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1 Introduction  

The purpose of this paper is to provide a broad overview of global trends in services 
trade. The survey of the magnitude and patterns of trade in services, together with an 
analysis of the drivers of such trade, provides a context against which to assess South 
Africa’s current performance and future prospects in this area.  

In contrast to goods, the vast majority of services are intangible, invisible and 
perishable, requiring simultaneous production and consumption. Over the past two 
decades, due to technological change and globalisation, services have become 
increasingly tradable. This poses both opportunities and threats for the developmental 
objectives of a middle-income developing country such as South Africa. For example, 
how can services trade contribute to the attainment of government’s objective of 
halving unemployment and poverty by 2014? Can import penetration in services 
sectors impact adversely on SA’s growth prospects?  

In order to assess the nature of these challenges and opportunities this paper 
commences by defining the services economy and the complex modalities through 
which such services are traded. Section 3 analyses trends in global trade flows. In 
section 4, the role that services sectors play in economic development is examined. 
Section 5 provides an overview of the provisions of the General Agreement on Trade 
in Services (GATS) and examines its impact on regulatory reform.  

In section 6, a central issue in relation to the services sector is reviewed: how domestic 
regulation acts as a barrier to trade. In section 7 the impact of liberalising services 
trade is reviewed from both a theoretical and empirical perspective. Annexure A 
offers case studies to concretise some of the experiences of fast-growing services 
exporters.  

2 Defining trade in services  

What distinguishes trade in services from trade in goods? For a number of services, 
there is no difference: trade is conducted in much the same manner as trade in goods, 
with the service (say software) produced in one country and supplied cross-border to 
a consumer in another country (Mattoo et al., 2001). The vast majority of trade in 
services, however, are differentiated from goods because their provision requires 
direct interaction between providers and consumers.  

In practical terms, the time and space of the production and consumption of services 
cannot be separated. Therefore international transactions in services require either the 
consumer to move to the location of the producer (tourism, health, education) or 
factors of production move to the place of consumption (through foreign direct 
investment (FDI) and the temporary movement of labour).  
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2.1 What exactly is a “service”?  

Which economic activities may be categorised as services? Table 1 lists the sector-level 
delineation for 3 systems that classify services sectors:  

 The standard industrial classification (SIC), which is the system used to 
measure domestic trends;  

 The WTO’s classification, which is the framework used to negotiate market 
access in terms of both GATS and regional trade agreements; and  

 The IMF’s1 classification, which is important because it has historically been 
utilised in the collection of data. This data is collected for balance of payments 
purposes, rather than for monitoring trade in services and is therefore deficient 
with respect to the latter.  

While all these classifications cover the same set of economic activities, they differ in 
the way in which they decompose sectors. This is not a trivial issue: the ability to 
negotiate market access in services sectors and to monitor domestic and international 
trends depends on an understanding of sector-level trends.  

Table 1: Classification of Services Sectors  

1-digit Standard 
Industrial 
Classification (SIC)  

World Trade 
Organisation (WTO)  

International Monetary 
Fund (IMF) – Balance of 
Payments Manual 4  

 
1. Electricity, gas and 
water  
2. Construction  
3. Wholesale & Retail  
4. Transport & 
Communication  
5. Financial and 
Business Services  
6. Community, Social & 
Personal Services  

 

 
1. Business Services  
2. Communications 
Services  
3. Construction & Related 
Engineering  
4. Distribution Services  
5. Education Services  
6. Environmental Services  
7. Financial Services  
8. Health & Related Social 
Services  
9. Tourism & Travel 
Related Services  
10. Recreational, Cultural 

 
1. Transport (incl. electricity 
transmission)  
2. Travel  
3. Communication 
Construction  
4. Computer & Information 
Financial & Insurance  
5. Other Business Services 
(including professional and 
trade-related services)  
6. Royalties & Licence Fees  
7. Personal, Cultural & 
Recreational Services 
(including audiovisual, 

                                                      

1 Classification based on the fourth balance of payments manual – BPM4, which has recently been superseded 
by a fifth manual – BPM5 which is more closely aligned to the WTO’s classification. 
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& Sporting  
11. Transport  
12. Other  

 

education and health 
services)  
8. Government Services  

 

For the past two decades, the measurement of trade flows has been based on the 
classification of sectors contained in the IMF’s fourth balance of payments manual 
(BPM4). The time series data utilised to analyse global trends in services trade is 
therefore based on this delineation of services sub-sectors.  

The majority of countries (including SA), are, however, in the process of converting 
their Balance of Payments statistics to the IMF’s fifth Balance of Payments Manual 
(BPM5), which is more closely aligned to the classification of sectors utilised by the 
WTO. The latter differs from the BPM4 in that it separates financial and insurance 
services into distinct categories and introduces a new sector classification: 
‘environmental services’, thus increasing the number of broad sectors from 10 to 12.  

The vast majority of services trade does not entail the movement of a tangible good 
across national borders. It is therefore difficult to measure services trade accurately 
and consequently the time series data used to monitor trends in global trade flows has 
the following deficiencies:  

 Most countries only collect mode 1 (cross-border) and mode 2 (consumption 
abroad) trade in services for balance of payments purposes;  

 Mode 3 (commercial presence) - which constitutes a very large proportion of 
services trade2 - is either not recorded at all or recorded inaccurately3;  

 The sector classifications contained in balance of payments statistics are not 
aligned to the GATS classification, although BPM5 is a vast improvement over 
BPM4;  

 Trade flows are not disaggregated by mode.  

These deficiencies have caused some controversy in the interpretation of services 
trade statistics. In the absence of more reliable data it is difficult to arrive at a 

                                                      

2 In 2003, 2/3 of FDI stock and 60% of FDI flows were estimated to be in the services sector (UNCTAD, 
2004c) 

3 As this category of services trade cannot be captured by balance of payments data, the WTO recommends that 
the sales of foreign affiliates are captured to measure this mode of trade. The only country that currently 
accurately measures and captures data on foreign affiliate’s trade in services (FATS) is the US (UNCTAD, 
2004). Most other countries use foreign direct investment (FDI) data as a proxy for trade in services via 
commercial presence and many developing countries do not have any measure of this mode.  
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definitive analysis of global trends in services trade, as discussed in some detail in 
section 3.  

2.2 When is a Service Traded?  

Under what circumstances is a service traded? This is by no means straightforward 
and currently poses significant challenges in the measurement of trade flows. Given 
that in the vast majority of cases, proximity between the service provider and 
consumer is required, the WTO provides for four distinct modes in which trade can 
occur:  

 Mode I - Cross-border Trade – is the same as merchandise trade as the 
consumer remains in her home country, and the service is supplied from 
abroad. Examples of such trade include the provision of software through the 
internet or through postage of a CD containing the software. For services such 
as international transport, cross-border supply has always been the dominant 
mode.  

 Mode II - Consumption Abroad - where the consumer moves to another 
country to consume the service. This form of trade in services commonly 
includes tourism, education and health services.  

 Mode III - Commercial Presence - where a foreign company supplies a service 
to a consumer in her home country via a resident foreign affiliate. Some 
services can only be traded by commercial presence, specifically those that 
require the provision or use of physical infrastructure located in the market. 
These include local and long-distance telephony, domestic transportation and 
local energy distribution  

 Mode IV - Presence of Natural Persons - where an individual moves 
temporarily into the home territory of a consumer to provide a service. 
Although this differs from commercial presence, as it is the individual and not 
the corporation that is the service provider, the two are related because foreign 
corporations usually require the movement of key personnel for at least an 
initial establishment period.  

The inclusion of mode 4 – the temporary movement of natural persons – during the 
GATS negotiations in 1994 represents a fundamental paradigm shift in international 
trade. For the first time in the history of the regulation of international trade, explicit 
provision was made for the movement of labour. In a context where factor mobility 
was historically confined to capital and goods, this represents a major opportunity for 
labour-surplus developing economies to benefit from globalisation. This issue is 
explored in some detail in section 8.  

Although there is no accurate data on global services trade by mode, the World Bank 
has attempted to estimate such flows. As illustrated in figure 1, their estimates suggest 
that mode 3 (commercial presence) is dominant, while mode 4 (movement of people) 
accounts for a negligible proportion of services trade. This is not surprising as in 2003 
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2/3 of the global FDI stock was in services sub-sectors, while substantial restrictions 
to mode 4 trade acts as a constraint to the expansion of this mode.  

Notably, modes 1 and 2 (cross border trade and consumption abroad) together 
account for 42% of total global trade in services, if the World Bank’s estimates are to 
be believed. This suggests that official data sources (which exclude modes 3 and 4) 
vastly underestimate global trade in services.  

Figure 1: Estimate of the Composition of Global Services Trade by 
Mode, 2000  

 

Source: World Bank (2004)  

3 Global trade patterns  

Since 1965 world trade has grown faster than world income in all but a few years of 
cyclical downturns. This in itself can be attributed to services insofar as these drive a 
reduction in both trade barriers and the cost of transport and communication services 
(Martin, 2003). The widely reported increase in services trade has occurred over the 
1980 – 2000 period and requires some interrogation.  

Services trade remains small in relation to its weight in domestic economies, as 
evidenced by the fact that services account for over 20 per cent of total world trade 
and contribute about 66 per cent of value-added in world output. For developed 
countries, services account for 70 per cent of GDP and 23 per cent of exports, while 
for developing countries the corresponding figures are 50 per cent and 15 per cent 
respectively (UNCTAD, 2004b).  
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3.1 Technology has driven services trade  

Technological advances in information and communication technology (ICT) have 
underpinned the dramatic growth in services trade over the past two decades. 
International telephony enhances the tradability of services by making it easier to 
unbundle production and consumption of information-intensive service activities 
such as research and development, software development, data entry, inventory 
management, quality control, accounting, marketing, advertising, distribution and legal 
services.  

Moreover, the introduction of new products (financial derivatives, computer 
reservation systems for airlines and telemedicine) and qualitative changes in the 
provision of existing services (for example, distance education) are also being 
promoted by technological progress in IT. Hence as communications improve, the 
incentives for specialization and outsourcing of services expand. Indeed, Hoekman & 
Primo Braga (1997) argue that services are at the core of the globalisation of 
economic activities by providing the connections (via transportation and 
communication links) and allowing the coordination (via just-in-time inventory and 
management practices) of separate production processes.  

The case studies of developing economies that have successfully expanded services 
trade (see annexure A) identify the development of an ICT platform as a key driver of 
export performance. Such a platform, when combined with the right institutional 
infrastructure, allows firms to competitively exploit their core competencies. 
Information and communication technologies (ICTs), which affect production, 
transaction and transportation costs support as well as enhance the tradability of 
commercial, business and financial services.  

As regards future trade patterns, technological advances will play a decisive role in 
services trade as “…it will become increasingly difficult to maintain a clear distinction 
between trade in goods and trade in services, as technology may give producers the 
choice of delivering their products in tangible or disembodied (digitised) form” 
(Hertel et al., 2002). This poses both challenges and opportunities for developing 
economies.  

3.2 The Stylised Facts  

As discussed earlier, the lack of reliable services trade data renders a definitive analysis 
of global trends impossible. Consequently, there are a variety of interpretations of 
trends in services trade. A good starting point in understanding the divergent views on 
this issue are the stylised facts widely disseminated by the World Bank (2003), as they 
are widely cited as an accurate picture of services trade. They include the following:  

 During the 1985 – 1999 period, the compound annual growth rate of services 
was over 9% per annum, compared to 8.2% for merchandise trade. 
Consequently, services exports trebled over that period.  
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 For developing countries, this growth has been more rapid – almost fourfold – 
thereby increasing their share in world trade from 14% to 18% between 1985 
and 1998.  

 Commercial presence (mode 3) has been the most dynamic mode of services 
supply in recent years. This may reflect the fact that there has been far greater 
liberalisation of foreign investment than of cross-border supply of services.  

 Despite the growing use of ICT, commercial presence is the dominant mode of 
supply in all sectors except transport, and to a more limited extent 
telecommunications.  

 While the bulk of services FDI stocks are in OECD countries, they have grown 
much faster in developing countries during the 1988 – 97 period: ten-fold for 
East Asia & Pacific, seven-fold for Sub-Saharan Africa, and five-fold for Latin 
America & the Caribbean, compared to three-fold for the OECD.  

 Growth in services of developing countries was concentrated in the developing 
regions of Europe & Central Asia and East Asia and Pacific, while Africa 
lagged behind the international average.  

 Despite the growth of services, exports emanating from developing countries, 
most trade in services still takes place between developed economies.  

These stylised facts paint a picture of booming services trade, growing faster than 
merchandise trade and therefore driving changes in global trade patterns. It points to 
such trade growing faster in developing countries than developed countries, although 
the growth has been uneven across developing regions.  

3.3 An Alternative Account of Services Trade  

In order to interrogate the validity of these stylised facts, trends in the primary trade in 
services data is analysed, together with a review of alternative accounts of trends in 
such data. The analysis of global trade patterns is based on data sourced from the 
United Nations Commission on Trade and Development (UNCTAD, 2004a)4. The 

                                                      

4 The classification of developing regions therefore follows UNCTAD’s delineation in which “Developing 
countries” are the developing countries in America, Africa, Asia, and Oceania, plus a fifth sub-group, 
“European developing countries”, constituted by Malta and by some republics formerly belonging to Yugoslavia. 
Formerly socialist European countries are classified in the UNCTAD database as belonging to a sixth sub-
group, “Countries in Eastern Europe”. Long-term series on trade in services in transition economies, and 
especially in the latter sub-group (which is, in fact, residual), are not consistent and historically comparable, due 
largely to the limited availability on trade in services in the former USSR. Therefore, data on the residual sub-
group “Countries in Eastern Europe” are not presented in the analysis of global trends. The countries that 
comprise this grouping are, however, included in the analysis of sector trends. 
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data has all the deficiencies outlined earlier: mode 3 and 4 trade is not adequately 
captured, it is not decomposed by mode of trade and the classification of sectors is 
not sufficiently consistent across countries to be entirely accurate. Nevertheless, it is 
the only source of data in the public domain that provides a picture of trends in trade 
both by geographical region and by sector.  

Figure 2 illustrates that the World Bank might be exaggerating the extent to which 
services trade has eclipsed merchandise trade. While trade in services grew 
significantly as a proportion of exports in the last two decades of the twentieth 
century, that growth was concentrated in the 1980 – 1990 period and levelled off in 
the second half of the 1990s. As expected, the proportion of services exports is lower 
for developing economies (14.6% in 2000) than for developed economies (20.4% in 
2000). It is also lower for both groups of countries than the figures frequently cited by 
the World Bank.  

Critically, for developing economies the share of services in total exports declined 
during the latter 1990s, demonstrating that while there was growth in services exports, 
merchandise exports grew faster. Indeed, Langhammer (2002) argues that between 
1989 and 1998, the share of commercial services in developing countries’ exports 
declined, while such exports grew faster than merchandise exports in developed 
economies. Services trade may be more income elastic and more vulnerable to global 
shocks. However, the upside is that services offer developing countries a generally 
high growth opportunity in sectors that have not yet matured.  

 

Figure 2: Services Exports as % Total Exports, 1980 – 2000  

 

Source: UNCTAD, 2004a 3.4  
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3.4 Regional Trends  

Table 2 summarises global trends in the growth in services trade. An important trend 
is the significant reduction in the growth of exports during the 1995 – 2000 periods, 
following buoyant growth in the 1980 – 1995 periods. Indeed, for most regions, 
growth in services trade halved between the two periods. The African continent is a 
notable exception: services exports grew at the same rate in the 1990 - 1995 and 1995 
– 2000 periods. More generally, slowing growth in services trade in the latter 1990s is 
explained by the general downturn in the global economy (UNCTAD, 2004a).  

Table 2: Annual Growth in Services Trade: 1980 – 2000  

Region Exports Imports 

1980-
1990 

1990-
2000 

1990-
1995 

1995-
2000 

1980-
1990 

1990-
2000  

1990-
1995 

1995-
2000 

World  8.8  6.2 8.5 4.1 8.2 5.4 7.7 3.2 
Developed 
Countries  8.5  5.2 6.7 3.6 8.9 4.5 6.3 2.8 
Developing 
Countries  10.1  9.0 12.1 5.9 6.4 7.4 10.0 4.8 
Latin 
America  5.4  6.9 8.1 5.8 2.0 7.2 9.4 5.0 
Africa  4.8  6.8 6.8 6.8 0.0 3.4 5.3 1.4 
Asia  14.5  10.3 14.9 5.8 10.1 9.2 13.4 5.2 
Oceania  11.0  2.7 7.6 -2.0 5.8 6.0 8.1 3.9 
Europe  3.6  0.2 -5.0 5.7 11.0 -11.6 -25.4 4.7 

Source: UNCTAD, 2004  

Figure 3 demonstrates that, as with merchandise trade, global services trade is 
dominated by developed economies, which account for 75% of exports and 72% of 
imports. In aggregate, developing countries therefore have a deficit in this category of 
trade. A decomposition of services trade starkly illustrates Asia’s growing dominance 
in services trade: in 2000, Asia accounted for just under ¾ of services trade, while 
Latin America accounted for a mere 16% of developing country exports and Africa 
8%.  

Asia has surged ahead of other developing regions: In 1980, Asia’s services exports 
were 50% greater than Latin America, and 2.7 times that of Africa. By 2000, Asia’s 
services exports were 4.5 times that for Latin America and 8.7 times that for Africa. 
This suggests that, growing services exports are an important dimension of successful 
growth and development, as the Asian region has been the fastest growing and most 
dynamic during the 1980 – 2000 period. For this reason, the case studies examined 
mainly countries in this region in order to identify the drivers of service exports.  

3.5 Sub-sector Trends  

Figure 4 provides a detailed picture of the sub-sector composition of trade for both 
developed and developing economies. It illustrates the dominance of travel and 
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transport, which together account for over half of global trade flows in services in 
both developed and developing economies. This is not surprising, given that these 
two services have been traded since time immemorial and are therefore regarded as 
traditional exports.  

“Other business services” is also a significant sector, accounting for a higher 
proportion of developing (28%) than developed (21.7%) country services trade. This 
sector includes computer and software exports emanating from developing countries 
(not recorded in the “computer & information” sector due to the BPM4 
classification), as well as services essential for trading, distribution, research and 
development, and other technical and professional services. Together with travel 
services, it is the sub-sector in which developing countries have the highest share of 
global exports.  

It is noteworthy that trade in the “computer & information” and “communication” 
sub-sectors is relatively small: together they account for 4.7% of services trade in 
developed economies and 2.6% in developing economies. Likewise, financial & 
insurances services also account for a small proportion of total trade: 8.2% in 
developed economies and 2.6% in developing economies. This is surprising, given the 
sheer volume of research that is focussed on these two sub-sectors.  

It must, however, be acknowledged that although these sub-sectors account for a 
small proportion of services trade, they play an important role in the competitiveness 
of specific economies because of spillovers. For this reason, they are also the only two 
sectors that are the subject of specific agreements within the framework of GATS. 
Notably, the US and EU have for long made their offensive interest in these two 
sectors known.  

It must be noted that there is great uncertainty in sector classifications – for example, 
many of the items categorised under “other business services” would normally be 
thought of as “computer & information”. There is so little consistency and 
disaggregation in the available statistics that tracking global trends is made extremely 
difficult.  

A comparison of the sector composition of services exports between developed and 
developing economies reveals that the travel, other business services, transport and 
communication sectors account for a higher proportion of services exports in 
developing than developed countries. All the other sectors are more significant for 
developed than developing countries.  



Figure 3: Decomposition of World Services Trade: Developed & Developing Countries, 2000.  

 

Source: Calculated from UNCTAD, 2004a  
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Figure 4: Sector Composition of Trade & Global Market Share, Developed & Developing Economies, 2000  

 

Source: Calculated from UNCTAD (2004a)  



Notably, for developing countries, the travel and transport sectors together account 
for 61.2% of services exports, compared to 51.1% for developed countries. This 
reflects two key facts underlying sub-sector trends in services trade. First, developing 
economies such as Korea, Singapore, China and Malaysia are key global players in 
maritime transport. Second, developing economies have not diversified their exports 
away from traditional sectors as quickly as developed economies.  

The allocation of global market share between developed and developing countries by 
sub-sector are also illustrated in figure 4. It reveals that developing countries do not 
hold the majority market share in any sub-sector. The main developing economies 
presence is found in travel (26%), other business services (25.8%), communication 
(23%), personal cultural & recreational services (22.8%) and transport (21.4%). This 
reflects the success of a small number of developing countries in expanding exports in 
a few targeted sectors.  

3.6 The Dominance of a Subset of Key Players in 
Developing Countries  

The large OECD countries dominate global trade in services. However, some 
developing countries have a substantial presence and specialisation in certain sets of 
service exports. Tourism and transportation services are the main traded areas. But 
there is a growing presence in non-traditional exports as well. Developing countries 
have penetrated the ICT sub-sector, particularly business process outsourcing (BPO). 
Indeed, India, the Philippines, China and Jamaica have become large exporters of 
transactions processing, back-office services and information and software 
development services, recorded under “other business services”.  

A decomposition of trade by developing countries reveals that there are a handful of 
dominant exporters in each of the 10 sectors. Table 3 provides a decomposition of 
developing country exports by sector and by the dominant exporting countries.  

The fastest growing sector is computer and information services, although developing 
countries account for a very small proportion of exports in this sector. It should be 
noted that software exports emanating from India and other developing countries are 
included in the ‘other business services’ category and not in computer and 
information. China accounts for just under a third of these exports, followed by 
Hungary (10.1%), the Czech Republic (7.7%), Slovenia (6.5%) and Taiwan (4.6%). In 
the other business services category, Singapore (16.8%) and India (10.1%) are the 
dominant exporters in the developing world. Taiwan, Malaysia, Korea and Saudi 
Arabia also account for a significant proportion of exports.  

The Indian software industry is frequently cited as a success story in this sector. 
Software exports grew from $225 million in 1993 to $1.75 billion in 1998 (annual 
growth rate of 50% per annum). Annual revenues of $87 billion, 2.2 million jobs and a 
market capitalization of $225 billion is projected for 2008 (World Bank, 2003 citing a 
McKinsey report commissioned by NASSCOM in 2003). Almost 60% of these 
exports are supplied through the temporary movement of programmers to the client’s 
site overseas.  

As some aspects of these services (data processing in particular) are labour intensive, 
competition in this segment is growing. Exporters are looking to enhance their labour 
market flexibility further in order to attract investment. Another determinant of this 
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sector’s export performance lies in the expansion of off shoring of financial activities, 
facilitated by the itemisation of processing capabilities.  

Exports of personal, cultural and recreational services – which accounted for a mere 
1,2% of global trade in services in 1999 - have also been growing rapidly for 
developing countries. Turkey dominates, accounting for 70% of exports emanating 
from developing countries in this sector.  

Financial and insurance services have also demonstrated rapid growth, even in the 
1995-99 periods when the growth in services exports declined, although developing 
countries account for a very small proportion of this trade. Mexico (14.6%), Taiwan 
(14.4%), Poland (9.9%), Korea (7.1%) and Brazil (6.4%) account for more than half 
of developing countries’ exports in this sector.  

A further sector in which exports have grown relatively rapidly is communication 
services, where developing countries account for a substantial proportion of global 
exports. Mexico (17.7%) and China (8.9%) are the key players in this sector and 
Taiwan (7.6%), Russia (7%) and Poland (5.7%) also account for a significant 
proportion of exports emanating from developing countries.  

Royalties and licence fees (which essentially capture franchises) are another fast-
growing sector, although they accounted for a small proportion (5.4%) of world trade 
in 2000, with developing countries accounting for a negligible share of global exports 
at 2.4% in 1999. Korea, Taiwan, Paraguay, Brazil and Mexico are the dominant 
developing country exporters in this sector.  

Exports of transport services – which accounted for 21.8% of services exports from 
developing countries in 2000 and the sector in which developing countries have the 
largest share of global exports - grew very slowly in the 1995-99 period after 
undergoing rapid growth in 1990-95. Korea (18.3%), Singapore, Taiwan, Ukraine and 
Thailand are the dominant developing country exporters. This reflects the fact that 
these countries are key players in the global maritime transport industry.  

This sub-sector is dominated by maritime transport, as 4/5 of world trade is carried 
by sea, increasingly in container cargoes. Developing countries in the Asian region 
play a pivotal role in this industry as evidenced by the fact that “[a] number of 
developing countries feature in the top 20 container terminals in the world, which 
together account for 54.34 % of total container shipping” (OECD, 2003:4) In 
particular, 4 of the top 5 container terminals in terms of throughput are in developing 
countries: Hong Kong China is the number one container terminal, followed by 
Singapore, the port of Kaohsiung in Chinese Taipei and Busan in the Republic of 
Korea.  

Exports of travel services – which account for the largest share of developing 
countries’ service exports (including South Africa) – grew slowly in the 1995–99 
period. China, Mexico, Thailand, Korea and Singapore are the dominant exporters of 
travel services.  



Table 3: Developing Country Services Exports, By Sector And Dominant Country  

Sub-sectors & Top 
Developing Country 
Exporters 

US $ 
1999 

%  
World 
Exports 

% 
Developing 
Country 
Exports 

%  
Services 
Exports, 
1999 

Average Annual Growth 

1980 - 
1990 

1990 - 
1995 

1995 - 
2000 

Transport        
Korea 11466 3.9 18.3 43 n/a 23.9 5.5 

Singapore  4581 1.2 7.3 20 n/a 18.2 -2.8 

Taiwan, Province of China  3490 1 5.6 21 n/a n/a n/a 

Ukraine  3073 1 4.9 79 n/a n/a 9.3 

Thailand  3016 1 4.8 33 n/a 13.1 5.3 

Travel        

China 14098 2.3 12.7 59.3 n/a 38.1 12.7 

Mexico  7223 1.6 6.5 61.6 n/a 2.3 4 

Thailand  7028 2.1 6.3 48 n/a 13.2 -3.3 

Korea  6841 1.4 6.1 25.8 n/a 10.3 7.4 

Singapore  5183 2 4.7 21.9 n/a 10.7 -9.6 

Communication        

Mexico 1168 4.1 17.7 10 n/a n/a 8 

China  590 2.1 8.9 2.5 n/a 36.6 -6 
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Taiwan, Province of China  501 1.8 7.6 2.9 n/a n/a n/a 

Russian Federation 465 1.6 7.0 5.1 n/a  -0.9 

Poland 376 1.3 5.7 4.4 n/a  6.6 

Construction        

Turkey 1176 3.8 33.0 7.2 n/a 20.2 -10/9 

China  985 3.2 27.6 4.1 n/a n/a n/a 

Czech Republic  233 0.7 6.5 3.4 n/a n/a n/a 

Taiwan, Province of China  165 0.5 4.6 1 n/a n/a n/a 

Russian Federation  126 0.4 3.5 1.4 n/a n/a -13.2 

Computer & Information        

China  265 0.9 31.2 1.1 n/a n/a n/a 

Hungary   86 0.7 10.1 1.5 n/a n/a n/a 

Czech Republic   65 0.3 7.7 3.4 n/a n/a 89 

Slovenia   55 0.2 6.5 2.9 n/a n/a 46 

Taiwan, Province of China   39 0.1 4.6 0.6 n/a n/a n/a 

        

 

Financial & Insurance 

       

Mexico 1072 1.1 14.6 9.1 n/a 13.8 13.7 
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Taiwan, Province of China 1058 1.1 14.4 6.1 n/a n/a n/a 

Poland  725 0.8 9.9 8.6 n/a 47.5 -4.8 

Korea  526 0.6 7.1 2 n/a 79.2 57.7 

Brazil  469 0.5 6.4 6.5 n/a 54.5 -17.5 

Other Business Services        

Singapore 13361 4.3 16.8 56.4 11.3 23.4 -5.1 

India  8788 2.8 11.0 60.8 9.1 1.5 42.7 

Taiwan, Province of China  8052 2.6 10.1 46.8 n/a n/a n/a 

Korea  6035 2 7.6 22.7 20 23.3 -2.8 

Malaysia  5719 1.9 7.2 48 13.5 41.4 3.4 

Saudi Arabia  5380 1.7 6.8 100 0.2 2.8 11.5 

Royalties & Licence Fees       

Korea   455 0.7 0.6 n/a 4.8 51.8 11.1 

Taiwan, Province of China   248 0.4 0.3 1.4 n/a n/a n/a 

Paraguay   189 0.3 0.3 33.7 n/a 12.9 7.8 

Brazil   133 0.2 0.2 1.9 0 21.7 42.8 

Mexico    42 0.1 0.1 0.4 13.3 9.4 -22.2 

Personal, Cultural & 

Recreational Services 
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Turkey 2589 1.3 70.0 24.2 n/a 2.8 -0.2 

Argentina  112 0.1 3.0 2.3 n/a 28.2 1.9 

Government Serivces        

Korea  763 1.8 11.5 2.9 11.1 7.6 2.4 

India  503 1.2 7.6 3.5 -17.9 -5.7 157.5 

Brazil  316 0.7 4.8 4.4 -1.5 18.3 24.9 

Egypt  218 0.5 3.3 2.3 32 -22.3 -9.7 

China   83 0.2 1.2 0.3 n/a 45.6 -41.3 

Source: UNCTAD (2004a)  



In two sectors - government services and construction – exports emanating from 
developing countries contracted in the 1995 – 99 period. In a context where global 
exports expanded at an average annual rate of 7.6%, developing countries’ exports of 
construction services contracted at an average rate of –2.5% over the same period. In 
the case of government services, developing country exports contracted at an average 
annual rate of –2.1%, between 1995 –99, but in a context where global exports 
contracted at a similar rate of -2%. As regards market share, Turkey (33%) and China 
(27.6%) were the dominant exporters of construction services among developing 
countries in 1999. Korea (11.5%) and India (7.6%) were the largest exporters of 
government services.  

As with merchandise trade, developed countries dominate the global trade in services, 
although some catch up took place over the 1980s to mid 1990s. The trade from 
developing economies has been concentrated in a small handful of countries, mostly 
(but not exclusively) Asian. Increasingly, developing economies are entering non-
traditional exports such as ICT and business services. The case studies on particular 
countries and sectors (see Annexure A) provides a more detailed analysis of the 
drivers of such trade at both the country and industry levels.  

4 Role of  services in economic development  

What role can services trade play in economic development? The international 
literature focuses on two related issues. The first concerns the role of domestic 
services liberalisation in promoting competitiveness and investment. The second 
concerns the usual role trade is seen to have as a driver of economic development and 
international competitiveness.  

4.1 Policy Prioritisation  

Given that services are an intermediate input into all other sectors, the efficiency with 
which they are provided is a key determinant of economy-wide competitiveness. In 
addition, from the perspective of trade, services are an important driver of economic 
development because they facilitate merchandise trade (particularly transport, 
communication, financial and business services) and because the expansion of such 
trade is an important source of the demand necessary to foster the expansion of 
services industries. It also expands the potential for trade beyond the primary and 
secondary sectors. Moreover, as services trade involves foreign direct investment, the 
importation of services can enhance the quality and lower the cost of the domestic 
provision of a service through technology transfer, skill transfer and capital inflows.  

Mattoo et al. (2001) argue that efficient services contribute to improved economic 
performance in a variety of ways. An efficient and well-regulated financial sector leads 
to an efficient transformation of savings to investment. In the case of 
telecommunications, improved efficiency generates economy-wide benefits as 
telecommunications are a vital intermediate input and are also crucial to the 
dissemination and diffusion of knowledge. Transport services contribute to the 
efficient distribution of goods within a country as well as its ability to participate in 
global trade. Business services such as accounting and legal services are important in 
reducing transaction costs. Software development is the foundation of the modern 
information-based economy. Education and health services are necessary in building 
up the stock of human capital, a key ingredient in long run growth performance.  
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As economies develop the share of services in both GDP and trade increases. The 
share of services in GDP ranges from 26% for low-income economies to 70% for 
high-income OECD countries (Hoekman & Primo Braga, 1997). Park & Chan (1989), 
using input-output tables for 26 countries find that producer services are three times 
more important as inputs to manufacturing in developed countries compared to 
developing countries. In contrast, wholesale and retail trade is more important in 
developing than developed economies. Francois & Reinert (1996) confirmed these 
trends and also found that as per capita income increases, so does the share of 
services in total trade.  

From the perspective of prioritising policy interventions a critical issue in relation to 
the role that the services sector can play in economic development is which sectors 
are more important for achieving particular policy objectives? Given that travel, 
construction and community, personal & recreational services are relatively labour-
intensive, their expansion represents an obvious priority in economies with high levels 
of unemployment, such as South Africa.  

From the perspective of the competitiveness of the primary and secondary sectors 
and the ability to expand merchandise trade, it is the efficiency of the transport, 
communication and financial services sectors that are identified as key (Krueger, 1999; 
Hoekman et al., 2001; Mattoo et al., 2001; Fink et al., 2002). Indeed, sector studies 
have consistently demonstrated that when these services are inefficient - often 
because they are not contestable – a country’s competitiveness and export potential is 
compromised.  

As early as the 1960s, the urban and regional economics literature recognized the 
importance of non-tradable intermediate goods (primarily producer services produced 
under conditions of increasing returns to scale) as an important source of 
agglomeration externalities, which account for the formation of cities and industrial 
complexes. Markusen et al. (2000) argue that the close availability of a diverse set of 
business services is important for economic growth. The key idea is that a diverse set 
(or higher quality set) of business services allows downstream users to purchase a 
quality-adjusted unit of business services at lower cost.  

The literature also emphasises a strong link between industrial development and the 
presence of a service base. Clearly, for developing countries such as South Africa, the 
efficiency of such services is an important determinant of growth.  

4.2 Services and Poverty Alleviation  

From the perspective of poverty alleviation, Hoekman et al. (2001) argue that 
although the poor spend less of their income on services than the non-poor, 
significant benefits can accrue to the poor from increased efficiency of services 
markets. Services such as transport, education, and access to communications and 
finance are vital determinants of the ability of the poor to find employment and 
market their production. This is because the incomes of the rural poor are strongly 
dependent on marketing and transportation costs, and on the efficiency of 
transportation networks.  
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Communication services are also key to poverty alleviation. A key finding of research 
based on household surveys was that farmers’ access to a public telephone is 
positively related to the price they receive in district markets for their farm output. A 
recent survey found that decreasing the distance to a telephone by 10 percent would 
lead to a 1.6 percent increase in local prices for agricultural goods (Larson, 2000).  

The liberalisation of services may, however, adversely impact on the poor. Although it 
is likely to lead to lower prices, greater availability and improved quality of services 
which benefit the poor, in cases where the provision of these services to the poor 
were subsidised prior to liberalization, higher prices may diminish access to these 
services. Indeed, Hoekman et al. (2001) and Mattoo et al. (2001) argue that this is the 
case where pre-liberalisation prices are kept artificially low for low-income end-users.  

This occurs because prices in favour of the poor are often sustained through cross-
subsidisation within public monopolies or through government financial support, 
both of which come to an end once the sector is liberalised. Obviously, alternative 
policy interventions – such as regulation, universal service funds and direct subsidies 
to consumers – need to be put in place once liberalisation proceeds. Indeed, in 
countries such as South Africa where poverty alleviation is the centrepiece of 
government’s economic policy, it is critical to assess the impact of any sector reform 
on the poor before it is implemented.  

Having surveyed the role of services in economic growth and development, a central 
issue that must be addressed is the role of multilateral liberalisation, under the 
auspices of the World Trade Organisation (WTO), in driving the expansion of 
services trade.  

 

5 The general agreement on trade in services 
(gats)  

When negotiations to bring services into the international trade agreement were 
concluded through the creation of the General Agreement on Trade in Services 
(GATS) 1994, it was widely believed that it would drive the expansion of services 
trade by dismantling barriers to such trade.  

It is therefore surprising that the central finding of the review of the literature on 
GATS is that it has not driven the liberalisation of services trade. Moreover, in the 
medium-term, unless the agreement is substantially revised, it is unlikely to act as a 
catalyst for the liberalisation of services trade. As Mattoo (2000:3) puts it: “…the 
GATS have so far failed to deliver meaningful liberalisation… [T]he Agreement is 
generally perceived, not as a scourge of protection, but as a rather stodgy reaper of 
liberalization accomplished elsewhere.”  

Notwithstanding its limited impact on services sector liberalisation, GATS went far 
beyond the traditional understanding of trade by recognising that many services 
require proximity between consumers and suppliers. It therefore makes provision for 
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supply through the movement of both capital and labour. Notably, whereas developed 
countries wanted only capital included in the agreement, developing countries 
successfully fought for the inclusion of labour.  

GATS also created a framework to deal with forms of protection more complex and 
less visible than tariffs, including:  

 A variety of quantitative restrictions, ranging from cargo sharing in transport 
services to limits on the number of (foreign) suppliers in telecommunications 
and banking,  

 Restrictions on the movement of service-providing personnel that affect trade 
in all services.  

 Discrimination against foreign providers, through taxes and subsidies as well as 
by allowing less favourable access to essential facilities such as ports, airports or 
telecommunications networks.  

 Measures that are neither quotas nor explicitly discriminatory but nevertheless 
have a profound effect on services trade, including domestic regulations such 
as qualification and licensing requirements.  

The general obligations of the GATS are complemented by specific commitments on 
market access and national treatment. Market access is not defined in the GATS. 
Instead, agreement was reached on a list of six measures that cannot be maintained in 
scheduled sectors unless pre-specified. These comprise limitations on:  

 the number of service suppliers;  

 the total value of services transactions or assets;  

 the total number of services operations or the total quantity of service output;  

 the total number of natural persons that may be employed in a particular 
sector;  

 specific types of legal entity through which a service can be supplied; and  

 foreign equity participation (e.g. maximum equity participation).  

National treatment for foreign services and service suppliers is defined conventionally 
as treatment no less favourable than that accorded to like domestic services and 
service suppliers. Unlike the market access provision, an exhaustive list of measures 
that are incompatible with national treatment is not provided.  

Despite its sophistication in addressing the complexity of barriers to trade in services, 
the GATS has proved to be an ineffective instrument to dismantle such barriers. This 
is largely because it permits countries to maintain high levels of protection, provided 
that they are pre-specified. This is the case because most forms of protection are in 
the form of domestic regulation. Removing this from the sphere of influence of 
nation states is seen to undermine their sovereignty.  
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Specific commitments apply only to listed service sectors and sub-sectors, and then 
only to the extent that sector-specific qualifications, conditions and limitations are not 
maintained. Any or all of the six types of measures that are prohibited in the market 
access article may continue to be applied to a sector that is listed by a country, 
provided that these measures are all listed. Such measures can pertain to any or all of 
the four modes of supply.  

The fact that GATS employs a positive list approach (i.e., obligations apply only to 
listed services) limits its efficacy as an instrument for liberalising trade in services. This 
is because a negative list is significantly more transparent as it forces governments to 
reveal all barriers to trade in all services sub-sectors. Negotiations are then focussed 
on the removal of such barriers.  

Ultimately, the impact of the GATS depends on the content of the specific 
commitments made by countries. Analyses of these commitments conclude that most 
countries scheduled only a small part of their service sector and continue to maintain 
numerous measures that violate national treatment or market access as defined in the 
GATS (Hoekman & Primo Braga, 1997).  

Indeed, for developed countries, there are no restrictions on market access or national 
treatment for only 25% of all service activities. For major developing countries this is 
even lower at 15% of all service activities (Hoekman, 1996). Many governments have 
even refrained from binding the status quo (Hertel et al., 2002). This is largely because 
once an offer is bound; the country in question loses the ability to introduce new 
regulations in that sector forever. Interestingly, more commitments have tended to be 
made for foreign direct investment than other modes.  

In direct contravention of the spirit of the WTO, there are also a number of 
exemptions from MFN treatment. Some 70 countries have listed approximately 380 
MFN exemptions. Nearly two-thirds of the exempted measures are to be found in 
communication services and in transport services. Mattoo (2000) argues that the 
reason specified for these measures is the existence of sector-specific preferential 
regional agreements, or other bilateral or plurilateral agreements.  

The literature emanating from the World Bank suggests that GATS represents an 
opportunity for countries to both address the problem of vested interests obstructing 
the liberalisation of key services industries and foster policy credibility by locking in 
reforms at the multilateral level (Mattoo, 2000). However, the evidence suggests that 
with the exception of telecommunications, it has not been used as a mechanism to 
achieve either of these objectives.  

The fact that the GATS has proved to be an ineffectual instrument to liberalise 
services trade has meant that its main impact lies in a standstill promise with respect 
to protectionist policies toward services - i.e., a commitment not to introduce new 
distortions. This has prompted Mattoo’s (2000:25) contention that “[I]t might well be 
that reciprocity cannot and will not play a major role in services trade. Services 
liberalization could for the most part be undertaken unilaterally and the GATS would 
be important only in preventing its reversal – i.e. in its credibility role. Indeed, for 
countries that are either determined to liberalise or determined to protect, 
negotiations are not important.”  
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The deadlock between developed and developing economies on the issue of 
agricultural subsidies that emerged during the Doha Round has further weakened the 
GATS. Negotiations were suspended pending a resolution to this issue. They have 
since resumed, but at a slow pace.  

While it is critical that South Africa continues to play a leading role in the GATS 
negotiations, it is likely to be regional trade agreements that will provide access to 
global demand and require South Africa to reciprocate by dismantling regulations that 
constitute barriers to trade. It is therefore important that resources are applied to the 
renegotiation of the SADC and EU Free Trade Agreements (FTAs) to incorporate 
services. Negotiations to conclude FTAs with the US, India and China will also play a 
central role in securing market access and liberalising our own market.  

6 Regulation as a barrier to trade  

Given the centrality of regulation in services trade, it is necessary to outline in some 
detail what types of regulations pose barriers to trade5. Although the GATS provide a 
specific definition of trade barriers, there are a number of regulatory measures that are 
not explicitly spelled out. South Africa’s trade negotiators will have to have a 
comprehensive understanding of the regulatory barriers to trade in all services sub-
sectors that will be negotiated in both GATS and regional trade agreements.  

Unlike trade in goods, it is impossible to levy customs duties on services for two 
reasons:  

 Services cannot be observed to cross borders.  

 Services can only be quantified after they have been provided.  

Consequently, regulation is the key barrier to trade. Market access barriers are 
embodied in regulations that control entry and/or operations, impose limitations on 
foreign equity holdings or nationality constraints, or require professionals to recertify 
as a condition of operating in a market (Hertel et al., 2002).  

These barriers are classified as prohibitions, quantitative restrictions and regulations 
(UNCTAD and World Bank, 1994). These measures may prohibit foreign direct 
investment in certain sectors, limit the share of ownership of foreign firms in these 
sectors, limit the number of expatriates that can be employed, or restrict the amount 
of imports of a particular service (Hoekman et al., 2001). Frequently the restrictions 
apply to both domestic and foreign suppliers and result in public sector monopolies in 
the provision of services.  

                                                      

5 Appendix F provides a detailed review of regulation in key services sub-sectors South Africa. 
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The literature identifies the following four protectionist instruments:  

 Quantitative Restrictions. These are applied to providers rather than output 
because of the intangibility and no storability of services. Examples include 
bilateral air service agreements, restrictions on foreign ownership or the 
prohibition of foreign service providers  

 Price-based Instruments. These are tantamount to tariffs used in cross-border 
trade and include entry or exit taxes for natural persons entering a country to 
provide a service, discriminatory airline landing fees and port taxes. Orthodox 
tariffs are also important barriers in services that are either embodied in goods 
(for example, films, television programmes and computer software) or goods 
that are necessary inputs into the production of services (for example, 
computers telecommunications equipment and advertising promotional 
material). Price controls are a further price-based protectionist instrument and 
are generally applied in the case of public monopolies such as 
telecommunications. Finally, subsidies also fall within this category of 
protectionism.  

 Standards, Licensing and Procurement. These forms of protection require 
foreign providers of services to be certified or licensed (for example, 
professional and business services) or comply with environmental standards 
(for example, tourism or energy services). Such measures are deemed to be 
protectionist when they are designed to restrict entry rather than to protect 
consumers.  

 Discriminatory Access to Distribution Networks. A number of services can 
only be provided through access to distribution and communications 
infrastructure. This can act as a barrier to trade where dominant players impose 
restrictions on such access.  

Restrictions on foreign investment - which many of these barriers amount to - assume 
particular significance in the case of services where cross-border delivery is not 
possible, so that the price and quality of the service depend completely on the 
domestic market structure. Many developing countries have been reluctant to allow 
unimpeded entry; instead market access has been conceded either by allowing limited 
foreign entry or increased foreign ownership of existing firms.  

Mattoo (2000) argues that the widespread restrictions on entry to services sectors are 
in place for the following reasons:  

 Protection of incumbent suppliers for “infant industry”, orderly exit and 
political economy reasons;  

 Monopolistic or oligopolistic rents are seen as a means of helping firms to 
achieve universal service obligations;  

 Investment pessimism which gives rise to the view that promises of 
oligopolistic rents are necessary to attract new investment  
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 Governments seek to raise revenue (or rents for politicians/bureaucrats) by 
auctioning monopoly or oligopoly rights.  

There are, however, a number of regulations that are essential for the efficient 
functioning of services industries. The economic case for regulation in all services 
sectors arise essentially from market failure attributable primarily to three kinds of 
problems: natural monopoly or oligopoly, asymmetric information, and externalities. 
In addition, the social case for regulation is motivated by distributional concerns.  

These forms of regulation are patently not only necessary, but also desirable. The key 
issue here is to distinguish between regulations that are in place in order to address 
issues of efficiency and equity and those that are in place solely to limit the 
contestability of the market. Unfortunately, for many countries such information is 
simply not available (Hoekman et al., 2001) and South Africa is no exception.  

Unfortunately, given its “positive list” approach, the GATS is no help in providing 
information on the nature of barriers to service trade in its Member States as the vast 
majority of services are not listed. Moreover, Mattoo (2000:12) argues that “[O]ne of 
the ironies of the GATS is that among its weakest general provisions are those dealing 
with domestic regulation.” This is the case largely because it is extremely difficult to 
develop effective multilateral disciplines in this area without unduly limiting the 
regulatory freedom of sovereign states. Ultimately, therefore, “liberalization of 
services is primarily a challenge for domestic policy” (Mattoo, 2000:4).  

For South Africa, the key issue with respect to regulation is to develop an 
understanding of all the regulatory barriers constraining trade in services and hence 
the contestability of service industries. This is essential not only to enhance the 
competitiveness of sub-sectors, but also to effectively engage in regional and 
multilateral trade negotiations. It is understandable that some barriers and controls 
will be sought since there are great uncertainties in respect of the possible impact of 
trade, especially in relation to social services.  

7 Welfare gains from liberalising services  

Much of the international literature on trade in services emphasizes the benefits to its 
liberalisation. This is quite similar to the historical literature on trade in goods. Yet, 
there is little conclusive empirical information directly showing the benefits of 
liberalisation relative to other interventions. Respective debates, although 
inconclusive, are reviewed below. A more detailed discussion of methodological issues 
and their application to South Africa is provided in Appendix E.  

As in most of the empirical and theoretical literature addressing the benefits of 
liberalising trade (whether in goods or services), there are two diametrically opposite 
views. The first espoused by the World Bank and validated by its published research, 
is that liberalising services unequivocally results in significant positive welfare gains for 
developing countries. The second, adopted by a range of NGOs and recently 
validated by analytical work undertaken by UNCTAD (2004), posits that the benefits 
of liberalisation are exaggerated and that there are a number of pitfalls (including 
adverse impacts on the poor) associated with such liberalisation.  
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7.1 Benefits of Liberalisation: Theoretical Framework  

In support of the World Bank’s perspective Mattoo et al. (2001), find strong 
theoretical grounds for the view that liberalising services will result in substantial gains 
to developing economies:  

 In terms of static gains, it is argued that the same argument used by proponents 
of merchandise trade liberalisation applies to services. In the absence of market 
distortions, GDP will be higher as a result of lower prices and a gain in 
consumer surplus in excess of the loss in producer surplus from higher 
domestic production and government revenue. In addition, liberalisation 
reduces the tax on production caused by inefficient services. Particularly large 
gains are attributed to liberalising sectors like transport that facilitate trade due 
to lower trading costs in the user sector.  

 In terms of dynamic gains, in conventional neoclassical growth models trade 
does not affect the equilibrium or steady state rate of output growth because, 
by assumption, growth is determined by exogenously given technological 
progress. In contrast, in endogenous growth models, the impact of trade 
liberalization on output growth can be positive or negative (Rodriguez & 
Rodrik, 1999). Therefore, if the resource allocation effects of trade policy 
changes promote sectors or activities that generate more long-run growth, the 
impact is positive, and negative otherwise.  

For Mattoo et al. (2001), the impact of trade policy on growth is therefore an 
empirical question. The authors argue, however, that from a theoretical perspective, 
increased trade can also have a generalized positive impact on growth. This is because 
trade enables a country to employ a larger variety of intermediate goods and capital 
equipment that could enhance the productivity of its other resources. Furthermore, 
trade makes it possible for a country to acquire technology developed worldwide, 
especially in the form of embodied capital goods.  

It is also argued that certain services industries, like certain goods industries, possess 
growth-generating characteristics. In sectors like telecommunications, software, 
financial services and transport, there is considerable scope for learning by doing, 
knowledge generation, expanding product variety, and upgrading product quality, 
though the precise extent of these possibilities is an empirical question.  

For Mattoo et al. (2001), the key difference between trade in goods and services in 
terms of their growth impact stems from the fact that “imports” of services must be 
locally produced and that liberalisation leads to enhanced competition, both domestic 
and foreign. Greater foreign factor participation and increased competition together 
imply a large scale of activity, and hence greater scope for generating the special 
growth enhancing effects. In fact, if foreign participation merely substitutes for 
domestic factors and the sector does not expand, i.e. the degree of competition 
remains unchanged, then there cannot be a positive growth impact on account of the 
scale effect.  

Conversely, a larger scale achieved merely by eliminating domestic barriers to entry 
and attracting domestic resources from other sectors would suffice to generate larger 
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endogenous growth. Even without scale effects and even if services sectors do not 
possess endogenous growth attributes, if greater technology transfer accompanies 
services liberalisation - either embodied in foreign direct investment or 
disembodied—the growth effect will be stronger.  

Finally, from a conceptual perspective, Mattoo et al. (2001) provide a view of the 
impact of services sector liberalisation on employment and GNP growth. They argue 
that the impact on GNP growth can be disaggregated into a factor impact and a 
productivity impact. The productivity of national factors will unambiguously increase 
due to liberalisation of a service sector that requires local presence. Liberalisation will 
lead, first, to an increase in the aggregate scale of the sector and, secondly, to 
technology spillovers from the local presence of foreign factors. Both effects will 
enhance the productivity of the nationally owned factors.  

In contrast, the impact of liberalization on employment is ambiguous. If the sector 
was domestically competitive prior to liberalisation, then national employment in the 
sector will certainly decline if the country is a net importer of that service. If, however, 
there were also restrictions on domestic entry prior to liberalisation, then it is possible 
that national employment will also expand.  

7.2 The Impact of Liberalisation on Growth: The Evidence  

Within the conceptual frame outlined above, a number of sector-specific and 
economy-wide studies of the impact of services sector liberalisation commissioned by 
the World Bank have yielded results that support the theoretical assumption that the 
liberalisation of services sub-sectors will enhance GDP growth. Given the difficulty of 
properly evaluating the veracity of the models and the quality of the data (in particular, 
proxies used for tariff equivalents), the findings are merely briefly summarised and not 
extensively critiqued.  

At an aggregate level, Chadha (2000), using a CGE model to simulate the impact of a 
reduction in barriers to trade in services, finds that it would lead to relatively large 
gains in economic welfare as well as trade in the services sectors themselves. 
Developed countries gain more than developing countries in percentage terms. The 
welfare gains are greatly enhanced when accompanied by the liberalization of the 
agriculture and manufacturing sectors.  

Applying a CGE model to Tunisia, Konan & Maskus (2004) find that while goods 
trade liberalization yields a modest gain in aggregate welfare and reorients production 
toward sectors of benchmark comparative advantage, a reduction of services barriers 
(in a way that permits greater competition through foreign direct investment) 
generates large welfare gains. These findings apply to a context such as Tunisia, where 
service sectors remain largely closed to foreign participation and are more expensive 
than other developing nations.  

A key finding is that services liberalisation requires lower adjustment costs, measured 
in terms of sectoral movement of workers, than does goods-trade liberalisation. It is 
also argued that it tends to increase economic activity in all sectors and raise the real 
returns to both capital and labour. Konan & Maskus estimate overall welfare gains of 
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comprehensive service liberalisation of over 5% of initial consumption. The bulk of 
these gains come from opening markets for finance, business services, and 
telecommunications. As these are key inputs into all sectors of the economy, their 
liberalisation lowers costs and drives larger efficiency gains overall.  

A range of other sector-specific studies find positive results from liberalisation on the 
basis of both simulations and empirical evidence. For example, Mattoo et al. (2001) 
undertake a cross-country regression analysis to measure the impact of the 
liberalisation of financial services and telecommunications on GNP growth. Their 
econometric evidence — which is relatively strong for the financial sector and less 
strong, but nevertheless statistically significant, for the telecommunications sector — 
is that openness in services influences long run growth performance. Their estimates 
suggest that countries with fully open telecommunications and financial services 
sectors grow up to 1.5 percentage points faster than other countries.  

In an analysis of the impact of communication costs on the volume and patterns of 
international trade, Fink et al. (2002) find that international variations in 
communication costs have a significant influence on bilateral trade flows both at the 
aggregate level and for most individual sectors. In addition they find that the impact 
of communication costs on trade in differentiated products is as much as one-third 
larger than on trade in homogenous products. This suggests that high communication 
costs act as an obstacle to the export of differentiated products, which are an 
important marker of development, through the diversification of exports to non-
traditional sectors, for developing countries.  

The value of these studies remains questionable from the perspective of policy 
formulation in a middle-income developing country such as South Africa with a 
combination of liberalised and highly protected service sectors. This is because the 
theoretical underpinnings of the models are controversial and are contradicted by a 
recent study (UNCTAD, 2004a).  

It would nevertheless appear that there is considerable value in assessing the impact of 
liberalising hitherto protected sectors in South Africa. In the case of transport and 
telecommunications in particular, it would assist policy-makers to understand the 
trade-offs associated with the status quo as well as various reform models  

7.3 The Link between Liberalisation and Trade  

Do liberal regimes matter for the overall export performance of the major developing 
countries exporters? How extensive are the restrictions across countries and across 
sectors? In an examination of the extent to which restrictions remain, McGuire (2002) 
considers a trade restrictiveness index for individual countries. The index measures 
the number and severity of restrictions on trade in services for foreign and domestic 
service suppliers as these apply to establishment (including those related to 
commercial presence) and ongoing operations.  

The index captures both the degree of discrimination against foreign suppliers and the 
degree of non-discriminatory restrictions. It reveals that restrictions by developing 
countries against foreign suppliers are particularly high in sectors such as 
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telecommunications, banking and maritime services. They are lower in distribution 
and professional services. Notably, restrictions are high for the major Asian 
developing countries services exporters, including against their own service suppliers, 
as illustrated in figure 5. 

Figure 5: Schematic representation of trade restrictiveness in services  

 

 

Source: McGuire (2002).  

Note: Blank cells are sectors that are omitted the author.  

Another point that emerges from the analysis is that some of the more successful 
Asian service exporters are relatively heavily protected against Foreign Service 
suppliers. Table 4 illustrates the top 5 countries in terms of the sector-level restrictions 
in place against foreign suppliers. It merely provides a snapshot of the situation for 
some key developing suppliers: it does not report the fact that the restrictions are 
typically more stringent and widespread in Asia than elsewhere.  

 

Table 4: Sectoral protection against foreign services suppliers: the “top” 
5 (numbers represent ranks)  
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Source: McGuire (2002).  

Note: Only a subset of countries is considered by the author.  

The critical point is that some of the more successful Asian service exporters are or 
have been relatively heavily protected against foreign services providers when 
compared to other countries. There are in fact outliers in terms of a mismatch 
between (i) the performance by individual countries in service exports and the level of 
restrictions these countries apply as well as (ii) between the level of restrictions in 
services and the level of development of particular countries. The latter is well 
illustrated by McGuire (2002) for Malaysia, Korea and to a lesser extent Thailand. 
Clearly, this evidence demonstrates that liberalisation has not necessarily driven the 
expansion of service from developing countries, and that there may be other causal 
factors. 7.4  

7.4 The Link between Service Exports and Growth  

The findings of an analysis of the impact of services exports on GDP growth 
undertaken by UNCTAD (2004a), contradict those of the World Bank. At the outset, 
it is acknowledged that the growth-enhancing potential of exports, relative to other 
economically and socially relevant factors, is a matter of controversy. Indeed, “no 
consensus has emerged on the theoretical appropriateness of the export-led growth 
hypothesis…Theoretical disagreement on the role of exports is matched by mixed 
empirical evidence” (Jin, 2002:64).  

Furthermore, it is argued that attempts to show econometrically that exports are a 
crucial cause of growth face two basic problems. First, exports are themselves a 
component of GDP, and thus evidence of a correlation is insufficient to consistently 
show any causal relationship. Second, other relevant macroeconomic variables, and 
especially other components of aggregate demand, are also correlated with GDP 
growth, and thus a missing variables problem of model mis-specification inevitably 
arises. Consequently, attempts to “demonstrate” econometrically in a simplified 
fashion that one single factor, the “openness” of trade policies, could explain most of 
the variability in GDP growth performance among developing countries, have been 
shown to be flawed (Rodriguez and Rodrik 1999).  

Most of the research in this area applies to fast-growing Asian developing countries. 
While it shows that exports act as an engine of growth in many cases, a feedback 
relationship between growth and exports also tends to hold. Critically, when this 
analytical framework is applied to other developing countries neither the pattern of 
causality, nor the existence of a robust link between exports and growth could be 
demonstrated. Indeed, it is argued that “[T]he relationship between exports and 
growth appears to be particularly weak in the studies focusing on countries which, as 
opposed to the extensively researched Asian NICs, did not manage to overcome the 
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intersectoral disarticulation and the structural lack of economic homogeneity, which 
are typical marks of underdevelopment” (UNCTAD: 2004a:15).  

UNCTAD’s approach to testing the relationship between services and exports is to 
treat the econometric exercise as a correlation analysis, rather than as the testing of a 
regression model proper. The key finding is that while services exports became a very 
significant factor in the growth performance of developed countries6, in developing 
countries, the relationship between both services and merchandise exports, on one 
hand, and growth, on the other hand, lost statistical significance in the 1990 – 2000 
periods. While the exports/GDP nexus became stronger in the developed countries, it 
became weaker in the developing countries. The evidence suggests that this change 
occurred mainly in the latter part of the 1990s.  

The role of services exports in GDP growth was, however, evident in developing 
countries in the 1980s. The relationship broke down in the 1990s together with the 
broader trade/growth nexus. It is argued that this was largely due to the international 
financial crisis of the late 1990s, whose adverse impact was concentrated on a small 
cluster of very dynamic developing economies.  

UNCTAD (2004) attributes the divergence in the services export/growth nexus 
between developed and developing economies to structural factors. While developed 
countries have been experiencing a boom in advanced, technology- and skill-intensive 
services sectors, services exports in developing countries are concentrated in the least 
advanced and less dynamic services sub-sectors. These sub-sectors are also 
characterised by a high level of external dependence (in terms of ownership, 
management, technology, finance, and trade). In addition, linkages within the 
domestic economy are weak.  

8 The drivers of  exports in developing 
economies  

The review of trends in global trade revealed that a handful of Asian countries are 
responsible for the expansion of services trade in developing economies. Given that 
the empirical evidence demonstrates unequivocally that neither GATS nor unilateral 
liberalisation have driven services trade, the critical question is: what are the drivers of 
growing services trade in developing countries?  

Given the paucity of research in this area, case studies of successful developing 
country services exporters were undertaken (see annexure A). They focussed on the 

                                                      

6 Due mainly to the development of information technology, linkages to other economic sectors and significant 
growth in trade 
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Asian region as the majority of countries that account for a substantial proportion of 
service exports from developing countries are located there.  

The following key factors have driven export performance in services:  

 The development of an efficient ICT platform. All the Asian economies that 
are successful exporters of services implemented targeted interventions to 
develop their ICT sectors. Such a platform, when combined with the right 
institutional infrastructure, allows firms to competitively exploit their core 
competencies. This is because an effective ICT platform affects production, 
transaction and transportation costs, supports commercial, business and 
financial services as well as enhancing their tradability. The principal policy 
tools used to build and sustain a competitive ICT platform include efficient and 
low-cost telecommunications infrastructure, substantial state investment in 
R&D, targeted skill formation strategies, public investment in ICT 
infrastructure and incentives to attract private investment to this sector.  

 The development of a skilled and efficient workforce alongside competitive 
wages that can sustain knowledge-intensive production and activities. 
Government intervention in the development of a supply of skilled labour both 
through training and attracting skills from abroad (particularly in the case of 
Singapore) has been an essential element of strategies to enhance services 
exports. Indeed, India’s success in software and business process outsourcing is 
largely attributed to a skilled and low-cost labour force.  

 Growth in merchandise trade. Given that merchandise trade is made possible 
by a range of services - including transport, communications and professional 
services – the growth of such trade will clearly drive an increase in services 
trade. Countries such as Singapore and Korea have long positioned themselves 
strategically to be a global player in maritime transport.  

 The separation of services from manufacturing processes. Services were 
typically exported in support of the manufacturing sector through, for example, 
the facilitation of trade in manufacturing goods and foreign direct investment 
in the manufacturing sector. The exposure of services industries to other 
countries through its support of manufacturing has encouraged services sectors 
to trade in their own right. This is exemplified by STANBIC, which initially 
supported SA investments in Africa through the provision of project finance 
and later established branches in many African countries to provide 
investment-banking services.  

 Firms establishing commercial presence to access new markets. Currently, 60% 
of the global stock of foreign direct investment is in the services sector7. This is 

                                                      

7 UNCTAD (2004), World Investment Report 
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because many services require close proximity between consumers and 
producers for trade to take place. This is because the integrated production of 
services remains in its infancy, reducing the efficiency-seeking rationale. 
Notably, the composition of services foreign direct investment is changing, 
shifting away from trade and finance (which accounted for 47% of inward 
stock and 35% of flows in 2002, compared to 65% and 59% respectively in 
1990) to electricity, water, telecommunications and business services. 
Moreover, outward foreign direct investment from developing countries 
increased from 1% to 10% of total foreign direct investment flows between 
1990 and 2003. Most of the outward developing country foreign direct 
investment emanates from the high growth Asian economies and is driven by 
trade and trade-supporting services, business services, hotels & restaurants and 
financial services.  

 Firms seeking to enhance efficiency through outsourcing. Notwithstanding the 
dominance of market-seeking motives in services foreign direct investment, 
there is an emerging trend towards trade in services being driven by an 
efficiency-seeking rationale. This is most starkly illustrated in the case of 
Business Process Outsourcing (BPO) and IT enabled Services (ITES), where 
technological innovation in IT has enabled firms to both offshore and 
outsource a number of back and front office services to countries where they 
can be more cheaply provided in order to reduce costs. India has been the main 
benefactor of this trend within developing countries. The projected growth in 
the demand for these services makes it an important opportunity for 
developing countries, including SA, to pursue.  

 Liberalisation of services sectors, including privatisation. Both UNCTAD and 
the World Bank partially attribute the expansion of services trade to the 
liberalisation and privatisation of a range of state-owned infrastructure sectors. 
For this reason, mergers and acquisitions are the dominant form of foreign 
direct investment (FDI) in services, rather than Greenfield investments. Such 
privatisation-driven FDI is prominent in services such as banking, 
telecommunications and water.  

 Growth, level of development and market size. The service sector typically 
expands in tandem with the manufacturing sector because of production 
complementarities. Moreover, investments are more easily attracted into an 
already established service platform because an expansion of services makes the 
sustained performance of the sector credible to investors. It is also the case that 
a familiarity with exporting and an established set of importing partners in 
manufacturing eases the way into service exports.  

These drivers of the expansion of services trade are an important backdrop for the 
formulation of a South African strategy to promote services exports. It must, 
however, be emphasised that the following have not been drivers of services trade:  

 The General Agreement on Trade in Services (GATS). Multilateral 
liberalisation under the auspices of GATS has not been a driver of services 
exports because countries have not made commitments that effectively remove 
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barriers to trade in services. In most cases, the commitments scheduled do not 
even reflect the status quo in terms of market access.  

 Liberalisation of services sectors. While this has been a driver of FDI in 
services in developing economies, the evidence suggests that it has not been a 
causal factor in the export performance of the Asian NICS. Indeed, a trade 
restrictiveness index, which captures both the degree of discrimination against 
foreign service suppliers and the degree of non-discriminatory restrictions, 
reveals that such restrictions are high for the major Asian developing countries 
services exporters, including against their own service suppliers. Moreover, the 
more successful Asian service exporters have in place restrictions that are 
typically more stringent and widespread than elsewhere.  

The latter point suggests that the World Bank’s emphasis on liberalisation as a means 
to enhancing services trade may be exaggerated. Cognisance must, however, be taken 
of the fact that although these sectors may not be contestable in the Asian context, 
they are efficient. This is related to the entrepreneurial nature of the state in the Asian 
NICS. In contrast, in most other developing regions (including Africa and Latin 
America) there is considerable evidence that contestable markets, particularly in 
backbone infrastructure sectors, are considerably more efficient than state-owned 
monopolies.  

9 Conclusion  

The survey of literature on services trade has revealed that such trade has increasingly 
become the subject of both analytical work and policy interventions because it 
represents a lever to promote economic growth. This is largely because it extends the 
prospects for utilising exports as a driver of growth beyond merchandise trade and 
into non-traditional sectors.  

A central finding of this review of global trends is that while services trade grew 
rapidly in the 1980s, such growth slowed down in the second half of the 1990s, 
particularly for developing economies. While this suggests that global demand may 
not be as robust as it is popularly depicted, it does not rule out the importance of 
services trade as a lever for growth.  

For a small sub-set of developing economies, particularly in Asia, services trade has 
been an important source of growth over the past decade. Indeed, the Indian success 
story in software and IT enabled services is frequently cited as a model for other 
developing countries to replicate. A central finding is that it is not liberalisation, but a 
range of supply-side measures that has driven the export performance of these Asian 
countries.  

Critically, GATS has not been a driver of growth in services trade as it has proved to 
be an ineffective mechanism for dismantling the domestic regulations that represent 
barriers to trade. Notably, neither has unilateral liberalisation, as evidenced by the fact 
that the developing countries that have been the most successful in expanding 
services trade have not liberalised their services sub-sectors.  
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There is, however, fairly substantial evidence that policy interventions to enhance the 
efficiency of services sub-sectors that are intermediate inputs (transport, 
communications and financial services) are key to enhanced growth performance in 
developing economies. Stated differently, the inefficient provision of services that are 
intermediate inputs and therefore impact on economy-wide competitiveness, acts as a 
brake on growth.  
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11  Annexure: Select global case studies on the 
drivers of  services exports in developing 
economies  

Prepared by Myriam Velia, Researcher, School of Development Studies, University of 
Kwazulu-Natal  

11.1 Introduction 

Select case studies were undertaken to identify the drivers of services exports. The 
broad literature on developing country dynamics is far less useful than an 
interrogation of the experience of successful exporters and industry cases. The drivers 
in developing countries differ significantly from those that have driven the expansion 
of service trade in developed economies. The international literature focuses on the 
developed countries and therefore does not provide an adequate understanding of the 
unique factors that have driven service exports in developing economies.  

Developing countries that account for a large proportion of world exports in specific 
service sub-sectors (based on data from UNCTAD, 2004a) are the subject of the case 
studies considered here. The Asian region therefore dominates the case studies. This 
is because, although countries specialise in different services, a series of Asian 
countries appear as important service exporters across service sub-sectors.  

As the key findings of the case studies are summarised in the main report, this 
annexure provides a detailed account of the particular countries and sectors that were 
reviewed. Section 2 contains the reviews of country-level case studies: India, 
Singapore and Korea. Section 3 summarises the findings of industry-level case studies.  

11.2 Country-level Case Studies  

The data identifies two groups of developing country service exporters: those 
successful across a range of sub-sectors (Singapore and Korea) and those that have 
specialised in a particular service segment (e.g. India in computer-related services). 
The countries that are reviewed here were selected by using two criteria. First, they are 
developing economies that have been successful in expanding trade in services. 
Second, sufficient information is available from secondary literature to identify the 
drivers of growing services trade.  

The key issue that this review of success stories in developing economies seeks to 
address is: what are the drivers of such exports? What role have governments played? 
What policy levers are effective in promoting the expansion of services trade?  
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11.2.1 India8: Targeting a Single Sector  

Services have driven India’s economic growth, accounting for 60% of GDP growth 
over the 1990s. Since the mid-1990s, services have increasingly dominated exports, as 
illustrated in figure 6 India’s service exports grew at an average annual rate of 17% in 
the 1990s compared to an average of 5.6% for the world.  

The dominance of services exports reflects the fact that “India has a strong revealed 
comparative advantage (RCA) in services relative to goods. “ (World Bank, 2004:8). 
Given that manufacturing output has remained stagnant at 27% of GDP between 
1990 and 2003, services have become the engine of growth in the Indian economy. By 
opting for a services-led path, India has sidestepped the savings, infrastructure and 
FDI constraints that have long hobbled its manufacturing strategy. Its reliance on 
services plays, instead, to its greatest strengths: a well-educated workforce, 
information technology competency and English-language proficiency.  

Figure 6: India's Export Performance in Goods & Services ($ mn)  

 

Source: IMF BOP data from World Bank (2004, Table A4, p. 55).  

The performance of service sub-sectors reveals that growth has been driven by “other 
business services” which includes software. By 2001/02, the share of software in 

                                                      

8 Sources: World Bank (2004) and UNCTAD (2004a). See also 
http://www.auriga.com/Content/img/pdf/it_market_research/india_report_summary.pdf 
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service exports stood at 34%, compared to 19% in 1997/98. In absolute terms, 
“India’s exports of software and IT-enabled services grew from $0.5 billion a decade 
ago to some $12 billion in 2003-2004.” (UNCTAD, 2004a) This figure may be 
understated as McKinsey & Co., in a report commissioned by Nasscom, found that 
the Indian IT industry generates $50 billion of exports annually.  

A decomposition of software services reveals that the dominant activities are business 
process outsourcing (BPO), which incorporates data entry (e.g. of health, insurance 
claims), call centers and database services. Together, they account for nearly one 
quarter of total software exports. This phenomenon is recent: it is the result of a shift 
of exports - within software sub-sectors - away from information technology services 
(ITS) and towards BPO, as illustrated in figure 7.  

Figure 7: India's Export Performance in Software  

 

Source: World Bank (2004, Figure 5, p. 10).  

Note: “P” means projected  

The growth of India’s software industry is frequently cited as a success story. Software 
exports grew from $225 million in 1993 to $1.75 billion in 1998 (an annual growth 
rate of 50%). Annual sales revenues of $87 billion, 1.1 million jobs and a market 
capitalization of the relevant firms of $225 billion are projected for 2008.  

The drivers of the ITS and BPO sectors are, however, quite distinct. In the case of 
ITS (which incorporates custom applications, software development, software 
installation and software support) firms were concerned with dealing with barriers to 
the movement of expert Indian technicians to overseas client sites. Critically, almost 
60% of ITS exports are supplied through the temporary movement of programmers 
to the client’s site abroad.  
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In the case of BPO, which is more embedded nationally, the mode of export delivery 
has shifted in the direction of services crossing the border  

Is Liberalisation A Driver?  

Given the fact that the mainstream literature (in particular, the World Bank) attributes 
India’s success in service exports to liberalisation of some key services sectors, a key 
issue that this case study sought to investigate is what role such liberalisation played. 
The empirical evidence shows a correlation between liberalisation of the ICT sector 
and a significant expansion of service production and exports (World Bank, 2004). An 
analysis of the role of liberalisation in the expansion of services exports reveals that 
the sub-sectors that have grown the fastest have also:  

 undergone significant liberalisation;  

 displayed the largest productivity growth;  

 attracted FDI  

 exported a high proportion of output; and  

 are concentrated in regional production hubs or clusters.  

The evidence therefore points to liberalisation in the success of the ICT sector in 
India. More specifically, in the case of India liberalisation has driven inflows of foreign 
(direct) and national investment. The latter appears to be more important as 
evidenced by the fact that only one fifth of India’s software firms are foreign affiliates 
who export back to their parent companies. However, “[a]lmost all major United 
States and European Union information technology firms are present in India, …” 
(UNCTAD, 2002:158). Given the difficulty in measuring productivity gains in service 
activities, it is assumed that this investment has been accompanied by productivity 
improvements.  

The World Bank (2004) argues that while liberalisation has not been the sole driver of 
the expansion of India’s software industry, it has been the main determinant of 
performance. The link between the removal of restrictions and the expansion of this 
industry is the role of foreign and national investment. Other untested factors that are 
thought to have driven the Indian software success story include:  

 Access to Global Markets. Improved market access for services generated new 
investment opportunities. Moreover, India’s capacity to undertake business 
processing grew in tandem with the trend towards outsourcing such services.  

 Management dynamism and entrepreneurial behaviour. It is argued that 
liberalisation induced firms to adopt “cost-reducing” and “variety enhancing” 
technological change. This has underpinned productivity. In addition, the 
introduction of particular technologies is associated with changes in production 
methods that have made the outsourcing of business processes possible.  
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 The concomitant liberalisation of other service sub-sectors. In particular, 
efficiency and productivity improvements in telecommunications and business 
services occurred in parallel to those evidenced in the software sector.  

Consequently, liberalisation appears to be only one of a variety of government 
interventions that has driven the expansion of service exports.  

An analysis of India’s success in ICT exports cannot go without comment on the role 
of the private sector as the key driver of the industry’s establishment. The ICT has 
had a strong and seemingly cohesive private sector organisation, supported by a 
network of families located in small regional clusters. It appears that Government 
involvement followed the private sector, in that ICTs were not previously part of 
India’s 5 year planning framework. Much more needs to be understood about how 
these groupings formed and what role they have played in promoting sector 
dynamism.  

11.2.2 Singapore: A Success Story in Multiple Service Industries  

Singapore has emerged as a spectacular success in terms of service exports among 
Asian countries: This success is the result of Singapore’s geographical location, 
competitive strengths and pro-active government initiatives to foster the expansion of 
service exports.  

Singapore’s development trajectory has been largely determined by its geographical 
position and port capacity. Both gave Singapore a strategic role during the 1960s in 
entrepôt trade, i.e. basic activities around imports to be redistributed to the region 
(including the breaking of bulk) and re-exports of primary produce after some basic 
sorting activities. This trade specialisation shaped the country’s subsequent economic 
development. By the 1970s, while petroleum refining and crude oil distribution were 
major activities, ship work substantially contributed to Singapore’s economic 
activities. This progressively gave the country a major role in global shipping and 
transportation services.  

In parallel to harbour-related activities, Singapore’s government focused on both the 
expansion of national manufacturing and services. This proved to be a successful 
growth strategy over the 1970s and highlighted the limits to import substitution. In a 
context of a poor entrepreneurial base, a high unemployment rate and the need to 
secure export revenues, policymakers actively pursued a strategy of attracting FDI. 
With the promotion of an electronics cluster, trans-national corporations specialising 
in assembly (from the US, the EU and Japan) located in Singapore. The removal of 
barriers to trade in goods sustained this development.  

The service sector expanded alongside manufacturing, albeit at a slower pace. 
Singapore’s geographical position and early entrepôt trade geared services towards the 
wholesale and retail sub-sector. With the parallel development of communication 
infrastructure, service exports were sustained and progressively shifted towards 
commercial and financial services. Singapore gradually gained a reputation for 
expertise in such services over the 1980s and 1990s. Following a shift in economic 
priorities (the Economic Committee Report of 1986), the priority shifted away from 
offshore production to business services, in the form of business centres.  
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The establishment of offshore financial activities drove the expansion of financial 
services. Although initially focussed on offshore lending and investments, financial 
activities expanded to foreign exchange trading and to trading in new capital market 
instruments. The position of the financial sector strengthened over the 1990s. FDI in 
financial services further sustained the performance of this sector. Singapore’s ranking 
as a service exporter improved from 18th in the world in 1986 to 11th in 1997.  

Figure 8: Singapore Services Exports (S$ billion & indices, 1993 = 100)  

 

Sources: http://www.wto.org/english/tratop_e/tpr_e/tp130_e.htm#table4 and WTO International Trade 
Statistics, http://www.wto.org/english/res_e/statis_e/its2004_e/its04_appendix_e.htm  

What were the drivers of this spectacular success in service exports? A central driver 
was the fact that government priorities were redirected towards high-tech production 
and product development, and administrative, technical and management services. An 
efficient education system, a transparent government and the nurturing of local and 
international firms supported the shift. More recently Singapore followed the path of 
other Asian countries in focusing on the development of an indigenous research and 
technology base and of enhancing its knowledge infrastructure, supported by 
substantial public investment.  

Singapore’s success highlights the following five fundamental drivers:  

 An early specialisation in some key service sectors which were inputs into key 
manufacturing production sectors;  

 Domestic capital and financial constraints which caused the active promotion 
of foreign direct investment;  

 A set of clear and consistent development strategies.  
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 The prioritisation, by government, of high-tech manufacturing and high value 
added services.  

 Openness to foreign professionals, which arose from the labour shortages that 
accompanied rapid economic growth.  

These drivers illustrate the importance of promoting the expansion of service exports 
as a central lever of government’s growth and development strategies. In other words, 
it is critical that a services strategy is embedded in a country’s economy-wide growth 
strategy and that it is integrally linked to its manufacturing, mining, agricultural and 
trade strategies.  

11.2.3 The Role of Government Intervention: The Case of the Banking Sector in India & 
the Republic of Korea  

The current state of regulation within the banking sector in India and the Republic of 
Korea illustrate the role of regulatory reform in driving services expansion and trade. 
Although India has significantly liberalized a number of service sub-sectors, the 
Indian government has proceeded unevenly across sub-sectors. The liberalisation of 
computer-related and software services and of telecommunications (in terms of the 
dismantling of barriers to the commercial presence of foreign firms) contrasts starkly 
with the approach to banking, finance, construction & engineering services, health 
and retail services, which remain highly protected.  

The protection of the Indian banking sector is the result of two inter-related factors 
(World Bank, 2004):  

 The focus on social objectives, which has been associated with the poor 
performance of state owned banks and the accumulation of non-performing 
assets and loans. A particular feature of the Indian banking system is the 
“universal access objective”. It has resulted in the widespread presence of bank 
branches in rural areas and low (subsidised) lending rates. This has benefited 
the poor, directly (at least by enhancing access to credit) and indirectly (through 
partially displacing exploitative lenders). It has also, however, resulted in a 
fragmented banking network and subsidised credit made possible by cross-
subsidisation. This has contributed to Indian public banks accumulating non-
performing assets and loans.  

 The poor financial performance of Indian banks, a bloated workforce, low 
productivity and widespread inefficiencies pose obstacles to restructuring this 
sector. Currently, non-performing assets by public sector banks amount to 10% 
of total lending, twice the level of foreign banks.  

The recent reform of Korea’s banking sector stands in sharp contrast to that of India. 
Korea’s reform was prompted by the weaknesses in the banking system - in particular, 
the high proportion of non-performing loans in both the private and public sectors – 
unveiled by the East Asian crisis.  

Following the crisis, the Korean government opted to liberalise the banking sector. 
However, this followed a period of intense government involvement in the form of a 
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sharp increase in state ownership via re-capitalisation. The process of consolidation 
was supported by substantial government resources, which amounted to one fourth of 
Korea's GDP. These resources were deployed to avoid the collapse of the banking 
system and of the economy. Thereafter the authorities engaged in a divestment 
strategy, which resulted in foreign ownership increasing from 10% in 1998 to 30% in 
2002. A key outcome of the reforms has been a substantial reduction of non-
performing loans, from 10.4% in 2000 to 3.6% in 2003 (WTO, 2004b:xii).  

The restructuring of the banking system has been supported by the development and 
adoption of a credit scoring system, the rationalisation of the scope of services 
provided by banks, measures to ensure transparency on performance and by opening 
up the sector to foreign investors. Further measures included the privatisation of a 
large number of state-owned enterprises and of their subsidiaries (WTO, 2004b). 
More generally steps were taken to enhance the accountability of the corporate sector. 
Transparency has been achieved by a modification of the legislation to increase the 
frequency of reports of performance, audits and assessments of debtors.  

The diverse experiences of India and Korea in relation to the regulation of the 
banking sector and its related performance, illustrates that both the nature and 
objectives of the regulatory regime will determine its economic impact. They further 
illustrate that government intervention is essential to ensure that policy imperatives 
(be they universal access or higher levels of efficiency) are achieved.  

11.3 Industry level Case Studies  

Developing countries do not tend to have a diversified base of services exports. 
Instead, it is more common that one finds specialisation in one or two sub-sectors. 
Sector case studies therefore merit investigation.  

The development of an ICT platform is not only a prerequisite for the success of 
other service exports, it is also an export in its own right in many successful 
developing economies. It is therefore the subject of a case study that identifies the 
specific factors that drove its creation across a range of Asian countries.  

Other industry-level case studies include computer-related services, transport and 
construction. The first two were selected because of their prominence in developing 
country service exports and the latter because of its labour-intensity and growing 
global demand. The objective of the case studies is both to profile the specificities of 
the particular sectors and to identify the factors driving trade, including growing 
global demand for such services.  

11.3.1 The Pivotal Role of an ICT platform  

A unifying theme across successful Asian service exporters is a development trajectory 
that is based on technological innovation, including in ICT. For these countries, the 
adoption of technological advances is viewed as an essential component of 
development. Critically, the creation of an ICT platform is identified as a central 
driver of success in service exports in developing economies.  
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The core issue that this case study sought to identify, is what government 
interventions facilitated the development of an ICT platform? Evidence from 
Malaysia, Korea, China and Hong Kong are instructive9:  

In Malaysia, the authorities follow a multi-pronged strategy. Education programmes 
are specifically designed to enhance technical skills around ICT. The human capital 
base is further enhanced by a comparatively open market to skilled foreign 
professionals10. In parallel, foreign investment by world-class technology led 
companies has been encouraged through tax incentives. Discretionary authority is 
exercised over individual investment projects and investment for the domestic market 
has to be in the form of joint ventures. More generally, the Malaysian approach to 
ICTs is unique insofar as government’s approach to the ICT sector is informed by its 
social spillovers (on education, health and government). In order to sustain ICT 
adoption, government has invested heavily in telecommunications. This has translated 
into low costs of telecommunication services, internet dial up and international tariffs 
($0.24 per hour of phone use compared to $0.35 in Singapore in 2001 for instance).  

Computer and related services are a target sector for the Korean government. Public 
investment is channelled to upgrading the information technology (IT) infrastructure, 
resulting in a strong IT base. The IT industry accounted for 16% of GDP in 2002 
(WTO, 2004b:108). Consequently, the Republic of Korea has the highest internet 
penetration in Asia and the highest broadband internet user rate in the world (21 per 
100 persons). Public investment in this sector has yielded high returns: in 2000, the 
ICT sector accounted for 50% of GDP growth. Notably, the ICT sector is embedded 
in Korea’s broader development strategy. It forms the basis of the indigenous process 
of learning-by-doing within firms. A related source of growth is ICT products, which 
account for one-third of exports. Korea’s comparative advantage in IT hardware 
(illustrated in Figure 9). has recently been augmented by an expansion of its software 
exports with a niche in online games: NCSoft is the largest independent online gaming 
company in the world.  

 

 

 

 

                                                      

9 What follows is based on World Bank (2004), WTO (2004b), International Telecommunication Union 
(2003), UNCTAD (2002) and Meng & Li (2001). 

10 Some professions are heavily restricted however: foreign professional service providers are generally not allowed 
to practice in Malaysia (with strict restrictions applied to foreign lawyers), foreign architects and engineers are 
only allowed temporary registration and partnerships with Malaysian architectural firms are constrained. In 
other cases, only temporary licensing on a project specific basis is granted. Generally, the government actively 
supports ethnic Malays that have companies in the service sectors. 
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Figure 9: Korea's Production of Information & Communication Equipment and 
Services (US$ billion)  

 

Source: International Telecommunication Union (2003, Table 1.2, p. 3).  

In China the post-Mao era saw the promotion of the principle of “technology as a 
commodity”. This focus of economic policy generated the development of a network 
of state-operated research units (5,000 by the end of the 1980s) and an emphasis on 
imports of “production” and “process” technology. Three key policy interventions 
were instrumental in the development of China’s ICT platform and the expansion of 
related service exports:  

 The Chinese government actively promotes iCT-intensive firms and projects. 
The policy instruments for doing so include establishing technological 
development zones (for example, the Kunming High and New Technology 
Industry Development Zone under the National Science and Technology 
Industrial Parks scheme) and software parks, alongside the provision of 
incentives in the form of corporate tax exemptions or tax rebates to national 
firms operating in communications or in technologically advanced areas. In 
addition, initiatives are in place to attract FDI into the IT sector. In the case of 
foreign firms, the presence of those with state-of-the-art ICT is promoted 
(directly or via partnerships with local firms to enhance the learning by doing 
effects) via tax breaks.  

 Substantial investment took place in the telecommunications sector in the 
1990s, supported by the removal of constraints to new capital investment.  
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 The ICT platform is aligned to China’s growth and development strategy. The 
adoption of ICT parallels the substantial growth of exports of high-technology 
goods. Figure 10 illustrates the growing use of ICT in manufacturing and other 
service sectors during the latter part of the 1990s. ICT production, which 
amounts to 10% of industrial output, is the largest single industrial sector in 
China. Between 1999 and 2002, $56.9 billion worth of electronic information 
products was exported (over a third of total exports), the bulk of which (over 
80%) was produced by companies established with foreign investment. 

Figure 10: ICT Usage Across the Industrial Groups in China  

 

Source: Meng & Li (2001, Figure 3, p. 7).  

Notes: The 1st, 2nd and 3rd industry are farming, forestry and related activities; manufacturing; and 
construction and all other sectors. 

With rapidly growing electronic goods production and exports China is also a large 
exporter of computer and information services. According to balance of payments 
data from the OECD (2003b), the share of Chinese exports in “world” exports in that 
sector amounted to 1.1% in 2000. Software is, however, still a relatively small – albeit 
rapidly expanding – sector. Hardware still accounts for 70% of the Chinese IT market. 
Although recent progress in adapting ICTs and outsourcing by firms in developed 
countries contributed to the expansion of the sector, another determinant of the 
Chinese export position is that it partially reflects re-exports from Hong Kong.  

Hong Kong also has a substantial IT base. In 2002, 42% of Hong Kong’s 63,098 IT 
employees were in application systems development and in systems programming. 
Hong Kong has the most developed IT market in Asia. It has a substantial and 
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competitive software base involving small firms (55% with less than 20 employees) 
that are engaged in customised products (e.g. brokerage and banking software) on 
behalf of international customers. Given Hong Kong’s substantial service orientation 
(it accounts for 4.5% of “world” exports of business services, compared to 2.2% for 
China (OECD, 2003b)), software services are applied to a range of sectors, including 
banking, shipping, freight forwarding, logistics and trading services. Many of Hong 
Kong’s software houses are involved in joint-ventures with mainland China, resulting 
in 68% of software re-exports going to China.  

The prioritisation of the ICT sector by governments in Asian countries that have 
emerged as successful service exporters is underpinned by the development and 
promotion of research and development centres and the pursuit of high value added 
growth and exports. The pivotal role of the ICT sector in enhancing the tradability of 
services has played a key role in the region’s impressive performance in service 
exports. 

11.3.2 Computer and Related Services  

Although both developed and developing countries are involved in software related 
activities, this sub-sector is more important for developing economies in terms of its 
contribution to service exports.  The drivers of performance are similar to those 
advanced for services as a whole:  the quality and cost of telecomunications 
infrastructure, an efficient ICT platform and a pool of skilled labour. 

Critically, foreign direct investment from developed countries rather than national 
investment is perceived as driving computer-related service exports (UNCTAD, 
2004c).  The case of India, however, shows that some large Indian firms have played a 
role in exporting to the region and beyond.  For instance, Tata Consultancy Services 
with over 600 clients worldwide employs nearly 20,000 workers.  Infosys 
Technologies, another Indian firm, boasts 11,3000 employees.  [OECD (2003a) – see 
also UNCTAD (2002].  

As illustrated in figures 11 and 12, Asian countries dominate computer-related FDI 
flows to developing economies in the area of service centers and IT services.  As 
some aspects of these services (data processing in particular) are labour intensive, 
competition in this segment is growing. Exporters are looking to enhance their labour 
market flexibility further in order to attract investment. Another determinant of this 
sector’s export performance lies in the expansion of off shoring of financial activities, 
facilitated by the itemisation of processing capabilities.  

Indeed, given the projected increase in demand for business process outsourcing 
(CPO), a number of developing countries – including SA – are attempting to attract a 
portion of global demand as a means of expanding services exports. 

 

Figure 11: Computer-related Export-oriented FDI Projects by Destination (World), 
2002 - 03  
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Figure 12: Computer related Export-oriented FDI Projects by Destination (Asia & 
Pacific Region), 2002 - 03  

 

Source: UNCTAD (2004a, Table 2)  
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11.3.3 Transport Services  

Transport services have been trading since time immemorial. It is therefore 
considered to be a traditional export. It comprises air transport, maritime transport 
and auxiliary services. The dominance of maritime transport (4/5 of world trade is 
carried by sea, increasingly in container cargoes) makes it an important sub-sector for 
developing countries.  

The maritime transport sector is highly concentrated: “[a]t the beginning of 2004, the 
top 25 container carriers controlled 79% of the world’s TEU capacity” (UNCTAD, 
2004f:5).. Concentration is highest in the operation of container ships. Notably, the 
OECD (2003a:4) reports that that “[a] number of developing countries feature in the 
top 20 container terminals in the world, which together account for 54.34 % of total 
container shipping.” In particular, 4 of the top 5 container terminals in terms of 
throughput are in developing countries: Hong Kong China is the number one 
container terminal, followed by Singapore, the port of Kaohsiung in Chinese Taipei 
and Busan in the Republic of Korea.  

The creation of a large national merchant fleet base has played an enabling role in the 
development of some of the large international maritime transport players. Early 
government intervention in ship manufacturing has also been a key driver in the case 
of the Philippines and Korea. Consequently, large container terminal service 
management companies emerged in these two countries alongside the development of 
large merchant fleets. For example, Cho Yang and Hanjin from Korea and Container 
Terminal Services Inc. from the Philippines are involved in container operations as 
well as delivering maritime transport projects across the world.11 

A further trend in developing countries is specialisation in distinct maritime sectors 
and businesses: For example, Bangladesh and India specialise in ship scrapping, Korea 
in container building, Philippines in ratings, and Singapore in international container 
port operations activities (UNCTAD, 2004e). Nevertheless, “[although] there is a clear 
trend that different maritime sectors are hosted in different countries, there still exist 
strong synergies between some maritime sectors. The correlation between the 
locations of different maritime sectors in different countries may be diminishing, but 
it is still positive in most cases.” (UNCTAD, 2004e:9)  

Specialisation and concentration are important features of the maritime transport 
industry because of the relationship between port operators and shipping lines. 
Indeed, half of the top 10 port operating companies are linked to shipping lines 
(UNCTAD, 2004f:6). One of these, PSA, originates in Singapore. Another, 
Hutchison, has its headquarters in Hong Kong. UNCTAD’s research points out that, 
generally, maritime service exports are correlated with port operations and port 

                                                      

11 Tight coastal access regulations, constraints on (or the prohibition of) foreign investment in the sector and 
limited access to harbours to foreign vessels also played a key role in the expansion of this sub-sector. 
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throughput. Notably, in a separate analysis, where GDP per capita is considered in 
relation to the different maritime sectors in Asia, it emerges that almost all maritime 
capacity is located in countries with a high GDP per capita, that is a GDP per capita 
in excess of that of both the Asian and world averages.  

Currently, as the developing countries are steadily removing the various restrictions in 
maritime transport and operations, trade in the sector is set to expand further. In 
addition, the link between maritime services and traditional maritime trading countries 
is weakening. These two factors augur well for developing countries that want to 
expand their export capacity in this industry.  

11.3.4 Construction Services12  

This sector was reviewed both because of its labour-intensity and because global 
demand for these services is expanding. The construction service sector encompasses 
two main types of services: “architectural and engineering design” (AES) and 
“construction and related engineering” (CS) services. While AES is knowledge and 
technology-intensive (specific skills are associated with feasibility studies, with design 
and with project implementation), CS is labour intensive. The world over, 
employment prospects in the construction sector are cyclical.  

Trade in construction services expanded in the second half of the 1990s. The share of 
construction exports in total service exports is, however, smaller for developing 
countries than for developed countries. While few developing countries have 
successfully exported construction services to developed country markets, imports by 
developing countries (in particular in the Asian region) have expanded. This is the 
result of an expansion of public and private infrastructure. The other determinants of 
trade in this sector are the growing fragmentation of production and the opening up 
of markets in developing countries. In addition to shifting patterns of trade, the nature 
of trade in this industry has changed as a consequence of both larger individual 
construction projects and increased competition. Competition has resulted in firms 
seeking partners with whom to share the costs of introducing new technologies and 
expanding into new markets. With large financial resources at their disposal, this 
process has been observed for firms in the developed countries. In contrast, 
UNCTAD (2000:5) reports that partnerships between developing and developed 
firms take the form of “ad-hoc cooperation agreements” which take place as projects 
arise. Relationships among firms in developing countries are largely driven by financial 
considerations and constraints.  

Developing countries’ exports in this sub-sector are characterised by the dominance 
of some large and successful firms: "[O]f the top 150 construction companies in 2002, 

                                                      

12 The analysis is based on information drawn from UNCTAD (2000).  
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measured in terms of the amount of their 2001 revenue generated outside their home 
market, 51 were companies from developing countries …." (OECD, 2003a:5)  

The architectural and engineering design services industry requires a range of 
specialised skills across a number of professions. AES partnerships are associated with 
a substantial transfer of technical knowledge. Currently, Europe and Asia dominate 
the revenues earned from foreign AES operations. Trade growth was also substantial 
for all regions between 1986 and 1998, with the notable exception of Africa and the 
Middle East. AES is a segment in which developing countries lag behind: “in all 
regions, the dominant providers were developed country firms.” (UNCTAD, 2000:6) 
Only 7.5% of the top 200 AES (international design) firms were from the developing 
countries in 1998. More specifically, international revenues generated by developing 
country firms are concentrated in only two countries, Egypt (one firm) and the 
Republic of Korea (a handful of firms), as illustrated in table 5.  

Table 5: Top 10 Developing Country International Design Firms (by 
international revenues), 1998  

Rank  Firm  Country  Type* 
Revenue 
millions 
US$  

Share of 
revenue from 
abroad (%)  

13   Dar Al-
Handasah  

Egypt  EA  306  50  

35   Daelim  Korea, Rep.of  EC  118  48  

49   Samsung  Korea, Rep.of  EC  97  36  

58   China Natl 
Chem.  

China  EC  70  38  

65   Hyundai  Korea, Rep.of  EC  60  35  

80   SK 
Engineering  

Korea, Rep.of  EC  39  27  

88   Khatib & 
Alami  

Lebanon  EA  34  35  

129   Tahal  Israel  E  17  36  

152   China Intl 
Water  

China  EC  11  37  

154   Murray & 
Roberts  

South Africa  EC  11  30  

 

* EC= engineer-contractor; E= engineer; ENV= environmental; EA= architect-
engineer.  

Source: UNCTAD (2000, Table 4, p. 19)  

In the construction and related engineering services industry, developing country 
players are fragmented, with small and geographically concentrated firms operating 
alongside large ones. This industry’s appeal lies in its potential impact on employment, 
as construction is labour-intensive. As is the case with AES, developed countries 
dominate the sector, including the US, Japan and some EU countries. Unlike AES, 
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developed country firms do not dominate the top 20 firms group. One firm from the 
Republic of Korea features in the top 20 list of world firms. Another 5 firms from 
Korea are amongst the top 20 developing country firms’ list. Other top ranking firms 
are from China and Turkey, as illustrated in Table 6.  

Table 6: Top Developing Country Construction Firms (by international 
revenues), 1998  

Rank  Firm  Country  Revenue millions US$  

17  Hyundai Eng. & Construct.  Korea, Rep.of  1847  

35  Joannou Paraskevaides  Cyprus  829 (100% from overseas)  

45  Murray & Roberts  South Africa  565  

59  China Petroleum Eng.  China  483  

60  Samsung  Korea, Rep.of  468  

62  China Harbor Eng.  China  465  

63  Paul Y-ITC  China  463  

72  Enka  Turkey  378  

75  Construtora  Brazil  340  

77  China Civil Eng.  China  322  

78  Ssangyong  Korea, Rep.of  306  

80  POSCO  Korea, Rep.of  261  

85  Tekfen Construction  Turkey  243  

88  China Road & Bridge  China  236  

90  STFA Group  Turkey  233  

94  Bufete Industrial  Mexico  225  

95  Daelim  Korea, Rep.of  224  

98  Hyundai Engineering  Korea, Rep.of  205  

100  Dongfang Electric  China  203  

101  China Intl Water & Elec.  China  199  

 

Source: UNCTAD (2000, Table 8, p. 20)  

Two main points emerge from the review of trade in construction services:  

1. Firms in developing countries have engineering design capacity but lack finance 
(the most important constraint), modern technology and the managerial skills required 
to handle large projects. Since partnerships are essential, governments might play a 
role in helping firms to find partner investors. In addition, measures that enhance the 
ease with which firms can rent and lease equipment would enhance their ability to 
provide these services abroad.  

2. Few developing country firms participate in construction service exports. This is 
because there are important firm size-related requirements for exports. One 
consequence for the discussion of service export opportunities is that AES is distinct 
from CS. The former is concentrated – the performance of specific countries is 
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aligned with that of a small set of key players from developed countries. Although 
there are some key developing country firms in CS, changes in the rankings of firms 
over time and the fact that no single developed country firm dominates, suggests a 
relatively competitive environment. Consequently, capacity in developing countries is 
greater in CS than in AES. The revenues accruing to individual developing county 
firms are also much larger in CS than in AES.  

A range of measures could enhance exports in this industry. E-commerce is used by 
firms for matching purposes, for project bidding and for finalizing transactions. 
Although there are key specialised portals for matching, the main portal is partially 
owned by the largest world construction firms (Bechel Enterprises Inc.). UNCTAD 
(2000) therefore reports that there is a need for portals that would serve developing 
country firms. Apart from access to finance, export prospects are further affected by 
access to land, regulations (e.g. on safety, environment) and procedures (permits, 
registrations). Issues around the recognition of foreign qualifications are prominent, 
particularly for the AES segment. In CS, restrictions on the movement of people 
constrain access to new opportunities  

11.3.5 Distribution Services 13 

Distribution services are rather controversial as evidenced by the fact that access to, 
and ownership of, distribution networks, wholesaling outlets and particularly retailing 
have dominated the debate in GATS negotiations (UNCTAD, 2004g:5). This is 
largely because of the strong concentration in this sector: 25% of retail activities were 
in the hands of 100 retailers in 2002. Moreover, the top retailers have a substantial 
reach with growing operations in overseas markets. Retail is dominated by developed 
country companies and entails buyer driven value chains.  

National market size is the central determinant of trade in retail services in developing 
countries. There are two main barriers to trade. The first is restrictions on the 
movement of goods. The second include barriers to foreign direct investment in 
wholesale and retail outlets to gain market access.  

There are, however, some success stories. The Pepkor group registered $4.6 billion of 
retail sales in 2001; and retail operations from Kenya and Chile have recently entered 
other developing country markets. Countries such as Turkey have made large inroads 
into Central and Eastern Europe and Russia. For instance, Koc Holding has set up 
“supermarkets, hypermarkets, and shopping centres (Ramstores) in Azerbaijan, 
Bulgaria, Kazakhstan and the Russian Federation.” In 2002 the group had 23 foreign 
affiliates and total sales of $1.1 billion across these affiliates.13 (Erkilek, 2003:20)  

                                                      

13 Turkey’s service exports appear to be concentrated in that area. For instance, in construction, 30% 
of the business volume is with the Commonwealth of Independent States (CIS).  
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Table 5: Services Sub-sectors Currently Trading  

Sub-sector Department/ institution 

Transport DoT 
Energy DME 
Health DoH 
Education DoE/ CHE 
Construction DPW/ CIDB 
Financial NT 
Wholesale & Retail the dti 
Tourism DEAT/ the dti/ SA Tourism 
Environmental  DEAT/ DPW/ CIDB 
Mobile telecommunications DoC 

Unfortunately, it is not possible to prioritise sectors in which trade is currently  


