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INTRODUCTION

1. Item 3 (a) of the Work Programme instructs the Standing Conmittee to
"conduct a conparative analysis of service sectors in devel oping countries;
such analysis will: (i) examne the role played by services in contributing
to growth and sustai nabl e devel opnent, including an exam nation of the
contribution of the producer services sector in facilitating the
conpetitiveness of goods-producing sectors, and to the econony as a whol e;
(ii) assess weaknesses and capabilities; and (iii) identify policies to assi st
devel opi ng countries in devel oping and strengthening their conmpetitive
services sectors, including infrastructure relating to services."

2. The secretariat has prepared this background note with a viewto
facilitating the work of the Comrmittee in this regard. It is primarily a
synthesis of the findings of work carried out in UNCTAD. The note has been
gui ded by the Cartagena Conm tnent which clearly recognized the need for
devel opi ng countries to pursue policies to create appropriate conditions for
t he devel opnent of their national services sector and encouraged the

i nternational comunity to support the efforts of national Governnents to
strengthen the production and export capacity of the sector. The purpose of
this note is to provide a point of departure for further work under this
sub-item as well as for the various studies to be prepared under other itens
of the Work Programre of the Standing Commttee. The identification of
policies, envisaged under (iii) above, is expected to energe as a result of
this process.

3. The note draws heavily upon previous work carried out in UNCTAD in a
series of national, regional and sectoral studies on services. Wile not
constituting a systematic investigation of service sectors in devel oping
countries, they were specific responses to a variety of needs of individua
countries and regions, limted by the objectives of individual projects and
the extent of financial resources. This is reflected in the note. The
recommendati ons made are of necessity tentative, mainly ainmed at assisting the
Conmittee in determning the orientation of future work with respect to

anal ysis and policy options.
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PART ONE

COMPARATIVE ANALYSIS OF THE SERVICE SITUATION IN
DEVELOPED AND DEVELOPING COUNTRIES

4, In terns of their contribution to the growh and sust ai nabl e devel opment
of countries and the contribution made by producer services to the
conpetitiveness of the goods sectors and to the econony as a whol e, services
performa central function in the adjustnents which econoni es have had to nmake
in order to gain a conpetitive position in the world econony. This has given
services a new strategic role that transforns theminto decisive factors in
the generation of value added to the econony and in the creation of
conpetitive advantages. This chapter conmpares the situation of services in
devel oped and devel opi ng countries and identifies the main features,

el ucidating the strengths and weaknesses of devel oping countries in this
matter.

1. The Strategic Role of Services in Developed and Developing Economies
A The traditional role of services

5. The provision of physical infrastructural services such as

t el ecommuni cations, transportation and essential utilities, together with
social infrastructure such as health, housing and education, as well as the
availability of financial services have traditionally fornmed an integral part
of national devel opment strategies. Policies with respect to these sectors
have been strongly influenced by considerations of national security,

attai nment of particular strategic objectives, ensuring the w dest possible
access of the population to essential services, and providing the necessary
infrastructure for various econom c activities. These considerations have |ed
Governnments to assume a major role in services provision as well as in
regulating it. The need to reconcile this conplex set of objectives with that
of economic efficiency raises a dilemm

6. As considerations of econom c efficiencies and internationa
conpetitiveness have become predom nant, this dilema has beconme nore acute.
There is an increasing awareness that inefficiencies arising in the provision
of any basic service necessarily affect the conpetitiveness of firns using
that service. This has called into question the role and priorities of
Governnments and the need for new forns of regulations. The concern for
ensuring quality, reasonable prices and adequate coverage of a service, while
at the sanme tinme adapting it to technol ogi cal advances, places the service
suppl i er under pressure to inprove managenent and operational efficiency. The
inability of many state nonopolies to neet this chall enge have given rise to
policies of privatization of state nonopolies and to the increased

partici pation of foreign ownership and managenent.

7. Many countries are facing the need to fornmulate policies to deal with
these issues. In this respect they m ght be greatly assisted by sharing the
experiences of countries which have inplenented policies of deregulation and



TD/ B/ CN. 4/ 23
page 6

privatization, as foreseen in item3 (b) and 3 (c) of the work progranmre 1/
and the work of the Ad Hoc Group on Privatization

B. The developed countries and the *"services revolution”

8. In the 1970s, econom sts began addressi ng the phenonmenon of the
relatively greater growmh in enploynment - and to a | esser extent GNP -
generated by services (in conparison with that generated by manufacturing and
agriculture) in devel oped econom es.

9. In addition to high growh rates in services, there is also an increase
in the value added incorporated into nmerchandi se exports, and increases in
human capital per worker (education and training) incorporated in goods.
Trade in internediate services is simlar to trade in internediate materi a
goods in that both these types of internediate inputs are indispensable to the
producti on process and are often major sources of comparative advantage in
manuf acture for export. Furthernore, internediate service inputs are used by
all industries and their development is closely linked to the existence of
conparati ve advantage based on other factors. 2/ To a certain extent, high
growh rates in services may be expl ained by the incone elasticity of demand
for services, notably consuner services (entertainnment, health, travel,
tourism etc.), as well as by the relatively | ow productivity of |abour
enployed in the service sector. 3/ This type of analysis gave rise to
concerns about the negative inplications of the expansion of service sectors
for the productivity of the econony, prospects for econom c growh and

sustai ned increases in real incomes (a process often terned

"dei ndustrialization").

10. However, a second, nore dynam c aspect to the service sector in nodern
econoni es concerns the major restructuring of the production process, of
corporate strategy, and of |abour markets. One manifestation of the evolution
of the production process has been the emergence of the "producer services"”
sector as a gromh sector of the industrialized econom es. Professiona

busi ness services had registered particularly high growmh rates in the late
1970s and 1980s. This was quite marked in the United States of Anerica where
a relatively high proportion of new jobs was for the highly educated and wel |
paid. Mich of this can be explained by the inplenmentation of infornmation
technol ogy in the econony as a whole. |Innovation is mainly by snal

specialist firns, a phenonmenon better developed in the United States,
accounting for their large growh rates in this period. Legal services, for
exanpl e, grew by 106 per cent between 1980 and 1991, and busi ness services by
67 per cent. 4/

11. The result is a process of feedback between technol ogi cal progress and
speci al i zation. The demands of a nore conmpetitive environment (which, in
turn, results frominternationalization and deregul ation) provide the
necessary stinmuli for technol ogical progress to focus its creativity on
devel opi ng new and better services, nore "know edge-intensive" and tail ored
closer to the requirements of the production and distribution processes.
These new and enhanced services - generally associated with new information
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technol ogi es - increase productivity for both goods and other services. They
also facilitate the application of new managenent techni ques, nake rel ations
bet ween the various stages of design, production and marketing of products and
services nmore expeditious, allow custom zed services to appear, help to
generate greater econom es of scale and facilitate an efficient gl obalization
of the production and distribution functions. Conpetition - increasingly
based on access to and adaptation of technology - has provoked a grow ng
demand for producer services. Technol ogical progress has paved the way for a
hi gh degree of specialization while stream ining operations and the managenent
of production units. The producer service sector |lies between the
infrastructure and the producer. The role of producer services is to assist

t he producer in using the infrastructure and in adapting technol ogi ca

advant ages to specific needs. Analysis of enploynent in the service sector in
the industrialized countries has denonstrated a dual structure with one
conmponent characterized by | ow wages and | owskilled part-tinme work, and the
other - mainly the know edge-intensive producer service sector - consisting of
high skills and creative activities closely |linked to the needs of the

manuf acturi ng sector.

12. The central manifestation of this phenonenon occurs with the
"externalization" of a vast range of services which are required as inputs to
the production and distribution of goods. These had hitherto been provided
fromw thin the production unit. Externalization has taken place at two

| evels. First, services produced internally are increasingly replaced by
"out sourci ng" (the purchase of specialized services fromother firns).
Secondly, the internal services operations of enterprises have been sold to
outside customers, a process that has led to the establishnment of subsidiaries
which then sell their services both to the parent enterprise and to the open
mar ket ("spin-off" effects fed by accunul ated know edge and experience in the
parent firm. This trend has been stinulated by the follow ng factors:

(a) the outside firns can make thensel ves nore efficient through
speci ali zation; (b) staff cuts and outside production reduce the fixed
operating costs of an enterprise, including those of training persons in the
application of new technologies; (c) firms resort to acquiring |licences or
pur chasi ng technology in order to produce savings on research and

devel opnent (R&D). 5/ Information technology facilitates the operation of
smal | and nore specialized production units and firms.

13. In nost of the devel oped countries, technol ogi cal progress and greater
conpetitiveness have been the cause and effect of the trend towards
deregul ati on and/or sinplification and updating of the regulatory machinery,
maki ng possible a nore flexible and nore adaptable integration of services
into productive functions. Furthernore, with the growi ng conplexity of
service activities, the role played by Governnents as providers of basic
services is shrinking; their place is being taken by private agents. 1In this
new context, Governnents retain for thenselves the inportant rol e of

regul ators, 6/ ensuring the sound operation of markets and the protection of
consuners. 7/ This devel opnent is transform ng relations between suppliers
and users of services. First, it facilitates the energence of a range of new
servi ces, which were nmuch I ess available in the market until recently (because
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they were internalized); secondly, it generates a new demand for those

servi ces which have now been externalized. This is a basic characteristic of
the externalization of services and the devel opnent of specialized firns
capabl e of supplying efficient and innovative services at nore acceptable
prices and offering higher standards of quality and reliability. The new
firms providing such services, in turn, can maxim ze profits through econom es
of scale and the scope derived fromtheir different form of organization. 8/

14. New i nformati on technol ogi es have rendered nmany services increasingly
tradeabl e. "Know edge-intensive services" can be exchanged through

t el ecomruni cati on networks. Mre and nore people are crossing internationa
frontiers either to render or to receive services. The opening of branches
and subsidiaries of service firms or the provision of services through
franchi si ng and ot her management contracts is being facilitated by

i mprovenents in international information networks ("networking”). Little of
this is reflected in conventional international trade statistics. Mny
transacti ons go unrecorded, despite the fact that they are an inportant
conmponent of the total revenues of enterprises and individuals. The
establ i shnment of international networks has led to substantial econom es of
scal e and of scope; greater value added is created; many of the limtations
hitherto inposed by the exigencies of direct personal contact between users
and providers are elinmnated. 9/

15. These devel opnments have greatly enhanced two new di mensi ons of services:
first, the proper integration and utilization of nodern and efficient producer
services in the production process is a key ingredi ent of conpetitiveness,
both for firms and for the econony as a whole; secondly, producer services
have becone an inportant, if not the main, source of value added. This fact
is partially reflected in the national accounts, especially of devel oped
countries, by the growi ng share of producer services in GDP. These two
factors lie at the heart of what is called the "services revolution". 10/

C. The new services economy and the developing countries

16. Accordi ng to bal ance-of -paynents results, countries may be grouped under
three categories in ternms of the role of services in the external sector. The
first group conprises a |large number of exporters of raw materials, which
usually show a surplus in trade in goods and a deficit on services. A second
group consists of countries which show a deficit in trade in goods and in nost
"ot her services", but surpluses under the heading of "workers' remttances"”
and "travel", activities which depend on the international novements of
persons. The third group is smaller and includes a few Asian countries which
have shown rapid economc growmh. Their surpluses on services had previously
of fset their deficits on goods, although in recent years rapid growh in the
export of manufactures has denonstrated conplenentarity between the two

flows - exports of services support exports of goods; exports of goods support
those of services. 11/

17. A general conclusion may be drawn fromthe foregoing: in many devel opi ng
countries, services do not nmake a positive contribution to the external sector
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except where there are benefits froman active international novement of
persons arising either when their own nationals render services ("workers

rem ttances”) or when others act as consuners of their services ("travel").
Furthernore, countries with nore vigorous growh in exports of manufacturers
exhibit traditional strength in their trade in services. The characteristics
of the international services trade of the devel oping countries appear to
reflect the internal weaknesses of their goods and services sectors. An

i nadequate infrastructure, especially of telecomrunications, and the | ack of
trai ned personnel have inpeded the diffusion of new technol ogi es, del aying the
establishment of structures through which know edge and "know how' are

di ssem nated, and custom zed services to suit specific enterprises' needs are
created and devel oped. This situation has del ayed the domestic devel opnment of
many producer services, increasing their reliance on "inported" services
(often inported through subsidiaries or branches of transnationa

corporations) whenever foreign exchange availabilities permt.

18. Anot her aspect of the problemrelates to the sl owness of the
"externalization" process for many producer services and the marked absence of
donestically produced "know edge-intensive" services. Excessive
centralization in the operation of corporations or the existence of closed
intra-firmcircuits prevents the generation of an active and vi gorous demand
for such services. Furthernore, it keeps know edge of, and access to, certain
services captive within big corporations. The existence of accunul at ed

"l ocked-in" know edge amounts to a squandering of resources by inhibiting the
fruitful use of positive externalities by the rest of the econony. Sl owness
in "externalization" neans isolating these functions from market signals.
Supply and demand forces are ignored, dimnishing the potential of producer
services for higher productivity, greater conpetitiveness and nore val ue
added, both at the firmlevel and at the national |evel.

19. In contrast to what has happened in the devel oped countries, many

devel opi ng countries have still not managed to join the "services revol ution".
Thus strengthening conpetitive services in the devel oping countries is a
matter of overcom ng the problenms presented by financial shortages,
under-utilization of market nmechanisns, insufficiently qualified human
resources and i nadequate access to new technol ogi es.

I1. Producer Services in Developing Countries

20. I ncreased conpetition based on trade |liberalization, conbined with
technol ogi cal advance, creates demand for both efficient infrastructura
services (as noted above) and producer services. In developed countries, the

producer services sector has evol ved autononously, conducted by the firns

t henmsel ves — based on conpetition-driven demand and technol ogy-driven supply.
Demand has thus stinulated the need to adapt to competition in the domestic
mar ket and to take advantage of export opportunities. The supply of producer
servi ces cones from know edgeabl e i ndi viduals who are capabl e of adopting
technol ogy and of using the infrastructure. To a |arge extent, the supply of
services in devel oped countries has energed fromthe manufacturing and
agroprocessi ng sectors through the process of externalization
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21. The contribution which producer services nake to conpetitiveness in the
goods- produci ng sectors and to the overall econony in the devel opi ng countries
may well be affected by the speed at which these countries have been brought
into a much nore conpetitive international setting. WMst of the devel oping
countries that have carried out programes of structural adjustment, including
liberalization of their regines for both trade and investnent, have done so in
short periods of tine and under pressure fromoutside. This has rendered nore
difficult the adaptati on of donestic supply to new demands for producer
services and the possibilities of their being produced by national firms.

This contrasts with the situation in devel oped countri es where autononous

adj ustment carried out over several decades has enabl ed know edge-i ntensive
producer services to evolve and "spin off", as described above. Likew se
firms could gradually and autononously incorporate producer services into
their operations pari passu with technol ogi cal changes and transformations in
the organi zati on and managenent of production required in a nore conpetitive
envi ronnent .

22. The increasingly conpetitive setting in which the devel oping countries
econonmi es are evolving has acted mainly as a stinmulant to demand for producer
servi ces. Owi ng to the absence of sufficiently skilled persons, manageria

attitudes biased agai nst externalization, inadequate infrastructure,

i nadequat e access to technol ogy and the (correct or incorrect) perception that
domestic service suppliers are inadequate for various reasons, the domestic
supply of such services has not al ways been able to evolve naturally to neet
this growing demand. This has forced enterprises to nmake use of inported
services. The effect is to reduce the chances of keeping the val ue added
generated by producer services, especially in tradeable sectors where the

i ncorporation of efficient and conpetitive services is crucial to their

survi val

23. UNCTAD has supported a series of national and regional studies on the
state of producer services in various devel oping countries. Sonme of these
studi es have concentrated on the demand for producer services generated by
sonme productive activity of particular interest to a given country, 12/
whil e others addressed aspects of the supply of producer services. 13/

O her studies approached the review fromthe standpoint of both supply and
demand. 14/ Al these studies, however, formno nore than a starting point
fromwhich to exam ne the situation of producer services under particul ar
conditions. Research could be explored nore thoroughly, through

met hodol ogi cal devel opnent, the inprovenent of statistics and the pursuit of
speci fic research projects.

24, The particular situation of a group of |east devel oped countries,
characterized by serious difficulties in terms of telecomunicati ons, human
resources, physical infrastructures and, in sonme cases, even unfavourable
geographical |ocation, is being exam ned by studies in progress. These could
be used to produce a nore conprehensive report in the future. 15/
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25. The exam nation of the qualitative and quantitati ve aspects of the supply
of, and demand for, producer services in different sectors of production
provided information with respect to: degree of internalization and
externalization of services; their market structure; conpetitiveness |evel;

and the internal and external obstacles confronted by suppliers and consuners
in the hone market. The methods applied in these studies are far from

uni form meking conparative analysis a difficult matter. There are

substantial differences in such factors as sanple size, classification of
firms, sectors, features and | evel of replies obtained.

A Demand for producer services

26. To a | arge extent producer services are essentially demand driven,
generated by the needs of other sectors of the econony, including service
sectors. Producer services will be in demand to the extent that the

activities using such services operate in a setting that is vigorous and
conpetitive enough to require them A perusal of the studies prepared by
UNCTAD reveal s the existence of a dual devel opment of producer services in the
devel opi ng countries. In nost of those countries, several nodern economic
activities which rely on technol ogi cal change and which normally conpete in
the international markets coexist with other activities which are
technol ogi cal |y backward and traditional in their managerial and hierarchica
structures. The latter have traditionally benefited from protection, and have
not undergone the productive transformati ons necessary for conpetitiveness in
i nternational markets.

27. It was found that many enterprises — potential demanders of services —
resi st change and maintain a high degree of internalization of services.

There are various reasons for this, including: the |low |evel of
conpetitiveness at which they operate; the fact that the firm considers that
its own staff interprets its needs better than outside suppliers;
entrepreneurial failure to perceive the econonic advantages of
"externalizing"; the low |level of assimlation of new technol ogi es; concerns
over confidentiality; lack of confidence in the reliability of outside
suppliers; high cost and/or inadequate quality of avail abl e producer services,
and absence of policies encouraging the entrepreneur to externalize particular
services. Even so, many firms had expressed a desire to externalize certain
services, especially the following: R & D, market research, |egal services,
repair, maintenance and hire of equipnment, quality control, data, engineering
and consulting services, transport, financial services and training. 16/

28. Producers in the devel oping countries studied have taken different
approaches towards producer services. The extrene approaches are: (a) to

mai ntain many service functions internalized (this has been possible mainly
for large firms), and (b) to adopt a passive position and allow foreign firnms
to supply all the producer services with a consequent |oss of autonony, value
added and no benefits in terns of learning or transfer of technology. Firns
exposed to international conpetition are highly dependent on foreign service
provi ders for obtaining high quality services. They acquire their services via
internationally integrated chains, intra-firmarrangenents, through branches
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of transnational corporations or through their own custoners under
subcontracts. An extrenme case of reliance on inported services has been
observed in certain textile and citrus fruit and pi neappl e processing
concerns, where the producer takes an essentially passive attitude, often
dependi ng entirely on services provided by the buyer of its products. 17/
Servi ces obtained from such single buyer include design, quality control

i nternational marketing and managenent consulting.
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Box 1
Grouping of Producer Services according to the Production Function

In the adm nistrative function, conprising bookkeeping, auditing, |ega
services and planning, internalization increases with the size of the
enterprise. |In many cases, reasons of strategy and confidentiality are given,
especially in the case of |arge-scale enterprises. Snall enterprises tend to
internalize such services |ess, for reasons of cost; they are generally
performed by one individual. Large-scale (and sone medi um sized) enterprises
have specialized departnents.

The technical services function includes the services of engineering, R & D
quality control, maintenance and storage. These functions, which are of vita
i nportance regardl ess of the size of the enterprise, are lacking in mny snal
and nmedi um si zed enterprises. Sonetinmes, where they are performed at all

this is done by the workers thenselves. The |arge-scale enterprise in which
such services are well structured is a case apart. In many sectors, R & D and
quality control are non-existent or of poor quality for lack of skilled

prof essi onal workers. Some industries report that this situation has affected
their ability to adjust the supply of their products to the requirenents of
demand, in both local and foreign markets. |In the sectors where there are
foreign partners, these services, although internalized, are rendered under

t he gui dance of outside firns. A striking case is that of subcontracting in
of fshore processing activities. These activities develop a kind of "passive"
entrepreneur, for many of the functions are perfornmed virtually entirely by
the subcontractor. Sonething simlar happens with the sale of engineering
servi ces, which are provided as "after-sales" services by the enterprise
selling the equi pent or machinery.

The functions of services connected with presence in the market include, anong
ot hers, marketing, export services and transport. Transport forns an
exception; the remaining services are highly internalized, especially where
production is aimed at the home market. Export services present contrasts.

In some | arge and medi um si zed enterprises, marketing is carried out in the
enterprise itself with the support of State agencies; in others, as in the
case of subcontracting and enterprises with foreign partners, marketing is
integrated in the trading partners' chain. Small and nediumsized enterprises
report as a crucial problemof access to foreign markets, the |ack of
comercial information and the training of staff to equip themto pursue
commercial information-gathering in foreign markets. Trading conpanies fil
this gap in sone countries.

Source: "Tunisia: National Study on Services", (m neo).
B. Main characteristics of the supply of producer services
29. Much of the demand for producer services in devel oping countries has been

met by foreign service providers, explaining the |ack of vigour characterizing
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the supply of national producer services in the devel oping countries studied.
I ntegrated systems of services applicable to production have not evolved; the
connections between services and other sectors are not generally
perceived. 18/ Small and nediumsized enterprises in sone categories of
producer services are often perceived to be weak in respect of their ability
to: 19/ (a) respond to the needs of the market and take advantage of them by
offering nore efficient services at | ower cost than their conpetitors;
(b) design, adapt and establish their operations at high |evels of efficiency
and productivity; (c) recruit and train highly skilled staff; (d) assinilate,
adapt and apply new technologies that will enable themto reach higher |evels
of efficiency, productivity and conpetitiveness; (e) identify exportable
services and foreign markets; (f) generate or obtain financi ng and working
capital; (g) face strong conpetition fromforeign suppliers or from State or
sem - State nmonopolies. 1In addition, they sonetinmes operate in an inadequate
regul atory system and an unfavourabl e econom c environment. For all these
reasons, these enterprises often survive by serving "second-cl ass" custoners
in the honme markets without any possibility of conpeting in internationa
mar ket s.

30. More than half the firms surveyed were |l ess than five years old,
generally low in efficiency and productivity, and had to conmpete with a few
| arge-scale firns enjoying a | arge market share and generally sonme foreign
capital. The latter firns can thus devel op high-quality services at
relatively low cost. This applies to accounting and auditing services,
advertising, services providing information on val ue added, specialized
consul ting and financial services as well as services assenbling and operating
i nformati on networks. Many of the large firnms are branches of foreign
enterprises or national enterprises operating under various types of
agreenents such as franchi ses, exploitation of registered trade marks,
patents, etc.

31. A feature of particular interest in the generation of a larger supply of
servi ces was observable in certain processing industries and ot hers connected
with the extraction of natural resources. |In these cases, the main producers
had generated their own service enterprises which, in addition to neeting the
needs of the main firmand of others in the honme market, had al so begun
exporting. 20/

32. The producer service sector can provi de enploynment for skilled persons,
particularly those who are conversant with new informati on technol ogi es.
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PART TWO

COMPONENTS FOR A POLICY OF STRENGTHENING
SERVICES IN THE DEVELOPING COUNTRIES

1. Domestic Strategy

A. Context

33. Policy options for fostering competitive services sectors in devel opi ng
countries and for their gaining an increased share of international trade in
services will have to confront the questions of (a) financial resources,

(b) the use of market mechani sns, (c) human resources, (d) access to new
technol ogi es, and (e) the participation of foreign providers. These issues
are discussed in the foll ow ng paragraphs.

(a) Financial resources:

34. General |y speaking, Governments and enterprises in devel oping countries
| ack the financial resources needed to tackle the nodernization of services,
whi l e external financing schenes commensurate with the needs are generally not
avail abl e. These problens are exacerbated in the case of heavily indebted
devel opi ng countries, where adjustnent programres have further reduced the

al ready scanty resources available for the expansion and renovati on of basic
infrastructure and where firnms have difficulty raising resources in foreign
mar kets. The chronic shortages of financial resources in devel oping countries
have seriously affected their investnent capacity to devel op services
conpatible with the requirenents of an efficient nodern economy. The
situation worsens in the case of those sectors transformed by advanced
technol ogi es where costly investnments are needed to update their operation and
managenent, including nodernizing the necessary infrastructure. By way of
illustration: in maritime transport, containerization entails the
nmoder ni zati on of cargo-handling plants; 21/ in banks and financia

servi ces, global transactions depend on investnent in telematic technol ogies,
whil e the expansi on of customer services requires sophisticated electronic
equi pnent; 22/ in tel ecomuni cations, the devel opment of val ue-added
services entails expanding the basic network and introducing fibre optic
cables; air transport and tourismare facilitated by the establishnment of

net wor ks of conputerized reservation systens, the devel opnent of facilities
suitable for multinodal transport and the expansion and i nmprovenent of
infrastructure at airports to facilitate passenger traffic and cargo
handl i ng. 23/ Another dinension of this problemrelates to the financia
management of many service enterprises both public and private. Firns are
unabl e to generate their own resources when they cannot maintain profitable
levels in their current operations; those in heavily indebted countries are
unable to tap donmestic resources that would enable themto cover their

requi renents for investnent and working capital. 1In the case of public
enterprises, many Governnents are adopting policies of privatization aimed at
i mprovi ng managenment while reducing the financial pressure on fisca
resources. 24/ New service firms, in particular those that are
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know edge-i ntensive, usually lack sufficient tangi ble assets to be used as
collateral for bank credits. Such enterprises generally regard their human
resources as their main capital. 25/

(b) The use of market mechanisms:

35. The devel opnment of efficient and conpetitive services may be assisted by
a better utilization of market mechanisnms with respect to the allocation of
resources, price determnation and the appropriate use of supply and demand
forces in the "clearing" of markets. This would help increase the financia
soundness of many service operations. In many countries those nmechani sns are
still in limted use for several service activities. The reasons for this
scant use of market criteria are varied and conplex. To a certain extent they
reflect Governments' comm tment to conplex and ambiti ous objectives of

i ntegral devel opnment. Thus, they create a wi de gap between private and socia
return for many services. Many devel oped countries have narrowed this gap by
t he extensive use of cross-subsidization for many basic services. Devel oping
countries cannot always nmake use of such a tool

36. In other cases, the poor use of market mechanisnms is reflected in the
concentration of demand in a small nunber of |arge-scale, generally
nmonopsoni ¢, users. |In others, |arge-scale enterprises becane self-sufficient

units through the vertical integration of their operations. A defective

mar ket structure is not necessarily connected with the State ownership of
particul ar services or with the nonopsonic nature of demand for them Many
services rendered by the private sector exhibit clear exanples of nmarket
concentration on the supply side, which does not always contribute to a better
and nore efficient integration of services with the production process. This
is the case for professional services such as: advertising; accounting and
auditing; 26/ conmputer-related services and software; 27/ and insurance and
banki ng. 28/

37. Better utilization of market mechani sms may be achi eved t hrough changes
in the regulatory framework that affects nmarket entry, the behaviour of firns
and the establishment of nonopolies. Regulatory nechanisns vary from country
to country and fromsector to sector. Market entry regul ati ons range fromthe
establishnment of standards on professional qualifications to limting the
entry of operators through the granting of |icences (e.g. air transport) or
the establishment of public or private nonopolies (e.g. telecommunications and
public services). Regulations affecting firns' behavi our may incl ude:
price-fixing practices of utilities (electricity and water), limting the
range of services offered (banking and insurance) or restricting the

geogr aphi cal coverage of service providers (road and urban transport,

banki ng). 29/

(c) Human resources:

38. Shortage of qualified human resources in many devel opi ng countries
constitutes a major obstacle to the devel opnent and strengthening of
conpetitive services sectors. Suitable educational facilities are essentia
in order to nmeet the personnel requirenents inposed by the technol ogica
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transformati on of many services, especially in the area of higher technica
education. Various studies enphasize the urgent need to increase educationa
i nvestment, to inprove curricula in line with the requirenents of the
productive sectors and to upgrade the quality of equipment and facilities of
the educational system 30/

39. Al t hough many devel opi ng countries have relatively high literacy rates
and in many cases have a substantial nunber of highly skilled

professionals, 31/ there are still shortages of personnel properly qualified
to performa nunmber of productive tasks. This has been observed in such
vari ed services as hotel and passenger transport services, adverti sing,

audi ting, insurance, banking and other financial services and conputer
services. 32/ In many service activities, "on-the-job" training is alnobst the
only recourse. This means that training nust be decentralized in order to
adapt it to local market conditions, facilitating both the di ssem nation of
knowl edge and skills to the industry and, at the sane time, realizing the
export potential of skills which are not being properly used.

40. In view of these considerations, sone devel opi ng countries have taken
advant age of the presence of transnational corporations to include conmtnents
to train the local workforce in the agreenents they conclude with those
corporations. Joint ventures, managenent contracts and the |i ke have proved
to be efficient nmeans to pronote "in-job training” in tourism 33/ conputer
services, 34/ construction services and others. Furthernore, a few countries
have beconme successful exporters in these activities, making good use of their
associations with foreign enterprises by including performance requirenents
whi ch have contributed to raise the skills of their own manpower. It will be
noted that the role of joint ventures in stinulating the devel opment of
service sectors in devel oping countries and pronoting trade in services and
their access to technology will be exam ned under item 3 (e) of the Work
Progranme of the Standing Conmmittee. 35/

41. Few studi es have anal ysed the contribution of transnational service
corporations in the area of human resource devel opnent; the need for thorough
case studies of this subject is accordingly plain. 36/ O her traditiona
probl ems of the devel oping countries in the matter of human resources arise in
connection with brain drain. In nost cases this problemis very costly for
the devel opi ng economes. It may be solved in part by creating incentives to
stemthe | oss of highly educated people and in other cases by creating
sufficiently desirable conditions to attract skilled foreign professionals as
a nmeans of inproving the human capital endowrent of the country. 37/

(d) Access to new technologies:

42. Advances in technol ogy permt the creation of new conpetitive advantages.
For exanple, in maritime transport, and particularly with regard to

contai neri zation, new technol ogies allow the devel opment of functions that

determ ne overall conpetitiveness, such as conputerized control of operations

and the application of new organi zati onal and adm nistrative techni ques, al

of which are only possible when there is ready access to nodern
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t el ecomruni cati ons technol ogi es. The conpetitiveness and efficiency of
maritime transport operators are largely determ ned by the availability of
such technol ogies in the environnents in which they function. Although

devel opi ng countries are great users of containerization, their share as
suppliers of these services is very nodest. 38/ For audiovisual services,
access to new technol ogies used in subtitling filns for cinema and TV, film
copyi ng techni ques and signal transm ssion systens based on the use of fibre
optics, cable television, HDTV and others are essential in order to
conpete. 39/ In auditing services, access to new auditing and accounting
techniques are inportant to the conpetitiveness of enterprises. 40/ Many
small firms from devel opi ng countries are not able to access such technol ogi es
and therefore find thenselves ill-equipped to conpete. A few countries have
tried to circunvent this problemby stationing their staff abroad and carrying
out programres on the equi prent owned by users of their services in other
countries. 41/ In the case of insurance, it is increasingly clear that
conpetitiveness is based on the design of highly sophisticated products, the
devel opnent of new techni ques for aessing industrial risks, the inmprovenent of
capacity to design reinsurance schenmes and the inprovenent of distribution and
data processing systems. All these functions are highly dependent on new
technol ogi es. Shortcomings in this area have inpeded the devel opnent of

i nsurance conpani es in several developing countries. 42/

43. A few devel opi ng countries have nmanaged to accede to new technol ogi es

t hrough speci al agreenments concluded with transnati onal corporations operating
in their territories. Wen the host countries' capacity for assimlation
adaptati on and di ssemi nation permts, the introduction of appropriate clauses
in joint venture arrangenents may facilitate access to new technologies. In
many cases, however, their introduction is weakened by high market
segmentation in which [ arge service TNCs are the exclusive providers for other
TNCs. This applies to many professional and business services as well as
banki ng, insurance, transportation and others.

(e) Participation of foreign providers:

44, I ncreased participation of foreign service providers can contribute to
alleviating financial restrictions, increasing conpetitiveness in donestic
mar kets, training and inproving human resources, promoting the transfer of
technology in the field of services, and pronoting access to internationa

i nformati on networks and distribution systens. Conversely, there may be

i nstances where foreign participation is seen as being in conflict with the
attai nment of a Governnent's macroeconom ¢ and social objectives and its
policies with respect to specific service sectors. Devel oping countries have
denonstrated a desire to prevent foreign enterprises fromgaining a

di sproportionate dom nance in |ocal markets, so as to stifle the devel opnent
of domestic enterprises, particularly where new, know edge-intensive services
are concerned, to resort to unfair trade practices, to provoke an undesired

i npact on the bal ance of paynents, (arising fromthe repatriation of profits,
intra-firmtransactions, the purchase of inputs abroad and/or the use of
transfer-pricing anong its various branches and subsidiaries). For exanple,
it my be necessary to limt the reinvestnent abroad of insurance prem uns
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obtained in the donmestic market 43/ or to offset the cultural inpact of
forei gn audi ovi sual services, 44/ especially when their presence is associ ated
with cartelization and anti-conpetitive practices. Particular policies are
needed to deal with conflicts which may arise between the objectives of the
transnati onal corporations and those of the host countries.

45, The foregoi ng observations denonstrate the need for thorough studi es of
the positive contribution that can be made by greater |iberalization of

i nternational markets for services. Efforts should be nade to ensure that
their participationis not limted to cornering the nost profitable segnents
of national markets, and thus inpeding the devel opnment of efficient donestic
services but, on the contrary, to ensure that they becone an agent for change
and noderni zation in the markets for services of the devel oping countries.

46. The Uruguay Round General Agreenent on Trade in Services presents a
framework in which foreign service providers can have secure market access and
nati onal treatnment through negotiated bound comm tments included in the
Schedul e of Commitnents. This framework al so pernmits devel opi ng countries to
limt such concessions to those sectors where foreign providers are deened
desirable for the devel opment programes, and to obtain specific commtnents
fromthe suppliers benefiting fromsuch access as well as reciproca
concessions fromtheir trading partners.

B. General framework

47. CGovernments have at their disposal a set of instruments with which to
stimul ate the devel opnment of conpetitive services sectors. Sone of these -
such as exchange, trade, fiscal and credit policy - fall within the scope of
macr oeconom ¢ policies. Ohers may necessitate changes in the institutiona
and regul atory framework, while the attai nment of nore specific objectives my
call for particular strategies ainmed at positioning national enterprises in
the international market.

48. Exchange rate managenent is a vital instrunent for stimulating the
conpetitiveness of any economic activity. Services, being intangible, are
much nore vul nerable to ill-conceived exchange policies, and consequently may
be seriously affected by the mai ntenance of overval ued or underval ued exchange
rates. In many cases, this phenomenon nerely feeds the foreign currency bl ack
mar ket, severely depresses activity, inpairs the conpetitiveness of locally
produced services and favours cross-border rendering of such services or their
consunption abroad. Highly volatile exchange rates, in turn, discourage the
pursuit of such activities in the |Iocal market by introducing |arge elenments
of risk. Tourismis an activity particularly sensitive to exchange rate
instability. 45/

49. The incorporation of "inported" services to assist the attainnent of the
obj ectives of sustained devel opnent, whether by protecting the

environnment, 46/ facilitating access to new technol ogi es, information

networ ks and distribution channels or inproving capacity for training and the
generation of donestic know how, may al so be an inportant conponent of
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devel opnent policy. Such has been the experience in joint-venture-type
arrangenents for the devel opnent of the construction industry in sone
devel opi ng countries, which have facilitated both the tenporary novement of
manpower and the transfer of technology on favourable ternms. 47/ In this

case the objective is a nutually beneficial association between the foreign

i nvestor and the host country, specifying the parameters for the fiscal

credit and operational treatnent of enterprises which are partly or wholly
foreign-owned. Policies with regard to trade in goods have al so had a marked
effect on the evolution and devel opment of services. |Inports of equi pnent and
i nputs for various service activities, especially high technol ogy products and
those which support the tel ecommunications infrastructure, need a sufficiently
liberal regime not to thwart the devel opnent of the services that depend on
such inputs. 48/

50. The regul ati on of many service activities is not always adequate in
devel opi ng countries. Sone service activities have devel oped vi gorously,

preci sely because standards and regul ati ons have been |laid down for them For
exanpl e, such services as auditing and bookkeepi ng benefit fromthe accounting
standards which the State inposes on enterprises for tax or other purposes.
The use of quality control services is often stimul ated by the application of
certification standards inposed by the State or by the sector's own trade
associ ati ons on exporters of particular products. An appropriate |ega
framework for the protection of intellectual property is another normative
consi deration that may support the devel opment and utilization of

honme- generated services. 49/ Regulations directed towards the protection

of the environnment are also giving rise to a new demand for what are
essentially producer services in devel oping countries. 50/ The issue of

regul ations is to be studied in detail at a |ater stage under item 3 (b) of
the Committee's Work programre.

51. In some services, especially those which are know edge-intensi ve and
consequent |y dependent on technol ogi cal factors, the npbst successfu
experiences 51/ reveal that an inportant role is played by Governments in
devel opi ng these activities for both the donestic and internationa

markets. 52/ Direct subsidies, government procurenment, tax incentives and

ot her mechani sns are used by CGovernnents for these purposes. Fiscal or credit
support may be indi spensable to overcone the problenms of certain firms |acking
physi cal assets with which to back their |oan applications.

C. Specific strategies

52. Strengt hening services entails devising and applying specific strategies
to overcome the weaknesses characteristic of the basic infrastructure and of
producer services in devel oping countries.

(a) Modernization of the telecommunications infrastructure

53. Most of the devel oping countries are inplenenting policies to nodernize

and upgrade basic infrastructures (e.g. tel ecommunications, ports, airports,
hi ghways, irrigation works, power infrastructure, etc.), to devel op
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environnental protection services such as waste-water purification or the
reduction of pollution in road and air transport, 53/ and to inprove the
country's human resource base by upgradi ng the education system A nodern and
efficient tel ecomruni cations infrastructure capable of supporting — at | ow
cost — the donestic and international devel opment of such varied services as
banki ng, transport and other services that are direct users of such networks

i s indispensable. 54/ The absence of such an infrastructure stifles the
possibility of increasing a country's share in world trade in services, in
terms of both exports to foreign markets and access to advanced i nported
services. A strategy followed by some countries to increase investnment in

t el ecommuni cations infrastructure (financing, equi pnment and expertise) has
been the application of the BOT system 55/ under which the responsibility

for building and operating such networks is handed over to national or foreign
private enterprise.

54. Sone countries have used innovative schenmes in privatizing

t el ecomuni cation services in association with foreign capital. 56/ This
is reported to have yiel ded new managenent techni ques, technol ogica

i mprovenents, cost reductions and w der coverage of the services
concerned. 57/

55. A matter of concern centres upon possible wi dening of the existing gap
bet ween the devel opi ng and the devel oped countries tel ecomrunications.
Whereas the fornmer are still trying to catch up with the great technol ogica

| eap brought about by the digitalization of tel ecomunications, the devel oped
countries are already building the new fibre-optic networks that will enable
themto transmit far nore information, and far nore conplicated information,
in pulses of light. Virtually every type of digitalized information can be
transmitted in this way, whether in the formof inmages, sound or text,

i ncludi ng that from hi gh-speed conmputers. Information services will flow at
di fferent paces and vol unes in devel oped and devel oping countries sinply as a
result of the differences in basic tel ecomunications infrastructure.

(b) Producer services

56. The fragility of the donmestic supply of producer services and, to a

| esser extent, the inability to express a demand for such services restrict
the chances for adapting donestic economic activity to the requirenents of
efficiency and competitiveness in a vigorous and increasingly gl obalized
econony. Producer services are the decisive link in the val ue added

chain. 58/ Wth this in view, enterprises are developing "tail or-nade"
conpetitive strategies. These strategies are based on such factors as the
conpetitive structure of the industry in which they operate, their position in
that industry, and clear identification of their particular sources of
conpetitive advantages. They are obliged to explore the possibilities of
creating advantages by seizing the opportunities presented by new
technol ogi es, the new and changi ng requirenments of their custoners, the
energence of new segnents or niches in industry, changes in the cost or
availability of inputs and changes in government regul ations. Furthernore,
the strategi es should be oriented towards gaining a position in good tinme to
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take advantage of structural changes, then perceive and pursue innovation and
sustai n the advantages over time.

57. Devel opi ng countries have | aunched programes of structural adjustnent in
order to create a setting that is nore favourable to greater competitiveness
and efficiency in their enterprises; however, many of these adjustnent
programes do not pay sufficient attention to the |ink between producer

servi ces and adjustnment in manufacturing and agricultural sectors. The role

of producer services is precisely that of assisting enterprises to attain the
necessary flexibility to adjust to nore conpetitive and uncertain situations.

58. Structural strategies for strengthening the devel opnent and
conpetitiveness of indigenous producer services would thus include specific
measures to stinulate both the demand for and the supply of such services.
Since this demand is derived fromthe requirenents of other sectors, the
situation faced by those other sectors with regard to regul ati on and
conpetitiveness will determ ne the vigour of demand for services, particularly
fromthose sectors exposed to international conpetition. Furthernore, the
structural change that is affecting economc activity as a result of pressure
to conserve the environment is not nerely changing the technol ogical pattern
in such activity but is also expanding the demand for rel ated services such as
mar keti ng, environnmental management, auditing, technol ogical and risk
assessment, environmental nonitoring and other auxiliary services such as
product testing. 59/ This expanding demand is |argely being nmet by foreign
suppliers. Consequently, the great challenge lies mainly in stinulating the
supply of services provided by nationals to neet those needs.

59. Experi ence shows that in order to stinulate the supply of donestic
servi ces, Governnents have used various instrunments. These include direct
financial support (e.g. to make good a shortage of venture capital); 60/
fiscal and credit incentives (e.g. exenption frominmport duties on equipment,
tax exemptions on royalties, accel erated depreciati on schenes or subsidi zed

| oans); 61/ nodification of the regulatory systemto reduce or renove the
boundari es between different services (e.g. integration of tel ephones,
conmputing services and cable television to provide nultinmedia services through
fibre-optic networks); 62/ and specific measures to avoid "destructive
conpetition” or "market skinmm ng" by foreign suppliers. 63/ O her

conmponents of the strategy to pronmote the supply of such services include
incentives for the "externalization" of |ocked-in know edge, 64/ and the
establ i shnment of service centres or training centres ainmed at teaching

nati onal staff to render producer services. |In some countries these centres
are turning into veritable nurseries of new producer services enterprises.

Box 2

Producer Service Centres: An Example
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An interesting experinent in effective articulation of supply and demand

requi renments consists in the producer services centres which have devel oped in
the north-central region of Italy in support of the textile and clothing

i ndustry. In many cases these services centres are being devel oped with the
joint support of the local public authorities and the trade associations of
servi ce-using enterprises. The existence of such services centres has nmade it
possible to maintain a traditional production structure in those industries
(generally based on the famly unit) while achieving greater conpetitiveness
for the products they generate.

Source: Flavia Martinelli, "Productive O ganization and Service
Demand in the Italian Textile and Clothing Districts: A Case Study", in
UNCTAD, Services and Devel opnent Potential: The Indian Context
(UNCTAD/ | TP/ 22), pp. 275-322.
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11. External Strategy for Developing Internationally Competitive Services

A How to penetrate world markets: [Improving conditions of access to the
international market

60. In seeking to penetrate world markets, devel oping countries face a set of
probl ems which have to be surmounted in order to increase their share of world
service trade. Solutions will require an appropriate strategy of negotiation

in sone instances with other Governments in a nmultilateral, regional or
bilateral setting 65/ and in others with transnational corporations. The
mai n obstacles arise in the contexts |isted bel ow

(a) Concentration of markets and transnational corporations

61. The grow ng i nmportance of transnational corporations comonly

results in relatively few firnms dom nati ng many markets for services. For
exanpl e, 41 per cent of the reinsurance market depends on only eight
conpani es originating from devel oped countries. 66/ |n engineering and design
services, 70 per cent of the demand is concentrated in the devel oping
countries, but 90 per cent of the supply of such services originates fromthe
devel oped countries. 67/ Only six devel oping-country firnms are on the |ist of
the 20 leading enterprises in the air transport field. The 10 biggest
advertising groups in the world all belong to devel oped countries, as do

the 20 bi ggest managenent consulting enterprises, the 15 biggest accounting
and auditing firnms and the 15 biggest software producers. O the 20 |argest
hotel chains in the world, only one belongs to a devel oping country. A
simlar concentration is found in audiovisual services, with nost of the
enterprises that finance and distribute entertai nnment products |ocated in the
United States. 68/ The United States, Japan, Germany, France, Italy,

the United Kingdom Canada and Switzerland were the countries of origin

of 63 per cent of the first 1,000 banks and 78 per cent of their total assets
(1988). Wth regard to world earnings fromtourism over 80 per cent are
col l ected by Western Europe and the United States. Furthernore, the business
of hotel chains and tour operators is domnated by a few enterprises from
devel oped countries. 69/ \While the advertising business is dom nated by a few
firms in the United States, the United Kingdom and Japan, the business of
audi ti ng and bookkeeping is managed by the "Big Six". As to audi ovisua
services, the United States al one occupies nore than 50 per cent of world
screen time. The seven | argest Anerican conpani es control 85 per cent of
box-of fi ce takings and 66 per cent of the market for the sale and rental of

vi deocassettes. These enterprises formthe cartel known as the Mtion

Pi ctures Association of America. Next in inportance after the United States
of Anmerica are France and Italy, whose share of the world market

is 13 per cent of the total. 70/ This high degree of concentration is often
a consequence of the enornous volune of capital and the conpl ex networks of

i nt erdependent organi zati on needed to naintain technol ogi cal advantage and to
exploit several "products" sinmultaneously. Thus, for a set of services, for
exanpl e advertising, auditing and management consulting, firmcustomer

rel ations are established on a worldwi de scale, making it difficult for



TD/ B/ CN. 4/ 23

page 25

enterprises originating from devel oping countries to gain access to world
mar ket s.

62. A decisive factor in ascribing this leading role to the devel oped
countries' services is the role of transnational corporations originating from
those countries. 1In such markets, the structure of conpetition exhibits
characteristics akin to oligopoly, with far-fromtransparent trade practices,
with a high preval ence of conplex intra-firmrelationships and high barriers
to entry. The United States in particular, with its large and relatively
honmogeneous home market, is successful in exploiting innovation because the
returns can come sooner and are potentially larger. Econom es of scale are
made possible by a large home market. Firnms can profit sooner and on a | arger
scal e frominnovative products and practices. This is more difficult in the
Eur opean Conmmunity market, fragmented by | anguages, custons, tastes and | aws,
where | ocal variants are costly and slower to develop. 1In the case of

devel opi ng countries the problens are even greater. Econom es of scale for

| arge profitable firms can becone virtually unassail able once a critical nmass
has been reached internationally. This appears to be the main determ nant of
TNC dom nance, and forns a virtuous circle difficult to enulate for

| ate-coners to the market, and especially for those based in devel oping
countries. For instance, major United States manufacturing or financing
services TNCs demand high | evels of service at their overseas |ocations from
the same or simlar firms that they deal with at home, whether they are
operating in sophisticated markets such as the European Comunity, or in

devel oping countries. Wth the rapid innovation in service products resulting
from new technol ogi es and knowhow, it is easier for a |large supplier to
conbi ne them i n-house than for the client to purchase themfroma variety of
small firnms and assenble them

63. In many instances, devel oped-country firms benefit from financial support
fromthe Governnments of their countries of origin. For exanple, trade flows
in construction services are clearly affected by the presence of a nunmber of
distorting factors such as heavy governnent subsidies to export enterprises,
tied aid, external financing packages, and political and other pressures.

(b) Anti-competitive practices

64. The high concentration prevailing in the markets for services opens the
possibility of anti-conpetitive trade practices being pursued by the
corporations thenselves. These also clog the functioning of the markets and
exacerbate the difficulties of new firns, particularly those from devel opi ng
countries, to enter world markets. This prevents a heal thy devel opnent of
conpetition and its benefits. It affects in particular the users of such
servi ces and keeps potential conpetitors fromsharing in the markets.
Simlarly, the use of anti-conpetitive practices by certain transnationa
corporations can thwart the devel opnment objectives of host countries by

i npedi ng the correct application of tax and exchange policies and pursuing
discrimnatory practices with regard to prices.
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65. The best-known cases may be found in sea and air transport. Certain
restrictive trade practices have been dealt with in the Code of Conduct

for Liner Conferences, although structural shortcom ngs persist to prevent
devel opi ng countries fromgaining a greater share in the carriage of bulk
cargo. Simlarly a high degree of control is exercised by transnationa
corporations through the vertical integration of their operations or through
the requirement that contracts be drawn up exclusively in f.o.b. ternms. 71/
In air transport, abuses of a dom nant position are practised by trave
agencies and airlines and predatory tariffs are used for elimnating rivals.
Many abuses have been detected in connection with the use of conputerized
reservation systens (CRSs), to the point where the European Community has
drawn up regul ations for the use of such systenms, clarifying the boundary
between the requirenents of access to information networks and the use of
unfair conpetition practices. Simlar actions have been undertaken by the
United States; the International Cvil Aviation Organization (I CAO has
prepared a Code of Conduct on this issue. 72/

66. Cartel -type arrangements designed to fix prem uns and preserve markets
are common in the insurance field. Certain transnational corporations which
provi de services to enterprises restrict the coverage of services rendered to
the custoners of one of their branches in order to avoid conflicts of interest
with the customers of another of their branches in another country. 73/

67. Both the problem of market concentration and the use of restrictive trade
practices are dealt with, albeit in a clearly inadequate manner, in the

General Agreement on Trade in Services. Experience has shown that such
practices can underm ne the very credibility of multilateral trade
arrangenents. Hence there is a need to tackle these problenms exhaustively, by
creating nmechani sms for danage conpensation and dispute settlement that wll
be genuinely effective.

(c) Access to information networks and distribution channels

68. The crucial inmportance of tel ecomunication networks and access to
distribution channels in the availability of many services has al ready been
enphasi zed. O great significance in devel oping conpetitive capacity for
financial services is the establishnment of information networks that make it
possible to introduce new financial instrunents and facilitate the use of new
management technol ogi es and interconnections with firnms | ocated abroad. In
audi ovi sual services, for exanple, access to distribution channels is the key
to being able to exhibit the products of other countries on donestic circuits
that distribute cinema and tel evision programes. 74/ The devel opnent of
servi ces connected with tourism depends heavily on access to information
networ ks and distribution channels assenbled by airlines, travel agencies and
hot el chains, where segnmentation of the markets for tourismoperators bars
access to such networks and channels for many suppliers of services from
devel opi ng countries. 75/

69. Ready access to participation in networks is the key to the devel opnent
of exports in such sectors as banking, sone professional services, air
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transport and conputing services. 76/ Access to distribution channels has
presented an even nore conpl ex case since the distribution chains began
i nternationalizing, creating their own integrated networks which extend from
the design of the product or service to the final consumer wherever he may be.
Such networks confer very substantial competitive advantages. Furthernore,
the difficulties of gaining access to such channels nake it inpossible to
reach markets for audiovisual services, software, professional services,
banki ng, insurance and others. Facilitating access to information networks
and distribution channels for service enterprises in developing countries is
an i ndi spensabl e conponent of any effort to inprove those countries' share of
world trade in services. The possibility of devel oping countries requesting
access to networks fromforeign suppliers as a condition for granting nmarket
access and national treatnment commitments is provided for in articles IV
and XI X:2 of the General Agreenent for Trade in Services. Questions related
to access to networks will be exam ned under item 3 (e) of the Standing
Committee's work programe.

(d) Access to markets and restrictions on the international movement of

persons

70. Commitnents with respect to governnment regul ati ons of various kinds which
i npede access to nmarkets of services are being negotiated in the Uruguay

Round. They have al so been included in nmany regional trade agreenents. In

the negotiations with the Round, devel oping countries have been giving
particular attention to obtaining commitnents with respect to the novenent of
nat ural persons as suppliers of services.

71. As in trade in goods, those services with export potential in the
devel opi ng countries are ones which are highly | abour-intensive. One form of
maki ng use of this advantage has been that of exporting services through the
tenporary novenent of service suppliers. External resources received through
wor kers' remttances represent a fairly high proportion of the total exports
of many devel opi ng countries. 77/ These involve a variety of skill levels

i ncl udi ng managerial, professional and technical categories. Restrictions on
the novenent of persons who do not reside abroad (e.g. software consultants,
etc.) can also affect devel oping-country exports of services. For many

devel opi ng countries, the international rendering of services through the
movement of persons is the only possible way to share in international trade.
The renoval of obstacles affecting the export of services by neans of
tenporary novenent of persons from devel oping countries is essential. 78/

72. In professional services, problens relating to the recognition of

prof essional qualifications can also present barriers to the export of
services. 79/ Item3 (h) of the Standing Committee's programe of work
relates to the analysis and identification of possibilities for the devel oping
countries to nmake better use of this potential. 80/

B. Increasing participation of developing countries iIn international
markets: Elements for a strategy
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(a) The framework

73. At the multilateral l|evel, the Uruguay Round negotiations on a Genera
Agreenent for Trade in Services contenplates provisions to the effect that
foreign service suppliers gaining access to devel oping countries' markets
shoul d accept conditions with respect to transfer of technol ogy, training and
access to their information networks and channels of distribution. 81/ In this
framewor k, devel opi ng countri es have sought to negotiate reductions in the
regul atory barriers affecting exports of their services.

74. Servi ces have already been included in various regional integration
programes anong devel opi ng countries. Existing conplenentarities and
cultural commonalities can enhance trade and conpetitiveness in services.
Exports to outside the region may be pronoted through joint associations.
Uni fi ed approaches can help to enhance the bargai ni ng power of nenbers; the
pool i ng of resources can aneliorate the conditions for acquiring access to
i nformati on networks, distribution channels and equi pnent necessary for

i nfrastructural updating.

(b) Options of strategies

75. Devel opi ng countries recogni ze the need to stinulate their exports of
services not only as a neans of increasing their foreign-exchange earni ngs but
as a way of stimulating enploynent, upgrading the skills of their human
resources and strengthening the hone services sector in general. |In turn
through their link with trade in goods, exports of certain goods normally
support exports of services and, conversely, the export of certain services
hel ps in exporting nore goods.

76. A strategy to increase service exports thus involves efforts to devel op
conpetitive service enterprises at the donestic level as well as mnimzing
barriers to enter into world markets. A conpetitive services sector may be
strengt hened by neans of strategies directed towards: (a) stinulating
services in which sone conparative advantages can be deened to exist;

(b) enhancing their conpetitive strengths through application of specific
policy neasures, and (c) inproving conditions of access to foreign nmarkets
through multilateral, regional and bilateral negotiations with Governnents and
transnational corporations on obstacles that limt export opportunities.

77. These strategi es should be able to generate an increase in exports of
services in service sectors where devel opi ng countri es possess or are able to
"create" conparative advantages. Conparative advantage in services nmay derive
fromfactors which are not necessarily related to "natural” elenments; in fact,
many of them are conditioned by the |evel and quality of previous devel opment.
The quantity and quality of the resources allotted to R & D, the training of
human resources, the | evel and devel opnent of technol ogy and industry, the
bui l d-up of knowl edge rel evant to production, the size of the home nmarket, and
the nature and extent of regulatory system all these factors affect the
domestic and international conpetitiveness that many services can attain

This presents a challenge to the devel oping countries in deciding howto
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devel op conpetitive services in circunstances where the rel ative strength of
the industrialized countries in such activities is the outcone of their own
hi story.

(i) Stinul ating services in which conparative advantages exi st
or can be created

78. Conparati ve advantages in services scarcely differ fromthose in goods.
Price, quality and tinmely reliable delivery are common factors affecting
conpetitiveness in both goods and services. As in the case of goods,
countries can exploit their existing inherent conparative advantages (derived
fromlocational specificities or fromresource endownents); they can al so
pursue a conpetitive position through specific strategies.

79. Devel opi ng countries normally enjoy conparative advantages in services
deriving fromone or nore of the followi ng factors: (a) inherent services
conparati ve advantages arising from geographical, historical or cultura
factors (i.e. activities such as tourism certain transportation services,
transl ation services, educational services, even nedical services depend
heavily on such elenents); (b) the relatively | ow cost of both skilled and
unskil |l ed manpower in devel oping countries also constitutes a source of

i nherent conpetitive advantage and consequently opens up prospects for those
servi ces which make intensive use of that factor (e.g. construction services,
donestic services, agricultural seasonal |abour, hotels, restaurants and many
busi ness and professional services which are |abour-intensive).82/ Severa
countries have fornul ated specific | abour service export policies. 83/ They
have included additional measures to raise the skill |evels of |abour exports,
strengt hened personnel training, built up information networks and devel oped
new | abour service exports 84/ while penetrating new markets. 85/ The
identification of particular niches into which specific services can be fitted
on conpetitive terns is also inportant as a source of information in

devel opi ng the export of such services as film dubbing and subtitling, the
digitalization of data, printing services, certain professional services and
so on.

(ii) Developing conpetitive strengths

80. The share in trade in services of service suppliers is closely linked to
their ability to build up competitive strength. Major factors determ ning
conpetitiveness are: (a) financial capacity, (b) the ability to make
effective use of tel ecomunications and information technol ogi es,

(c) accunul ated know edge, skills and reputation, (d) "networking" ability,
(e) established relations between suppliers and buyers, (f) presence in major
mar kets, (g) ability to offer a package of services, (h) donestic market size,
and (i) appropriate governnent incentives. 86/

81. Many of these advantages will not turn into exports unless specia
nmeasures are taken to permt enterprises to: diversify their offer, gain
access to foreign markets by establishing their own channels of
distribution; 87/ acquire the technol ogies needed in order to conpete
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effectively; cover risks; and invest and nodernize through the purchase of
technol ogi cal | y advanced (often expensive) equi pnent.

82. The creation of conpetitive advantages can originate in the know edge
build-up in the manufacturing and agricultural sectors or the extractive

i ndustries. Such know edge can be converted into exportable activities to the
extent that it is externalized and organized in ways that facilitate
penetration into foreign markets through adequate information and distribution
systens being created. 88/ Another way of supporting the creation of
conpetitive advantages is the export of packages of services from specified
geographical |ocations either under offshore arrangenents or fromtel eports or
free zones. This can allow countries with inadequate tel ecomrunications
infrastructures to circumvent this limtation without having to invest in the
nmoder ni zati on of the entire national network. Furthernore, many | abour
services — skilled and unskilled — can be exported via cross-border trade
thus avoiding the restrictions faced by other nodes of delivery such as the
tenporary novenent of personnel. The concentration of highly skilled staff,
supported by a good tel ecommuni cations infrastructure, may attract resources
for the devel opment of know edge-intensive services of the Silicon Valley
type. 89/ Sone countries have set about gradually replacing their exports of
goods by exports of services, stinulating the devel opnent of activities to
meet the requirenments of highly specific niches in the international market.
90/ Ohers pronote the export of goods that incorporate the greatest content
of national services, and devel op strategi es whereby the export of services is
a vehicle for exporting nore goods. 91/

83. An inportant source for the creation of conpetitive advantages lies in

i mprovi ng access to new technol ogies. Both traditional services (financia
services and transport) and the new conmputing services are steadily nmaking
nore intensive use of new technol ogies. These are, generally speaking, a
strong source of conpetitiveness in many services, although in sone cases they
requi re heavy investnent in the training of personnel or in special equipnent
(e.g. for handling containers in transport).

84. Anot her factor connected with the creation of conpetitive advantages is
bound up with the inprovement of human resources. Qualification of the | abour
force is essential in order to nobilize national talent for application to new
and traditional productive activities. 92/ On-the-job training is normally
one met hod which countries use to transfer know edge from transnati ona
corporations to national personnel. This type of action can be stimulated by
means of fiscal incentives or by linking the conditions of access to the

nati onal market with the contribution nade by transnati onal corporations
towards inproving the skill |evel of domestic human resources. 93/

CONCLUDING REMARKS

85. In conducting a comparative analysis of service sectors in devel oping
countries with the objective of identifying policies to assist devel oping
countries in devel oping and strengthening their conpetitive service sectors
(mandat ed under item 3 (a) of the work programe), the Standing Committee will
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be able to draw heavily from previ ous work carried out by UNCTAD and
synthesized in this note, as well as upon specific studies being carried out
under item3 (b) to 3 (k) of the work progranme. |In order to organize its

wor k under the present itemin a nore systematic fashion, the Standing

Committee mght wish to consider linking closely the future work under the
present itemto work being carried out under other items in its work
programme, as well as identify priority issues fromw thin the work programre.

The Standing Committee may wi sh to examne the strategies and policies

i npl enmented by countries with a view to strengthening the competitiveness
of their service sectors, based upon subm ssions by nmenber States,

i ncl udi ng both devel oped and devel opi ng countries, and further studies by
the secretariat.

Foll owi ng the anal ytical aspects contained in itenms 3 (a) to (k) of the
wor k programre, the Standing Commttee may consi der exam ning the
strengths and weaknesses of devel oping countries in specific service
sectors, based upon studies by the secretariat and supported by

i nformati on provided by nmenber States as well as by private sector
entities and non-governnental organizations. |In this exercise, priority
could be given to sectors deenmed to have a major role in the devel opnent
process, as well as those where devel oping countries may possess a
conparati ve advantage and export potenti al

In I'inking future work under the present itemto other itens in its work
programe, the Standing Comrittee may wi sh to give particular attention
to assessing the inpacts of progressive |iberalization and of service
imports in the devel opnment of conpetitive service sectors, and to

exam ning difficulties faced by devel opi ng countries which prevent them
fromincreasing their participation in world trade in services, as
mandat ed under item 3 (qQ).
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