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1. Some general trends 
 
I have been asked to touch on what have been the key trends in the service economy:  
then to consider how the current GATS 2000 trade negotiations might affect the transition 
economies. 
 
Today economic conditions for the whole world, let alone for the transition economies, 
are very different from those of even twenty years ago.  That was before world-wide 
foreign direct investment had become such a major feature, before international trade in 
services had grown faster, before the globalisation trend had gathered such pace, before 
the Internet existed1 - even before the end of exchange controls that restricted capital 
outflows in some OECD countries.  In the EC, only in 1990 did the Capital Movements 
Directive remove restrictions as part of the Single Market liberalisation drive.   
 
The convergence of computing information processing, telecoms, broadcasting and the 
media resulting from the digitisation of Information Technology, is bringing governments 
and societies closer together - and ‘democratising’ many key aspects of life.  Furthermore, 
as economies advance, services production as a proportion of output is increasing and the 
knowledge and information content of services activity and its significance grows.   
 
Countries need improved services infrastructure to integrate with the global economy and 
benefit from the gains from trade.  For most countries much of the necessary investment 
has to come from abroad, so many of them have opted for unilateral liberalisation.  In 
addition many services are best supplied locally within the market, often face to face.  
Thus not only have services exports been growing faster than merchandise exports for 
over a decade, but also FDI flows into services for some time has outpaced that into 
manufacturing, so that the total stock of FDI in services globally by the end of 1999 
exceeded that in manufacturing. 

2. Services Growth 

2.1 In GDP 
 
Services as a proportion of GDP is rising in most countries, with the largest shares in the 
countries with the highest incomes, the best services infrastructures and human capital.  
Whereas services used to be on average lower paid and less productive, resulting in their 
share of employment being higher than their contribution to GDP, this gap is lessening.  
In Hong Kong it has been reversed, so that services account for 85 % of GDP from only 
79 % of employment. 
 
This is due not only to the pattern of increased externalisation of routine services by 
manufacturers to specialist services suppliers, but also, more importantly to the 
development of new high-value added business services.  For manufacturing and services 
alike, concentration on core skills and outsourcing are the opposite sides of the same coin, 
and have brought closer inter-dependence. 
 
                                                 
1  The TCP/IP protocol became mandatory for US government computers in 1983, but commercial services based on it 
followed up to five years later.  The ‘WWW’ began only in 1990. 
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I only have time for one or two main examples to demonstrate the advance of the services 
economy.  The US and UK give some pointers to important trends. 
 
In the US there has been a complete transformation of the economy since the end of 
World War II.  In 1947 manufacturing accounted for 27 % of GDP, and the figure now is 
about 16 %.  Market services that had then been 40 % are now 60 %.  Within that total 
Financial and other services, principally professional, business, scientific and 
information services, have risen from 18 % to 40 % ie more than doubled in the past 50 
years or so.2  Computer related services doubled between 1994 and 2000.  When 
Government services are added in, almost 80 % of GDP and employment are in services.  
Furthermore, those service sectors which have been growing fastest, pay above-average 
wage rates. 
 

A report last year from the US Small Business Administration ("America’s Small 
Businesses and International Trade") shows that some 24 million small businesses 
in the US represent 99.7 percent of all employers, generate 50 percent of the GDP 
and 55 percent of technological innovations - and created virtually all of the nearly 
20 million net new jobs since 1992. 
 
97 percent of US companies that export are small businesses - over 202,000 of 
them: they account for 31 percent of total merchandise trade export sales, and play 
a big role in service trade. The value of their exports increased by 300 percent 
between 1992 and 1997. The very small businesses - those with fewer than 20 
employees - represented 65 percent of all US exporting companies in 1997. 

 
The proportion of services outputs in the UK economy of both the private and 
government sectors grew markedly in the second half of the 20th Century with offsetting 
reductions experienced in manufacturing and agriculture.  Real estate, renting and 
business activities grew fourfold as a proportion of GDP between 1948 and 1995.  Other 
big gains were in Computing, Telecoms, Other business services, Real estate and Air 
transport, in that order.  This pattern was largely reflected in employment changes, with 
the numbers in Other business services now at the same level as in Retail distribution.3 
 
Many manufacturers are now providing services.  At IBM two-thirds of their profits come 
from information, software and management services.  Manufacturers are committing 
FDI to produce services, such as maintenance, repairs, recycling, finance, leasing, rental 
and so on. 
 
High tech manufacturing requires ever more advanced high value-added business inputs 
such that typically the material content and physical production accounts for only 15 to 25 
% of output.  In turn the services sector is dependant on high-tech IT goods for much of 
its own process and product innovation.  In the ‘New Economy’, services and 
manufacturing are more than ever complementary and mutually supportive.   
Governments are increasingly outsourcing many critical services and privatising other 
services in the belief they will then be better managed and financed. 
 

                                                 
2  ‘Survey of Current Business’, Bureau of Economic Analysis, US Department of Commerce, June 2000. 
3  ‘Gross Value Added or Gross Domestic Product:  1948 to 1995’, Office of National Statistics, 2000. 



 4 

The key to future growth for the advanced economies appears to lie in the higher value 
added services activities, especially those most driven by innovation in IT:  the 
knowledge intensive services. 
 
However, this internal picture of rapid growth is not reflected in the world trade figures, 
which show services accounting for about 20 % of the total.  Why ? 
 
Firstly it reflects intrinsic differences in the nature of production and supply between 
goods and services - that for services has to take place simultaneously and much of it face 
to face, or in particular locations, whether as business inputs or to individual consumers.  
This rules out cross-border supply for a range of services, such as the 20 % in physical 
distribution (ie wholesale and retail facilities), and for others such as hotels, restaurants, 
museums, libraries, construction and so on.  Also typically 20 % of GDP comprises 
government, non-market services. 
 
When this is taken into account, perhaps services that are readily tradable cross-border 
account for about 20 % of GDP, not the whole 70 %.  Thus the one-fifth share of world-
trade, compared with the output of manufacturing, agriculture and mineral extraction, 
does not look so greatly disparate as at first sight. 
 
Secondly, statistics on cross-border trade tell us nothing about FDI flows and stocks, nor 
about the activities of foreign affiliates established in markets abroad.   

2.2 In cross-border trade 
 
Technological developments have provided powerful new tools for entrepreneurs 
instantaneously at any time to communicate globally and control production facilities and 
supply chains regionally and even world-wide.  R&D and innovation to improve 
production processes and launch new products are increasingly used as the key 
competitive elements and this is speeding up globalisation. 

2.2.1 World trade and world leaders 
 
World trade in merchandise has for many decades been expanding faster than global GDP 
as shown in a WTO Annual Report.4  For the past decade trade in services has been 
growing even faster than merchandise trade.5 
 
Just the Quad countries accounted for over three quarters of world trade in services in 
1999 (77 % of exports and 75 % of imports).  Services accounted for 27 % of US, UK 
and Indian exports.  For nine of the EU countries it was above the world average of  
19.6 %.6 
 
The UK ranks second to the US in world services exports, and in the last decade has been 
increasing its relative proportion of G7 exports.  The UK ranks first in world insurance 

                                                 
4  WTO Annual Report 2000.  Table II.1, page 27.  World merchandise exports:  1950 = 2, 1999 = 160 (1990 = 100);  
world GDP:  1950 = 19, 1999 = 120. 
5  ibid.  Tables A3 page 164 and A5, page 172 
6  ibid.  Table I.8, page 22.  Greece was the highest with over 65 %. 
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exports, and second to the US in Financial, Communications and Other business services.  
These four sectors account for about a quarter of the UK GDP. 
 
The UK leads in services trade intensity among the G7, though some advanced countries 
with populations under 16 million show a far higher propensity to export services.  The 
other large countries in the lead include France, Germany, Canada, Italy, and Spain.  They 
not only have high education standards and liberal OECD trade and investment policies, 
but also comprise either EU Member States, where the Single Market for these 
geographically close countries has stimulated services exports, or Canada and the US 
which have a long common border and an FTA which in many respects matches the EU 
for its extent of liberalisation. 
 
Small countries with little or no geomorphologic resources have to rely on the ingenuity 
of their people to make high value added goods in light industry, to trade in merchandise 
manufactured elsewhere, and to sell services.  To do this they need high standards of 
education and a sound services infrastructure.  Countries at the top of this league include:  
Ireland, Singapore, Austria, Belgium, The Netherlands, Denmark, Sweden, Israel, 
Finland, New Zealand, Australia and Portugal. 

2.2.2 ‘Other commercial services’ 
 
The WTO table “Leading exporters and importers of Other commercial services, 1999” 
shows that certain countries have been increasing their world market share of these 
exports7, even though they are already market leaders.  They include the US, UK, 
Netherlands, Canada, Hong Kong, Singapore, Spain and Ireland.  It may be no 
coincidence that these are the most open and market-oriented economies. 
 
Only the top 15 exporters are shown in the WTO table for ‘Other commercial services’:  
their share has fallen slightly between 1990 and 1999, from 78.2 % of the world total 
down to 77.0 %.  However, the share of the US (among the 15) had risen from 19.6 % to 
25.5 % in the period and that of the UK has risen from 10.4 % to 13.0 %. 
 
The US ranks first in exports for five out of the eight Other commercial services sector 
categories, and four for imports,8 with Germany ranking first for imports in a further three 
categories.  The UK leads the world for exports in the Insurance sector, and comes 
second in the Communications, Financial services and Other business services sectors, as 
already noted. 
 
 Table 1 Other Commercial Services exports:  first in world ranking 
 

    Exports  Imports 
 

                                                 
7  Table IV.91 on page 160.  There are two other main categories:  Transportation Services (Table IV.85) and Travel 
Services (Table IV.88) for which data is presented on the immediately preceding pages of the WTO report.  The US 
leads the world in both, for exports and imports. 
8  The US runs trade deficits in the transport, telecommunications and insurance sectors.  These largely reflect 
accounting conventions and trade estimation methodologies.  In brief:  transport costs for merchandise imports are 
allocated to the exporting countries;  carriers of outward bound international telephone calls compensate the inward 
bound carrier;  and insurance exports are recorded on a net basis ie premiums received less claims paid.  
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Communications    US    US 
Construction     Japan    Germany 
Insurance     UK    US 
Financial     US    US 
Computer & Information   Ireland   Germany 
Royalties & licence fees   US    US 
Other business services   US    Germany 
Personal, Cultural & R   US    Turkey 

 
Source:  ‘A review of statistics on trade flows in services’, Note by the 
Secretariat, WTO, 30 October 2000. 

 
The US has seen its services trade as a proportion of GDP rise significantly over the past 
two decades or so, but with such a huge economy it is perhaps no surprise that its services 
exports are proportionately only 40 % of the level of that for the UK. 

2.2.3 US services trade 
 
Looking closer at US data:  what are their top ten services exports ?  By far the largest 
category is Travel at 29 % of the 1998 total.  This reflects the fact that Tourism in a broad 
sense is the largest industry world-wide and has been growing fast as transport has 
improved and air fares have come down in real terms.  This category also includes 
business travel.9   
 
Unsurprisingly, Transport is the next largest with 19 %.  This relates to the carriage of 
merchandise freight which constitutes 80 % of world trade, and to cruise liner and air 
passenger fares.  The US does less well in this category since the biggest shipping fleets 
of the world are not US owned, and many tourists to the US do not use US airlines. 
 
Travel is a GATS Mode 2 supply ie the customers go to the US to spend their money.  
Similarly a further 5 % or so is earned from students paying fees to be educated in the US 
and patients going there for medical treatment.  Thus Mode 2 at 34 % and Transport at 19 
% together accounted for 53 % of the overall total export earnings of the US in 1998. 
 
Financial services, Business Services and Information services, at which surely the US 
excels, account for only 14 %, then comes entertainment (another US speciality) at 3 %, 
and telecoms at 2 %.  In all, the top ten sectors accounted for 74 % of the US cross-border 
services exports in 1998.   
 
 
 

2.2.3.1 Services trade forecast for the US 
 

                                                 
9  In the UK this accounts for a quarter of the total earnings, and a fifth of expenditures (imports). 
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A recent forecast for US services trade, shows only low growth during 2001 due to the 
global economic slowdown, but a resumption of a faster rate in 2002, and accelerating in 
2003.10 

2.2.4 UK services trade 
 
The pattern for the UK’s exports is not much different from that of the US.  During the 
period 1990-99 the 'Other commercial services' category has grown annually faster than 
Transport and Travel and is now twice as much as Transport and half as much again as 
Travel (in broad terms), and the share has thus been growing too. 
 
Where distinct business service sub-sectors are separately accounted for, the five 
foremost exporters in 1999 were Engineering, R&D, Merchanting, Advertising and 
Management consulting (in that order) and these five accounted for some 54 % of the 
Other business services total.  The catch-all category ‘Other miscellaneous business 
services’ accounted for a further 23 % of the total.11 

2.3 In foreign direct investment 
 
UNCTAD estimates that for the world as a whole at the end of 1999, 48.5 % of all inward 
FDI stock was in services, compared with 42.5 % in manufacturing - however for the 
developed countries the figure was almost 56 %.  UNCTAD also calculated that at the 
end of 1998 the Quad countries had received 62 % of the inward FDI stock, and owned 
83 % of the outward FDI stock world-wide.12 
 
Much FDI is closely associated with the export of manufactured goods and commodities, 
but more recently FDI goes increasingly to the major service sectors, now also including 
investment in software, information databases, patents, copyrights and entertainment 
performances and rights. 
 
A recent US official study on FDI stated that “There is substantial evidence that firms and 
industries which are heavily R&D-intensive are more likely to engage in foreign direct 
investment.  ..  Since the returns to R&D are higher if they are exploited by means of 
foreign direct investment, this means both that R&D-intensive firms have greater 
incentives to do foreign direct investment, and that FDI-intensive firms have greater 
incentives to do R&D.”  (2-8) 13 
 
 
 
 

2.3.1 US FDI 
 

                                                 
10  ‘A quarterly forecast of US trade in services, 2001-2003’, University of Michigan, May 2001. 
11  ‘UK Trade in Services 1999’, Office of National Statistics, 2000. 
12  ‘World Investment Report - 1999’, UN, 1999 (tables A.1.19 and B 3). 
13  The quotations in this Section are from the indicated paragraphs of ‘Examination of US Inbound and Outbound 
Direct Investment’’ (No 3383), US International Trade Commission, Washington DC, January 2001 
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The US has consistently been the world’s largest source and recipient of direct 
investment.  “In 1998, the vast majority of US outbound direct investment stock, 78.9 
percent, was located in high income economies.”  (3-5) 
 
At the end of 1998, 59 % of the US FDI stock abroad was in service sectors.  “The 
service sector’s share of total US outbound investment increased significantly from 1990, 
when investment in the service sector accounted for 47.3 percent of total outbound 
stock.”  “The service sector accounted for $ 2.4 trillion, or 65.0 percent, of total outbound 
assets” during 1997, whereas during 1990 it had been only 48 %. 
 
The financial services industry accounts for the largest single share of US outbound direct 
investment stock, though half of this goes to holding companies which are designed, 
primarily for tax purposes, to channel funds into a wide variety of industries. 
 
“The UK is the foremost host of US direct investment stock, having accounted for  
$ 178.7 billion, or 18.2 %, of the US total in 1998.”  (Canada had 10.6 %, the Netherlands 
8.1 % and the EU 44.2 %).  Countries in which US outbound stock increased at a faster 
rate than total US investment stock, and which hosted more than $ 10 billion in US direct 
investment stock in 1998 include ..  Mexico, Hong Kong, Singapore and Argentina.” (3-
2, 3-3) 
 
“Cumulative foreign direct investment  ..  in the US totalled $ 811.8 billion in 1998.  EU 
Member States as a group accounted for 59.3 percent of this total, or $ 481.7 billion.  The 
UK is the leading single country investor in the US, accounting for 18.6 percent  ..  or  
$ 151.3 billion. (4-1) 
 
“Service sector affiliates accounted for 73.4 percent of total assets in 1997, compared 
with 21.4 percent for the manufacturing sector  .  .. The bulk of the assets in the service 
sector are controlled by companies in the finance, insurance and real estate industries.”  
“Within the service sector, the wholesale trade and insurance industries accounted for the 
greatest shares of inbound investment stock, equal to 23.0 percent,   ..  and 19.2 percent  ..  
respectively.” (4-17) 

2.3.2 UK FDI 
 
At the end of 1999 half of the UK’s stock of FDI abroad was in service sectors and 85 % 
of this was in other OECD countries.14  By the end of 1999, some 44 % of the UK-owned 
FDI stock abroad was in the US, which together with the stock in four EU Member 
States, accounted for 72 % of the UK world total.  The share of the UK in the inward FDI 
of other countries is the highest in the US, followed probably by that in Australia, South 
Africa, Japan, Hong Kong and India, though at lower levels.  Over 60 % is concentrated 
in the two broad sectors 'Transport and communications' and 'Financial services'.   
 
The inward FDI received by the UK is also concentrated in the same two sectors, and the 
proportion going into all services, at 61 %, is higher than in the developed country 
average of 56 %. 

                                                 
14  ‘Overseas Direct Investment - 1999’, Office of National Statistics, London, December 2000. 
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2.4 In the activities of foreign affiliates 
 
“The operations of foreign affiliates, as measured by affiliate sales, are now more 
extensive than the level of global, cross-border trade.  ..  In 1997, global sales by the 
affiliates of all MNCs measured $ 9.7 trillion, reflecting average annual growth of 9.4 
percent since 1990.  By contrast, global cross-border exports by all nations measured  
$ 5.3 trillion, reflecting average annual growth of 6.6 percent since 1990.” (1-1) 
 
Whereas FDI data are collected within the framework of BOP statistics, data on foreign 
affiliates are collected within the business statistics framework.  The cross-border FDI 
compilations usually include data for ownership proportions of 10 % and more, whereas 
FATS compilations only include enterprises that are majority owned ie over 50 %. 
 
The US provides by far the most information on the activities of their foreign affiliates in 
markets abroad, as well as on affiliates under non-US ownership established in the US. 
 
US owned foreign affiliates in the UK “registered the highest sales, accounting for  
$ 337.9 billion, or 14.3 %, of total foreign affiliate sales” [of $ 2,356.4 billion].  “Other 
countries in which US-owned foreign affiliates recorded high sales included Canada, 
Germany, Japan, France and the Netherlands.”  (3-15) 
 
“Affiliates with parents based in seven industrialised countries accounted for 82.0 percent 
of total 1997 sales by US affiliates [ie foreign affiliates in the US market] ..  Japan’s US 
affiliates alone account for more than one-fourth of all sales by foreign-owned firms, or $ 
446.4 billion in 1997.  British-owned affiliates recorded sales of  
$ 258.8 billion  ..  accounting for 15.1 percent.” (4-13) 
 
Eurostat has just published a report “Foreign owned enterprises in the EU - results for 
eight Member States - Data 1997”.  This provides much illuminating detail despite the 
fact that it does not cover the whole EU,  nor all the smallest enterprises.  Foreign owned 
enterprises formed under 1 % of those in Holland, Finland, Sweden and the UK in 
aggregate, but accounted for almost 20 % of the turnover and 16 % of the value added.  
Amongst these, services accounted for over 70 % of the enterprises, 52 % of turnover and 
42 % of value added. 
 
Another Eurostat publication shows that the proportion of employment in services is 
related to size.  In 1996 in the EU, over 99 % of employment in the market sector in the 
lowest size class (owners and the self-employed) was in services, nearly 97 % in the size 
class 1-9, 94 % in the 10-249 range, and 87 % in 250 employees and over.15 
 
 

3. Infrastructure services and economic development 
 
The major GATS liberalisation issues revolve around the level of economic development 
and the conditions that subsist in key infrastructure sectors.  There is a pattern to their 

                                                 
15  “Enterprises in Europe”, Eurostat.  In the chapter by the present author: ‘The place of SMEs in EU employment.’ 
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evolution.  GATS negotiators will have to bear in mind these broad stages of social and 
economic development.   
 
The most basic stage concerns the level and quality of literacy (including maths) and 
education (the most basic factor determinant), health care and social welfare provision 
(including housing).  There are opportunities here for exporters, but since the State is the 
sole or main provider in most countries, they may be strictly limited.  Another limiting 
factor is the level of income to purchase additional privately supplied education and 
health services during the early stages of economic development:  the numbers of people 
in the upper income brackets is what exporters focus on, who are mainly in the urban 
centres. 
 
Next comes the level of provision of the physical infrastructure (such as roads, bridges, 
tunnels, railways, sea and air ports, dams, power generating stations, electricity cables, 
telephone lines and exchanges, water and sewage treatment works, public administration 
offices and so on).  Foreign aid is often involved in this and has provided large 
opportunities for the design and construction firms as well as various specialists.  In most 
economies, typically the government owns the physical infrastructure vital for basic 
societal needs as well as production and trade.  As privatisation moves up the agenda of 
many governments, private sector investment can be harnessed for the further 
modernisation of such basic facilities.  For manufacturing exporters this stage also 
includes the setting up of physical distribution networks to sell and service their products. 
 
Some countries, regardless of their stage of development, are endowed with energy 
resources (such as oil, gas, coal, water power and so on) and minerals, and these sectors 
provide opportunities for specialist energy and mining related services - usually closely 
associated with physical infrastructure investment, and utilities network operations. 
 
Another ‘layer’ of development comprises that for the more advanced services 
infrastructure:  the sea and air transport operators with advanced distribution techniques, 
express delivery and logistics services, telecoms network operators, banking, insurance, 
securities and capital markets, computing, professional and business services.  These are 
the sectors in which the major flows of inward FDI have been mainly concentrated more 
recently. 
 
Many of these high value added business services will not ever have been supplied by 
governments and yet are vital for national economic development and competitiveness.  
They must be largely financed by the private sector, and in the case of developing 
countries, from Western MNCs, because national budgets and those of inter-
governmental agencies cannot stretch that far:  nor can government agencies provide the 
necessary entrepreneurial sector expertise and management know-how.   
 
All these features provide great opportunities for services exporters:  they can benefit 
from the process of globalisation which is affecting all countries whatever the nature of 
government policies.  However, management must be aware of the increased risks and 
volatility that are posed by larger scale operations, high-tech solutions and more closely 
connected markets, especially those for currencies, securities and derivatives. 
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Inward investment in the services infrastructure should be perceived - and regulated - 
separately from the purchase of shares and other instruments for portfolio holdings and 
short-term lending that might have mercurial characteristics and flow out again rapidly at 
the onset of adverse cyclical conditions:  the so-called hot money that can have a 
destabilising, even devastating, impact if unconstrained. 

4. The GATS 2000 Negotiations 

4.1 The role of the WTO and the GATS 
 
Although the WTO is not directly part of the global financial structure, it provides a 
stabilising influence for the essential macro-regulatory regimes of its Members, that form 
the precondition for attracting productive long-term investment in the services 
infrastructure.  On its entry into force the GATS was heralded by the then WTO Director 
General as the first global multilateral agreement on investment, since it covers not just 
cross-border trade but also the setting up of a ‘commercial presence’, and every possible 
means of supplying a service within the market. 
 
The GATS is significant because it involves nearly all countries in the world in the debate 
on the benefits of liberalising international trade and investment in services in accordance 
with the rule of international law.  It provides a legal framework for the first time at the 
multilateral level for major aspects of investment needed to create and maintain 
subsidiaries abroad - of which UNCTAD estimates there are about 450,000. 
 
By locking in regulatory conditions for the commercial presence of these foreign affiliates 
it provides the legal predictability and stability for the long-term planning necessary for 
major investment projects, the returns from which are won over a long time scale.   
 
The GATS disciplines recognise that governments retain their sovereign right to pursue 
their own regulatory objectives and create new laws:  they are not forced to deregulate or 
to privatise.  They can set the desired level of protection for health and the environment, 
and the public services they provide are fully and unconditionally exempt from the scope 
of the GATS.  Many governments indeed see the benefits of good governance that 
follows principles such as non-discrimination, transparency, the setting up of least-trade 
restrictive and pro-competitive laws and independent regulators, all of which are 
recognised and encouraged by the GATS. 
 
Many developing countries have found that by making undertakings under the GATS, the 
credibility of their legal reforms and regulatory structure has improved and their 
connection to the integrated global economy has produced positive results.  It enables 
them to attain faster economic growth on which their social aims crucially depend for 
resources - the active pull up of self-provision through employment, rather than the 
discredited passive trickle down of wealth.   
 
Perhaps it is not surprising therefore, that countries that have acceded to the WTO since 
the end of the Uruguay Round in 1993 have all made wider and deeper specific 
commitments than their counterpart Members. 
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What can we expect from the current Round of services negotiations ?  Before answering 
that, we should take a look at what has already been committed under the GATS.  Some 
trends are discernible. 

4.2 Barriers to services exports:  the market access negotiations 

4.2.1 The Uruguay Round results:  largely a standstill 
 
In the Uruguay Round, most of the effort for services went into rule making.  The market 
access commitments were largely of the ‘standstill variety’ (ie the then current levels of 
openness), ranging from the relatively more complete by OECD countries, where the 
most commitments were made in terms of sectors and market openness, to minimal or 
even token commitments by the majority of developing countries.  Although the sensitive 
sectors of health and education services featured in many bindings, there was a notable 
lack in the distribution sector.  The negotiations on financial, telecoms and maritime 
services were not completed. 
 
Developing countries favoured Mode 2 due to the importance of tourism for many of 
them (indeed 90 % of the WTO Members made specific commitments here), and Mode 3 
in sectors where they were keen to encourage FDI.  Fewer countries made many specific 
commitments for Mode 1 and even less for Mode 4.  A rough estimate puts figures of 
around 40 % each, for Modes 1 and 3, of overall world trade in services (under the GATS 
definition), and 20 % for Mode 2, with Mode 4 under 2 %.16 

4.2.2 Continued negotiations, after the Uruguay Round 
 
Continued negotiations after the end of the Uruguay Round on financial services and 
basic telecoms finally resulted during 1997 in significantly improved commitments being 
made by a large number of countries. 
 
A similar attempt for maritime services failed in 1995, with no new specific 
commitments being made, and even MFN does not yet apply.  This is disappointing given 
the obstacles to doing business that still exist.17 
 
Extended negotiations on the movement of natural persons - Mode 4 - produced some 
marginal improvements, restricted mostly to intra-corporate transferees, but not extending 
to the relatively lower-skilled and labour intensive services.  In a few cases the self-
employed were included in one or two business sectors. 

4.2.3 Acceding countries 
 
Due to pressure by the US and EU, and the longer time scale available to scrutinise draft 
schedules, the countries which have acceded to the WTO since 1993 have made specific 
commitments in the larger number of sectors.  You will recall that six transition countries 

                                                 
16  ‘Assessing trade in services by mode of supply’, Guy Karsenty, in "GATS 2000: New Directions in Services Trade 
Liberalization", Pierre Sauvé and Robert Stern, Brookings, 2000. 
17  Such as restrictions on port services, preferential cargo allocation, discrimination in favour of national carriers, not to 
mention difficulties related to trans-shipment and container demurrage charges and rules. 
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joined the WTO on 1 January 1995 as it came into force, and all assumed higher levels of 
commitments than existing Members at comparable levels of development.  The same 
pattern goes for the five that have joined since then.  Both the number of sectors and the 
depth of commitments are greater. 

4.2.4 Current negotiations - the issues 
 
During the current Round, in broad terms governments will press each other to increase 
the sectors and sub-sectors covered and remove further limitations on market access and 
national treatment, so as to increase liberalisation.  Many countries have made proposals 
of what should be done in each sector.  The special (negotiating) session of the Council 
for Trade in Services in May began assessing these ideas sector by sector, but the actual 
request and offer negotiations are still some way off.   
 
For varying reasons mutual pressure will be applied to make more specific commitments 
on Mode 1, including its importance for telecoms, financial services and electronic 
commerce.  For Mode 3 the focus will be on the infrastructure services, including 
distribution and electronic commerce, as well as the newer energy and environmental 
services.   
 
Developing countries will concentrate on Mode 4.  They feel strongly that the lack of 
specific commitments, and prevalence of economic needs tests, have so far prevented 
their benefiting.  They have to rely on opportunities for their personnel, because they 
mostly lack the capital and know-how to establish in other markets.  Given the proposals 
tabled and the actual and looming skill shortages in many OECD countries, there may be 
some common ground developing that was absent eight years ago. 
 
Since the end of 1993 there has been a great deal of unilateral liberalisation by developing 
countries, and granting of incentives to attract FDI, since it is so crucial for economic and 
social development.  Quite how this will be taken into account during the negotiations is 
not obvious, since the benefits are ‘in the eye of the beholder’, as it were, and will vary 
greatly as between trading partners. 

4.2.5 Negotiating aids 
 
There is no time today to consider various techniques that have been put forward to assist 
the negotiations, such as the reclassification of certain sectors, devising clear descriptions 
of new and ‘core’ services and of ‘clusters’ of associated sectors commercially linked due 
to inputs or outputs;  model schedules;  formula listings;  reference papers (given the 
success of that for telecoms);  and ‘understandings’ like the notable success for financial 
services.  All will be voluntary.  It is hoped that many will assist developing countries by 
leveraging up their scarce negotiating resources. 

4.2.6 The value of liberalisation commitments 
 
The tables compiled from WTO Members schedules usually do not include a realistic 
assessment of the commercial quality or value of the specific commitments.  Techniques 
do not yet exist to assess the relative trade restrictiveness of each country’s services 
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market, though some early work on barriers to investment in one or two sectors looks 
promising, while failing yet to sway the sceptics. 
 
Data on the barriers currently constraining exporters is almost non-existent, and 
conceptually the link between the removal of regulatory obstacles and resultant export 
growth is not clear, because other factors may be more important.  Economic studies for 
merchandise trade show that the principal determinants are the existence of national 
borders, distance, and differences in currencies, language, and historical social links.  
Even if these factors prove to be the same for services trade, the GATS does not touch on 
them.  Other factors that block liberalisation are the internal structural characteristics of 
countries, state ownership, licensed monopolies and so on, and again these are ‘off-
bounds’ for the GATS disciplines.  There is no doubt that such factors can still cause 
major problems for exporters. 

4.3 Completing the GATS Framework:  unfinished business 
 
In parallel to the market access negotiations, work continues on the gaps in the GATS 
framework itself.  The unfinished business here necessitates breaking new ground for 
complex issues which is proving very demanding.  Today this can only be briefly 
covered. 

4.3.1 Emergency Safeguard Measures (Article X) 
 
Emergency Safeguard Measures (ESMs) will have to be applied on an MFN basis and not 
be retroactive.  But should Modes 3 and 4 be included, or not ?  Indeed, given the 
flexibility of the GATS, and the existence of economic needs tests, are ESMs needed at 
all ? Perhaps it might be better to use subsidies instead ?  If ESMs are to be accepted, 
then they should be time bound and linked to certain liberalisation. 

4.3.2 Government Procurement (Article XIII) 
 
Rules for Government Procurement must stress transparency and non-discrimination.  As 
important is the parallel liberalisation of Mode 3 supply, and the enforcement of sound 
competition policies. 

4.3.3 Subsidies (Article XV) 
 
The GATS contains no definition of subsidies.  MFN applies to them, as does national 
treatment under any specific commitments.  Presumably export subsidies will be banned, 
as for goods.  But how will investment incentives be controlled, given their importance as 
a tool to promote development ?  Where acceptable, subsidies should be designed to be 
least trade restrictive. 

4.3.4 Domestic Regulation (Article VI) 
 
The Domestic Regulation Article attempts primarily to ensure that national laws related 
to “qualification requirements and procedures, technical standards and licensing 
requirements” are consistent with the aim of liberalising international trade in services.  
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Some of the disciplines though apply generally, mainly aimed at transparency and due 
legal process.  Others apply only when specific commitments have been made.18 
 
The GATS recognises the right of governments to regulate.  The necessity for any 
legitimate regulation is not challenged, nor is deregulation required, but the GATS does 
require that consequent barriers to trade should be the least trade restrictive.  However, 
whether international law can pronounce on the legitimacy of domestic policy objectives 
is clearly a sensitive issue, due to fears of unwarranted intrusion into national sovereignty.  
Due to these understandable concerns the focus may shift from necessity to how best to 
ensure that measures are least trade restrictive, and if imposed to assure quality of supply, 
how to make them no more burdensome than necessary.  The reference to the quality of a 
service is the only one in the GATS, and is important in relation to trade.   
 
Rules to assure the quality of certain services feature in domestic legislation for the 
protection of consumers, their assets, the environment and so on.  Yet the relevant GATS 
disciplines will be open ended because they are not constrained to a closed group of 
circumstances, as are the provisions of the General Exceptions Articles.  This also 
potentially poses a strong challenge to sovereignty. 
 
A benchmarking approach has been mentioned that could be envisaged with reference to 
‘best practices’, but has not yet been addressed.  An objective approach indeed may not 
be possible.  Some developing countries are nervous of benchmarking in principle, 
because such practices may not take their interests into account, nor the existing 
asymmetry in the level of regulatory conditions.  It will be essential to involve the 
regulators.  The private sector has an important role to play in helping the regulators and 
trade negotiators understand and assess best practices. 
 
The ‘Disciplines for Domestic Regulation for the Accountancy Sector” adopted by the 
CTS in December 1998 - but not yet in force - are written in general terms, and in the 
main could easily be adapted to be relevant to other professions and sectors.  In large part 
they deal with measures to assure transparency that do not have to be scheduled under the 
Market Access and National Treatment Articles. 
 
The issue of international standards has not yet been addressed, nor the harmonisation 
that is implied in their widespread application.  The WTO does not define standards as it 
is not a standard setting body.  However, some of its agreements do acknowledge 
standards set by international bodies:  “account shall be taken of international standards 
of relevant international organisations applied by that Member” is wording from the 
GATS.  There appears to be no general principle under the WTO on what constitutes such 
‘recognition’, and how the interface with the myriad standard setting organisations should 
be managed.  This may prove of increasing importance because ‘recognised’ standards 
become justiciable under the WTO’s powerful dispute settlement mechanism.  For goods 
such standards rely on criteria that can be measured scientifically, and thus objectively.  
In the case of immaterial services the criteria used may not be easily measurable, if at all, 
nor even conceptualised.  Ethical standards may be especially difficult to deal with.  

                                                 
18  If a measure contravenes the MFN principle, it gives rise to a violation case, and therefore should be brought back 
into conformity with Article II.  Measures taken under VI.4 cannot be inconsistent with national treatment, or any other 
GATS obligation. 
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Perhaps this will pose a severe strain on the process of finding a balance, without falling 
back ultimately on subjective judgements. 
 
In May 1997 the Council for Trade in Services adopted the ‘Guidelines on Mutual 
Recognition Agreements or arrangements in the Accountancy Sector’.  These guidelines 
give practical guidance for governments and other entities entering into mutual 
recognition negotiations on accountancy services.  Mutual recognition agreements are 
permitted by GATS as derogations from the non-discrimination principle.  The guidelines 
are intended for use on a voluntary basis and are non-binding.  Issues relating to mutual 
recognition agreements more generally have not yet been addressed under Article VII. 
 
There are in addition some measures, for example, town planning zoning laws, and 
competition policy laws, that appear not to be included within the coverage of Article VI, 
and might not be disciplined by Market Access Article (XVI) either. 

4.3.5 Economic Needs Tests 
 
The GATS does not define economic needs tests, nor provide criteria for their 
application.  At present they mainly are discriminatory and lack transparency, which 
renders market access unpredictable.  Clearly some principles must be established and a 
standard set for objective criteria to be applied, including for specific categories of 
occupation. 

4.3.6 MFN Exemptions 
 
MFN Exemptions permit more favourable treatment to be given, in the situations 
specified, to selected Members - though not worse treatment to any Member.  They often 
relate to bilateral agreements between neighbours, or for the reciprocal recognition of 
qualifications, standards and so on.  Others, however, relate to sensitive cultural and 
social matters, and the wording in schedules in such cases imply that they will be 
indefinite in duration. 
 
Perhaps during the GATS 2000 negotiations it could be agreed that the majority be 
removed by 31 December 2004, when the ten year grace period is up - for which no 
‘credit’ should be exacted.  Little thought has been devoted at this stage on how to 
approach the difficult cases where governments might want them to endure for longer, 
even for ever. 
 
 
 

4.3.7 Technical Review of the GATS 
 
A standing item on the normal sessions of the Council for Trade in Services is the 
Technical Review of the GATS, aimed at improving “the clarity and legal consistency of 
the text”.19  It will be important to ensure that the definitions of the Modes are mutually 
exclusive with no overlapping.  Any constructive ambiguity at the heart of the GATS 

                                                 
19  Draft Ministerial Text, 3 December 1999, tabled at the WTO Ministerial Meeting in Seattle - see para. 28 (e). 
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would lead one day to an overload of disputes.  The interaction between the Market 
Access and National Treatment Articles (XVI and XVII), and the definitions they contain, 
need clarifying, as their interpretation has caused much confusion on what specific 
commitments actually cover, and how national treatment applies within and across the 
Modes.  There are a number of other problems to be sorted out, including the definition of 
‘government services’ to which the GATS rules do not apply;  how to make regional 
trade agreements compatible with the GATS;  and how to operationalise the intention of 
assisting the integration of developing countries into international trade (Article IV 
Increasing participation of developing countries). 

4.3.8 Electronic commerce and access to the Internet 
 
Electronic commerce raises cross-cutting issues which will become progressively of 
greater importance as use of the Internet spreads.  For GATS coverage there are different 
aspects to consider:  direct delivery of services in digital form to consumers, the purchase 
of physical goods via the Internet which are then delivered in the usual way, and the 
activities of Internet Services Providers (ISPs).  At present the GATS makes no 
distinction as to the different ways in which services may be supplied:  it is 
technologically neutral.  The application of the WTO rules, including the GATS, depends 
not on how a traded product is produced or delivered, but on its nature.  In this context 
electronic commerce is one way of doing business amongst others:  and for some sectors, 
for example financial services, access to computer networks is essential.  There are many 
types of supply that are becoming greatly dependent on telecoms. 
 
Electronic commerce poses organisational problems for the WTO because issues arise 
across its main pillars - goods, services and intellectual property agreements - and beyond 
into investment and competition policies, that have not yet been fully taken on board.  
Therefore, electronic commerce is awkward for GATS to handle.  Most of the important 
and relevant developments affecting international trade in services in the IT field have 
occurred in the seven years and more since the end of the Uruguay Round.  There is no 
GATS ‘sector’ for electronic commerce, as it is a process that many sectors can utilise. 
 
Indeed GATS standard ‘exceptions’ language removes from its disciplines various issues 
of vital concern to electronic commerce such as security of information and payments - 
including encryption, payment security, digital signatures, and escrow keys - immaterial 
money, privacy, decency, advertising standards, fraud, and liability for faulty goods and 
services. 
 
 

4.3.9 Competition policy 
 
Access to the so-called ‘bottleneck’ facilities or networks can cause great problems, some 
of which arise due to the physical constraints of natural monopolies, either intrinsic such 
as the airwaves, or constructional such as railways, sea and airports - and of course 
telecoms networks.  In these cases government regulation has mainly to do with 
competition policy, and controlling the activities of monopolistic, oligopolistic and 
dominant suppliers.  However, the GATS Article VIII Monopolies and Exclusive Service 
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Suppliers does not extend to disciplines on dominance, whilst the Article IX Business 
Practices holds no disciplines at all.   
 
As privatisation proceeds, continual government control gives way gradually to 
occasional intervention once a market based situation is a reality.  The Basic 
Telecommunications Reference Paper made big strides in this field, promoting pro-
competitive rules, which also prevent collusion, and they could be applied in some other 
sectors to good effect:  for instance postal distribution and power transmission and 
distribution, computer reservation systems and password protected Internet web sites.  
The Reference Paper also includes pressure for charges to be based in ways that are 
properly cost oriented, and for dealing with ‘universal service obligations’ where 
governments want to assure provision in rural areas, or to those on low incomes. 

5. Conclusion 
 
Multilateralism may be a recipe for slowness and inefficiency, and the leading 
entrepreneurs in the New Economy will chafe at its convoluted processes, yet it is the 
only route open for sovereign nations to act jointly in consensus so as to reap the obvious 
benefits of collaboration on global solutions, even in a faster paced and more connected 
world.  The WTO is no exception. 
 
Many of the trends in the economic scene play into the comparative advantage of the 
transition economies, due to their education and skills.  Their exporters, comprising 
mainly SMEs, must pro-actively grasp the opportunities and tackle the challenges.  The 
GATS rules will support them. 
 
Even if political linkages with the negotiations on agriculture, textiles, intellectual 
property and on other issues do not block progress in the GATS negotiations, fresh 
liberalisation from the current Round is some years off, and its extent unpredictable. 
 
In the final analysis the transition countries face four key determining realities for their 
economic development:  the existing state of services supply in their countries;  the 
binding national resource constraints which condition essential capacity building;  the 
need for investment from MNCs in the advanced services infrastructure;  and the ‘great 
attractor’ of future EU membership.  These four factors of course, are largely independent 
of the GATS Round outcome.  The first two will take time to be transformed, and can be 
speeded up by attracting FDI.  Taking on the acquis of the EU Single Market will ensure 
they benefit from liberalisation within it, well beyond the level that any GATS 
negotiations can achieve elsewhere in the global market. 
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