation of GATS, particularly in the context of Articles Vi
(Donmestic Regulation), and 1V:2 ( Establishment of Contact Points). There is a
possibility that a whole new generation of anti-conpetitive practices and RBPs
is energing in the distribution of conmputer services through information
networks. It is difficult to see how such problens can be effectively overcone
Wi t hout nore structured international cooperation, perhaps in the framework of
Article I X

79 In negotiating conmtnments in the various service sectors in GATS, the
foll owi ng objectives could be kept in view (i) the need of devel oping countries
to develop "facilitator” institutions; (ii) priority in devel opnent of education
and training in telecomunications and conputer technologies; (iii) the
possibility of reciprocal arrangements in the form of education and technol ogy
transfer; (iv) the wutility of Jleasing and BOT (build-operate-transfer)
arrangenents; (v) qualification of commtnents on national treatnment in favour
of domestic small-nediumenterprises; (vi) providing contact points which should
i nclude information on access to distribution channels and i nformati on networKks.

80 In order to inprove devel oping countries' access of and use of information
networ ks and distribution channels, the support of the international comrunity
is necessary in the foll ow ng aspects:

(1) formulating strategies to develop national <capacity to participate
effectively in information networks, including through training
progr amres;

(2) exploring strategies for fostering internediate service conpanies to
facilitate devel oping country firns' access to global information networks
and distribution channels;

(3) studying further financial difficulties which devel oping countries face
in accessing to and using information networks and distribution channels,
and exploring the possibility of reducing the financial burden

(4) assi sting devel oping countries in participating in setting up of globa
standards in connection with advanced information networks and el ectronic
data interchange, and conform ng to such standards;

(5) studying the inplications of increasing comrercial applications to the use
of advanced information networks such as Internet for devel oping
countries;

(6) adopting a set of principles which would facilitate the attai nment of the
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devel opnent objectives of GATS Articles 1V, XX and the Annex on
Tel econmmuni cations, in recognition of the weaker negotiating position of
devel opi ng countri es.

81 The international community should provide opportunities for devel oping
countries to exchange information and experience in developing "adequate"
tel ecommuni cations and conputer-related infrastructures, including their

regul atory environment.

82 The future work of the Standing Conmittee for inproving devel oping
countries' access to and use of information networks and distribution channels
needs to focus on the aspects noted above. G ven the conplexity of the issue,
the Standing Comrittee mmy consider providing direction as to the specific
aspects of this issue upon which further analysis mght be made.
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