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Preface

Services have long been the most significant sector of the economy in all highly developed
countries. They are continuing to account for more and more of the world’s GNP. Some of
the most dynamic fields of international trade are in the tertiary sector. One-fifth of all
world trade is now in services. The competitiveness of national economies is increasingly
determined by their performance on the services side. This is also true of decidedly indus-
trial countries like Germany.

This study is presented by the Friedrich Ebert Foundation as a comprehensive assessment
of international trade in services, broken down by sector, together with an analysis of its
prospects. Particular emphasis is placed on the opportunities which arise for German busi-
ness, as well as on the action that companies, employees and government will need to
take to utilise these opportunities.

In contrast to certain sweeping judgements about the German services deficit, the study
arrives at a very positive view of the future prospects of services in Germany, involving an
intelligent combination of high-quality industrial products and complementary services.

Dr. Jurgen Burckhardt
Executive Managing Director
of the Friedrich Ebert Foundation
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Introduction

The public and political debate is focusing more and more on the services and information
society and on its international dimensions. Services have for many years been experienc-
ing a fundamental shift in significance. In “The Wealth of Nations*, his chief work pub-
lished in 1776, Adam Smith, the moral philosopher and father of political economy, re-
garded them as economically unproductive. Labour was productive only if it produced a
physical product which could be stored and exchanged. This was not the case with serv-
ices, because the work done vanished as it was being done and no lasting good which
could be exchanged for money was produced. Economic theory and practice have long
since refuted this argument. In ““Le Grand espoir du XXe siecle*, published in 1947, Jean
Fourastié prophesied that technological and economic progress would result in a perma-
nent decline in agriculture, forestry and manufacturing and in the emergence of a “tertiary
civilisation* with a continual increase in the significance of the services sector for overall
economic output, value added and employment.

What is actually happening? The economic and social significance of services is constantly
growing. They now account for more than 65% of world output. Since the period of re-
cession in the mid-1970s at the latest, the German economy has been experiencing a far-
reaching and permanent structural shift towards the tertiary sector. In the “three sectors
model* of the economy, this sector now has the greatest weight. In Germany, 34.6% of
those in work are busy manufacturing a product, whilst 62.6% spend their time providing
a service. Back in 1950, only one-third of those in work were in the tertiary sector.

Many people compare this structural change with the industrial revolution of the 19th
century. They believe that the move towards the services society offers great hopes of
conguering unemployment and can even provide a route towards a more socially just and
peaceful “post-industrial society*. In this context, it is frequently claimed that Germany is
lagging behind other highly developed countries. The argument that there is a ““services
gap“ in Germany is causing many economists and politicians to call for this gap to be
bridged and for appropriate economic or political strategies to be developed to this end.

A second factor determining our economic development is economic globalisation and the
integration of Germany into world trade. Germany is more deeply integrated into the
world economy than any other country. It is the world’s second largest trading nation, be-
hind the United States. In 1996, Germany exported goods and services worth DM 915 bil-
lion. One in five jobs depends on foreign trade. German foreign direct investment is con-
tinually growing. The globalisation of production, investment and trade is having a par-
ticularly intensive impact on Germany.

The trade-policy landscape has undergone a fundamental change. The priority is on the
development of the single European market with the introduction of the common cur-
rency. This is particularly opening up large new markets for services and is making it easier
to trade in services. At the same time, it creates tougher international competition and
increases the pressure for structural adjustment. In addition, there is the continuing liber-
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alisation of world trade as a result of the Uruguay Round of the GATT from 1986 to 1993,
supported by the establishment of a new World Trade Organisation whose membership
now numbers 132 countries. Finally, substantial structural adjustment and new opportuni-
ties on services markets are deriving from the collapse of the Soviet bloc and from German
reunification, followed by the gradual transformation of the centrally administered
economies into market-led systems. Further improvements in the trade-policy landscape
are resulting from the many years of liberalisation of the financial markets and investment
in industrial countries and many developing countries.

All of these developments have generated undreamed-of growth in world trade. Over the
last 40 years, world trade has expanded 15 times over and stood at more than US $ 6.3
trillion in 1996. During the same period, world output *““only** grew six times over. The ex-
pansion of trade has particularly picked up speed in the last decade. World exports of
goods rose by an average of 5.8% a year between 1985 and 1990, and by an average of
6% a year between 1990 and 1995, whilst in the same periods world output only grew by
3.0% and 1.0% respectively.

Within this context, international trade in services has also recorded an extremely dynamic
development. Its growth has been outstripping that of trade in goods for many years. With
cross-border exports worth US $ 1.2 trillion in 1996, trade in services accounted for almost
one-fifth of all world trade.

Germany has for many years been one of the world’s leading exporters of services. How-
ever, in contrast to its strong position in trade in goods — where it has usually ranked
alongside the United States in first or second place in the world in recent years — Ger-
many’s position on the services side appears relatively weak. Does Germany have a struc-
tural “services gap* in international trade in services which might possibly be corrected by
government measures, and does it need economic or political strategies to improve the
situation? Can the “employment miracle* in the services sector in the United States serve
as a model for Germany?

In view of its ever increasing significance, international trade in services came onto the
trade-policy agenda towards the end of the Tokyo Round of the GATT. The United States
in particular was calling for multilateral negotiations to liberalise services markets, in the
interest of its expanding services industry. This was rejected by most of the developing
countries, because they feared negative repercussions on their development. It was not
until the Uruguay Round of multilateral trade negotiations, which began in 1986, that
trade in services became an integral element of the talks. In the course of the negotiations,
however, the industrial countries came to realise that they themselves would have difficul-
ties with a broad liberalisation of their services markets. They therefore revised their ini-
tially very ambitious ideas. Subsequently, the developing countries in particular fought
successfully for such a flexible liberalisation concept that they were able to adapt their
commitments to suit their respective economic possibilities and development interests.

As a result, the Uruguay Round produced the “General Agreement on Trade in Services*
(GATS). Rather like the GATT, which was created in 1948 for world trade, it sets out the
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first multilateral framework rules for trade in services and for international investment in
the sector. It also contains a range of initial specific commitments to liberalise made by the
WTO countries. Finally, it provides a framework for a further progressive liberalisation of
trade in services.

What has this achieved, and what problems and opportunities exist for further global lib-
eralisation? In its first part, this study considers the world-wide structural shift from the
industrial to the services society, using existing results from structural research. It discusses
the significance of services for output and employment in major countries. The second
part analyses the development and the sectoral and geographical structures of interna-
tional trade in services, its determining factors, and the government regulations which im-
pede it.

Part Ill particularly focuses on foreign direct investment, which plays a vital role for interna-
tional trade in services.

The paper goes on to examine the activities to liberalise international trade in services
which have been going on for many years, mainly in the OECD, the single European mar-
ket and the multilateral context of the WTO. The focus is on the new “General Agreement
on Trade in Services (GATS)“.

The services sector consists of a large number of extremely heterogeneous subsectors.
They have different markets, state regulations and sector-specific market access barriers,
and they are involved in world trade to very differing degrees. The paper therefore takes a
closer look at the current situation, the potential, the development prospects and the de-
gree of international liberalisation in the following key sectors: financial services (banking
and insurance), telecommunications and information services, audiovisual services, trans-
port (maritime, air and land transport), business services and tourism. The paper presents
the trade-policy interests and strategies of the leading international players and of the
suppliers and consumers of services, the challenges for government and business resulting
from liberalisation, and the importance of the various sectors for Germany.

Part Xl then analyses the particularly difficult economic and political questions raised by
cross-border movements of natural persons supplying services. It looks at the needs of and
limitations to the liberalisation of services, as opposed to a world-wide opening up of the
labour markets to foreign workers (on which no international consensus can be achieved).

Part XllIl describes the progress on liberalisation achieved by the GATS so far.

Finally, Part XIV looks at the future prospects for international trade in services and the
outlook for Germany. It starts by discussing the currently very favourable world economic
environment, before analysing those sectors which will probably lead the further expan-
sion of trade in services. On this basis, possible development scenarios for German services
exports are presented.

The main findings of the study are then summarised, and the paper concludes with an
outlook.
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Part I: The world on the road to the services society

1. The tertiarisation of the German economy

Like most of the highly developed countries, Germany is undergoing a long-term and
deep-reaching process of tertiarisation in its economy (Klodt et al., 1997). This structural
change is characterised both by a shift of production and employment into the tertiary
sector and by a rise in the proportion of value added by services outside the tertiary sector.
The growth in international trade in services is also based on this macroeconomic process
of tertiarisation. It is therefore briefly sketched out here (Figure 1):

Figure 1:

Intersectoral structural change in Germany
1960 to 1995

Share of total economic output in %

Agriculture, forestry Goods-producing Services
and fisheries sector sector
64%
53%
41%

35%

6%

[

1960 1995 1960 1995 1960 1995

Source: Federal Statistical Office; 1960 western Germany, 1995 all Germany

The proportion of overall economic output accounted for by the goods-producing in-
dustry declined from 53% in 1960 to 35% in 1995.

The proportion accounted for by agriculture, forestry and fisheries dropped from 6% to
1% over the same period.

In contrast, the proportion accounted for by the services sector (trade, transport, service
companies, government, private households, private non-profit-making organisations)
grew from 41% in 1960 to 64% in 1995. The gross value added by services companies
now exceeds that of goods-producing firms.
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The structural change is also reflected on the labour market:

In 1950, 23.3% of all people in employment worked in agriculture, forestry and fish-
eries (in the former West Germany). Today, the figure is only 2.8% (for the whole of
Germany).

The goods-producing sector expanded its share of the workforce from 43% of total
employment in 1950 to 49% in 1970. Since then, it has been shedding jobs. Today,
34.6% of those in work are employed in the secondary sector.

In contrast, there has been a continuous rise on the services side. Its share of those in
work has grown from 33.6% in 1950 to 62.6% today.

Also, the services sector has created an above-average number of new jobs. The total
number of jobs (persons in gainful activity) in the west of Germany in 1996 (28.2 mil-
lion) was 8.2 million higher than in 1950 (20.0 million), with 3.7 million fewer jobs in
the primary sector and 3.3 million more in the secondary sector. In the tertiary sector,
in contrast, the number of jobs was 14.9 million higher in 1996 than in 1950 (1950:
6.7 million; 1996: 21.6 million). Nine-tenths of business start-ups are in the services
sector.

However, the move towards the services society is reflected beyond the growing signifi-
cance of the tertiary sector: it is also manifested in the ever increasing importance of service
activities and functions within industry. More and more employees in industry are engaged
in service work, e.g. in research and development, advertising, customer advice, project
planning, marketing, customer service, repairs, training, internal management and clerical
work. Today, more than 80% of all employees covered by social insurance schemes (i.e.
earning above a low threshold) are in the services sector. Taking this functional, occupa-
tion-based view, tertiarisation would appear to be much further developed in Germany
than is generally believed, because the tertiarisation within industry is not reflected in the
official employment xand the United States is far smaller than would appear to be indi-
cated by the sectoral employment statistics (Klodt et al., 1997: 51ff., 168ff.).

Since German reunification, services have also contributed towards the modernisation of
the obsolete economic structures in the east of Germany. As early as 1993, the tertiary
sector accounted for the bulk of value added (58%) and employment (62%). However,
this is chiefly due to the collapse of large parts of the industrial sector.

2. Tertiarisation in the world economy

Most of the world’s other highly developed countries and most of the developing coun-
tries have also witnessed a secular structural change since the 1960s from the industrial to
the services society (UNCTAD/World Bank, 1994: 1). Different organisational structures
and statistical definitions, different price reference years, etc. make it difficult to draw in-
ternational comparisons of the macroeconomic significance of the tertiary sector (OECD,
1996a: 5; Klodt et al., 1997: 9ff.). Nevertheless, it is possible to derive conclusions about
underlying trends and rates of structural change (Table 1):
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Table 1:

Output and employment in the tertiary sectorl in selected OECD countries

(Proportion of GDP and total employment in per cent)

Country Gross value added in real terms Employment
1970 1994° 1970 1994°
USA 59.8 69.3 62.8 73.7
Japan 54.4 63.1 44.5 58.3
Germany® 46.6 61.5 42.6 61.1
France 53.5 61.1 48.8 69.7
ltaly 50.5 53.6 42.9 63.0

1 The definition covers private and public-sector services.
2 or last available year
3 1970 western Germany, 1994 all Germany

Source: OECD, 1996: Services Statistics on Value Added and Employment

The international comparison shows the increased importance of the services sector for
production and employment. The pattern is the same in all other OECD countries. In the
OECD area, the services sector accounts for more than two-thirds of all jobs (OECD, 1994
5). However, the nature and the pace of structural change vary widely in different coun-
tries and different sectors. The sector-specific sections below will take a closer look at this
(cf. also DIW, 1997: 273ff.).

The process of tertiarisation is most advanced in the United States, where the services sec-
tor already accounted for 69% of total economic output and almost three-quarters of jobs
in 1994. In the USA, some 90 million people work in services, and only 18 million or so are
still employed in manufacturing. The recent American “employment miracle* merits par-
ticular attention. During President Clinton’s first term of office (January 1993 to December
1996), US employment grew by 8.5 million. Since the number employed in industry re-
mained constant in this period and the number of jobs in agriculture dropped by 2.5 mil-
lion, this implies that roughly 11 million additional service jobs were created in Clinton’s
first term. The consequence of this was a fall in the unemployment rate to well below 6%
in the United States, whilst it continued to rise in Germany. It is true that employment in
the services sector has risen sharply in Germany too: since 1970, it has grown by 6.1 mil-
lion jobs, or 55%, in the west of the country. But other nations were more successful. For
example, employment in the services sector rose by 43 million (+90%) in the US and by 15
million (+65%o) in Japan (Figure 2):

15



Figure 2:

The varying rates of growth of employment in services
in the USA, Japan and Germany
(Change in employment from 1970 to 1995 in per cent)
100 1 89.6
80 1
65.0
60 - 55.0
40 1
I 20.7
20 - 109 O Western Germany
5.0 OUSA
0 t t t OJapan
-20 1
- -21.9
-40 1
-60 1 -56.3
1 -646
-80 -
Agriculture Industry Services

Source: Federal Ministry of Economics
Original data: Federal Statistical Office, OECD, IW — Institut der deutschen Wirtschaft, Cologne

People often raise the objection that the new service jobs in the United States are low-
quality, badly-paid “hamburger flipping jobs*“. However, this has been proved to be a mis-
conception. According to a study published recently by the Council of Economic Advisers
to the Federal Ministry of Economics, two-thirds of the newly employed have an income
above the median wage, i.e. the average figure which is exceeded as frequently as not.
Also, most of the jobs are not part-time, but full-time, and they are mainly held by women
(Brauninger, 1996: 5). This employment trend is expected to continue. The US Bureau of
Labor Statistics forecasts that the number of US jobs will rise in the 1992-2005 period by
almost 27 million to 147.5 million. This expansion is to take place almost exclusively in the
services sector.

The structural shift towards the services society can also be seen in most developing coun-
tries (Table 2).
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Table 2:

Output and employment in the tertiary sector
in selected developing countries
(Proportion of GDP and employment in per cent)
Country Gross value added Employment
1970 1995 1980 1990

Argentina 47 63 36 56
Singapore 68 64 61 64
Egypt 42 59 34 38
Turkey 43 53 25 29
Korea, Rep. 46 50 37 47
Brazil 49 49 42 54
Indonesia 36 41 30 31
India 33 41 17 20
China PR 28 31 12 13

Source: World Bank, World Development Report 1995: tab. 3, World Development Report 1996: tab. 4, 12,
World Development Indicators 1997: tab. 4.2

In many developing countries, more than half of those in work are already engaged in the
production of services.

Let us also look across to the former communist economies. Up until 1990, they devel-
oped differently from the market-based countries. Their policies were dominated for dec-
ades by a clear “anti-services attitude“. One reason for this was ideological: Karl Marx
himself had regarded services as “unproductive*. Correspondingly, the national accounts
treated services not as production but as consumption of national income. The restrictions
imposed on private property and entrepreneurial activity impeded the development of key
services sectors (OECD, 1991; UNCTAD/World Bank, 1994: 5). It can be expected however
that, as market reforms, liberalisation and market opening continue, these countries too
will experience a clear upswing in their service industries and thus offer growing market
opportunities, not least for German companies.

It is generally anticipated that the structural shift to the services society will continue, albeit
at a reduced speed and with some limitations, particularly due to the continuing demand
for agricultural and industrial production. A study by Prognos (1997) for the highly devel-
oped countries predicts that services will account for an almost constant or only slightly
rising proportion of overall economic output over the next decade (Table 3):
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Table 3:

Outlook for structural change to the services society
(Proportion of GDP accounted for by services in per cent)

1995 2005

USA 71.3 71.9
EU 61.7 61.8
France 64.5 65.1
United Kingdom 59.9 59.3
Italy 63.1 62.7
Germany 60.7 61.3
Japan 62.8 62.9
All industrial countries 65.1 65.9

Source: Prognos ‘97, Industrial Countries 1995-2000-2005: tab. 176, 178, 368, 370

At the same time, the overall potential for employment is expected to be higher, at least in
certain fields. The Institute for Labour Market and Occupational Research of the Federal
Labour Office expects an increase of about 1.2 million jobs between 1993 and 2010 in the
west of Germany in ““secondary service activities, i.e. the more skilled jobs in research and
development, management consultancy and information provision. At the same time, it
anticipates a loss of almost 90,000 jobs in “primary* services, i.e. more basic office work,
trading, selling, etc. (Jagoda in Mangold, 1997: 126).

3. The causes of the structural change

The structural shift towards the services society is also determining the development of
international trade in services.

According to the latest findings of structural research (Klodt et al., 1997: 17ff.), structural
change can be explained by the interaction of two factors, i.e. the “productivity bias* and
the “demand bias*. The “productivity bias* describes the empirically established fact that
the industrial sector generally has a productivity advantage over the services sector. It can
therefore keep the proportion of industrial goods constant in terms of the national prod-
uct, whilst at the same time reducing its share of employment. This development can be
seen in most OECD countries.

However, compared with almost all other countries, western Germany’s economy has an
unusual feature. Since the end of the 1970s, the services sector has achieved roughly
equal, and sometimes even greater, advances in productivity than the industrial sector
(Hummel et al., 1995: 31, Klodt et al., 1997: 36). This is particularly true of service indus-
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tries with a large potential for innovation due to developments in information and com-
munication technology, such as banks, insurance companies, transport firms and tourism,
as well as telecommunications and information services per se.

The second factor determining structural change, the “demand bias*, is the growing de-
mand for services, as predicted by Fourastié, which goes hand in hand with economic and
technological progress. This rise in demand is partly due to increased demand for services
from private households, a consequence of higher incomes, more working women, and
shifting demand structures. However, this effect is smaller than the impact of the growing
demand from the primary and secondary sectors — and the tertiary sector itself — for serv-
ices as an upstream input into production. Two main hypotheses are postulated to explain
this (Klodt et al., 1997: 47ff.):

According to the “externalisation hypothesis®, the industrial companies are increas-
ingly tending to procure services previously produced in-house from other firms, for
organisational, commercial, tax or other reasons (Hass, 1995: 29). This is termed
“outsourcing*“.

According to the “innovation hypothesis*, increasingly differentiated demand is forc-
ing industry to use more services as upstream products in order to survive in the com-
petition on quality and price.

Many people are afraid that tertiarisation will not, on balance, create additional jobs, be-
cause (they argue) new jobs in services are ultimately created at the expense of corre-
sponding jobs in the industrial sector, and because technological progress stems only from
the industrial sector. This pessimistic view, however, is disproved by the empirical analysis,
which shows that the main driving force behind the increasing importance of the services
sector is less the final demand of private households and more the demand of companies
for upstream services. In Germany, only one-third of this results from outsourcing: two-
thirds of the increased share of services is due to the fact that production throughout the
economy has become more service-intensive; this coincides with the “innovation hypothe-

SIS™.

As a consequence of this development, the industrial and services sectors are becoming
more and more deeply integrated (IW, 1996: 36ff.). The traditional distinctions between
the sectors are becoming blurred. At the same time, the nature of the cooperation be-
tween the two sectors has changed greatly. In 1978, integrated upstream services ac-
counted for only 2% of the jointly produced added value; in 1996, they accounted for
more than one-fifth (BMWi/IW, 1997: 23; Klodt et al., 1997: 41ff.).

Just as industry has an ever increasing need for production-related services, the services
industry in turn needs the industrial sales market. The mutual interdependence of industry
and services is becoming ever greater. Why is this? It is no longer possible to sell industrial
goods today without service. Manufacturers of capital goods, industrial plant and machin-
ery have to offer complete solutions in addition to their product. This necessitates innova-
tion and an adaptation to the individual needs of the customer (customising). Industrial
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products are containing ever higher proportions of services. For example, the software de-
livered with a mechanical engineering product often accounts for a third of the overall
price. Automotive manufacturers offer a service package as a standard extra when selling
cars, so that the buyer has no additional costs for maintenance, inspections or repairs ne-
cessitated by wear and tear. Industrial plants are delivered on a turn-key basis in the form
of BOT models, covering everything from planning to financing, construction and opera-
tion.

In other words, the process of tertiarisation does not imply that industrial products are
being displaced by services. “Instead, there is an evolution of new production structures in
all sectors of the economy, and these structures are particularly characterised by the in-
creased use of intelligent upstream services as input factors.* (Klodt et al., 1997: 212)

This also sheds a different light on the phenomenon of “de-industrialisation*. It may be
true that, in statistical terms, industry is losing shares of output and employment to serv-
ices. But, given the increasing integration of and the concomitant improvements in com-
petitiveness in both sectors, this is not a negative trend, but the natural consequence of
the industrial dynamism of all developed economies.

Another macroeconomic advantage of services is that, compared with goods output, they
are less affected by business cycles and fluctuating investment levels (OECD, 1994: 161;
Dopke, 1995). Following the progress on liberalising trade in goods, German industry
therefore also sees a large potential for liberalisation in the field of services and supports
the efforts towards this (BDI, 1997).
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Part Il: International trade in services

1. Definition and nature of the international trade in services

What is meant by the term “international trade in services*“? There is not even a consensus
on the definition of what a service is. The arguments during the first half of the Uruguay
Round about the concept and definition of international trade in services were corre-
spondingly fierce.

There is basic agreement about a number of characteristics of services. To start with, it is
generally assumed that, unlike goods, services are not physically tangible. This quality is
illustrated by the pragmatic description from The Economist, according to which a service
is “anything sold in trade that could not be dropped on your foot* (UNCTAD/World Bank,
1994: 1). In addition, services are usually regarded as being invisible, unstorable and un-
transportable. They are mostly produced and consumed simultaneously. Goods, in con-
trast, are physically tangible, visible and storable, and do not need any direct interaction
between producer and consumer. However, these pragmatic descriptions fail to describe
the many peculiarities of the various service sectors or to provide a generally valid defini-
tion. Some services, for example, are certainly physical, tangible, storable and transport-
able, e.g. films, software programmes, recorded music or blueprints. Some are visible, e.qg.
films and television programmes, or do not require any direct interaction between pro-
ducer and consumer, e.g. the services provided via telecommunications by banks, insur-
ance companies or tourism firms. In addition, the technological advances in the communi-
cation and information sector are continually changing the situation.

According to Hill’s oft-quoted definition (e.g. in Klodt et al., 1997: 5), “a service may be
defined as a change in the condition of a person, or of a good belonging to some eco-
nomic unit, which is brought about as the result of the activity of some other economic
unit with the prior agreement of the former person or economic unit*. But this definition
also fails to cover all conceivable cases.

Further difficulties arise from the various ways to trade services internationally. Firstly — like
trade in goods — a service can simply be supplied from one country to another, e.g. by post
or telecommunications. The second mode is the supply of a service by a provider abroad to
a domestic consumer, e.g. in tourism. The third and most important form of trade in serv-
ices is the provision by a “commercial presence®, i.e. by a subsidiary of a domestic com-
pany located abroad. Finally, the fourth mode is provision by means of cross-border
movements of service providers into foreign countries. These modes of delivery created a
lot of difficulties in the GATS negotiations. In particular, there was no agreement on
whether and how far the planned agreement should liberalise foreign direct investment
and international movements of people.

For the purposes of this study, there is no real need for an abstract definition of and dis-
tinction between goods and services. The study uses a pragmatic and comprehensive defi-
nition which embraces all commercially “tradable* services in all modes of supply. That is
also the GATS concept.
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2.

The statistical problem

Statistics on international trade in services are very incomplete. This is primarily because,
unlike goods, services are not normally registered at the border. Detailed data on bilateral
exports and imports are rare. Almost the only source of data on international trade in
services which is available so far for almost all countries is the balance of payments pub-
lished by the International Monetary Fund and other international organisations. However,
in terms of policy objectives, it has a number of deficiencies:
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The balance of trade only indicates the value of trade in services. The changes regis-
tered in the flows and balances of services derive from the volume of trade in services,
from market prices and from exchange rates. Fluctuations in prices and exchange rates
are frequently considerable and make it difficult to analyse the flows of trade expressed
in terms of value. When comparing the figures for various years from individual coun-
tries, it is therefore necessary to bear in mind that the above-mentioned variables have
an impact on the trends of the statistically recorded flows of trade (Eurostat, 1997).

Despite globally binding rules — the International Monetary Fund lists the rules for
compiling balances of payments in its Balance of Payments Manual — definitions of
services vary from one country or institution to another.

The balance of payments includes items which embrace both goods and services. Such
items traditionally include tourism, which includes the purchase of goods by tourists
when abroad.

Until recently, major trading partners like the former communist countries recorded no
data on services, because they did not regard the “non-productive field* as output in
their national accounts (the material product system). The GDR, for example, did not
record a balance of payments in line with the IMF definition.

In a number of countries, including Germany, data on trade in services are obtained
from reports by businesses. In general, gross flows are reported; in certain cases, bal-
ances may also be registered. For those transactions which do not need to be reported,
estimates have to suffice. At the same time, there is a lack of statistics about the vol-
ume and quality of the services traded, so that it is impossible to establish the influence
of quantitative turnover, qualitative improvements and inflation on the development of
the value of trade in services.

In addition, the balance of payments excludes those services which are traded as ele-
ments of trade in goods. As production is increasingly tertiarised, growing proportions
of services “incorporated* into goods are statistically allocated to merchandise trade.

By definition, the balance of payments is only oriented to cross-border trade. It thus
fails to cover services supplied by a “commercial presence®, i.e. subsidiaries of the
company abroad. So far, only the United States has meaningful information about this
most important form of trade in services. A few others, including the EU, France, Ger-



many and the UK, will in the foreseeable future be able to provide initial indications in
the form of details about the turnover and workforce of these companies.

The statistics therefore seriously under-report international trade in services (WTO, 1996:
vol. Il, 167). According to estimates by the WTO Secretariat, the amount of services traded
by commercial presences abroad is roughly equivalent to the level of cross-border trade in
services — the only aspect which has been recorded to date.

Since the beginning of the Uruguay Round, intensive efforts have been made to improve
the statistical situation. Eurostat, IMF, OECD, United Nations, World Bank and WTO are
working on this together. In the fifth edition of the IMF’s Balance of Payments Manual
from 1993, the clear separation of goods, services and factor income was a key develop-
ment. In particular, the existing services balance was subdivided into a balance of services
(in the narrower sense) and a balance of factor income. This removed the previous distor-
tions affecting the statistics on trade in services caused by income from assets and labour.
The IMF has also published recalculated results for earlier years. Eurostat and the OECD
have drawn up a common classification of international trade in services, the aggregates
of which have found a place in the IMF Balance of Payments Manual. This represents a first
step towards globally standardised data collection, at least for certain major types of serv-
ices. Eurostat is also concluding bilateral agreements with the EU member states which
stipulate a harmonised definition of and a method to obtain statistics for a large number
of individual items. In March 1995, the Bundesbank (1995b) adapted its presentation of
the balance of payments to the new international concept. Also, in terms of the
OECD/Eurostat classification, Germany is one of the countries with a relatively comprehen-
sively itemised list of services.

However, all of these changes in recent years have also meant continual revisions to the
published series of statistics, and it has not always been possible to avoid interruptions to
the series. This renders the analysis and the international comparison more difficult. And
then there are differing publication dates in different institutions, with different revision
statuses. However, following the substantial restructuring of the last few years, it can be
expected that the coming years will see a consolidation.

The remaining statistical gaps may result in difficulties in future negotiations on liberalisa-
tion or in possible WTO dispute-settlement procedures when there is a need for a precise
evaluation of the trade flows involved in the dispute. On the other hand, all the efforts to
improve the statistics encounter commercial and political limits, because they necessitate
detailed questioning of the relevant companies and may therefore be out of step with the
justified efforts to relieve businesses of statistical and administrative burdens.

This paper primarily uses the balance of payments statistics from the Bundesbank for its
analysis of German trade in services. For international comparisons, it normally takes the
IMF’s balance of payments statistics and the WTO statistics; for the sectoral studies, it also
draws on statistics from other sources.
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3. Trends in international trade in services

Services are playing an ever increasing role in world trade. Due to commercial and techni-
cal developments, particularly in information and communication technologies, many
services which used to be deemed “untradable* are now traded internationally. In addi-
tion, in the course of the growing international division of labour and the tertiarisation of
the production of and trade in goods, services are increasingly becoming an essential ele-
ment of all world trade.

Since the early 1980s, trade in services has been the highest-growth area of world trade.
Cross-border exports of services alone (i.e. excluding subsidiaries abroad or international
movements of persons) grew nominally by an annual average of almost 12% between
1985 and 1995 (data in constant prices are not available). This growth even outstripped
the strong expansion of trade in goods, which rose by an annual average of 11% in the
same period (Table 4):
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Table 4:

(US $ billion in current prices)

Development of exports of goods and services
of the leading exporters in 1985-1995

1985 1990 1995 Average Market Market
growth share (%) | share (%)
p.a. (%) 1985 1995
Exports of goods |World 1,950 | 3,437 | 5,033 10.9 100 100
EU (15)! 709 1,507 2,028 11.1 36.4 40.3
USA 219 394 584 10.3 11.2 11.6
Germany? 184 421 509 10.7 9.4 10.1
Japan 177 288 443 9.6 9.1 8.8
France 102 217 286 10.9 5.2 5.7
UK 101 185 242 9.1 5.2 4.8
Exports of services | World 381 793 | 1,168 11.9 100 100
EU (15)! 171 379 520 11.8 44.9 445
USA 63 137 188 11.6 17.3 16.1
Germany*® 23 49 69 11.6 6.0 5.9
Japan 21 41 64 11.8 5.5 5.5
France 35 75 95 10.5 9.2 8.1
UK 29 54 66 8.6 7.6 5.7
Proportion of total
exports accounted
for by services (%) | World 16.3 18.7 18.8
EU (15)! 194 20.1 204
USA 22.3 25.8 24.3
Germany? 11.1 10.4 11.9
Japan 10.6 12.5 12.6
France 25.5 24.0 24.9
UK 22.3 22.6 214

1 including intra-EU transactions

2 until 1989 western Germany; from 1990 all Germany

Source: WTO Annual Report 1996: vol. Il, tab. A3, A5

In 1995, international exports of services amounted to US $ 1168 billion; by 1996, the fig-
ure was US $ 1200 billion. The proportion of total world exports accounted for by services
thus rose from 16.3% to about 19% over a ten-year period.
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Also, growth in world exports of services has been particularly high in the more recent
years (1994: +9%; 1995: +13%). To some extent, this is due to an “appreciation* of the
export figures denominated in US dollars, as the dollar has risen against other currencies.

Notwithstanding the impressive dynamism of international trade in services, it should be
noted that it actually accounts for only about 19% of world trade — far less than the pro-
portion of world output accounted for by services (approx. 65%). The services sector is
therefore much less internationalised in the form of foreign trade than is industry (Hartel et
al., 1995: 24), although certain areas of services and certain global players are exceptions.
This is the result of many structural, institutional and regulatory factors and barriers to
trade. However, many of these barriers are increasingly being overcome by technological
developments and international liberalisation. In conjunction with the dynamism of the
process of tertiarisation, this also suggests that there will be a further rise in the level of
services traded internationally.

In the international comparison, the proportion of total German exports accounted for by
services is statistically below the world and EU averages. In fact, the gap has widened over
the last decade (Figure 3):

Figure 3:

Proportion of services in total exports of leading exporting countries (per cent) (on US $
basis)

01985 @1995

30 1

25.8

France USA UK Japan Germany World EU

Source: WTO, Annual Report 1996: vol. II, tab. A3, A5

26



The proportion of all German exports accounted for by services is thus roughly in line with
the figures for Japan, Canada, Ireland and some emerging economies.

The world’s services market is dominated by the highly developed countries and some
Asian emerging economies (Figure 4):

Figure 4:

The world’s leading exporters of services

(Share of world export of commercial services in 1995 in per cent)

Others 39%

Belgium/Lux. 3.1%
Hong Kong 3.2%
Spain 3.4%

Netherlands 4%

Japan 5.5%

USA 16.1% United Kingdom 5.7%

Germany 5.9%

France 8.1% Italy 6%

Source: WTO, 1996: vol. Il, tab. A5

The EU alone (including trade within the EU) accounts for about 45% of world trade in
services. However, the United States, the largest exporter (with a 16.1% market share in
1995) and importer (11.2%), is well ahead of all other countries. Germany, which ex-
ported services worth US $ 68.8 billion in 1995, had only a 5.9% share of world exports,
and came fourth behind the USA, France and Italy.

The fact that the leading positions are all taken by highly developed countries does not
mean that the developing countries do not play a role in trade in services. 15 of the world’s
40 leading exporters of services are developing countries. Together, they achieve a share
of roughly 16% of world services exports and 18% of imports. Many developing countries
are even relatively highly specialised in exports of services. Analyses on the basis of the
revealed comparative advantage of individual countries show that small developing coun-
tries in particular have above-average export intensities for tourism, transport and other
services. The relative significance of income from tourism in these countries was already
twice as high as the world average in 1980 (Hoekman, Braga, 1996: 7; UNCTAD/World
Bank, 1994: 13).

The statistical gap between Germany’s services exports and those of other countries be-
comes even more obvious when one compares Germany’s share of world services exports
with its share of goods exports (1995: 10.4%). When it comes to exports of goods, Ger-
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many usually takes second place, and frequently even comes first (competing with the
United States), whilst it is generally outpaced by a number of rivals on services exports.

The statistics have so far only been able to give a very rough idea of the sectoral develop-
ment of international trade in services. Figure 5 shows the development of the main areas
of services exports, i.e. transport services, international travel and other private (i.e. non-
governmental) services for the OECD countries between 1970 and 1994.

Figure 5:
Sectoral breakdown of services exports of OECD countries 1970 — 1994 (%)
45% T
1 3%
40% 37%
35% T
31%
30% T 28%
25%

25% T 29%
20% T
15% + 14%
10% T

5% T aili

0%

Transport Travel Other private services ~ Governmental services

Source: OECD, 1996: Services Statistics on International Transactions

This reveals clear structural shifts within exports of services. The proportion produced by
travel has grown by 6 percentage points in the last 25 years, whilst the share of transport
has dropped from 39 to 28% and the proportion of exported ““governmental services* has
also declined sharply. But the greatest shift was towards ““other private services*: the per-
centage of overall services exports accounted for by this group rose from 22% in 1970 to
37% in 1994. This catch-all category includes the growing areas of telecommunications
and information services, construction, engineering and financial services, and business
services. It has become the most dynamic field of services world-wide.

With a market share of 6.3% in 1994, Germany was the world’s fifth largest exporter and
importer of transport services after the USA (16.1%), Japan (7.5%), France (6.4%) and the
Netherlands (6.4%). In international travel, it accounted for 3.3% of world exports, taking
seventh place behind the USA (20.5%) and others. In the field of “other private services®,
Germany had a 6.2% market share, coming sixth behind the USA (15.3%), France
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(10.9%), Japan (7.7%) and the UK (6.9%) (WTO, 1996: vol. Il, tab. IV, 61 — 63). The de-
velopment of trade in the main services sectors will be examined in detail below.

An international comparison of the balance of payments figures for trade in services gives
the following picture:

Figure 6:

Import or export surplus of leading services trading nations' in 1994
(US $ billion)

Japan

Germany

Canada
[ —
[taly
a
United Kingdom
Spain
France
USA
1,

-70 60 -50 -40 -30 -20 -10 O 10 20 30 40 50 60 70 80

1 including government services

Source: IMF Balance of Payments Statistics Yearbook 1996: vol. 1

Once again, Germany is lagging behind most of the other highly developed countries. The
OECD countries together have recorded a permanent surplus on trade in services since
1970 - indeed, the surplus has been continually expanding. In the United States, the sur-
plus grew from US $ 12.6 billion to 68.1 billion between 1988 and 1995; in France it rose
from 10.7 to 19.2, and the increase in Spain was from 13.7 to 17.9 billion dollars. In con-
trast, the German deficit rose in the same period from US $ 13 to 46.5 billion. It is ex-
ceeded only by Japan, which, like Germany, is registering growing deficits on the travel
side in particular.

4. The factors determining international trade in services

Just like the structural change within Germany, the strong expansion in international trade
in services is being driven by the world-wide trend towards economic tertiarisation. The im-
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proved availability of services and the rising demand for them are encouraging many sup-
pliers to develop new markets abroad. What factors determine the position of a country
and its suppliers in the international services trade? This paper cannot review all the theo-
ries on corporate internationalisation and the relevance of such theories to the services
sector (cf. Mosslang, 1995), but the main aspects are presented in this section:

It is now generally understood that the concept of “comparative advantage*, which was
originally developed for trade in goods, also applies in principle to international trade in
services. This theory, which was developed by the Swedish economists Heckscher and
Ohlin, says that a country engaged in international trade has competitive advantages in
terms of those goods or services that require a relatively high input of production factors
which are relatively abundant and thus cheap in that country. In contrast, a country will
have competitive disadvantages in the case of those goods or services which require a high
input of relatively scarce and therefore expensive production factors. A capital-rich country
with high wages should therefore normally export goods and services which require a high
input of capital. On the other hand, it should import goods and services which require a
relatively high input of low-cost labour.

This theory, which was subsequently developed further by Leontief and others, is unable
to explain and predict all the developments in the international trade in services. None-
theless, it is useful as a basic explanatory model (UNCTAD/World Bank, 1994: 27, with
further references; OECD, 1994: 94; Mdsslang, 1995: 248).

Competitiveness in international trade in services is primarily determined by structural fac-
tors which — as with trade in goods — vary from one country to another. It is generally as-
sumed that the gap between the volume of trade in services and trade in goods is caused
by the fact that services markets are more restricted than goods markets as a result of
structural access barriers (Hartel et al., 1995: 28).

The main structural competitive factors are the availability of natural and human resources
(human capital) in a country, e.g. the climate or natural beauty of the preferred tourist des-
tinations, the size of the sales markets and the population, geographical proximity to the
sales markets, or the vocational training, skills and motivation (the ““services mentality*) of
the providers. The Netherlands, for example, serves as a transit country for maritime and
air transport for large parts of Europe and has been able to build up a very powerful trans-
port sector. Half of all imports into the EU enter via the Netherlands.

The natural ability to speak the leading world languages is a major competitive advantage
in international trade in services. This partly explains America’s competitive edge on the
software market and the Internet, where 80% of the information comes in English.

In technology-intensive and capital-intensive services sectors like transport and communi-
cations, an important role is played by the availability of the necessary technical infrastruc-
ture and financial resources. Some of these factors exist “naturally** and can scarcely be
influenced by government, whilst others can be altered by appropriate policies or business
strategies. The latter applies, for example, to bringing policies on education and vocational
training into line with the demands made by the international trade in services.
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On the supply side, market access for foreign service providers is primarily dependent on
the practical possibilities and the costs involved in overcoming the distance between sup-
pliers and customers. Services which require direct contacts between suppliers and con-
sumers often encounter structural market access barriers in international trade. This ap-
plies, for example, to personal or ““consumer-related* services in the retail sector, to local
public transport or to locally supplied craft or building services. According to the tradi-
tional concept of cross-border merchandise trade, such services were frequently regarded
as simply not tradable. Taking the concept of trade in services which is generally accepted
today and which goes much further, however, such services are no longer excluded from
international trade, because the suppliers can provide them via subsidiaries abroad or the
cross-border movement of persons. It is, of course, true that these forms of trade in serv-
ices involve practical mobility problems and costs which may render the trade more diffi-
cult or even impossible. The difficulties vary widely depending on the type of service and
the respective market conditions, and can be affected by technical and commercial ad-
vances. In many cases, modern communications, information and transport technologies
have substantially reduced the effort and costs involved in purchasing services from distant
suppliers (Table 5):

Table 5:
Falling costs for air transport, telecommunications and computer use
(in 1990 US $ unless stated otherwise)

Year Average cost of air Price of a three minute | US Department of

transport per passen- |call from New York to | Commerce

ger mile London computer price deflator

(1990 = 1.0)

1930 0.68 244.65
1940 0.46 188.51
1950 0.30 53.20
1960 0.24 45.86 125.000
1970 0.16 31.58 19.474
1980 0.10 4.80 3.620
1990 0.11 3.32 1.000

Source: Herring, Litan, quoted in IMF World Economic Outlook, 1997: 46

This in turn has widened the geographical areas and time horizons within which services
are bought and sold, as can be seen from the expansion of large regional, national or in-
ternational companies offering financial, air transport, telecommunications, hotel, fast
food or car hire services. Financial services and securities trading, which were previously
restricted to the opening hours of the national stock exchanges, are now available round
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the clock all around the world. Another well-known example is provided by data-
processing and software services, which are provided in India for industrial and services
companies world-wide.

It also makes sense to purchase foreign services when these relate to international transac-
tions. Examples of this are export financing, transport insurance, reinsurance, the estab-
lishment of a communications centre for a globally operating company, etc.

A further reason for the internationalisation of trade in services is the exploitation of
commercial economies of scope and scale.

Companies derive economies of scope from the opportunity to serve many international
markets and to utilise competitive advantages over national rivals. This usually involves a
strategy of expansion with the establishment of an international network of branches. The
main advantages are the global integration of information, data and marketing, the tying
of internationally mobile clients to the company, and the cutting of investment and oper-
ating costs. Examples of this are the global presence of the “big six*“ accountancy firms,
the network of branches of credit card companies like American Express (one of the main
initiators of the liberalisation of international services), international banks, hotel chains or
car hire firms, and the international route networks and central reservation systems of air-
lines (Mdsslang, 1995: 227ff.). However, these economies of scope do not exist for all
service sectors, e.g. locally-based craft companies, local transport, or many regionally-
based professional services and small corporate structures.

At one level, economies of scale can arise for the countries participating in world trade. If
countries specialise in certain products and engage in trade with one another, they can
take advantage of economies of scale in production. That is one of the reasons why small
countries are often more intensively engaged in foreign trade than countries with large
economic areas. By doing so, they overcome the difficulties of small sales markets.

However, economies of scale also play a particularly prominent — and controversial — role
at the level of service companies. Recent developments, and especially the rising capital
intensity of many service industries, e.g. in the field of telecommunications and informa-
tion services, in the transport sector and in other sectors using machinery, indicate that
service companies are also increasingly able to achieve economies of scale in production
(Mosslang, 1995: 224). The trend towards international mergers, cooperation and strate-
gic alliances in aviation and telecommunications illustrates this development. The insur-
ance industry provides another example of increasing internationalisation, not least be-
cause a larger number of insurance contracts facilitates internal risk management and cal-
culations.

Many service companies are highly dependent on the market experience they acquire as
they develop a foreign market. Often, the degree of international competitiveness is de-
termined less by a natural endowment with resources and more by having the opportunity
to be first on a new market and to develop the necessary experience and corporate size.
This explains, for example, the efforts of large insurance firms like Allianz to gain early ac-
cess to markets in eastern Europe or China. The huge level of interest on the part of the
US telecommunications industry in the liberalisation of telecoms markets adopted at the
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WTO in February 1997 is also striking. The US industry and government clearly signalled
their intention to occupy these markets for the USA as quickly as possible.

In the past, it has been felt that personal, professional or consumer-related services offer
little potential for utilising economies of scale. This was based on the consideration that
there are technical limits to the mechanisation and standardisation of production in per-
sonnel-intensive service sectors, and that such efforts would run counter to the desire of
customers for individual service. However, the market conditions are changing here as
well. Advances in communications, information and transport technology have cut the
costs of mobility and opened up new opportunities for the automation and standardisa-
tion of production. Larger structures are now even developing in international business in
those service sectors which require a particularly close and trusting relationship between
provider and customer, and which have so far been characterised by small company sizes.
Typical of this is the growing number of large international accountancy and law firms,
which are clearly meeting a rising demand from their clientele for specialisation and exper-
tise in global trade and investment (UNCTAD, 1993).

Finally, “external* economies of scale arise when in-house production experience is dis-
seminated (e.g. by outsourcing) across an entire sector or when production-related services
are offered as an input for various industrial users, as happens in the computer industry in
Silicon Valley.

On the demand side, the main structural impediments to the globalisation of markets are
specific regional needs and consumption patterns. These include historically and culturally
determined consumer wishes, and especially differences of language. One example of this
is the aversion of US film and television viewers to dubbed foreign films, or, in the other
direction, the attempts made by the European Union to fence the European market off
from foreign films and television programmes. Overcoming this sort of market access bar-
rier is particularly difficult because it requires changes in consumer preferences and ad-
justments in supply and demand which can only be achieved in the long term.

In addition to the structural market access conditions, the relative competitive advantages
and disadvantages of the service providers and their products — like price, quality, reliabil-
ity, customer orientation, specialisation, etc. — determine a country’s position in the inter-
national trade in services. To this extent, there are no fundamental differences from mer-
chandise trade.

5. Regulatory barriers to trade

On top of the above-mentioned structural, sectoral and company-specific factors affecting
competitiveness, the regulatory framework of each country has a decisive impact on inter-
national trade in services. Unlike the goods-producing sector, most service industries are
regulated by the state. In fact, many developing countries are still “lagging behind* the
highly developed countries in terms of regulation, and this makes access to their markets
appear relatively easy, at least in formal terms.
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The state regulates the services markets in order to attain a variety of political objectives.
For example, any restrictions on the purchase of foreign currency to pay for imported
services are normally part of a general system of restrictions on payments designed to
tackle balance of payments difficulties. Restrictions on the entry and residence of foreign
service personnel form part of the overarching immigration and labour market policies of
every country. Other rules on services aim to protect public safety (e.g. in air and road
transport), the consumer (e.g. via supervision of banking and insurance), the functioning
of financial markets, or health and legal systems via qualification and admission require-
ments for those working in them. Also, regulation may pursue cultural objectives, e.g. im-
posing market access restrictions on foreign films.

Government regulations are rarely exclusively protectionist, with the sole aim of restricting
international trade in services. However, they are generally only viable if the state monitors
all relevant transactions, no matter whether they refer to the national market or to interna-
tional trade. There is therefore generally a close link between trade policies and other ob-
jectives of government regulation. This makes it more difficult to liberalise trade in serv-
ices, since — in contrast to trade in goods — such liberalisation almost always impinges on
vital and sensitive areas of domestic policy and national sovereignty. National regulation of
the services markets is therefore one of the main causes of the gap between international
trade in services and in goods.

Every government policy which hinders the sale of services produced abroad represents an
impediment to trade in services. Such measures either limit the market access of foreign
competitors or discriminate between them and domestic firms, thereby violating the prin-
ciple of national treatment. In many cases, there is a combination of both effects.

The trade barriers range from a simple ban on the supply of certain services by foreign
providers to quantitative restrictions (e.g. quotas), restraints on the international exchange
of information, additional costs for imported services, and administrative impediments of all
kinds (Mdsslang, 1995: 97ff.).

Barriers to international trade in services usually exist where the state can effectively moni-
tor the transactions. Unlike trade in goods, this is not generally at the national border, but
at the “interface* between supplier and consumer. Typically, therefore, barriers to trade
are created by restrictions on the purchase of foreign exchange to pay for imported serv-
ices, on the cross-border movement of people, information, goods and money, on the sale
of services on the domestic market by a foreign supplier, or on the employment of foreign
service staff on the domestic market.

The nature of the trade barriers and their practical impact on trade in services vary widely
between sectors and countries. As part of the preparations for the negotiations on services
in the GATT Uruguay Round, systematic studies were undertaken, particularly in the US
and Europe, which revealed an almost overwhelming variety of barriers to trade. The most
important study for Europe was that of Peat, Marwick and Mitchell (1986), but there were
also empirical studies for Germany (Scientific Consulting, 1989; Petersen et al., 1993:
149).
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The most effective trade barriers are those which wholly or partially block market access
for foreign suppliers. Examples include the refusal to allow foreign airlines to service do-
mestic routes, the (similar) ban on foreign vessels sailing between domestic ports (cabo-
tage), the ban on branches of foreign companies, public-sector monopolies, e.g. in the
telecoms sector, etc. Such radical market access barriers exist in almost all countries. For
example, most EU countries, including Germany, deny cabotage to non-EU vessels; within
the EU, by contrast, cabotage is normally permitted. The well-known EU “Television with-
out frontiers* Directive requires the television companies of EU countries to reserve at least
50% of screen time for “European works*“. The telecoms monopolies of most EU coun-
tries, which have kept the markets closed to foreign competitors, have only been removed
since 1 January 1998. The United States only issues a radio licence to telecoms companies
which are at least 80% American-owned. France and Portugal also restrict foreign share-
holdings in their telecoms companies.

In addition to such radical restraints of trade, there are innumerable other restrictions on
market access for foreign competitors or impediments to their operations. These include
conditions on production, procurement and employment (“local content*) for foreign sub-
sidiaries, cumbersome, obscure and discriminatory authorisation procedures, obstacles to
access to financial markets, etc. Great distortions of competition to the detriment of for-
eign suppliers also derive from the subsidisation of domestic firms and the discriminatory
award of government contracts. Further serious trade barriers take the form of discrimina-
tory taxation or levies and employment restrictions for foreign service personnel, e.g. the
refusal of visas and work permits or the non-recognition of foreign qualifications, certifi-
cates and diplomas.

Actually establishing, evaluating and reducing these barriers to trade via multilateral nego-
tiations is made all the more difficult by the fact that they are often applied in an unclear
and unpredictable manner. Some of them are expressly stated in statutory rules, but are
imposed more or less strictly. Exceptions are frequently possible, and this gives the author-
ising bodies broad powers of discretion. There are also many ways to fend off or discrimi-
nate against “undesired* foreign competitors. Other trade restrictions are only based on
obscure internal administrative guidelines or ““traditional* practice.

Not least for these reasons, it has so far proved impossible to arrive at a quantitative as-
sessment of the impact on international trade in services of existing barriers to trade or
their removal. The OECD recently initiated a study on this, but it is encountering major
problems simply due to the lack of proper data about volumes, prices, origin and destina-
tion of the internationally traded services. The OECD is endeavouring to develop so-called
“tariff equivalents* to assess protectionist measures impeding trade in services and to test
them in case studies for individual sectors.

The international efforts to liberalise trade in services are seeking to identify and gradually
reduce the regulatory and institutional barriers to trade. This is occurring at various inter-
national levels and in various services sectors. This development is examined in Parts IV to
XII.
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Part Ill: The significance of foreign investment

International direct investment has become a driving force for globalisation, and this proc-
ess is being continually boosted by the development of global information and communi-
cation networks, by international data traffic and by the world-wide trend towards de-
regulation, privatisation and market liberalisation. As a consequence, foreign direct in-
vestment has been expanding faster than global output and global trade. The inventory of
foreign investment grew from US $ 500 billion in 1980 to US $ 3 trillion in 1996. The
turnover of the 270,000 or so foreign subsidiaries of approx. 39,000 multinational com-
panies now exceeds the value of world trade in goods and services. Internal trade within
the multinational companies (intra-corporate trade) is estimated to amount to more than
one-third of world trade (WTO, 1996: vol. |, 44ff.; UNCTAD, 1996a: 3). In many develop-
ing countries, foreign direct investment brings in more capital than development aid. Only
a few developing countries still deny that foreign investment brings economic advantages
for their development.

The leading investors are the highly developed countries. In 1995, they invested US $ 270
billion abroad (up 42% on 1994) and hosted foreign investment worth US $ 203 billion
(up 53%). Roughly two-thirds of the volume invested world-wide originated from five
countries — the United States, the United Kingdom, Germany, Japan and France. These five
are also the leading recipients of investment. Since the late 1980s, however, developing
countries have also become important destinations for investment. Their share of the in-
coming foreign investment rose from 21% to 32% between 1988 and 1995.

This dynamism is also shown by German foreign direct investment. The inventory of direct
investment owned by German companies abroad more than doubled between 1984 and
1995. At the end of 1995, it amounted to DM 362 billion.

The dynamic development of German investment abroad is primarily due to the expansion
of the services sector. The sectoral breakdown of German investors has for many years
shown a clear shift towards the services sector. Whereas in 1984 just under one-third of
the German stock of foreign direct investment was owned by services companies, they
now hold more than half. At the same time, the share held by the manufacturing sector
declined from 70% to 44%. The main reasons for this are rising foreign investment by
holding companies (which are categorised as being in the services sector even though they
are largely owned by industrial investors) and the investment undertaken abroad by Ger-
man banks and insurance companies. In contrast, other service industries have yet to make
themselves felt as major investors.

There is also a clear shift towards services in the sectors abroad targeted by German inves-
tors. In 1984, service companies accounted for 47% of the inventory of German foreign
investment; by 1995, the share had risen to above 59%. This means that the services sec-
tor has become the main target of German foreign investment.

Table 6 shows the structure of German foreign investment in services by sector of origin
and sector of destination:
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Table 6:

German foreign direct investment in the services sector
(Inventory figures by sector, 1995)
Sector of origin Target sector
DM million | Share in % | DM million | Share in %
Holding companies 113,193 58.4 21,354 9.6
Banks and financial institutions 43,492 22.4 93,197 41.8
Insurance companies 14,652 7.6 21,481 9.6
Trade and repairs 12,422 6.4 60,387 27.1
Transport and telecommunications 3,815 2.0 2,952 1.3
Services for businesses 3,280 1.7 4,720 2.1
Other services 2,979 15 19,084 8.6
Total 193,833 100 223,175 100

Source: Deutsche Bundesbank, International capital links, Special Statistical Publication 10, May 1997: tab. | 2b

Almost 90% of the amount invested went into trading companies, banks, insurance firms
and holding companies; other services sectors do not yet play a significant role as targets
for investment.

A comparison between the sectors of origin and destination, however, reveals a clear dis-
crepancy: DM 223.2 billion worth of German direct investment went into foreign services
companies, but only DM 194 billion originated from German services companies. This im-
plies that German manufacturing companies are investing outside their sector in foreign
services companies, so as to enhance their proximity to their market and their customers
and to adapt to the new challenges of providing ““solutions* (Krdmer in Mangold, 1997:
210).

Data on the regional structure of German foreign investment in services is only available in
the case of trading companies, banks and financial institutions, insurance companies and
holding companies. 92% of this investment went to highly developed countries, of which
69% went to the European Union, 14% to the USA and 2% to Japan. 6.5% went to de-
veloping countries, and 1.3% to the countries in transition.

What are the causes? Unlike in the merchandise sector, a service provider has virtually no
possibility of gradually developing a foreign market by exports. For many service industries,
a subsidiary abroad is indispensable if a market is to be developed. Banks, insurance com-
panies, retailers or providers of business services rely on direct contact with their custom-
ers. Often, the only practical way to export their service is to maintain a commercial pres-
ence abroad. US statistics, for example, show that “indirect** exports of services between
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the EU and the US via foreign subsidiaries are twice as high as the level of cross-border
trade in services between the two regions (UNCTAD, 1996a: 89). The Uruguay Round ex-
pressly recognised the vital role played by the “commercial presence* in the form of corre-
sponding provisions in the GATS.

Because of the need for close contact with the customer, the foreign subsidiaries of service
companies are not usually in competition with the parent company. For this reason, the
establishment of subsidiaries abroad generally has only a slight impact on the direct ex-
ports by and the employment levels in the parent company.

Other reasons why service companies are investing abroad lie in the trend towards an in-
tra-corporate division of labour within globally operating companies and towards an
outsourcing of upstream inputs. Examples include the production of software in India,
data processing for airlines in the Caribbean, or the processing of insurance claims for US
insurers in Ireland.

A further vital reason for the expansion of international investment in services is the liber-
alisation of the financial and capital markets and the increasing liberalisation and deregu-
lation of investment rules for large markets. The German situation is dominated by the
single European market. Its completion brought a sharp rise in German investment in the
banking and insurance sectors and an influx of investment into Germany from non-EU
countries, and particularly from the United States. But many other countries have also re-
moved impediments to investment and now guarantee protection for investment and bet-
ter-functioning markets. In 1995 alone, 106 of 112 changes to investment legislation in
64 countries were directed towards liberalisation and the promotion of foreign direct in-
vestment. In many developing and emerging economies, people are becoming increasingly
aware that foreign direct investment can bring not only capital, but also technical and
commercial expertise along with other advantages like access to foreign sales networks.

International rules on trade are also taking account of the growing integration of trade
and foreign direct investment. There are now some 1300 bilateral investment protection
agreements — in the early 1990s, there were only about 600. The main stimulus for this
has been the desire of developing countries to attract foreign investment. There are also
multilateral agreements on specific aspects of foreign investment, e.g. the MIGA (Multilat-
eral Investment Guarantee Agency) and the International Centre for Settlement of Invest-
ment Disputes (ICSID); each of these have roughly 130 participating countries.

Investment is fully liberalised in the single European market. Investment issues are also
regulated by a number of WTO agreements, especially the GATS, the Agreement on
Trade-Related Investment Measures (TRIMS) and the Agreement on Trade-Related Aspects
of Intellectual Property Rights (TRIPS). In the OECD, negotiations started in 1995 on a Mul-
tilateral Agreement on Investment (MAI), with the aim of providing high standards of lib-
eralisation and protection; however, these negotiations have yet to bear fruit.

What impact will the foreign direct investment in the services sector have on employment
at home and abroad? According to statistics from the Bundesbank (1997b: tab. | 2 b), the
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service companies operated abroad by German investors employed a total of about
780,000 people in 1995, with about 500,000 of these working for trading companies and
94,000 for banks and insurance firms. However, this sectoral breakdown is uncertain. It
can be assumed that only a small proportion of this workforce comes from Germany, i.e.
the management and a few staff members with specific skills and abilities. The vast bulk of
the staff probably come from the host country. This coincides with the interest of a service
company in having a workforce familiar with the host country. But it also results from the
world-wide practice of restricting the employment of foreigners.

For the same reasons, the service companies owned by foreign investors and operating in
Germany will mainly employ German personnel. According to the Bundesbank statistics
(1997b: tab. Il 2 b), such companies employed some 518,000 people in 1995. Foreign
services companies therefore make a substantial contribution towards employment in
Germany.

For the future, it looks as though the ongoing structural change and the dynamic nature
of the services sector will mean that its significance for German foreign investment will
continue to grow. Direct investment will be deployed alongside trade as an effective way
to develop foreign markets. There is great potential for development, not only in the
highly developed countries, but also in the countries in transition in central and eastern
Europe, in China, and in many developing and emerging economies (UNCTAD, 1996a:
XXIV; Kramer in Mangold, 1997: 212).
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Part IV: The liberalisation of international trade in services

1. The theoretical background

The positive experience gained from liberalising trade in the single European market and
the GATT have proved that a country’s participation in world trade normally fosters
growth and employment. Whilst trade restrictions may benefit a protected sector, they
cause macroeconomic costs for consumers and other sectors. Trade liberalisation, on the
other hand, enables every country to specialise in line with its comparative advantages.
Liberalisation enhances the mobility of the factors of production and boosts competition
on quality and price. This makes it possible for companies to exploit economies of scale on
larger markets and creates incentives to improve productivity and innovation. The consum-
ers gain access to better and cheaper products and services. Previously protected sectors are
forced to adapt to the increasing international competition. The net impact on welfare of
trade liberalisation is normally positive (UNCTAD/World Bank, 1994: 27). These experi-
ences have long since been documented in detail (cf. e.g. Giersch 1987; OECD, 1994:
101). They were also key motives for completing the single European market.

2. The development of the concept of liberalisation

The liberalisation of international trade in services began substantially later than the liber-
alisation of trade in goods and of capital movements, on which work began soon after
World War Il when the Bretton Woods institutions and the GATT were established.

2.1 The OECD’s codes of liberalisation

The OECD codes of liberalisation of capital movements and of current invisible transac-
tions adopted in 1961 (OECD, 1995a) represented a first step towards liberalising interna-
tional movements of services and capital. They obliged the OECD member states to liber-
alise the entire spectrum of international capital movements and to gradually remove all
restrictions on certain ““invisible transactions*. By the end of 1992, virtually all the member
states had abolished their controls on capital movements. The liberalisation lists for trade
in services were extended, and the number of national exemptions substantially reduced.
During the last review in 1992, new liberalisation commitments were undertaken for fi-
nancial services in particular.

Clearly, not all the progress on liberalisation made since the introduction of the OECD codes
can be ascribed to these agreements, especially as they do not contain any legal enforce-
ment mechanism. They do, however, represent the first international framework for liber-
alising trade in services and extending the liberalisation to embrace all member states.

Today, the OECD is still a pioneer in the field of international trade liberalisation. In par-
ticular, its members have been negotiating amongst themselves on an international in-
vestment agreement which is to be open for other countries to join. Also, the OECD is
working on a comprehensive initiative on regulatory reform and further market opening.
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2.2 Free trade in services in the single European market

The deregulation and liberalisation of trade in services in the single European market is a
vital issue for Europe and for Germany. Back in 1957, the Treaty of Rome established the
four freedoms, i.e. the free movement of goods, people, services and capital. Article 52 of
the Treaty provides for freedom of establishment and Article 59 for the removal of restric-
tions on freedom to provide services by the end of the transitional period in 19609.

However, only limited progress was made on achieving free movement for services up to
the mid-1980s. Many legal and administrative obstacles remained in place which made it
difficult to provide services and to exercise the right to freedom of establishment in the
Community. They were contained in differing national rules on engagement in economic
activity, e.g. in banking, insurance, transport and professional services. General measures,
like restrictions on capital movements, differing taxes, standards and the discriminatory
award of government contracts, also impeded the free movement of services. This shielded
the European services sector from international competition, with damaging consequences
for its efficiency, optimal use of resources, and competitiveness.

Up to the mid-1980s, the Community endeavoured to resolve these problems by harmo-
nising national rules and creating Community rules and standards. With the 1985 White
Paper on the completion of the internal market and the “Single European Act* of 1987
based on it, the Community decided to complete the single market by the end of 1992
and, as part of this, to remove all impediments to the free movement of services within the
Community. Roughly 50 of the 282 proposals for legislation contained in the White Paper
referred to trade in services. They aimed to remove non-tariff barriers to trade in services in
banking, insurance and securities, in land, sea and air transport, and in new technologies
and services (radio, television, information services and telecommunications).

Although the single market programme for trade in services was not fully implemented by
the end of 1992, most of the measures contained in the 1985 White Paper had been put
in place at Community level by 1993/94. In particular, vital progress was made in the fi-
nancial services sector. The 2nd directive coordinating banking legislation of 15 December
1989 and supplementary rules on the registration of banks, equity requirements and
banking supervision ensure that banks enjoy freedom of establishment and the freedom to
provide services throughout the Community. Essential elements include the introduction
of the ““European passport*, i.e. the recognition of the registration of a bank in its country
of origin by all member states, and the recognition of the country-of-origin principle for
banking supervision. Cross-border operations of insurance companies were also facilitated.
The second and third non-life insurance coordination directives of 1988 and 1992 permit
cross-border trade in non-life insurance services without the need for a subsidiary in the
other country. The directive of 1990 on competition on the telecommunications services
market obliges the member states to revoke exclusive or special rights for telecoms organi-
sations when providing telecoms services apart from telephony. Along with a number of
other fundamental directives, this resulted in the full liberalisation of the Community mar-
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kets for telecommunications services and infrastructure from 1998. The internal market for
transport services by land, sea and air is also largely in place.

In this way, the Community created the basic conditions for liberalising trade in services. Fur-
ther to this, it is particularly important (especially for financial services) that directive
88/361/EEC removed all controls on capital movements within the Community, resulting
in the full liberalisation of capital movements.

Despite all this progress, the internal market for services is still incomplete. The European
Council still has to adopt some horizontal legislative proposals from the 1985 White Paper
which affect services companies, particularly in the field of company law, corporate taxa-
tion, value-added tax and the free movement of people. However, there is an even greater
delay in the translation of the internal market rules into national law. In September 1996,
for example, only the internal market rules for the transport sector had been fully imple-
mented in the legislation of the member states. Only 90% of the rules had been imple-
mented for the banking sector, 88% for the insurance industry, and 85% for new tech-
nologies and services (radio, television, information services and telecommunications).

Furthermore, the single market programme has since turned out to be inadequate in some
respects for a full liberalisation of trade in services. And new barriers to trade have also
emerged. Many rules to protect the common good still impede the free movement of
services, and particularly of business, information and communication services.

What impact has the completion of the single market had on trade in services within the
Community?

From econometric studies and company surveys, the European Commission has estab-
lished that the overall increase in income of between 1.1% and 1.5% caused by the inter-
nal market has also boosted demand for services in the Community. Some European serv-
ice industries are undergoing a radical transformation. Competition has become signifi-
cantly tougher, e.g. in telecommunications, merchant banking and air transport. In some
of these sectors, this has resulted in substantial price cuts (European Commission, 1996b:
130). The abolition of capital restrictions in road haulage and air transport permitted com-
panies to extend their transport networks and make better use of their equipment. In the
road haulage sector, the removal of quotas and the gradual introduction of cabotage en-
abled firms to save 3% to 4% of their costs. In the air, liberalisation has brought greater
flexibility for airlines when they adjust their capacities (seating and flight frequencies) to
demand and when they set their prices. The consequence has been lower prices and a
20% increase in air traffic (European Commission, 1996b: 26).

On the other hand, the Commission has found that the delayed implementation of, for
example, the internal market rules for engineering services has meant that the sector’s ex-
ports outside the EU are ten times as great as the corresponding exports within the Com-
munity (European Commission, 1996a).

The completion of the single market is also reflected in the fact that intra-Community
trade in services has recorded a greater increase since 1985 than the Community’s exports

42



of services to non-EU countries. The share of total EU exports of services accounted for by
intra-Community exports of services rose from 41% in 1985 to 50% in 1994. The corre-
sponding share of intra-Community imports of services grew from 46.8 to 51.4% (Table
7):

Table 7:
The proportion of total trade in services of the EU 12*
accounted for by intra-Community trade in services 1985 — 1994
Intra-EU exports Intra-EU imports
(proportion of total (proportion of total

Year exports in %) imports in %)

EU 1985 41.0 46.8
1994 49.9 51.4

Germany? 1985 33.2 42.4
1994 41.8 45.7

France 1985 39.2 43.1
1994 49.0 48.2

[taly 1985 53.0 49.6
1994 52.3 55.0

Netherlands 1985 52.9 51.4
1994 54.5 55.3

UK 1985 23.3 41.1
1994 30.3 43.8

1 Figures for EU 15 only available from 1992

2 1985: western Germany, 1994: all Germany

Source: Eurostat, International Trade in Services 1985 — 1994, 1996 edition

Overall, the European Commission estimates that up to 900,000 jobs, most of them in the
services sector, have been created within the Community as a direct consequence of the
single market programme (European Commission, 1996a).

The completion of the single market has also resulted in a sharp rise in foreign direct in-
vestment in the Community, particularly from the United States. This illustrates the eco-
nomic attractions of the single market. Most of the foreign investment (overall, 63% be-
tween 1984 and 1993) is flowing into the Community’s services sector. This confirms the
growing significance of services and the particular function of direct investment as a
means to develop a market.

Foreign telecommunications companies have set up subsidiaries in the Community, a de-
velopment which would have been inconceivable just a few years ago. European airlines
like British Airways, Lufthansa and KLM are taking advantage of the right to establish sub-
sidiaries in other EU countries and are expanding their networks in the Community. In the
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banking sector, the number of foreign subsidiaries grew by 58% between 1993 and 1996
(European Commission, 1996b: 26).

In addition to the completion of the single European market, the accession of Finland,
Austria and Sweden to the Union, the opening up of the markets in central and eastern
Europe, and the Europe Agreements between the Community and Poland, Hungary, Ro-
mania, Bulgaria and the Czech and Slovak Republic are creating new markets for Ger-
many’s trade in services. The Europe Agreements oblige the Community and its partner
countries to mutually open their markets, not least to cross-border trade in services. How-
ever, the liberalisation does not enter directly into force: instead, the contracting parties
have merely committed themselves to taking the necessary measures to gradually permit
cross-border trade in services. No such measures have been put in place so far. The same
goes for the commitments regarding the admission of workers. On the other hand, even
prior to their entry into force, the agreements already provide for freedom of establish-
ment for companies and their key personnel.

The introduction of the common currency from 1999 is a further vital step forward for the
services sector. All financial transactions are denominated in euros. The single currency
removes exchange-rate risks between the participating countries and cuts transaction
costs. There is a prospect of greater economic and financial stability, secured by an inde-
pendent central bank. In terms of size, the European currency area is comparable to the
United States (IMF, 1997: 7; OECD, 1997a: 27).

2.3 Other international agreements on liberalisation

In addition to these key decisions on liberalisation in Europe, there are a vast number of
bilateral or plurilateral agreements on trade and investment around the world which refer
to services. Important examples include the European Free Trade Area (1960) and the
North American Free Trade Agreement of 1992. There is also an ever growing number of
regional agreements. This development is now creating concerns in the field of trade pol-
icy due to its potential to undermine the multilateral trade system of the WTO.
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Part V: The General Agreement on Trade in Services (GATS)

1. The origins of the GATS

In his standard work “International Trade in Services* (191, 295), published in 1988, Geza
Feketekuty depicts the history of the “campaign® initiated by the United States for a mul-
tilateral liberalisation of world trade, from the first inclusion of services questions in indi-
vidual agreements under the Tokyo Round to the information campaign by the US services
industry (led by the American Express Company), and the detailed studies of the OECD
countries. The campaign reflected a growing interest, particularly on the part of the United
States, in the opening of the world’s markets for services. International trade in services
had become big business, and the companies operating in the sector include some of the
largest firms in the world.

At first, people were very sceptical about whether there was any chance at all of disman-
tling the regulatory and to some extent protectionist trade barriers. Early on, the highly
negative reactions of the developing countries confirmed this pessimism. Despite this, the
highly developed countries succeeded in getting international trade in services — and pro-
tection for intellectual property rights — onto the agenda of the Uruguay Round at the
conference of GATT ministers at Punta del Este (Uruguay) in September 1986.

Led by India, Brazil and Egypt, the developing countries initially maintained their resistance
to all progress in the negotiations. However, in parallel to the Uruguay Round, many de-
veloping countries were introducing their own programmes to liberalise trade and invest-
ment, including trade in services (UNCTAD/World Bank, 1994: 20). This resulted in a
change of direction in the Uruguay Round, helped by the fact that the developed countries
themselves were increasingly recognising the difficulties posed by far-reaching liberalisa-
tion and were therefore also coming to favour a flexible system of liberalisation. This in
turn made it easier for the developing countries to accept the negotiations.

Following long and extremely difficult negotiations, the trade ministers of the more than
100 GATT countries signed the Final Act of the Uruguay Round at Marrakesh on 15 April
1994. One of the most important results of the negotiations was the “General Agreement
on Trade in Services* (GATS). The GATS is an integral component of the Agreement Es-
tablishing the World Trade Organisation (WTO), which was drawn up in the Uruguay
Round. All the member states of the WTO - there are currently 132 — are also members of
the GATS. The body of agreements entered into force on 1 January 1995.

2. The GATS and its liberalisation concept

The GATS is the first multilateral and legally enforceable agreement on trade and invest-
ment in the services sector. At the same time, it provides a framework for future negotia-
tions to be held regularly on the further reduction of barriers to trade (Barth, 1997a).
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2.1 The scope of the GATS

The GATS contains no definition of what services are, since it proved impossible to achieve
a consensus on this. However, this does not create any significant problems. The GATT,
similarly, does not define what *““goods* are. In view of its principle of ““global coverage*,
the GATS embraces all commercially ““tradable‘ services. No service sector is a priori ex-
cluded. The sole sectoral exception is air transport rights (“hard rights*), which, as stipu-
lated in the annex to the GATS on air transport, do not fall under the Agreement. Also,
services which are supplied under government authority are excluded from the liberalisa-
tion.

In order to achieve a pragmatic solution to the definition issue, the WTO Secretariat has
drawn up a list of the service sectors covered by the GATS. Whilst it is neither binding nor
final, it is used by most of the WTO countries. The list contains 11 major service sectors
which are in turn subdivided into numerous subsections:

business services

communication services

construction and other engineering services
distribution services (trade)

educational services

environmental services

financial services

health-related and social services

tourism and travel-related services
recreational, cultural and sporting services
transport services.

The GATS covers all four modes of trade in services, i.e. simple cross-border supply (e.g. by
post or telecommunications), supply on the domestic market to a foreign consumer (e.g. in
tourism), supply by a “commercial presence‘ abroad, and supply by means of cross-border
movements of people providing services. The GATS therefore reaches far beyond the tradi-
tional concept of trade in order to meet the needs of modern trade in services.

The substantive scope of the GATS is also very wide-ranging. It covers all the measures of
WTO members influencing trade in services, from laws to secondary legislation, adminis-
trative guidelines and all types of administrative actions. The obligations of the GATS apply
— like those of the GATT - to all levels of government, i.e. to the central, regional and local
authorities of the member states.

2.2 The general obligations and rules

The GATS distinguishes between a) obligations which derive directly from the Agreement
and apply to all WTO members and b) the “specific* liberalisation commitments which
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apply only if and to the extent that a member state has accepted them for itself. This com-
plex approach is the result of compromises between far-reaching desires for liberalisation
on the one hand and the wish of the WTO countries on the other to keep the extent of
their commitments under control and to reserve for themselves a core area of sovereign
authority.

2.2.1 The most-favoured-nation principle

The most important central commitment is that of most-favoured-nation treatment, as set
out in Article Il of the GATS. It forbids the member states to discriminate in any way
against foreign services or service providers. Expressed positively, it obliges the WTO mem-
bers automatically and unconditionally to grant all trade preferences which they provide to
any other country — even a non-member — to all other member states. In this way, most-
favoured-nation treatment results in the world-wide spread of these trade preferences. It
has worked well for 50 years in the GATT system as a ““driving force* behind multilateral
trade liberalisation.

The most-favoured-nation requirement applies to all WTO countries and to all sectors, irre-
spective of whether the countries involved have made specific liberalisation commitments
or not. It is no surprise that members insisted on derogations before accepting such a far-
reaching obligation. For example, the GATS contains a number of general exceptions to
the most-favoured-nation rule, e.g. for preferences for trade in border regions, for agree-
ments on economic integration, for the mutual recognition of qualification standards and
criteria, for government procurement and for the general exemptions provided by the
Agreement (e.g. to protect public security and order). The exception from most-favoured-
nation rules for the purposes of economic integration and free-trade zones — based on the
model of Article XXIV of the GATT from 1947 — is particularly important for the EU. It en-
sures that, under certain conditions, member states of such regional associations do not
have to extend their internal trade preferences to third countries on a most-favoured-
nation basis.

In addition to these general exceptions to most-favoured-nation treatment, the GATS also
permitted the registration of country-specific exceptions to the most-favoured-nation prin-
ciple before the Agreement entered into force. These are normally permitted only for a
period of up to ten years and are reviewed every five years with a view to a progressive
reduction. Very many WTO countries — and particularly the developed countries — have
registered exemptions from the most-favoured-nation rule. This is especially true of the EU
and its member states — whose exemptions, in fact, are almost all unlimited in time. Excep-
tions to most-favoured-nation treatment primarily exist for the sensitive sectors of financial
services, telecommunications, audiovisual services and maritime transport, as well as for
services provided via the cross-border movement of people. The relevant member states
thus retain the possibility to discriminate between various foreign service providers. Exam-
ples include unilateral trade sanctions to compel market liberalisation, bilateral preferential
agreements and sectoral reciprocity rules, e.g. in banking or telecommunications. Never-
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theless, the most-favoured-nation requirement has already had a practical impact, even in
the EU. For example, the EU has dispensed with a number of exemptions regarding secto-
ral reciprocity. As a result, Germany was obliged to abandon its reciprocity rules on the
admission of foreign attorneys and accountants when it translated the results of the nego-
tiations into national law.

2.2.2 The transparency of the rules

Exporters of services need a transparent economic and legal situation on the foreign mar-
ket if they are to do business there, especially as many service sectors are highly regulated.
The GATS therefore contains a central obligation on the WTO members to publish all
“measures* of relevance to trade in services. The need to do this has not always been self-
evident in all countries.

2.2.3 Progressive liberalisation

The WTO members are obliged to participate in the regular rounds of WTO negotiations
held every five years with the aim of achieving a progressively higher level of liberalisation.
The next round of liberalisation will commence in 2000. This process of negotiation is not
oriented towards strict sectoral or policy-related “reciprocity*. That would contradict the
most-favoured-nation principle. But it is intended ““[to promote] the interests of all partici-
pants on a mutually advantageous basis and [to secure] an overall balance of rights and
obligations*. This is the clearest manifestation of the approach to liberalisation taken by
the GATS, which does not create any automatic liberalisation commitments deriving di-
rectly from the Agreement but relies on the mutual exchange of economically equivalent
concessions by the member states.

All WTO member states are required to present a schedule of specific liberalisation com-
mitments, which then forms part of the body of international treaties and is multilateral-
ised on the basis of most-favoured-nation treatment. However, the content of such sched-
ules may vary widely.

2.2.4 National regulation of services

The GATS expressly confirms the right of the member states to regulate the provision of
services and in so doing to pursue national policy objectives. The fundamental recognition
of national sovereign rights, however, is qualified and restricted in view of the goal of lib-
eralisation. The member states must ensure recourse to appropriate remedies against ad-
ministrative and court decisions for foreign service suppliers. The national regulations must
adhere to substantive criteria like objectivity, impartial application and proportionality. In
particular, no licensing requirements may nullify or impair a country’s liberalisation com-
mitments. Domestic rules which fail to meet these requirements must be altered. However,
in practice it will often prove difficult to draw a line between legitimate government regu-
lation and a violation of the GATS commitments. For this reason, the GATS provides for

48



the establishment of specific WTO bodies to develop multilateral disciplines for such a
definition. The first working group of this type has already been launched for the “profes-
sional services* sector.

We will have to see in practice how the basic conflict in the GATS between international
liberalisation and the preservation of national sovereign rights can be resolved in individual
cases.

2.2.5 Rules on competition

In many countries, there are monopolies on services which impede international trade.
During the Uruguay Round, it proved impossible to adopt multilateral rules on this. How-
ever, the member states must at least ensure that their monopoly providers do not violate
the most-favoured-nation principle or any specific liberalisation commitments. Other pri-
vate-sector restrictions on competition are not covered by the GATS, but the Agreement
does state that such practices may restrain trade and it obliges the member states to in-
form and consult with a view to ending them. The development of further-reaching mul-
tilateral rules on competition is the subject of the work which is underway in the OECD
and has also been taken up by the WTO on creating an international system of competi-
tion.

2.2.6 Emergency safeguard measures

Primarily at the request of the developing countries, the GATS provides for further multi-
lateral negotiations on the question of “emergency safeguard measures*, to be conducted
in line with the principle of non-discrimination. These negotiations began in July 1995 and
were supposed to be concluded by the end of 1997. They raise a large number of funda-
mental and practical issues. The first question is whether “emergency safeguard meas-
ures* are actually needed at all. There are serious doubts about this, because the GATS
itself permits a whole range of such measures, e.g. general exceptions and temporary ex-
ceptions known as waivers. The need to impose emergency safeguards is further dimin-
ished by the fact that, via its liberalisation mechanism, the GATS system offers great flexi-
bility to its members — and particularly the developing countries — when making liberalisa-
tion commitments.

2.2.7 Payments and transfers

The right of the WTO countries to control international payments and capital movements
was an important issue in the negotiations. The highly-developed countries aimed at a lib-
eralisation of restrictions on movements of capital by the developing countries. In princi-
ple, the GATS prohibits the WTO countries from imposing “restrictions on international
transfers and payments for current transactions relating to [their] specific commitments®.
Exceptions are permitted only in the case of “serious balance of payments and external
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financial difficulties**. They must be compatible with the International Monetary Fund
Agreement.

2.2.8 Government procurement

The GATS failed to bring about a multilateral liberalisation of government purchases of
services, even though these can play a significant role, e.g. in the construction sector. The
rules on most-favoured-nation treatment, market access and national treatment expressly
do not apply to public-sector contracts. However, further multilateral negotiations are
taking place, which were originally intended to be concluded by the end of 1997.

Nevertheless, the WTO system does contain liberalisation commitments for public services
contracts. The Agreement on Government Procurement is a new version — negotiated in
parallel to the Uruguay Round — of the Government Procurement Code from the Tokyo
Round. Its key rules are national treatment and non-discrimination. However, as a “pluri-
lateral** agreement, it is binding only on its 23 signatories, including the EU and its mem-
ber states, the United States and Japan. For the first time, it extends its competition rules
beyond government purchases of goods to include services, both at central and sub-
central administrative levels. Annexes 4 and 5 define the services covered, including public
construction, in the form of a positive list. Exceptions apply to contracting authorities in
certain sectors, e.g. telecommunications, transport, electricity and water supply.

2.2.9 Subsidies

As government “measures®, subsidies to the services sector are basically covered by the
general rules of the GATS, and particularly the most-favoured-nation provisions. They may
also be the subject of specific liberalisation commitments or exemptions. Correspondingly,
a number of national schedules of commitments, including that of the EU, contain reserva-
tions regarding the provision of subsidies exclusively to their own service companies or the
provision of subsidies for research and development.

It proved impossible in the Uruguay Round to develop multilateral subsidies disciplines for
services like those in the GATT and its Agreement on Subsidies which apply to merchan-
dise trade. However, the GATS does expressly recognise that subsidies can result in distor-
tions of trade in services. The relevant provision commits the WTO countries to engage in
negotiations to develop the necessary multilateral disciplines in order to avoid such distor-
tions. They are also to negotiate on the ““appropriateness of countervailing procedures*.
The negotiations began in March 1996, but have yet to yield any results.

2.2.10 General exceptions

Just like the GATT, the GATS contains a number of general exceptions from its obligations,
e.g. to protect public order, the life and health of people, animals and plants, to adhere to
certain laws and to preserve essential security interests. At the request of the United
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States, a rule was also introduced permitting taxation measures which discriminate against
foreigners if that is the only way to achieve *““equitable or effective* direct taxation.

On the other hand, no general exception for cultural reasons, as advocated mainly by
France, was introduced.

2.3 The specific liberalisation commitments

Apart from the commitments deriving directly from the GATS which are binding on all
WTO countries, all other GATS commitments only go as far as a member state negotiates
for itself. The GATS system regulates the assumption of country-specific liberalisation
commitments to provide market access (Article XVI) and national treatment (Article XVII),
which are negotiated in regular liberalisation rounds.

To start with, each WTO member state establishes a schedule of specific commitments
designating those service sectors for which it wishes to make liberalisation commitments.
There is no binding minimum standard for the number and nature of the sectors to be in-
cluded. The industrial countries have included almost all the major sectors in their sched-
ules, whilst many developing countries have utilised the flexibility open to them and liber-
alised a minimal number of sectors. In addition, each WTO country can further narrow
down its sectoral liberalisation commitments via individual restrictions and conditions. The
approach is therefore termed a “hybrid* liberalisation concept, linking a country-specific
“positive schedule* of liberalised service sectors with a ““negative schedule* of exceptions.

The obligation to provide market access covers all quantitative trade restrictions, irrespec-
tive of whether they have a discriminatory impact or not. Article XVI paragraph 2 of the
GATS does not define market access, but it does contain a conclusive list of measures
which are in principle prohibited, i.e. restrictions on the number of service providers (in the
form of quotas, monopolies or an economic needs test), restrictions on the total value or
number of service transactions, restrictions on the total number of natural persons in a
certain service sector, and restrictions on the legal form of foreign subsidiaries or foreign
shareholdings.

Specific commitments to provide national treatment refer to all qualitative trade restric-
tions which discriminate between domestic and foreign services and providers. To the ex-
tent that it makes such a commitment, a member state must ensure equivalent treatment
for both domestic and foreign services and providers not only formally, but also substan-
tively. This means that a country must ensure equal competitive conditions both in law and
in practice.

2.4 The increasing involvement of developing countries in trade in services

The negotiation mandate from Punta del Este stipulated that the negotiations on services
must also promote the development of developing countries. In the early stages of the
negotiations, the latter had raised serious concerns about the admission of foreign sub-
sidiaries. At the same time, they in turn made far-reaching calls for the industrial countries
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to open up their labour markets to foreign workers. However, in the course of the nego-
tiations, most of the developing countries realised that liberalisation can also serve their
own interests. The cooperation of the developing countries was primarily achieved by tak-
ing the approach that all WTO members, and especially the developing countries, can
flexibly negotiate and restrict their liberalisation commitments. At the same time, the mul-
tilateral framework of the WTO protects the developing countries in particular from the
sort of pressure from stronger trading partners which had been increasingly seen in the
previous years.

Unlike Part IV of the GATT 1947, the GATS does not contain a specific chapter on ““special
and differential treatment* of the developing countries. Instead, it contains throughout
provisions on the increasing involvement of developing countries in international trade in
services. This includes the negotiation of commitments by the WTO countries on access for
developing countries to technologies, to information and to distribution networks, and on
market access in sectors of particular export interest for the developing countries. The
GATS enables the developing countries to pursue their development priorities when nego-
tiating specific liberalisation commitments and to liberalise fewer sectors or modes of sup-
ply than the developed countries. At the same time, special attention must be paid to the
difficulties of the least developed countries. The GATS also provides for technical assis-
tance for developing countries. The WTO Secretariat is already providing a substantial
amount of this, on top of the bilateral assistance from the member states.

In 1996, the thirty leading exporters of services already included ten developing countries,
among them Hong Kong, China, Korea, Singapore, Taipei, Mexico and Malaysia. Their
chief exports were in the fields of tourism, transport and business services.

2.5 Institutional provisions and dispute settlement

Part V of the GATS contains the usual institutional provisions on the establishment of the
GATS Council and sectoral subcommittees, as well as on consultations and dispute settle-
ment. It refers to the integrated dispute settlement system of the WTO which ensures ad-
herence to commitments under international law by the member states. Here, it is impor-
tant that unilateral trade sanctions imposed by one country to compel market opening will
in future be subject to the multilateral disciplines of the WTO. This substantially restricts
the degree of certainty about such measures under international law. A further aspect of
the dispute settlement rules for trade in services is the possibility of cross-sector retaliation
— but only as a last resort. If a member state continues to refuse to meet its GATS com-
mitments, even after a dispute settlement procedure has ruled against it, the member state
whose rights have been violated can be authorised to withdraw trade concessions from
the member perpetrating the violation, if necessary even in a sector other than that di-
rectly affected, e.g. even in trade in goods. This mechanism has proved very effective.
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2.6 The GATS and investment

Part Ill highlighted the significance of foreign investment for trade in services. For the first
time, the GATS creates multilateral and legally binding liberalisation commitments for for-
eign investment. It defines the commercial presence as “any type of business or profes-
sional establishment, including through the constitution, acquisition or maintenance of a
juridical person or the creation or maintenance of a branch or representative office within
the territory of a member state for the purpose of supplying a service*. This definition em-
braces all events prior to and following the establishment of the branch and covers both
existing and new investment.

Most of the liberalisation commitments taken on so far, including those of the developing
countries, refer to the commercial presence of foreign services companies. These commit-
ments are all the more important since they go hand in hand with commitments to liber-
alise cross-border movements of people providing services.

The protection for investment provided by the GATS, however, is relatively weak. Com-
mitments regarding international payments and transfers are non-binding. Nor does the
GATS contain any rules on expropriation or compensation. But if such occurrences violate
other GATS rights of a member state, they can be prosecuted via the dispute settlement
procedure.

2.7 Sector-specific rules and follow-up negotiations

The GATS contains sector-specific annexes on financial services, telecommunications, air
transport, and the cross-border movement of natural persons providing services.

It was decided at Marrakesh to continue the negotiations on liberalisation of financial
services, maritime transport, basic telecommunications, and the cross-border movement of
natural persons providing services. These will be discussed in the sector-specific sections of
this paper.
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Part VI: The liberalisation of financial services

The international financial markets and the trade in financial services saw extraordinarily
strong growth in the last decade. International borrowings, securities and derivative finan-
cial instruments have assumed enormous dimensions. For instance, the net volume of in-
ternational bank credit, around US $ 180 billion in 1986, rose to over US $ 300 billion in
1995. Net sales of international bonds and Euronotes climbed from around US $ 170 bil-
lion to an unprecedented high of US $ 313 billion in the same period. The business in de-
rivative financial instruments such as futures, options and swaps has been even greater.
Listed and non-listed instruments of this kind attained a volume of US $ 27,175 billion in
1995, i.e. many times the level of international trade (Bank for International Settlements
(BIS), 1996: 154ff.).

Turnover has risen even more strongly than the nominal amounts. For instance, the aggre-
gated total of world-wide foreign exchange transactions averaging US $ 590 billion per
day in 1989 had increased to no less than an average US $ 1190 billion a day in 1995. By
way of comparison, the foreign exchange reserves held by the industrial countries’ central
banks amounted to US $ 653.7 billion (BIS, 1996: 106, 116). World exports of goods and
services totalled US $ 6060 billion in 1995, which would imply an average daily transac-
tion volume of US $ 23 billion. However, this corresponds to no more than 2% or so of
the daily transaction volume in foreign exchange.

In line with this trend on the financial markets, financial services also played a key role in
the Uruguay Round. Special difficulties resulted from the close relationship between finan-
cial services and monetary, fiscal and foreign exchange policy. There were conflicting in-
terests not only at the level of private business, but also between the bodies responsible
for trade, monetary and foreign exchange policy and the central banks of a number of
countries.

In the Uruguay Round, negotiations were held on all financial services jointly. In this paper,
however, banking and insurance will be examined separately despite having characteristics
in common. After all, the two industries supply different products, and their markets and
institutional structures justify consideration from different angles, even though their activi-
ties have increasingly been overlapping.

1. Banking services

Banks have been experiencing radical structural change for many years owing to a combi-
nation of economic, political and technological developments. New competitors — non-
banks and near-banks such as insurance companies, or investment and pension funds -
are seeking to do business in the banks’ own traditional fields, and new customer re-
quirements are emerging. Industrial enterprises are also increasingly operating in the fi-
nancial services sector. In the United States, General Motors, Ford, Exxon and IBM (to
name just a few) are already among the biggest providers of financial services. Traditional
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structures and rules are changing towards more market-oriented systems. Liberalisation
permits the development of new markets and the utilisation of the economies of scale that
play a considerable role in banking. Information and communication technologies are
changing the production process in the banking sector and are promoting the interna-
tional tradability of financial services. These technologies allow new derivative financial
products to be introduced. At the same time, competition is growing in intensity, both
nationally and internationally, and international mergers and international schemes for co-
operation are on the increase (Rehm, 1997: 233ff.).

Not all international payment transactions are necessarily financial services. But they are
associated with such services whenever a bank or any other entity provides a financial
management service associated with such transactions. It is useful to distinguish real
banking and other financial services from financial markets, i.e. from factor markets on
which monetary capital is transformed into the types of assets needed and is steered
through to the investors (Hartel et al., 1995: 46). The delineations used in the German
balance of payments statistics basically require financial services proper to be recorded on
the basis of banking commission income and expenditure. Dividend and interest income,
by contrast, is recorded elsewhere in the balance of payments.

There are various definitions of banking and the other financial services in the interna-
tional context. Financial services, as defined by the GATS annex on financial services,
mainly encompass the acceptance of deposits and other repayable funds from the public,
lending of all types, all payment and money transmission services including credit, charge
and debit cards, travellers cheques and bankers drafts, trading in money market instru-
ments for own account or for account of customers, foreign exchange, derivative prod-
ucts, transferable securities, participation in issues of all kinds of securities, asset manage-
ment, and investment-related advisory and intermediation services.

1.1 International trade in banking services

Statistically, the international trade in banking and other financial services is recorded un-
der the heading of “financial services*. This sector encompasses all kinds of banking and
securities services, but not insurance. If one looks exclusively at the service aspects of in-
ternational financial transactions, the volume of trade in financial services seems to be
fairly small. Its total volume has hitherto not been quantified by either the IMF or the WTO
because statistics for many countries are missing or are not comparable. The fact that the
volume of financial services recorded in the balance of payments is fairly small is explained
by the latest revision of the IMF balance of payments system: in contrast to previous prac-
tice, net returns on investment are no longer recorded as service transactions, but are put
in a sub-account together with the other forms of earned and unearned income. However,
the relatively low figures recorded there for trade in financial services must not cause us to
underestimate the importance of this sector for the economy in general and for trade pol-

icy.
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A regional breakdown shows that trade in financial services largely occurs between highly
developed countries. According to the IMF statistics, the world’s biggest exporter of
banking and financial services in 1995 was France, followed by the United States and
Switzerland. Germany ranked sixth according to these statistics (Table 8):

Table 8:
The leading exporters and importers of banking and financial services
(excluding insurance) in 1995
(US $ billion)
Exports Imports Net sur-
plus/deficit
France 9.87 9.36 0.51
USA 6.10 1.71 4.39
Switzerland 5.63
United Kingdom 5.26
Belgium/Luxembourg 4.87 3.22 1.65
ltaly 2.64 4.44 -1.80
Germany 2.42 0.55 1.87
Japan 0.30 0.46 -0.16

Source: IMF Balance of Payments Statistics Yearbook 1996

A review of international direct investment in the financial services sector furnishes a
somewhat more complete picture of the economic weight of banking and financial serv-
ices. Banks increasingly conduct their international business through subsidiaries abroad in
order to develop new markets, to take advantage of economies of scale and to overcome
regulatory impediments to cross-border commercial operations. In the course of the last
decade, the volume of international mergers and equity participations in the banking sec-
tor has quadrupled (UNCTAD, 1996a: 15, 283).

Germany’s trade in banking and financial services — measured by the banking commission
total — is very dynamic. Exports rose from DM 1.2 billion in 1986 to DM 4.1 billion in 1996.
Imports grew from DM 227 million to DM 1.3 billion over the same period. Throughout
the last decade, the net balance of German trade in banking services was almost invariably
positive, rising to DM 2.8 billion in 1996.

The trend in German direct investment in foreign banks, investment companies and finan-
cial institutions particularly illustrates the importance of banking and other financial serv-
ices. This investment amounted to DM 114.6 billion in 1995, i.e. 30% of total German
direct investment abroad. This shows that the degree of internationalisation of German
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banks has been remarkable, although there is a serious lack of information on individual
companies. A few specific institutions play a key role in this area (Mdsslang, 1995: 52ff.).

In the other direction, 185 banks in Germany were in foreign ownership in 1995, i.e. sub-
sidiaries whose capital was over 50% owned or controlled by foreign banks, and branches
of foreign financial institutions. However, the market share of foreign bank branches and
subsidiaries is relatively small measured by balance sheet totals (1993: approx. 6%o). In the
specialised fields of mergers and acquisitions, of DM-denominated loan issues and of trade
in foreign exchange and derivative financial instruments, their share is likely to be larger
(Rehm, 1997: 236).

1.2 Regulatory framework and institutional barriers to trade

The markets for banking and other financial services are subject to a dense world-wide
network of government regulations which are mainly intended to ensure the smooth func-
tioning of the financial markets and to protect consumers. International payments and
financial markets have now largely been liberalised, especially in the EU. Nonetheless, gov-
ernment regulations in many countries still represent severe impediments to international
trade in services. They hinder cross-border activities and the establishment of banks abroad
by imposing restrictions on establishment, economic needs tests, limitations on investment
and equity participation, state monopolies etc. In addition, there are multiple forms of dis-
crimination and various checks on the business activities of authorised foreign banks, e.g.
limitations on foreign exchange and capital movements, on direct banking, on stock ex-
change trading and on refinancing. Very often, access is also restricted for foreign person-
nel.

1.3 The specific GATS rules for financial services

The GATS annex on financial services contains definitions and some commitments for this
sector. To begin with, it exempts from liberalisation the activities of central banks in the
fields of monetary and foreign exchange policy. Moreover, it authorises member states to
take prudential measures, e.g. to protect investors and savers and to ensure the integrity
and stability of the financial system. However, member states may not use such measures
to circumvent their liberalisation commitments. Substantively, the GATS aims at commit-
ments to liberalise cross-border trade in financial and insurance services, financial informa-
tion and data processing, the right to establish/expand operations, and the temporary en-
try of personnel. The commitments on national treatment cover access to state payment
and clearing systems as well as refinancing facilities. Within the framework of the institu-
tional arrangements, a WTO Financial Services Committee is set up with the task of moni-
toring compliance with the Agreement and proposing measures where necessary.

The WTO rules on dispute settlement stipulate that any cross-sectoral withdrawal of liber-
alisation commitments, which may be permissible as a last resort in a dispute settlement
procedure, must not constitute an undue burden on the financial services sector. To this
end, a number of restrictions have been introduced on the permissibility of cross-sectoral
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sanctions, the qualifications of the members of dispute settlement panels, and cooperation
between the Financial Services Committee and these panels.

1.4 The WTO negotiations

At the end of the Uruguay Round in December 1993, the United States decided that the
liberalisation offers made by Japan, Korea and other Asian countries in the financial serv-
ices sector did not represent a satisfactory basis on which to conclude the negotiations.
The USA was afraid of having to grant the free riders market access without receiving
equivalent access to their markets. It ultimately reverted to the concept of ““reciprocity*,
long practised in the financial services sector, as a condition for market opening, although
this runs counter to the GATS principle of most-favoured-nation treatment. To prevent the
negotiations from collapsing, the trade ministers of the WTO countries agreed at the con-
cluding conference at Marrakesh in April 1994 to continue the liberalisation talks on fi-
nancial services till 30 June 1995 with the aim of improving the liberalisation commitments
on the basis of most-favoured-nation treatment. The developing nations closely associated
these talks with the ongoing negotiations on the cross-border movement of persons pro-
viding services.

In the course of the negotiations, 32 WTO countries, including the EU, improved their lib-
eralisation offers in the field of financial services. However, the United States surprisingly
declared on the last day before the cut-off date of the negotiations that it saw itself in no
position either to open the US market or to grant new market players or foreign financial
institutions engaging in new activities the benefit of national treatment. At the same time,
the USA lodged an exemption from most-favoured-nation treatment for all new service
activities. However, it declared that it would, as before, grant full access to its financial
services markets as a ““normal practice* and that it did not intend to place new restrictions
on foreign financial institutions already operating on the US market. To reach a multilat-
eral agreement in spite of this US back-out and to keep intact the liberalisation commit-
ments that had been the subject of negotiations for many years, the EU proposed that all
participants maintain their liberalisation offers on the basis of most-favoured-nation treat-
ment till December 1997. This was decided at the end of July 1995 in the Second Protocol
to the GATS. Of the 32 member states which had improved their offers, 29 countries, in-
cluding the EU, adopted this Protocol. It covered 76 schedules of liberalisation commit-
ments for a total of 90 countries at the end of 1996 — a larger number of commitments
than agreed upon for any other service sector except tourism (cf. Barth/Putscher, 1994;
Barth, 1995; Kampf, 1996).

In the spring of 1997, the WTO began new talks to improve the liberalisation results ob-
tained in July 1995. These negotiations ended in a number of improved liberalisation of-
fers, not least from the EU, USA, Japan and Canada. The US offer abandoned the restric-
tions contained in the July 1995 “interim agreement, especially the exemption from
most-favoured-nation treatment and the restrictions on the financial services operations
already in place in the USA. The other liberalisation offers were also generally viewed posi-
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tively. On this basis, the EU and the United States endeavoured to encourage as many
countries as possible, especially in Asia, to improve their offers and to finish the negotia-
tions in this key services sector on time. The negotiations reached a successful conclusion
at the end of 1997.

1.5 Outlook

Economic globalisation, increasing foreign investment and the key role of financial services
give rise to the expectation that the banking and financial services sector will continue to
strongly internationalise and to lead the further expansion of services. The positive out-
come of the WTO negotiations will have a decisive effect on this. The German banks will
do their best to share in this development. Their skilled human resources, their sufficiently
large domestic market, the high level of legal predictability, the efficient banking supervi-
sory system and the large volume of savings give them a comparative advantage. On the
other hand, it is clear that the far-reaching deregulation and the high speed of innovation
in banking are creating a strong pressure for rationalisation. The expected increase in elec-
tronic banking services in particular might have wide implications for the structure of and
employment in the banking sector. Banks see themselves exposed to competition from
entirely new categories of potential rivals, such as software providers and network opera-
tors, and the competitive pressures on the traditional networks of bank branches will
mount. It must be presumed that the number of banks and bank branches will diminish,
that the level of employment will drop, at least in the medium term, and that the qualifica-
tions of bank employees will have to be improved (BIS, 1996: 92ff.; Handelsblatt dated 22
May 1997). Significant structural change will also derive from European Economic and
Monetary Union and the single European currency. In particular, a great degree of corpo-
rate concentration is generally anticipated.

2. Insurance services

The insurance markets are also undergoing strong structural change. Growing trade flows
and rising foreign investment are increasing the demand for insurance services. Liberalisa-
tion and deregulation, especially in Europe, are permitting the expansion of operations
into new markets and the utilisation of economies of scale which are crucial in the insur-
ance industry. This in turn promotes the concentration of smaller companies, international
integration and establishment abroad. However, with the exception of reinsurance and
transport insurance, which have always been international in character, insurance is not
yet generally a global branch of industry. So far, it has tended to work on the basis that
“all business is local*“. Rule-of-thumb experience suggests that only 2 to 3% of the volume
of premiums is traded internationally and that another 7% is occasioned by foreign in-
vestment (Eisen, 1997: 187, 218). This can be explained partly by the insurance industry’s
special need to operate close to its customers and partly by the difficulties posed by differ-
ent legal and supervisory systems. However, the conditions are changing as liberalisation
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and the harmonisation of supervisory systems increase. This can be seen from the growing
volume of cross-border corporate shareholdings within the single European market.

2.1 International trade in insurance services

In 1995, the aggregate world-wide premium income recorded on the various insurance
markets — both domestic and foreign — amounted to about US $ 2000 billion. Over 90%
of the total turnover was accounted for by the highly developed countries. This means that
their share is disproportionately large in terms of their share of the world’s population
(15%) and gross domestic product (75%). Accounting for over 5%, the German insurance
market was the third largest after those of the USA and Japan (Barth/Huppenbauer, 1995:
1628; Sigma, 1997). International trade in insurance services is dominated by the same
countries as dominate trade in other financial services. According to the IMF balance of
payments statistics, Germany was the biggest exporter in 1995, followed by France and
the United Kingdom (Table 9):

Table 9:
The leading exporters and importers of insurance services in 1995
(in US $ billion)
Exports Imports Net sur-
plus/deficit
Germany 8.67 8.84 -0.17
France 7.50 7.02 0.48
United Kingdom 2.89 0.80 2.09
Belgium/Luxembourg 2.23 1.88 0.35
USA 1.39 4.47 -3.08
ltaly 1.39 0.86 0.53
Switzerland 1.31 0.17 1.14

Source: IMF Balance of Payments Statistics Yearbook 1996

The volume of the cross-border insurance business is not large world-wide. This is because
the original insurance business is typically handled in the country in which the risk
emerges. Also, for purposes of balance of payments statistics, trade in insurance services is
recorded on the basis of the services component of premium payments, and not on the
basis of net premiums and insurance benefits, both of which are much larger in volume.

On the other hand, an increasingly significant role is being played by the establishment of
subsidiaries by German insurance companies abroad (Mdsslang, 1995: 62ff.). In the insur-
ance sector in particular, establishment abroad is not an alternative to foreign trade, but
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an indispensable condition for it. Most of the foreign operations of German insurance
companies are in Europe, with the United States being their second largest market. One
noteworthy example was the 1996 take-over of the third largest US reinsurance company,
American Re Corp., by Minchner Ruckversicherungs AG, the world’s largest reinsurance
company, for a price of US $ 3.3 billion. Of all insurance branches, reinsurance is the one
with the strongest degree of internationalisation. Unlike the original insurance markets,
the reinsurance business is dominated by cross-border trade rather than by the premium
income earned via foreign subsidiaries.

2.2 The WTO negotiations

Together with the banks, the insurance sector was a subject of the WTQO’s liberalisation
talks which recommenced in the spring of 1997. The negotiations were also concluded
successfully for this area at the end of 1997.

2.3 Outlook

It is to be expected that the German insurance industry will respond positively to the new
opportunities on foreign markets and that the cross-border insurance business and in-
vestment in foreign insurance companies will expand further. This trend is chiefly moti-
vated by the wish to follow customers to their foreign commercial bases and to share in
the growth of foreign markets. The experience of the single European market suggests
that these developments will be reinforced by the successful conclusion to the WTO nego-
tiations on financial services.

With regard to the employment effects of such growth in output, it is to be expected that
the use of modern information and communication technologies will result in major im-
provements in labour productivity and a correspondingly slower expansion of human re-
sources in both the insurance and the banking sector.
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Part VII: The liberalisation of telecommunications and
information services

One key engine driving the development of the services society is the rapid expansion of
information and telecommunications services. Our society is developing into an “informa-
tion society* (Tauss, 1996). The increasing integration of telecommunications and com-
puter technology, recreational electronics and audiovisual media is resulting in totally new
employment structures and forms of work. Teleworking is overcoming the spatial distance
between home and work and is offering opportunities for flexible and increased employ-
ment (BMWIi/BMA, 1996). Global information networks — the best-known is the Internet —
and electronic commerce are facilitating business transactions and offering manufacturers
and consumers new opportunities to expand their activities. The borderline between
manufacturing and services is becoming even vaguer. The sectors dealing with information
content and the transfer and processing of it are emerging as a new, large sector, the “in-
formation industry*“. Information is becoming a strategic resource with an importance
similar to that of real estate, labour and capital.

With its equipment and services in the fields of telecommunications, multimedia, online
services, computer hardware and software, recreational electronics and distribution, the
information industry is already the largest economic sector in the world after tourism. It is
expected that advances in information technology will unleash further innovation and
strong and long-lasting growth (BMWIi/BMA, 1996: 16ff.). People are therefore talking of
the “four sector model* of the economy. The information industry in the broadest sense
now employs roughly half of all those in work. It may be able to increase its share of the
working population to 55% by 2010, whilst the shares of the rest of the services sector
and of manufacturing industry could stabilise at about 20% each. The “four sector
model* is an interesting analytical approach, because it attempts to embrace the increas-
ing cross-sectoral links between the industrial and services sectors. However, just like
Fourastié’s three sector model, it raises many questions and ultimately does not predict
with any certainty how the structural change will take place.

The vision of the information society is also creating expectations of growth and employ-
ment elsewhere in the economy. The use of high-performance information and communi-
cations media will enable industry, including small and medium-sized firms, to improve its
production and management systems, to introduce product and process innovations and
thus to enhance its competitiveness (BMWIi/BMA, 1996: 85ff.). Modern information and
communications technologies are also improving the national and international “tradabil-
ity of those services which can be stored and transported via electronic media. This ap-
plies, for example, to financial services, software production and electronic commerce, to
business services like legal advice, accountancy or engineering services, to tourism and to
the outsourcing of data-processing work by airlines and insurance companies. Strong
growth is also expected for private uses like home banking, home shopping or pay-TV.
However, the market forecasts do vary widely.
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The International Telecommunication Union (ITU) estimates the world-wide turnover of the
information and communications industry at US $ 1,370 billion (Figure 7):

Figure 7:

The global information and communication market
(Total turnover in 1995: US $ 1,370 hillion)
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services
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Source: International Telecommunication Union 1997, World Telecommunication Development Report 1996/97,
Geneva: p. 3

The world-wide turnover from telecommunications services amounted to US $ 670 billion
in 1996 - three and a half times higher than turnover from equipment. Turnover from
telecommunications services rose by 7% a year in real terms over the 1990 to 1995 pe-
riod, whilst the world-wide gross domestic product only grew by an annual 3.5%.

The United States accounts for 29.7% of the world’s turnover from telecommunications
services, the EU for 28.3% and Japan for 15.6%. With a share of 8%, Germany is the
world’s third-largest market for telecommunications, behind the United States and Japan
(Table 10):
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Table 10:

The 10 largest suppliers of telecommunications services (total sales in 1995)
US $ million % of world market
USA 178,758 29.7
EU 170,166 28.3
of which Germany 48,036 8.0
Japan 93,855 15.6
Australia 11,403 1.9
Canada 10,689 1.8
Switzerland 8,889 15
Korea 8,728 1.5
Brazil 8,622 1.4
Mexico 6,509 1.1
Argentina 6,009 1.0

Source: ITU World Telecommunication Indicators Database, ITU 1997: tab. 14

These figures cover the entire market, i.e. both domestic and international telephone traf-
fic. For this reason, they are clearly dominated by the large domestic markets, particularly
in the United States.

In general, it is expected that there will be continuing strong growth of telecommunica-
tions services (OECD, 1997h: 18, 97; Figure 8):
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Figure 8:

The growth in turnover on the world’s telecommunications market (US $ billion)
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Vital factors for this development are technological and economic advances, the rapid in-
crease in network capacities, the world-wide spread of liberalisation and privatisation of
what so far have mainly been state monopoly telecommunications firms, and the related
market opening. In addition, there is the increasing internationalisation of the large pro-
viders like AT&T, MCI, Sprint, British Telecom, Cable and Wireless and Global One (a joint
venture of Deutsche Telekom, France Télécom and Sprint). In fact, telecommunications are
important in two respects: both as an equipment and service market per se and as a
means of communication and infrastructure for the provision of other services and for
trade in goods.

In its broadest definition, the German information industry employed a total of 1.4 million
people in 1994. There are various forecasts of how the generally anticipated rise in output
will impact on employment. The positive effects will be offset by the rationalisation which
goes hand in hand with the use of modern information and communication technology,
so that there may even be a temporary fall in employment. For example, the number of
people employed in the telecommunications sector in Germany dropped from 234,000 in
1993 to 227,000 in 1995. On the other hand, OECD and ITU studies show that many
countries with competition on infrastructure, e.g. Finland, Japan, Sweden and the United
States, are experiencing a rise in employment, often in the areas where competition is
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most intense. New competitors create additional jobs. One example is the enormous
growth in mobile communications in Germany, where the number of employees rose fol-
lowing liberalisation from 1,600 in 1990 to more than 30,000 today (BMWIi/BMA, 1996:
25). In contrast, countries with monopolies are continuing to shed jobs (OECD, 1997b:
149; ITU, 1997: 117ff.).

It is impossible to make a reliable prediction of the overall impact of the information soci-
ety on employment in the long term. According to a study by Prognos/DIW, 180,000 jobs
may be created in Germany in the media and communications sectors by 2010. A study by
A.D. Little predicts 153,000 new jobs in telecommunications, information technology,
media and electronics between 1995 and 2010. A study by the METIER consortium on
behalf of the European Union is more optimistic, claiming that an accelerated spread of
new information and communication technologies up to 2010 would create some 6 mil-
lion new jobs in the EU — from which one might calculate 1.5 million potential new jobs
for Germany (IFO, 1997: 5).

Vital influences — the development of which cannot be reliably predicted today — are the
speed at which the new technologies spread, the development of their infrastructure and
prices, the establishment of a clear policy framework for investors, the development of
internationally compatible standards, and improved “media skills* on the part of the users.
A particularly important role will also be played by the continued internationalisation of
the information industry. However, it is even harder to predict the impact on employment
of the international development than of the developments on the domestic market.

The following section examines the international market for telecommunications services.

1. Telecommunications services
1.1 International trade in telecommunications services

There are various forms of international trade in telecommunications services, €.g. Cross-
border phone calls, electronic mail or the “commercial presence* of foreign telecoms firms
resulting from the acquisition of or shareholdings in national carriers, joint ventures and
global alliances. Consumption abroad via “call back services* and mobile communications
is also becoming increasingly significant (ITU, 1997: 29ff.).

The cross-border phone call is easily the most important and most profitable form of inter-
national trade in the telecommunications sector. The volume of international phone calls
has increased from less than 4 billion minutes in 1975 to more than 60 billion minutes in
1995, i.e. a growth rate of 14% a year. In 1995, telecoms firms earned US $ 53 billion
from international phone calls (ITU, 1997: 2, 31). This revenue was divided up on the basis
of an accounting rate system amongst the phone companies, which thereby pay for the
mutual handling of their international telephone traffic. The revenue is generally shared on
a 50-50 basis. Settlement payments, i.e. the international payments for the handling of
international telephony, which appear in the balance of payments, amounted to roughly
US $ 28 billion world-wide in 1995 (ITU, 1997: 31). The system of fixed accounting rates,
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as established in bilateral international agreements, is however increasingly being replaced
by competition-led accounting methods.

Measured in terms of settlement payments, the EU has the largest share of international
telephony (35.2%), followed by the United States (25.3%), Canada, Switzerland, Hong
Kong and Japan (2.7%). The developing countries participating in the WTO negotiations
all have much smaller shares, but nevertheless play an important role. Korea, Brazil, Mex-
ico, Argentina and Hong Kong are amongst the world’s ten largest telecoms markets.
Many developing countries are recording very fast growth rates — albeit starting from a
low level.

In addition to cross-border trade, foreign direct investment is playing a growing role in the
development of international communications markets (ITU, 1997: 32, 45ff.). Between
1984 and 1996, 43 countries, including Germany, fully or partially privatised their state
telecommunications firms. In most cases, the process involved foreign investors. Many new
telecommunications companies were established as a result of foreign investment, par-
ticularly in the mobile sector. Another increasingly common form of private investment is
the so-called “build-transfer arrangement, whereby the investor installs or modernises
the telecommunications system, operates it for a limited period and then hands it back to
the national — usually state-owned — operator.

1.2 Regulatory framework and institutional barriers to trade

Until the early 1980s, most of the world’s telecommunications markets were dominated by
state monopolies and strict market regulation which rendered international competition
virtually impossible. International telephony was regulated bilaterally by the state-owned
monopolists in the ITU context. The last decade, however, has seen radical liberalisation,
privatisations and the abolition of monopolies, leading to the formation of a new type of
multinational, globally operating telecommunications company. The European Union has
now abolished its telecoms monopolies and liberalised its markets. In international tele-
communications, the system of bilateral trading relationships between state monopolies is
being replaced by international competition (Figure 9):
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Figure 9:

Number of countries permitting competition in telecommunications (by sector)
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Despite the progress on liberalisation, there are still many obstacles in the way of interna-
tional trade in telecommunications services. Many countries restrict the level of foreign
shareholdings in telecoms firms. Even the United States restricts the issue of radio licences
to companies which are at least 80% US-owned. France and Portugal also still have restric-
tions on foreign investment. In many countries, certain market segments at least are still
controlled by monopolies. Many governments are still afraid of relinquishing control over a
“strategic*‘ sector like telecommunications, of exposing their telecoms industry to exces-
sively powerful international competition, of losing monopoly revenues or of neglecting
important aspects of supply (universal service). However, many developing countries are
now also realising that technical developments in communications, e.g. satellite and mo-
bile communications, are making it increasingly impossible for governments to control the
market. The preservation of state monopolies is proving more and more inefficient in
terms of the overall economy and more and more expensive for the consumer.

1.3 The specific GATS rules for telecommunications services

The GATS also contains a number of specific rules for telecommunications. The GATS an-
nex on telecommunications underlines the dual role of telecoms services as a distinct sec-
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tor of the economy and as a means of communication for other economic activities. The
rules of the annex apply to all measures taken by a member state which affect access to
and use of public telecommunications networks and services. They do not apply to meas-
ures affecting the broadcasting of radio and television programmes.

The annex aims to ensure that each service provider is allowed to access and use telecom-
munications networks and services at reasonable and non-discriminatory conditions, both
inside the borders of a member state and on a cross-border basis. This also covers the
connection of equipment and private circuits. Free movement of information must be
permitted, including intra-corporate communications and access to databases. As part of
the transparency requirement, information on tariffs, technical interfaces, standards and
conditions relating to the connection of equipment and licensing must be made publicly
available.

The annex goes on to define the measures which a member state may take to protect the
security and confidentiality of information, as well as permissible conditions regarding ac-
cess to networks and services, e.g. universal service obligations, technical safety rules, in-
terconnection, etc. Developing countries can impose such conditions on market access as
are needed to strengthen their infrastructure and their involvement in international trade
in communications services.

Overall, the GATS annex on telecommunications strikes a balance between the need of
the telecommunications user for fair access conditions and the need of the regulatory
authorities and public telecommunications providers to maintain a functioning system and
to fulfil overriding policy objectives.

1.4 The WTO negotiations

At the end of the Uruguay Round in 1993, 60 WTO countries had made specific liberalisa-
tion commitments for various types of telecommunications services. Of these, however,
only eight referred to the “basic telecommunications* sector, which is defined in the
GATS annex on telecommunications as ““public telecommunications transport networks
and services*“. The other commitments referred only to so-called value added services.

It proved impossible in 1993 to agree on any commitments in the economically and politi-
cally most important field of basic telecommunications, which account for 80% of total
turnover from all telecommunications services, because the United States announced that
it would exclude basic telecommunications from most-favoured-nation treatment. As in
the financial services sector, it feared that it would otherwise have to grant other WTO
countries access to the US market as free-riders, without itself obtaining corresponding
market access in those countries. For this reason, it was decided at the final conference of
the Uruguay Round at Marrakesh that the negotiations on telecommunications — like the
negotiations on financial services, maritime transport and cross-border movement of peo-
ple — should continue. However, it was not possible to finish the negotiations by the
agreed deadline of 30 April 1996, because the United States still considered that the offers
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to liberalise which had been placed on the table were inadequate. The finishing date was
therefore extended until 15 February 1997.

The negotiations were indeed successfully concluded within this deadline (Barth, 1997b).
70 countries, including the United States, the European Community and its member
states, all other OECD countries and many developing countries, committed themselves to
multilateral market liberalisation and national treatment for “basic telecommunications
services*. In view of national differences of opinion, the definition of this term was left
open. The results of the negotiations entered into force on 1 January 1998. The country
schedules with specific liberalisation commitments are collated in the Fourth Protocol to
the GATS, thereby becoming an internationally binding element of the WTO treaties. In
line with the most-favoured-nation principle, they will benefit all WTO countries.

The commitments made (which vary in degree from country to country) embrace three key
elements: market access, investment and regulatory principles to safeguard competition.
The market access commitments cover the provision and use of all types of basic telecom-
munications services, i.e. international and domestic local and long-distance traffic, voice
telephony services, intra-corporate networks, data transmission, telex, telegraph, fax,
paging services, personal communications services, etc. On the other hand, the liberalisa-
tion does not include the broadcasting of radio and television programmes.

The liberalisation commitments refer to all types of transmission technology from fixed
lines, including undersea cables, to terrestrial fixed and mobile communications and satel-
lite operations. They offer foreign companies access to use existing systems or to set up
their own networks (“facility-based operations*) and make possible the resale of existing
network capacity.

56 countries, together accounting for 97% of world turnover, are opening up their mar-
kets for foreign investment. This was the most difficult issue in the negotiations. 65 coun-
tries have adopted regulatory principles to safeguard competition. These rules particularly
commit them to establish independent regulatory bodies and to grant interconnection
with existing telecoms networks at reasonable prices. They are designed to prevent cross-
subsidisation and other anti-competitive practices and to provide for transparent regula-
tion and licensing.

However, the flexible GATS mechanism means that the liberalisation commitments vary
widely from one country to another and do not yet imply full market opening in all coun-
tries and all sectors. There are still some substantial exemptions and restrictions in place.

The commitments shouldered by the three largest players on the market, the United
States, the EU and Japan, which together account for almost 75% of the world’s turnover,
basically comprise the following points. From 1998, the EU and its member states grant
market access and national treatment for all telecommunications services and transmission
technologies. The EU guarantees to all WTO countries the status of liberalisation in place
in its internal market from 1 January 1998, i.e. the abolition of public-sector monopolies
and the liberalisation of its telecommunications markets. However, the EU’s schedule of

70



commitments does contain a few country-specific restrictions on market access in the form
of delays in market opening in Spain (December 1998), Ireland and Portugal (2000) and
Greece (2003), and restrictions on foreign ownership in France and Portugal. The EU has
also committed itself to adhere to competition-based regulatory principles.

From 1998, the United States is basically providing free market access and unrestricted
national treatment for all telecommunications services and all types of transmission tech-
nology. The only subsectors in which it is not making any commitments are the “one-way
satellite transmissions of Direct to Home (DTH) and Direct Broadcast Satellite (DBS) televi-
sion services and of digital audio services*. In addition, and at the last minute, the United
States also lodged an exemption from most-favoured-nation treatment for these subsec-
tors — i.e. novel interactive television and radio services. However, it did give an assurance
that these derogations are narrowly defined and will have no negative consequences for
the EU.

In principle, the United States permits foreign investors in its telecommunications sector,
but does make certain exceptions. Direct holdings in an American telecommunications
company are not permitted for foreign governments or their representatives, or for foreign
nationals and companies which are not organised in accordance with US law. Also, the
United States restricts the issue of radio licences to companies which are at least 80% US-
owned. At the same time, however, it does permit 100% indirect ownership of such com-
panies via a holding. In the satellite sector, COMSAT, a US firm, retains exclusive rights for
links to Intelsat and Inmarsat satellites. The United States has also adopted a competition-
based regulatory approach.

In view of the previous restrictive and to some extent discriminatory approach to licensing
taken by the Federal Communications Commission (FCC), it is important to note that the
US schedule of commitments does not contain any reciprocity requirements for the li-
censing of foreign companies like the previous “Effective Competitive Opportunities (ECO)
Test* or its equivalent in the satellite sector, the “DISCO Test*“. However, following the
completion of the WTO negotiations, the FCC did announce new administrative rules,
providing instead for a “public interest test*. The EU doubts whether this is compatible
with the new WTO commitments made by the United States.

Japan is also in principle committed to providing market access and national treatment
from 1998 and to adhering to the competition-based regulatory principles. However, it
does restrict foreign holdings in NTT and KDD, two of the world’s largest providers of tele-
communications services, to 20%. On the other hand, it is removing all other restrictions
on ownership.

Canada and Mexico are also liberalising their markets, although they both reject the US
call that they should permit foreign majority shareholdings. Mexico only raised its ceiling
on foreign equity participation to 49% and Canada to 46.7%, and they have therefore
been criticised by the United States. Some Latin American countries have committed
themselves to undertake far-reaching liberalisation in the next few years. Eastern European
countries will liberalise their markets between 2000 (Czech Republic) and 2005 (Bulgaria).
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The Asian countries generally made less favourable offers, with the positive exceptions of
Singapore, the Philippines and Hong Kong. But most of them are planning greater liberali-
sation. Some countries, such as Malaysia and India, are already allowing more foreign in-
vestment than they committed themselves to in the WTO.

2. Information services
2.1 International trade in information services

A distinction is generally drawn between “basic telecommunications services*, i.e. the
mere transmission of language and signals, and the so-called value added services. The
latter include all services which extend beyond the mere transport of data, i.e. which con-
tain additional services supplied by the provider. Examples are database and data process-
ing services, online services, electronic commerce, etc. However, it is hard to draw a clear
distinction between “basic telecommunications* and ,,value added services®. In view of
the rapid development of new services and combinations of them, there is no internation-
ally accepted definition. Also, the term *“value added services* is increasingly being dis-
placed by the term “multimedia®, which describes the integration of voice, image and
data communications in new electronic and telecommunications-based services. At the
end of the Uruguay Round, the EU made liberalisation commitments for “value added
services, electronic mail and online information and data services*, as did certain other
WTO countries.

There are no detailed statistics as yet on international trade in information services. Ger-
many’s balance of payments statistics recorded exports of ““electronic data processing
services* worth DM 2.4 billion and imports worth DM 2.8 billion in 1996. Germany’s trade
in electronic data processing has grown sharply since 1986, with the trade account almost
always being in the red.

2.2 Regulatory framework and institutional barriers to trade

In most countries, the legislation governing the provision of new information services and
thus international trade in them is still being developed. In Germany, the ““Act Regulating
the Framework Conditions for Information and Communications Services, the so-called
“Multimedia Act*, which entered into force on 1 August 1997, stipulates the general rules
for the use of new information and communications services. The key points for interna-
tional trade are the rules which prevent anti-competitive practices by dominant companies
and maintain the freest possible market access for competitors. Another important issue in
the international debate is the distinction between new information and communications
services and broadcasting.

The legislation of various countries contains barriers to market access for foreign providers,
e.g. local content rules affecting the import of certain systems technologies or export re-
strictions on the high-grade cryptographic software needed, for example, to provide
banking services via the Internet. In view of their international dimensions, such problems
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require internationally coordinated solutions. A ministerial conference held in Bonn in July
1997 by the German government and the European Commission on the use of global in-
formation networks arrived at a very positive assessment of their development and dis-
cussed ways and means to cooperate internationally on overcoming the remaining practi-
cal obstacles in the way of greater use.

2.3 The WTO negotiations

Back in 1993, the Uruguay Round negotiations produced a number of liberalisation com-
mitments for international trade in modern information services outside basic telecommu-
nications. Like the EU, the United States, Japan and others agreed to provide market ac-
cess and national treatment for “value added services*, including electronic mail, online
information and data services, electronic data exchange, fax, etc. This range of commit-
ments was extended by the outcome of the negotiations in February 1997.

3. Outlook

The package of liberalisation commitments adopted in Geneva on the liberalisation of the
telecommunications markets in more than half of the WTO countries is the most important
piece of liberalisation achieved under the GATS so far. It provides for most-favoured-
nation treatment for all WTO countries. It will stimulate new developments in one of the
key sectors of modern economies, and it is a perfect complement to the international In-
formation Technology Agreement (ITA) adopted by the WTO ministerial conference in Sin-
gapore in December 1996. Under the ITA, 40 countries agreed to abolish tariffs on infor-
mation technology products like computers, telecommunications equipment, passive
components and semi-conductors by the end of the century. The ITA covers world trade
worth almost US $ 600 billion. In both agreements, the leading players (the “critical mass**
is roughly 90% in each case) have adopted far-reaching liberalisation measures which will
benefit all WTO members. Here, the high level of active participation and the good liber-
alisation offers from many developing countries merit attention. They clearly believe that
this will present them with greater advantages than a continuation of the protectionist
policies of the past. They realise that market liberalisation will bring opportunities to de-
velop their infrastructure and to attract the foreign investment needed for this. This also
corresponds to the practical experience of those countries which have introduced competi-
tion in the telecommunications sector. These countries have effectively achieved higher
growth on their telecommunications markets than countries which have retained their
monopolies (ITU, 1997: 4, 107, 1171t.).

It is, however, virtually impossible to undertake a quantitative assessment of the liberalisa-
tion commitments entered into and their impact on trade and employment, even though
some statements on this were made following the Geneva agreement. For example, the
Institute for International Economics in Washington predicted a cut in phone bills world-
wide of US $ 1000 billion in the next ten years. Charlene Barshefsky, the US Trade Represen-
tative, forecast a doubling or tripling of turnover in the telecommunications sector in the
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next 10 years, an 80% cut in the cost of international calls, and one million new jobs in
the US information industry. Such forecasts would appear rather uncertain.

On the other hand, a qualitative assessment of the results indicates significant advantages
for the telecommunications and information industries, for the consumers, and for the
WTO and the open, multilateral trading system.

The liberalisation and opening up of the telecommunications markets which has begun in
many countries is now assuming a multilateral dimension. This will stimulate further liber-
alisation. The commitments taken on by 70 countries peg the market access conditions at
the level offered. Countries subsequently imposing worse conditions would violate interna-
tional law. Of course, we cannot expect this to remove all bureaucratic market access bar-
riers for foreign telecommunications and information firms at a stroke. Some countries will
also need some time to implement the liberalisation commitments in practice in national
law. But the conclusion of the agreement does bring vital improvements in legal certainty
and policy predictability, and this is particularly important for telecommunications services,
which involve a high intensity of investment.

For the information industry, the result of the negotiations will promote the modernisation
of the public and private networks and will increase investment and (aside from the likely
impact of rationalisation) employment. It will advance the regulatory reform and open up
new market opportunities for companies in many countries. This will also give German
telecommunications and information companies the chance to develop into global players.
In turn, the growing demand for telecommunications services will itself boost demand for
equipment. That is why the information technology industries of Europe, North America
and Japan also supported the WTO negotiations.

The system of bilaterally agreed accounting rates, with its restrictions on competition and
price-increasing effects, will more and more be displaced by the new providers coming
onto the market. The telephone charges will thus be brought down towards the effective
production costs. The growth in international competition means that private and indus-
trial users can expect cuts in telecommunications costs and improvements in the quality
and availability of services (ITU, 1997: 10). The “regulatory principles* to safeguard com-
petition agreed in the GATS context should ensure that new providers receive effective
market access and that no new oligopolies emerge.

Finally, the Geneva agreement is also a major success for the WTO. It confirms that the
GATS is able to function and supports the continuation of the process of liberalisation for
international trade in services. All around the world, therefore, the conclusion of the tele-
communications negotiations is regarded as a major economic and trade-policy success.
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Part VIll: The liberalisation of audiovisual services

1. International trade in audiovisual services

International trade in audiovisual services embraces all services provided in the form of im-
age or sound programmes, i.e. the production, lease and distribution of cinema, television
and video films, cinemas, radio and television companies and the production of their pro-
grammes. On the other hand, the sector does not include multimedia productions and
services.

The commercial interest in trade in audiovisual services was primarily stimulated by the rise
of commercial television in Europe in the early 1980s. Starting from several court rulings in
Italy, the state television monopolies in almost all European countries were increasingly
rolled back, commercial broadcasting licences were issued, and broadcasting facilities
wholly or partly privatised.

Between 1980 and 1995, the number of television channels rose from 62 to 244 in the
European OECD countries. This was mainly caused by the increase in private channels.
From 1990, the growth of satellite television and cable channels further expanded the
range. By 1995, Germany already had 32 satellite channels and 30 cable channels (OECD,
1997b: 72). At the same time, technology made rapid progress towards higher transmis-
sion capacities and networks and to new programme technologies and options, e.g. video
on demand, pay-TV, satellite transmission, business services like home shopping or home
banking, and now digital television. The number of television sets, cable connections and
video recorders in households expanded in parallel to this, although it still lags far behind
the levels in the United States and Japan.

In the audiovisual sector, the “entertainment market* of films and television is developing
links with the information society, and this in turn explains why all countries are keen to
gain a very strong position in this highly promising area of the services industry.

The world’s trade in films, television programmes and video productions is dominated by
the United States, which has a market share of about 40% (including the US market). The
world’s largest consumer market, however, is the EU. The total turnover from audiovisual
media amounted to about US $ 23 billion in 1994, and it could well double by 2000.

The development in the EU is characterised by a sharp rise in demand for and a much
slower growth in domestic production of audiovisual products. The European market is
therefore increasingly dependent on US output. The EU’s trade deficit with the USA due to
the import of cinema and television films grew from ECU 1.8 billion in 1988 to ECU 3.2
billion in 1994. On average, the EU countries imported two-thirds of the entertainment
material they broadcast. The market share of imported works rose from 56% in 1985 to
76% in 1994. At the same time, the audiovisual sector is of great strategic interest for US
trade policy. It is responsible for one of the largest surpluses on the US balance of trade,
behind aerospace and agriculture.
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Compared with the EU’s imports from the United States, internal Community trade in
audiovisual works is insignificant. However, certain EU member states, e.g. France and
Spain, are more receptive to the import of European films than others (European Commis-
sion, 1997).

Table 11 shows the world’s leading trading countries in the field of films; however, the
international statistics are very incomplete and are based on differing definitions of the
audiovisual sector. The figures for the United States and Japan, for example, only cover
film rentals.

Table 11:
The leading exporters and importers of cinema and television films in 1994
(in US $ million)
Exports Imports Net sur-
plus/deficit
USA 2,584 100 2,484
United Kingdom 1,315 920 395
France 503 914 -411
ltaly 259 634 -375
Canada 195 358 -163
Germany 151 1,760 -1,609
Japan . 476 —476

Source: OECD, 1996: Services Statistics on International Transactions 1970-1994

These statistics illustrate the leading role of the United States on the international film
market — whilst importing very few films itself — and the high dependency on imports and
the very low export levels of almost all other highly developed countries, and particularly
Germany.

German international trade in the field of films witnessed a rise in German exports from
DM 87 to 190 million between 1987 and 1996, with film exports achieving a 0.14% share
of total German exports of services. German imports of films are rather more significant:
they rose from DM 522 million in 1987 to DM 3.8 billion in 1996, or 2.1% of all imported
services. As a result, Germany’s deficit from international trade in films rose from DM 434
million in 1987 to DM 3.6 billion in 1996.
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2. The GATS negotiations

In the negotiations on services during the Uruguay Round, the United States pressed hard
for market opening in Europe. The most controversial issue was the broadcasting quotas
of the EU “Television without frontiers* Directive of 1989, which obliges the television
companies of the EU to reserve as far as is practicable at least 50% of their screen time for
“European works*“.

The EU, under great political pressure from France and Belgium, demanded an “exception
culturelle* in the GATS, in order to protect their cultural characteristics, but also to protect
their film industry from US competition. After vigorous arguments, the EU and the USA
proved unable to agree on special rules in the GATS or on specific liberalisation commit-
ments. The EU therefore took comprehensive exemptions from the most-favoured-nation
principle for the audiovisual sector, and made no liberalisation commitments at all. On the
other hand, it also failed to have a clause inserted providing for the ““exception culturelle*“.
This means that the audiovisual sector — contrary to the claims by interested parties fol-
lowing the Uruguay Round - is subject to the general rules of the GATS. But the EU is not
obliged to grant most-favoured-nation treatment and has no commitments to provide
market access or national treatment. It is also allowed to continue its support for films.
This means that Germany’s Lander, which are responsible for legislation on broadcasting,
can retain their scope for policy-making in the field.

This ““success* of the EU was not achieved without political and economic costs, since it
had to give up desires for liberalisation in other areas of the negotiations which could oth-
erwise have been fulfilled.

3. Outlook

Despite the impact of the recession in recent years, the prospects for the audiovisual serv-
ices sector are very good (OECD, 1997b: 93ff.). According to estimates by the European
Commission, the number of television channels is expected to rise from 117 in 1993 to
500 in 2000. This would imply an increase in broadcasting hours from 650,000 to 3.25
million. According to the same estimates, at least 1.8 million employees in the EU earned
their living from audiovisual software (programme production and distribution) in 1993.
This figure could more than double by 2000. However, these very positive expectations are
so far having virtually no impact on German broadcasting. With value added of DM 5.7
billion and 39,300 employees (1995), public and private broadcasting in Germany is a rela-
tively small branch of the overall economy (DIW, 1997b: 264). It is anticipated that there
will be a continuous, but not rapid rise in the number working in private broadcasting. At
the same time, job cuts will probably continue in the public broadcasting sector (IFO,
1997: 33; DIW, 1997b: 272).

In the international film business, the EU is going to have to face up to tough competition
on its own market and on the world market. It must work harder at producing interna-
tionally marketable films.
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During the Uruguay Round, relatively few countries opened up their audiovisual markets.
The trade-policy debate on this will continue. The restrictive stance taken by the EU has
relaxed slightly because, during the internal negotiations on revising the 1989 television
directive, which were concluded in 1997, the European Council rejected the calls by the
European Parliament and France to make the quota arrangement in favour of “European
works* legally binding and to expand it to embrace new audiovisual services. Germany
and the United Kingdom called for a complete abolition of the quota system, and many
other EU countries also felt that it was out of date. This is not just a reflection of trade-
policy considerations, but also of the fact that technology is developing and consumers
will soon be able to download films and television programmes from anywhere in the
world, just as they choose, and unaffected by government controls.
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Part IX: The liberalisation of transport services

Like telecommunications, transport services — maritime and coastal shipping, air transport,
road transport, railways and inland waterways traffic — are a key sector of modern econo-
mies. In international trade in services, the transport sector is the largest industry behind
tourism. Freight transport is closely related to trade in goods. And international passenger
transport is closely linked with the growing volume of tourism and business travel.

For many countries, the transport industry is of strategic importance, e.g. for national secu-
rity of supply or in connection with objectives of industrial policy and regional policy. This
is particularly apparent in the case of the relationship between shipping and shipbuilding
policy in Japan and South Korea. The strategic significance of the transport sector means
that the transport markets in most countries are dominated by strict regulation, state mo-
nopoly structures, subsidies and government intervention in competition.

The transport markets are also experiencing a high degree of structural change, due to the
development of new transport technologies, improvements in infrastructure, and the
globalisation and liberalisation of the markets. By removing controls at internal borders
and expanding trade within the Community, the completion of the single European mar-
ket in particular has resulted in greater demand for freight transport services. Table 12
shows the world’s leading exporters and importers of transport services:

Table 12:
The leading exporters and importers of transport services in 1995
(US $ billion)
Exports Imports Net sur-
plus/deficit
World 216.7 240.4 -23.7
USA 46.6 43.5 3.1
Japan 22.4 36.0 -13.6
France 20.5 21.3 -0.8
Netherlands 19.6 14.2 54
Germany 19.3 26.1 -6.8
United Kingdom 17.0 17.2 -0.2
ltaly 14.9 23.3 -8.4
Belgium/Luxembourg 9.7 7.5 2.2
Denmark 1.7 7.3 0.4

Source: IMF Balance of Payments Statistics Yearbook 1996
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According to the IMF balance of payments, Germany’s position in the transport sector once
again fails to fully correspond to its role elsewhere in world trade: it is the fifth largest ex-
porter, with 8.9% of world exports, and the third largest importer, with 10.9% of imports.

Germany’s transport sector exports services worth DM 29.7 billion (1996) and accounts for
23.3% of all German services exports, and is thus the service industry with the highest ex-
ports. According to the German statistics (which deviate from the methodology of the
IMF), the trade account of the German transport sector has always been in the red over
the last decade (1996: — DM 7.4 billion).

1. Maritime transport services

The maritime transport sector is an important segment of the economy per se, for the EU’s
exports of goods, and for transport between non-EU countries. The EU is the starting or
finishing point for almost 25% of world trade. 90% of the Community’s foreign trade
travels by sea. But the significance of the maritime transport industry reaches far beyond EU
foreign trade. In 1994, the volume of internal Community maritime transport amongst the
then 12 member states totalled 217 million tonnes. A further 224 million tonnes took the
form of carriage between the member states and non-EU countries. Roughly three-quarters of
the world’s maritime transport consists of bulk goods like oil, liquid gas, coal, ores, chemi-
cals and grain. Intermediate and finished goods account for the remaining quarter.

In line with the rise in output and trade over the last decade, world maritime transport has
also recorded continuous growth. In 1996, it achieved a new record volume of 4.79 billion
tonnes, or 38,049 billion tonne-kilometres. The world’s merchant fleet also grew steadily,
to 739.7 million tdw in 1996 (UNCTAD, 1996Db).

In the past, however, and particularly from the late 1960s to the early 1980s, many coun-
tries have adopted protectionist measures like reserving cargo for their own fleets or pro-
viding competition-distorting subsidies, in order to achieve higher shares of the freight
business. In many cases, subsidised deliveries of goods, e.g. as part of development aid, or
“strategic goods* are reserved for ships under the national flag. In addition, many coun-
tries indirectly subsidise their maritime shipping via subsidies to the shipbuilding industry.
These distortions of the market have, however, slowed in recent years. The tough interna-
tional competition and the high costs borne by the European maritime shipping industry
have resulted in a substantial decline in the merchant fleet registered in the Community
over the last 15 years.

1.1 International trade in maritime transport services

As in many other countries, Germany’s maritime merchant fleet and its workforce have
been downsizing continuously for many years. The main reason for this is the increasing
number of German vessels sailing under foreign flags. This is primarily due to what are in
an international comparison very high wage costs and non-wage labour costs, the tax
burden, the expensive construction, operating and environmental regulations, etc. Ger-
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many therefore now only has a relatively small share of the world’s fleet capacities. It
comes 23rd amongst the leading flag states with a share of 1.2% of world merchant ton-
nage. On the container vessel side, it comes second behind Panama with 9% of the world’s
fleet. But Germany ranks far lower down the scale on bulk carriers and tankers. The main
reason for this disparity is technical and commercial differences in the way the various
types of vessel are deployed. In the case of container transports, major technical and logis-
tical difficulties need to be mastered, necessitating the appropriate infrastructure and in
turn creating competitive advantages where such infrastructure is available. Whilst the
world’s tonnage is continuously growing, the tonnage of vessels sailing under the German
flag fell from 7.3 million tdw in 1987 to 6.7 million tdw in 1996. The crews manning ships
under the German flag totalled only 14,173 people at the end of 1996, and more than
one-third of these were foreigners (VDR, 1997).

A look at the leading maritime transport nations on the basis of their revenues from and
expenditures on maritime transport reveals the following picture (Table 13):

Table 13:
The leading exporters and importers of maritime transport services (freight) in 1995
(in US $ billion)
Exports Imports Net sur-
plus/deficit
ltaly 9.9 10.9 -1.0
Japan 9.4 10.3 -0.9
USA 5.2 11.2 -6.0
Germany 5.1 5.0 0.1
Netherlands 4.8 8.0 -3.2
Belgium/Luxembourg 4.1 3.3 0.8
United Kingdom 3.6 3.3 0.3
France 2.2 3.5 -1.3

Source: IMF Balance of Payments Statistics Yearbook 1996

These figures give the income from or expenditure on freight of resident — i.e. registered
under the respective flag — maritime transport companies. On this basis, Germany was the
world’s fourth largest exporter and fifth largest importer of maritime transport services in
1995. However, the balance of payments is affected here by one factor which is not re-
flected in the statistics: whilst a fair proportion of the revenues from freight goes to the
shipping lines registered under a flag of convenience, the profits from this business ulti-
mately accrue to the foreign parent companies of these shipping lines, including many
German companies.
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1.2 Regulatory framework and institutional barriers to trade

By its very nature, maritime shipping is internationally oriented. The majority of maritime
transport, i.e. bulk freight, is relatively open to international competition and free of trade
barriers. On the other hand, the transport of intermediate and finished goods is subject to
numerous examples of government intervention and to the competition-distorting quanti-
tative and price agreements of state-approved liner conferences and consortia which op-
erate on set routes to set schedules (the so-called liner trade). Coastal shipping within na-
tional borders, i.e. between two points within one country, is reserved for domestic ship-
ping companies under the cabotage rules of almost all countries. Within the EU, cabotage
is in principle permitted, but the ban on cabotage still exists for many Mediterranean re-
gions and the French overseas départements.

A further institutional influence is the UNCTAD Code of Conduct for Liner Conferences
(Liner Code), introduced at the urging of the developing countries. In practice, this code
has meant that two countries linked by a shipping route each reserve 40% of the freight
transported between them for their own national fleet. Accordingly, only 20% remains for
shipping companies of other countries, the so-called cross-traders. However, these market-
allocation rules have been largely undermined by the expansion and structural change of
the maritime transport markets, by market-opening and competition-enhancing interven-
tion from the international financial institutions, and by the improved functioning of the
market mechanism. When the code was introduced in 1974, 85% to 90% of loads were
transported by shipping lines participating in conferences. Today, the figure is less than
half. The conference to revise the Liner Code, envisaged for 1996, did not take place. The
liner conferences are increasingly being replaced by “consortia® of the shipping compa-
nies which make possible cooperation regarding distribution of loads, serving of routes,
departures, etc. amongst several shipping lines, without resulting in agreements on freight
charges.

The common shipping policy of the EU, which was introduced in 1986 with four funda-
mental regulations, the so-called ““Brussels package*, and the continuing liberalisation of
maritime shipping in the single European market have stimulated competition within the
Community and enhanced the position of European shipping in international maritime
transport. In particular, maritime shipping within the Community has been gradually liber-
alised, and cabotage within the Community has basically been permitted. Above all, how-
ever, the completion of the internal market is contributing to the growth of maritime
transport via the expansion of trade both within and outside Europe.

1.3 The WTO negotiations

In the negotiations on services of the Uruguay Round, maritime transport was the main issue in
the field of transport. However, no specific rules of substance were agreed for this sector.

At the end of the negotiations, 32 countries had made liberalisation commitments for
maritime transport; five more countries joined them subsequently. Once again, however,
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the United States refused to make commitments on a most-favoured-nation basis. For this
reason, it was decided at the ministerial conference at Marrakesh that these negotiations
on liberalisation should also continue, until June 1996. The negotiations aimed at the
adoption of liberalisation commitments by the leading maritime shipping countries on ac-
cess to the “three pillars* of maritime transport. The first pillar consists of the international
transport of freight and passengers (“blue water shipping“). It aims to abolish cargo shar-
ing and unilateral cargo reservation practices. The second pillar consists of the possibility
to provide auxiliary maritime transport services, e.g. cargo handling and customs clear-
ance, loading, storage, container stations, agencies, etc. This pillar is mainly intended to
enable linkage between the maritime transport and the subsequent multimodal services.
The third pillar refers to the use of port services of all kinds (pilotage, fuelling, waste man-
agement, repairs, etc.) at reasonable and non-discriminatory conditions.

Initially, 24 offers to liberalise were presented at the negotiations, including offers from
the EU and Japan, but none from the United States. The United States stated that the
number and quality of the offers did not achieve the necessary “critical mass* to justify
even the presentation of a US offer. The background to this was the resistance of the US
maritime transport industry and trade unions to any multilateral liberalisation commit-
ments on maritime transport and to the related relaxation of the *““Jones Act*, which re-
serves cabotage between all US ports — from the East Coast via the Caribbean and the
Panama Canal to the West Coast including Hawaii and Guam up to Alaska — for vessels
under the US flag. There are great differences of opinion about the economic advantages
and disadvantages of this policy within the USA amongst the shipping lines, within the
administration and in Congress.

However, the EU also proved highly inflexible, by sticking — under the influence of strong
and one-sided Danish and Greek shipping interests — to its unfulfillable maximum demand
for comprehensive liberalisation commitments in international maritime transport, thereby
blocking the otherwise attainable improvements under the other two pillars. The German
maritime transport industry was also sceptical about the likely success of multilateral liber-
alisation of maritime transport. It took the view that no market liberalisation could be ex-
pected from the United States in any case, although the extent to which it would make
use of such liberalisation remained unclear. It also appeared quite happy with the current
conditions of access to the markets of importance to it, and apparently did not expect a
multilateral set of rules at intergovernmental level to bring it any clear advantages.

In this situation, most of the countries, except for Iceland and Norway, withdrew their of-
fers to liberalise. At the end of June 1996, the decision was taken to suspend the maritime
transport negotiations and recommence them in the next regular round of liberalisation
negotiations, i.e. not later than 2000. The most-favoured-nation obligation was suspended
until the conclusion of the next round of talks. It was agreed that the negotiations should
be conducted on the basis of the existing or improved offers to liberalise. Also, a “peace
clause* was adopted, under which no country may take steps to improve its negotiating
position on maritime transport unless this is in response to such measures in other coun-
tries.
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1.4 Outlook

In July 1997, the German government adopted a concept to promote maritime transport
in Germany. It provided for the option of a tonnage-related tax for maritime shipping
companies, i.e. a standardised determination of income from shipping based on the ton-
nage of a vessel, and a 40% withholding of wage tax for the crew employed on German
vessels. However, these tax concessions formed part of a wider tax reform which was re-
jected in 1997. In addition, the concept provided for more flexible rules for the crew, a
reduction in social contributions for foreign crew members, and a simplification of the
technical rules.

World maritime transport is expected to continue its strong growth. The WTO Secretariat
estimates it at 3% a year, UNCTAD (1996b: 8) even anticipates 4.1% a year for the next
decade. But we must also expect more intense international competition.

The EU is aiming at a free maritime transport market without government-sponsored dis-
tortions of competition. The Commission regards the multilateral negotiations in the WTO
as the main instrument with which to achieve this objective. However, it would be wrong
simply to wait until the negotiations begin again in 2000 and see what happens on the
world markets, merely assuming that the present market situation will remain unchanged.
Instead, we must expect that the United States and other maritime transport nations, par-
ticularly from Asia, will act aggressively to acquire larger shares of the maritime transport
markets without waiting for a multilateral arrangement. It looks likely that the geographi-
cal balance on the world’s maritime transport market will continue to shift, with the focus
being on the east and south east Asian region. Existing traffic routes will probably become
busier, like the trunk routes to the United States and Europe. In trade with developing
countries, the industrial countries will probably be increasingly displaced by emerging
economies (Bbhme, 1997). In view of this shift in the emphasis of maritime transport, the
EU should make a very early start on defining its interest in market liberalisation in major
countries and on preparing its tactical positions. This is made all the more urgent by the
fact that the shipping interests of the EU member states diverge and it is hard for the
Community to make its economic and political weight count in the international context.

2. Air transport services

International air transport is a large, high-growth sector. The expansion of the economy
and trade, rising incomes and leisure time are decisive factors on the demand side, cou-
pled with technical progress and falling ticket prices on the supply side. The output of in-
ternational airlines now stands at more than 1350 trillion passenger kilometres and more
than 100 trillion freight tonne kilometres a year. Turnover from air freight amounts to
more than one-third of the value of the world’s exports of goods. Passenger transport has
increased by 10% a year since 1960. Without air transport, tourism (the largest service
sector) would not have attained its present level.
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Air transport is one of the key engines driving the globalisation of the economy. In turn,
globalisation is one of the most important preconditions for the expansion of air transport.

Nevertheless, air transport is facing a number of challenges. New markets are emerging,
and the needs of existing markets are changing. Air transport policy is shifting towards a
gradual liberalisation, and the structure of the airlines is evolving. A large number of inter-
national mergers and shareholdings, strategic alliances and examples of cooperation are
developing (OECD, 1997c: 7, 25, 39ff.). Many air transport companies are internationalis-
ing their operations by outsourcing tasks like data processing, ticket reservation and ac-
counting, or by contracting maintenance and repair work to foreign suppliers. At the same
time, air transport is contributing towards the global structural changes in production,
sales and investment. It is estimated that up to 40% of air passengers are business travel-
lers, who account for up to half of air transport turnover.

The second, even more important factor for growth is international tourism, one of the
fastest growing sectors of the world economy. Over the last two decades, tourist flights
have increased by 5% a year, and turnover from tourism by no less than 15% a year. This
development chiefly derives from the general rise in disposable income and leisure time
(OECD, 1997c: 34).

As world trade continues to grow, air freight transport is also expanding rapidly. In addi-
tion, there is the increasing international division of labour, the shift of manufacturing lo-
cations, and new production methods like “just in time* and “lean production*. These are
resulting in a rising output of high-value, small-volume freight and an increased demand
for air freight. However, international freight transport still accounts for a relatively small
share of all air traffic, i.e. 25% of the total volume transported and 11% of total turnover
(OECD 1997c: 41).

2.1 International trade in air transport services

Air transport is predominantly an international sector. This can be seen from the ever in-
creasing importance of international passenger transport. Table 14 shows the leading ex-
porters and importers:
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Table 14:

The leading exporters and importers of air transport services (passenger transport) in
1995
(in US $ billion)
Exports Imports Net sur-

plus/deficit
USA 18.3 14.0 4.3
United Kingdom 5.9 4.9 1.0
Germany 5.8 5.9 -0.1
Netherlands 4.7 2.1 2.6
France 3.1 4.1 -1.0
Italy 1.9 3.1 -1.2
Japan 1.6 10.2 -8.6

Source: IMF Balance of Payments Statistics Yearbook 1996

In 1995, according to these statistics, Germany was the world’s third largest exporter (in
terms of turnover) behind the United States and the United Kingdom, and also the third
largest importer (behind the United States and Japan) of air transport services. German
exports of air transport services (1996: air freight DM 2.6 billion, passengers DM 9 billion)
account for 11.2% of all Germany’s exports of services. Over the last ten years, the trade
account has always been positive for air freight (1996: DM 2.3 billion) and always more or
less balanced for passenger transport.

2.2 Regulatory framework and institutional barriers to trade

The air transport markets are some of the world’s most tightly regulated service markets.
The competitive conditions are determined not only by general regulations, e.g. on safety
and the environment, but also by intensive economic regulations.

The economic side of the regulations is based on the bilateral air transport agreements
deriving from the Chicago Convention of 1944. They generally stipulate the airlines that
may fly the relevant route, the capacity offered by each company, and the capacity which
then remains for companies from third countries. This system of bilateral treaties has been
and is still being liberalised. A substantial influence on this is exerted by regional develop-
ments like the inclusion of air transport in the single European market, the integration of
the central and eastern European countries into the Community system, similar develop-
ments in South America (Mercosur) and the ““open skies* initiative of the United States.
For example, a number of more recent air traffic agreements of the United States, Canada,
the United Kingdom and the Netherlands already provide for relatively open market access
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without capacity controls. The EU in particular started liberalising its air transport markets
in 1993 and concluded this process with the removal of restrictions on cabotage from 1
April 1997. British Airways has made substantial use of this liberalisation. Via sharehold-
ings and partner companies, it has started up domestic flights in both France and Ger-
many. Further results of liberalisation in European air transport are the intensified competi-
tion on price and the establishment of eighty new airlines, sixty of which have already dis-
appeared from the market.

World-wide, however, the liberalisation of air transport will probably take quite some time,
and the system of bilateral air transport relations will remain in place for a long time
(OECD, 1997c: 17, 73ff.).

In terms of trade policy, the vital point is that bilateral air transport agreements inevitably
discriminate between the providers involved and the foreign companies left outside. They
are therefore exempted from the most-favoured-nation principle of the GATS. There are
occasional complaints that the bilateral agreements are insufficient to prevent discrimina-
tion against foreign airlines, e.g. on access to airport infrastructure, slot allocation, landing
and parking fees, passenger and freight handling, and the possibility to sell international
services. In the EU, Community-wide solutions have already been found for some of these
questions.

Distortions of and restrictions on competition may also derive from what are sometimes
substantial subsidies to “national carriers*, from preferential rules on bankruptcy, or from
restrictions on foreign shareholdings in airlines. In Europe, most of the companies — except
for British Airways, KLM and Lufthansa (federal shareholding currently 35.68% with the
intention to fully privatise the company) — are still generally state-owned.

2.3 The GATS negotiations

The negotiations on services in the Uruguay Round barely dealt with air transport, because
no government was prepared to give up the existing bilateral structure of air traffic rela-
tions and to transform it into a multilateral system based on most-favoured-nation treat-
ment. The GATS annex on air transport therefore excludes the real air transport rights (the
so-called “hard rights*“) and the directly related services from the scope of the GATS until
further notice. This is actually the only sector-specific exemption. It covers landing rights,
routes, capacities, pricing and ownership rules for airlines. For the time being, therefore,
the GATS rules apply only to certain “soft rights®, i.e. aircraft maintenance and repair,
sales and marketing and computer reservation systems.

This arrangement will be reviewed every five years, with the aim of gradually achieving full
applicability of the GATS rules in the field of air transport.

Many countries, as well as the EU, made liberalisation commitments for ancillary air trans-
port services in the Uruguay Round. However, since the EU failed to obtain any satisfactory
commitments from other countries, it lodged a reciprocity requirement for its liberalisation
commitment on computer reservation systems. Overall, though, the results achieved in this
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sector were better than those in the field of maritime transport, where it proved impossi-
ble even to agree on commitments for ancillary services.

2.4 Outlook

It is generally expected that globalisation, growing world trade and rising incomes will
bring about further strong growth in air transport. This will derive from the continuing ex-
pansion of air freight and of business travel, and particularly from international tourism.
The World Tourism Organisation forecasts a doubling of tourist flights between 1990 and
2010. However, all predictions of the future development of international flight are sub-
ject to considerable uncertainties, particularly with regard to the growth of world output
and trade, disposable income, demand for air traffic, technological advances and the re-
form of the legal and institutional framework (OECD, 1997c: 34, 42, 48). Another impor-
tant factor is whether the infrastructure of certain airports which are already working at
full capacity can be expanded and whether the reorganisation of European air traffic con-
trol, which has been initiated with the aim of improving efficiency, will bring the desired
results. But a range of representative forecasts do generally agree that world passenger
traffic can grow by 5% a year between 1990 and 2000 and by between 4.3% and 5.7% a
year between 2000 and 2010. According to a forecast by the ICAO, international air
freight traffic is set to expand by 7% a year between 1992 and 2003 (OECD, 1997c: 52,
54).

In the light of the differing views of the WTO countries, no specific forecasts can be made
about the continuation of the liberalisation at bilateral and multilateral level.

3. Land transport

Land transport in the broadest sense, i.e. road traffic, railways and inland waterways, was
scarcely touched on in the negotiations on services during the Uruguay Round. The liber-
alisation of passenger and freight transport by road is mainly of interest only to neigh-
bouring countries. It is therefore normally regulated bilaterally or regionally, particularly in
the context of the single European market.

In 1995, Germany exported road haulage and inland waterway services worth DM 4.3 bil-
lion and imported DM 7.8 billion worth of the same services. Over the last decade, the
trade account has always been in the red, and the deficit has been increasing.

In the Uruguay Round, most countries, as well as the EU, maintained their preference for
the system of bilateral transport relations. They therefore lodged reservations regarding
most-favoured-nation treatment for existing bilateral and regional land transport agree-
ments. On the other hand, the right of foreign land transport companies to establish a
commercial presence was liberalised further.
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For the same reasons, there was little interest in negotiations on market liberalisation for
railway transport, since it is closely linked to the infrastructure of the participating coun-
tries and generally provided by public monopolies.

A close relationship emerged between land and sea transport in the course of the negotia-
tions held in the context of maritime transport on liberalising multimodal transport, i.e. the
transport services connecting up with maritime transport so that a single company can
service the final consumer. This is primarily a matter of unimpeded use by the shippers of
road and rail transport or of forwarding agents. However, this topic was also postponed,
as part of the suspension of negotiations on maritime transport until 2000.
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Part X: The liberalisation of business services

In terms of growth and employment, industry-related or business services are a particularly
dynamic sector. They are becoming increasingly significant in the course of the tertiarisa-
tion of industry and the rising share of services inputs into industrial production
(Feketekuty, 1998: 46ff.; Noyelle in OECD, 1996¢: 20ff.). At the same time, they are an
expression of the integration of the secondary and tertiary sectors.

There is no generally accepted definition of business services in the literature, government
regulations or official statistics. The concepts and delineations are correspondingly varied;
people talk of production-oriented, market-oriented or industrial services, or of business or
professional services. In terms of German law on occupations, some of these services are
categorised as “liberal* (freiberuflich) services, which are particularly highly regulated.
Most of the business services require special training and high vocational qualifications.

For the purpose of this paper, a “positive list*“ of the main professional services which play
a role in international trade is provided here. This list is not complete and is subject to
changes and additions in the wake of rapid economic and technological developments
(Table 15):

Table 15:
Business services
Renting and management of real estate Maintenance, repair, inspection
Legal advice and management consultancy Geological surveys, exploration
Financial advice Assembly
Architectural and engineering services Disposal
Software production Storage
Research, development Leasing
Technical design Advertising
Design Security services
Market research Translation
Training, further training Placement and recruitment of personnel
Accounting Trade fairs and exhibitions

Source: Hass, 1995: 9

In addition to a high proportion of relatively small and mainly nationally oriented compa-
nies, many sectors also have a number of large, international companies. This is particu-
larly true of accounting, management consulting, advertising and market research. There
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are also several large US and British law firms which can be described as multinational
service companies (Mosslang, 1995: 68ff.).

The national accounts and the balance of payments statistics include business services un-
der the relatively meaningless catch-all category of “Other Services*. The statistical inade-
guacies and gaps are particularly great in this sector.

In 1970, roughly 1.17 million people worked in the sector in Germany, or 4.4% of all
those in work. In 1996, more than 3 million people, or 13.4% of workers in the west of
Germany, were employed in the sector. There are therefore more jobs in this sector than in
mechanical engineering, electrical engineering and automotive manufacturing together.
This service sector is the most dynamic part of the economy in terms of employment (Hass,
1995: 24).

The largest industries within the sector are management consulting, legal and commercial
advice (holding companies, tax consultancy, accountancy, legal advice, market research),
architectural and engineering services, and banks and financial institutions (Kramer in
Mangold, 1997: 183).

1. International trade in business services

As a result of globalisation, international trade in this field has developed extremely
quickly. Table 16 shows the world’s leading exporters and importers, although the interna-
tional comparability of the data is limited, due to the very different national definitions
used.
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Table 16:

The leading exporters and importers of business services in 1995
(in US $ billion)
Exports Imports Net surplus/ | Export growth
deficit 1988-95
in % p.a.
USA 30.6 17.7 12.9 6.5
Japan 24.5 32.0 -7.5 8.3
France 24.2 17.9 6.3 3.6
Germany 21.4 26.7 -5.3 13.4
United Kingdom 14.4 7.2 7.2 5.9
Italy 13.9 16.7 -2.8 10.8
Netherlands 13.1 115 1.6 13.9
Belgium/Luxembourg 10.7 9.6 1.1 5.1
Canada 9.3 12.9 -3.6 7.0
Korea 1.7 6.8 0.9 25.8
Switzerland 6.7 3.1 3.6 8.2
Spain 4.2 5.7 -1.5 7.6
(Trade and clerical services, leasing, various professional and technical services. The coverage varies widely
from one country to another.)

Source: IMF Balance of Payments Statistics Yearbook 1996: “Other business services* category

In 1995, Germany was the world’s fourth largest exporter (behind the United States, Japan
and France) and second largest importer of business services. Whilst most countries — and
particularly the United States and the United Kingdom — achieved high trade surpluses, the
German balance of trade in this sector — as in Japan — was negative. According to analyses
by the OECD, the competitive lead enjoyed by other countries is due not to the level of
development, the standard of training or other comparative advantages, but rather to the
international orientation of the companies, historical relationships and government regula-
tion.

Of greater interest than the “static*“ comparison of the positions of exporters is the ex-
tremely dynamic increase in exports over the last decade. Here, Germany is recording a
higher growth rate than most other countries, and would appear to be “catching up* in
this service sector. It is also interesting to note the situation in Korea, which seems to be
developing into a strong competitor on the world market.
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The role of the German suppliers of business services in international trade appears rela-
tively small. If one looks at this area in terms of German balance of payments statistics, the

picture is as follows (Table 17):

Table 17:
German foreign trade in business services
(1996) in DM million
Exports Imports Net surplus/ | Proportion of | Export growth
deficit all services 1987-96
exports in % in % p.a.
Patents and licences 5,014 8,827 -3,813 3.9 10.3
Research and development 4,719 5,206 -486 3.7 6.4
Engineering and other 3,700 4,483 782 2.9 7.7
technical services
Computer services 2,398 2,756 -358 1.9 29.3
Construction services, 7.138 6,605 533 56 20
assembly, upgrading
Administrative costs (pay-
ments between associated 2,736 5,132 -2,396 2.1 5.2
companies)
Clerical services 3,032 5,108 -2,077 2.4 19.3
Advertising and trade-fair 1,034 5,053 3,119 15 8.2
costs
Postal and courier services 3,047 4,051 -1,004 2.4 5.8
Other services from self- 771 2.984 2177 06 11.9
employed persons

Source: Deutsche Bundesbank, balance of payment statistics August 1997: tab. | 4a

Here, we should pay special attention to the “technical services, i.e. patent and licence
transactions with other countries, and cross-border payments for research and develop-
ment and for engineering and data processing services. Germany’s services account reveals
substantial deficits in all these areas, and the deficits have increased clearly over the long
term. For example, imports of technical services almost tripled over the last decade, from
DM 7.8 billion in 1987 to DM 21.3 billion in 1996. At the same time, income from the
export of technical services rose 2.3 times to DM 15.8 billion. As a result, technical services
increased their share of all services exports from 8.4% to 12.4% over the decade, and this
demonstrates how dynamic the sector is.

The trade deficit of all technical services together rose from DM 842 million in 1987 to
DM 5.4 billion in 1996. The gap is continuing to widen. According to a study by the Bun-
desbank (1996a: 63), the dynamism of trade in technical services in Germany is caused by
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various factors. On the supply side, the speed at which new technologies and processes
are being developed is having an impact. At the same time, the efforts of industry to ra-
tionalise are boosting demand. And international trade in technical services is also influ-
enced by the international links between companies. These are generally related to greater
technical cooperation, rationalisation and the increasing cross-border exchange of techni-
cal expertise. Many international transactions take place between affiliated companies,
and they may be determined by business, profit or tax-related considerations. Payments for
research and development may actually be nothing more than injections of finance by the
parent company into foreign subsidiaries — or they may represent genuine fees for im-
ported research services. These are two utterly different categories, but the balance of
payments statistics cannot distinguish between them, again illustrating the difficulty of
analysing the origins of trade in services.

The growing trade deficit in the field of technical services therefore does not necessarily
lead to the conclusion that Germany has fallen behind in international competition (Hartel
et al., 1995: 28). The figures for cross-border trade in patents and licences do not indicate
to what extent and why patents and licences are produced, used and sold in certain coun-
tries. Positive trade balances, as traditionally achieved by the United States and the United
Kingdom, are not in themselves evidence of the existence of advanced technologies in
those countries. On the other hand, countries like Germany and Japan, which traditionally
import more rights to utilise technology than they export, may thereby reinforce the com-
petitiveness of their production and thus of their exports of goods. The high export figures
achieved by German industry suggest that the trade deficit on technical services is not im-
pairing the performance of the export industry. This is also indicated by the record increase
in German patent registrations recorded in 1996, up 21% on the previous year. Direct
comparisons of international patent statistics, which often lead people to conclude that
Germany has a ““research deficit*, can be misleading, because German companies are in-
creasingly doing their research abroad and some of their patent registrations are recorded
as foreign registrations.

Trade in business services does not only take the form of cross-border supply. Because
there is generally a need for direct contact between the provider and the client, a substan-
tial amount of the trade takes the form of cross-border movements of people providing
services. The statistics do not pick up this trade. Also, foreign subsidiaries of large service
companies are playing an increasing role. Once again, the motive for this is economies of
scale, the opportunities caused by new information and communication technologies,
support for the industrial clients in their activities abroad, and the desire to offer services
from a single source. Examples of this trend include the world-wide expansion of interna-
tional firms of accountants, consultants, advertisers and legal advisers (OECD, 1996c: 8,
24; UNCTAD, 1993).

2. Regulatory framework and institutional barriers to trade

Business services are subject to various state and occupational rules. Some of the sectors
have no detailed sector-specific regulations, e.g. the real estate business, corporate and
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financial advice, market research or advertising. The extent to which these sectors can par-
ticipate in world trade mainly depends on the general policies governing the export mar-
ket, e.g. policies on travel and work by foreign service providers or on foreign investment.
In contrast, many other services, and particularly what are known in Germany as the “lib-
eral*“ professions, are subject to regulations on market access and the right to work in the
occupation. This applies, for example, to legal advice, accountancy and tax consultancy,
architectural services, or placement and recruitment of personnel. The regulations basically
aim to ensure the quality and reliability of the services and the responsibility and inde-
pendence of the providers, and to protect the consumers. In addition, they are also in-
tended to make sure that the providers can fulfil certain public tasks, e.g. to ensure the
functioning of the legal system, or the safety of public buildings. Ethical standards are also
generally imposed in the interest of the consumer.

In this way, the regulations serve legitimate political interests. At the same time — deliber-
ately or not — they impede market access for foreign providers of regulated services. These
impediments affect cross-border trade and the provision of services by in-house staff and
foreign subsidiaries. Trade barriers are created both by government measures and by pri-
vate-sector, occupation-based organisations and chambers. Serious obstacles include rules
on establishment and residence or citizenship requirements (these hardly exist any more in
Germany), restrictions on the establishment of companies, the lack of practicable qualifica-
tion and admission opportunities for foreign suppliers, discriminatory rules on public pro-
curement, and competition-distorting subsidies and state aids. The OECD has produced
comprehensive inventories of these obstacles to international trade in accountancy, legal
advice, engineering and architectural services in all OECD countries (OECD, 1996¢: 10, 55,
225ff.).

Since 1964, the EU has adopted more than 60 directives liberalising business services
within the Community. In the first phase, the aim was to comprehensively harmonise
training regulations. However, this approach proved too difficult. The next stage of liber-
alisation led to the mutual recognition of occupational experience and diplomas for certain
sectors. Two fundamental directives from 1988 and 1992 then resulted in a horizontal,
cross-sector approach to liberalisation via the mutual recognition of university diplomas
and vocational training in the member states. This system provides for a sort of semi-
automatic recognition of the vocational training of a professional from another EU country
if the regulated activity is the same as the one he pursues in his own member state. If this
is not the case, the foreign applicant can either receive further training or take an aptitude
test in the host country. This arrangement applies, for example, to accountants and engi-
neers. For lawyers, a directive was adopted in May 1997, intended to help them work in a
different EU country from the one in which they qualified.

However, all of these efforts to liberalise have failed to really stimulate intra-European
trade in professional services. It seems clear that trade is still impeded by restrictive regula-
tions, the practice of the admission bodies and occupational associations, and by structural
barriers to market access. Germany itself still has rules on market access and admission to
occupations which often restrict the specialist area and the region in which suppliers can
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work and make it more difficult for them to achieve a critical company size with a view to
international competitiveness. The density of regulations in Germany is very great in com-
parison with other countries. Many of the professions are governed by monopolies, regu-
lated fees or rules on training and admission which restrict competition. It is therefore
hardly surprising that the German providers of such services, with the exception of engi-
neering and technical services, have so far played a smaller role in international trade than
the professionals of other countries. The causes are many, and they vary widely from sec-
tor to sector. Many professionals, e.g. lawyers, tax consultants and architects, are mainly
organised in small or medium-sized firms and are ill-equipped for international competi-
tion, purely in terms of company size. The new partnership company act aims to encour-
age new structures, by permitting inter-profession cooperation. Often, despite many com-
plaints about emerging overcapacities on the domestic market, there is a lack of interest
amongst professionals in operating abroad. That contrasts with the aggressive business
policies of, for example, US, British and Dutch accountancy, law and consultancy firms,
which have always been internationally oriented and are taking active advantage of the
opportunities provided by growing international market liberalisation.

3. The GATS negotiations

The Uruguay Round resulted in substantial progress on liberalisation for business services.
At the end of the negotiations, 65 countries made commitments, e.g. on legal advice, ac-
countancy, architectural services, medical services, computer services, research and devel-
opment, real estate services, advertising, market research and management consultancy. In
the meantime, many other countries have also made such commitments on their accession
to the WTO.

The ministerial conference at Marrakesh established a WTO working group to develop
multilateral rules in order to ensure that government-imposed qualification requirements
and procedures, technical standards and admission requirements for business-related pro-
fessions do not represent an unnecessary impediment to international trade in services.
This work is initially focused on the accountancy business, and a recommendation on the
content of bilateral agreements on mutual recognition of vocational qualifications for ac-
countants has already been adopted. The working group has developed multilateral rules
which ensure that national qualification requirements are based on objective and trans-
parent criteria and are no more cumbersome than is necessary in order to safeguard the
quality of the service. At the same time, the basic right of the WTO countries to regulate
their services markets is preserved. The GATS aims not to fully deregulate occupation-
based rules, but gradually to remove unnecessary restrictions on international trade in
services.

4. Outlook

Business services are particularly dynamic in terms of turnover and employment. It is ex-
pected that they will continue to grow strongly (Hass, 1995: 24, 34). According to recent
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forecasts (cf. KrAmer in Mangold, 1997: 1871f.), the growth of “other services*, i.e. pro-
fessional and personal services, could stand at around 4% a year in real terms by 2000.
Growth is even expected to accelerate to 4.5% a year in real terms in the 2000 - 2010
period, with the prospects for business services being more positive than for personal
services. Across the “other services* sector, an average increase in manpower of approxi-
mately 116,000 a year should be possible from 1996 to 2010. This would mean that 1.7
million more people would be employed (above the threshold for social security contribu-
tions) in 2010 than in 1996, i.e. roughly five times as many as in mechanical engineering
today, the largest branch of the goods-producing industry in Germany (Kramer, 1997:
189).

According to these estimates, the best opportunities for development lie in management
consultancy, data processing, personnel placement, financial advice, real estate, and archi-
tectural services. The US labour administration has come up with similar estimates for its
jobs for the future: the business-related and highly qualified services, particularly in the
field of information and communications, as well as personal services, are expected to be
particularly expansionary (BMWi/IW, 1997: 16). It therefore seems likely that international
trade in business services will grow quickly. Germany has considerable competitive advan-
tages here and can develop additional export capacities. Experience shows that these ex-
ports then result in turn in sales of plant and equipment and financial and transport serv-
ices, and that these sales are often far greater than the initial services exports.
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Part XI: Tourism

Tourism makes an important contribution to the gross domestic product — 6% in Germany
— and to employment. Roughly 2.4 million people are employed in the sector, or 7% of
those in work. Turnover in Germany amounts to roughly DM 200 billion. Tourism also
makes a massive contribution to world trade. In 1995, exports of tourism accounted for
31% of the world’s exports of services.

The tourism sector is enjoying steady growth due to rising incomes, increasing leisure time,
and growing international competition between the countries of destination. For some
years now, this has meant a need to pay greater attention to the environmental and socio-
cultural consequences of tourism. The tourism industry is closely related to a wide range of
other sectors of the economy, such as transport services, and particularly passenger flight,
the hotel and restaurant trade, sports, the entertainment industry, tour operators and
travel agents. Modern technology is also increasingly being used in the sector, e.g. in the
form of computerised reservation systems or global distribution systems.

In the international comparison, Europe has a world market share of about 40% of tourist
travel and is the most important destination, but the pressure of competition from eastern
Asia is increasing (European Commission, 1997).

In Germany, too, tourism is very much a growth sector, despite the more difficult eco-
nomic and income climate. The trend in the east of Germany is particularly encouraging.
Since 1990, there have been sharp rises in the numbers of overnight stays, and 340,000
new jobs have been created.

Notwithstanding the growing need for austerity, there is uninterrupted demand in Ger-
many for foreign travel.

1. International tourism

In terms of the number of international tourist arrivals in Europe, Germany came ninth in
1996, with 15.1 million arrivals and a market share of 4.3% — behind France (61.5 million,
17.7% share), Spain (41.2 million, 11.9%), Italy (35.5 million, 10.2%) and other more
popular destinations.

Table 18 shows the world’s leading exporters and importers of tourism:

98



Table 18:

The leading exporters and importers of tourism (1995)
(in US $ billion)
Exports Imports Net sur-
plus/deficit
USA 69.8 46.9 22.9
France 27.6 16.4 11.2
ltaly 27.4 12.7 14.7
Spain 25.5 4.5 21.0
United Kingdom 18.8 24.6 -5.8
Germany 16.3 50.8 -34.5
Austria 13.1 10.6 2.5
Switzerland 9.5 1.7 1.8
China 8.7 3.7 5.0
Singapore 8.3 51 3.2
Canada 8.0 10.2 -2.2
Netherlands 6.6 11.7 -5.1
Japan 3.2 36.7 -33.5

Source: IMF Balance of Payments Statistics Yearbook 1996

The United States has long been the leader on revenue from tourism, followed by France,
Italy, Spain, the United Kingdom, and Germany in sixth place. In terms of imports of tour-
ism services, Germany heads the field, with expenditure totalling US $ 50.8 billion, fol-
lowed by the United States and Japan. The number of US tourists who visited Europe in
1994 is estimated at 13 million. Their main destinations were the United Kingdom, France,
Germany, Italy and Spain. In 1994, the Japanese went on 14 million trips abroad, of which
46% were to other Asian countries. It is estimated that Japanese tourists on trips abroad
spend on average four times as much as Europeans and twice as much as Americans. In
1994, 1.7 million Japanese visited Europe.

Even though the number of long-distance trips by European tourists has almost doubled
over the last ten years, the market remains dominated by tourist travel within the Com-
munity.

In Germany, tourism and transport are the largest sectors of international trade in services.
In 1996, tourism accounted for 20.8% of all German exports of services and for 39.7% of
imported services.
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Because of the natural competitive advantages of the traditional tourist destinations, the
tourism sector in Germany has always had a high “structural* deficit. This deficit jumped
sharply following German reunification. The main reason for this was the additional de-
mand from the east of Germany for foreign travel. Expenditure on travel rose from DM 42
billion in 1986 to DM 76.5 billion in 1996, i.e. by 82%, whilst income from travel to Ger-
many by foreigners grew by only 60% over the same period. The deficit from tourism thus
increased by 96% to DM 50 billion between 1986 and 1996. A further reason for this de-
velopment was weaker inflation in leading countries of destination and the increase in
purchasing power of German tourists as a result of the nominal rise in the value of the
deutschmark from 1992 (Deutsche Bundesbank, 1995a; 1996b: tab. | 4b). However, the
rise in the tourism deficit has slowed down since 1994, probably because of a certain satu-
ration of demand in the east of Germany and increasing uncertainties about income
trends.

2. Trade barriers and GATS negotiations

Because of its links with other parts of the economy, the tourist industry is affected by
many government regulations, few of which are aimed directly at the sector. They include
rules on the entry, departure and stay of foreign tourists, currency and tax rules, environ-
mental and consumer protection rules. Also, because it is labour-intensive, the tourist in-
dustry is both the subject of labour and welfare legislation, e.g. restrictions on the em-
ployment of foreigners, and a focus for initiatives to boost employment.

In contrast to most of the other, more regulated services, however, tourism is affected by
virtually no significant specific trade barriers. Hardly any country now restricts the entry of
foreign tourists or the spending of its citizens abroad. All countries are basically interested
in the income from international tourism. Bureaucratic entry formalities or excessive costs or
charges, e.g. visa or airport charges or government-imposed surcharges on hotel bills for
foreign tourists, primarily damage the country’s own tourism industry, and scarcely ever
represent serious trade barriers for other countries. Almost all WTO countries, industrial
and developing countries alike, therefore made liberalisation commitments for tourism in
the Uruguay Round. Some countries did restrict the possibility for foreign companies to set
up subsidiaries or acquire shareholdings, and limited access to computerised reservation
systems. The EU itself lodged a reservation about most-favoured-nation treatment in this
regard. Many countries, e.g. Greece, Italy, Portugal and Spain, reserve the right to work as
tour guides for nationals, and this has already resulted in cases before the European Court.
In general, however, the conditions for market access in international tourism are very lib-
eral.

3. Outlook

According to all available forecasts, international tourism will continue to grow strongly
(European Commission, 1997). According to a study from March 1997 by the World
Tourism Organisation on the prospects for tourism up to 2020, the number of tourist arri-
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vals world-wide could grow from 592 million in 1996 to 702 million in 2000, to more than
1 billion in 2010 and to 1.6 billion in 2020 (World Tourism Organisation, press release
dated 9 March 1997).

The World Travel and Tourism Council recently predicted that the number of jobs in world
tourism could rise by 47% between 1996 and 2006, from 261 million to 383 million. For
turnover, it even forecasts a doubling from US $ 423 billion in 1996 to US $ 846 billion in
2006. That would make tourism the world’s fastest growing sector.

Germany’s tourism industry is well set to share in this development. It is trying to attract
more foreign tourists to Germany by being more present on the world markets, going in
for innovative marketing and improving the quality of service. With its cultural diversity, its
share in the world’s business travel, its specialisation in the field of trade fairs, congresses
and events, and its outstanding infrastructure, it has a very good basis from which to
work. This also offers the chance — with the relatively low level of investment customary in
the tourist sector — to create many new jobs.
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Part XII: The cross-border movement of people providing
services

Many services can only be provided personally by the supplier or his staff. If the supplier
cannot or does not wish to establish himself permanently abroad, he needs to be able to
visit his clients abroad himself or to second his staff there temporarily. For this reason, the
GATS provides for the mode of cross-border “movements of natural persons* and the as-
sumption of appropriate liberalisation commitments.

In the single European market, the cross-border movement of persons providing services
has long been liberalised in accordance with Article 59ff. of the EC Treaty, though difficul-
ties do keep cropping up in this regard. The arguments about the German act on posted
workers is an example of this.

In the Uruguay Round, the idea of allowing foreign service personnel to work — albeit only
temporarily — on the domestic market met with resistance in most countries on grounds of
home affairs policy, labour market policy and social policy, in view of the increasing inter-
national migratory movements and rising unemployment. All countries impose restrictions
on the entry, residence and employment of foreigners, and these restrictions also impede
the cross-border movement of service providers. Contradictory interests in liberalising in-
ternational trade in services on the one hand and in protecting the domestic labour market
from undesired foreign competitors on the other turned out to be one of the most difficult
issues in the Uruguay Round. The highly developed countries, including the EU, were in-
terested in achieving relaxed arrangements for the entry of business travellers and of the
key personnel and qualified specialists of the foreign services subsidiaries. The developing
countries, in contrast, demanded an opening up of the labour markets of the developed
countries for “skilled and unskilled personnel* of all types, e.g. for construction workers
(Korea) or software specialists (India). The developed countries rejected these calls, since
they went far beyond the liberalisation of trade in services.

As a consequence of the very difficult negotiations, the GATS only regulates the temporary
stay of natural persons providing services abroad. It expressly does not regulate issues of
citizenship, residence or employment of foreigners seeking access to the labour market.
The GATS annex adopted in this regard recognises the sovereign right of every country to
regulate all these issues as it sees fit. However, such regulations must not nullify the spe-
cific liberalisation commitments of the relevant country.

In the final phase of the Uruguay Round, the United States, which already permitted the
entry of 65,000 skilled service providers a year, declared its willingness to make this ar-
rangement binding. The EU dispensed with its needs test for the transfer of leading per-
sonnel of foreign companies and for specialists and business travellers. Since these com-
mitments were insufficient in the eyes of the developing countries, it was decided at the
ministerial conference at Marrakesh to continue negotiations on liberalisation in this area
too. Certain developing countries created a political link between these negotiations and
the parallel talks on financial services in order to force the developed countries to accept
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their demands. The negotiations were concluded simultaneously with the preliminary con-
clusion to the negotiations on financial services, in July 1995. Six WTO members, i.e. Aus-
tralia, Canada, the EU, India, Norway and Switzerland, extended the commitments they
had made at the end of the Uruguay Round. As a result, almost all WTO countries have
taken on horizontal commitments (i.e. applying to all services sectors), generally for three
categories of service staff:

Service providers travelling on business may enter temporarily (normally for 90 days)
and initiate international transactions. But they may neither sell publicly in the respec-
tive country nor provide services themselves in return for payment.

Intra-corporate transferees, i.e. employees of a service company seconded to a foreign
subsidiary of that company, may stay there for a longer period — normally 2 to 5 years.
This applies to leading personnel and specialists.

Qualified foreign personnel may enter and stay temporarily in another country in order
to carry out service tasks for a limited period of time, without being associated with a
foreign subsidiary (contractual service suppliers).

In July 1995, the EU made additional commitments regarding the admission of “contrac-
tual* service suppliers for up to three months. The commitments of the individual member
states vary. Germany made commitments for contractual service providers in the following
sectors: legal advice, accountancy, advertising, management consultancy, technical tests
and analyses, building site examinations and surveys, travel agencies and tour guides. The
respective occupation-specific liberalisation commitments for those sectors were not ex-
tended. The commitments regarding the cross-border movement of people providing
services therefore vary from country to country and are extremely confusing.

The general GATS reservations about national regulations on entry, residence and em-
ployment remained in place.

In the next round of liberalisation from 2000, the developing countries will probably de-
mand further commitments in this area. They are interested in market access to labour-
intensive sectors and believe that the secondment of their service personnel is their most
important comparative advantage over the developed countries. They regard this as a —
partial — substitute for longer-term immigration (Bimal Ghosh, 1997).
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Part XlII: The results of the GATS liberalisation

As a new multilateral set of rules for international trade in services, the GATS is a ground-
breaking success. However, its impact on liberalisation has so far been much more modest.
To date, there have been few systematic studies of the economic value of the existing
country-specific and sector-specific liberalisation commitments and their effects on trade.
Such an assessment is extremely difficult. Unlike merchandise trade, where it is easy to
ascertain the value of the trade concessions of a country on the basis of the known trade
flows and the agreed tariff reductions, there is as yet no equivalent of the tariff rates for
trade in services. The liberalisation commitments instead refer to domestic regulations,
whose impact on trade cannot really be quantified. An assessment of the liberalisation
schedules would require a quantitative yardstick with which to determine the status of
liberalisation prior to and following the conclusion of the negotiations for each country
and sector and to undertake a comparison of different countries. This is doomed to failure,
simply because of the lack of a statistical basis. In addition, there is virtually no useful in-
formation about the impact on trade of the liberalisation commitments and the retained
trade restrictions or about the relative significance of the four modes of supply. Assess-
ment is rendered even more difficult because the commitments vary from country to coun-
try and the overall result is therefore very heterogeneous and complex. Furthermore, many
countries still have to translate their commitments into national law before they can have a
practical effect.

International studies on potential tarification and evaluation have begun in the OECD and
in the academic world, but are still in their infancy (Hoekman, 1995; Brown et al., 1995).

A first analysis by the GATT Secretariat of the results of the Uruguay Round (GATT, 1994:
39ff.) aimed at an “‘approximative** assessment of the liberalisation commitments of 106
member countries. However, it did not examine the significance of the commitments for
trade or their impact on growth and employment.

Hoekman produced a more detailed study (1995). It finds that the sectoral scope of the
liberalisation commitments is far from all-embracing. In terms of the sectoral contributions
to GDP and the sectoral shares of world output, the highly-developed WTO members only
made commitments affecting 50% of their services sectors (Hoekman, 1995: 19). The
fewest commitments were taken on in the sensitive sectors of land, sea and air transport,
postal services, research and development, education, health and social services. In con-
trast, business services, computer and construction services are included relatively fre-
guently. The developing countries and the eastern European countries in transition made
commitments covering only 11% of their service sectors, and some developing countries
only made commitments for a single sector. The most frequently liberalised sector is tour-
ism, with its significant potential for income and local employment for many developing
countries.

The most frequently liberalised mode of supply is the commercial presence of foreign
service companies on the domestic market. This reflects the desire of many developing
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countries to attract foreign investment. The GATS has thus effectively become a multilat-
eral instrument of liberalisation for investment. In contrast, many countries have only liber-
alised cross-border trade in services to a small degree, apparently so as not to let foreign
competitors into the country in an uncontrolled fashion. Almost all countries, on the other
hand, have made horizontal commitments, applying to all service sectors, on the cross-
border movement of persons providing services. However, the concomitant imposition of
many restrictions means that these commitments do not go very far. Most of the commit-
ments contain exemptions and restrictions. According to Hoekman’s calculations, the
commitment schedules of the highly developed countries contain no restrictions only for
28% of all sectors. In the case of the developing countries, the figure is only 6.5%. Fur-
thermore, most of the commitments do not lift any existing trade restrictions (“rollback*),
but only make the current status of liberalisation binding (*“standstill*“). Another negative
point is that many WTO countries — and particularly the highly developed ones — have
registered exceptions from the most-favoured-nation principle. Much therefore remains to
be done if the liberalisation of international trade in services is to make progress.

30 further states, all of them developing countries, have since acceded to the WTO. The
successful conclusion to the telecommunications negotiations in February 1997 brought
vital progress within the GATS process. However, its impact on trade cannot yet be accu-
rately predicted, since the new liberalisation commitments have still to be implemented by
the countries involved and the agreement only entered into force in 1998.
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Part XIV: The future of international trade in services

1. The global situation

The prospects for economic growth in the OECD countries are more positive than they have
been for a decade (OECD, 1997a: 5). The developing countries and the countries in transition to
the market economy also have a good growth outlook. Brazil, China, India, Indonesia and Rus-
sia are developing into major players in the world economy and in world trade. The traditional
“industrial countries** and the new players are intensifying the international division of labour.
This promotes economic development and trade. The process is also fostered by the liberalisa-
tion of world trade. As a result of the Uruguay Round, the GATT Secretariat has forecast growth in
world exports of goods up to 2005 of between 9 and 24% (depending on the underlying as-
sumptions) and an annual increase in world output of between US $ 110 and 315 billion -
compared with the scenario without liberalisation (GATT, 1994: 27ff.). The latest predictions
and scenarios for the development of world trade also present an optimistic picture (Table 19):

Table 19:
Forecasts of growth in world trade
in constant US dollar prices, unless otherwise stated
Annual rates of change in per cent
Study Basis/Region 1996 | 1997 | 1998 | 1999 | 2000 | 2001 and
later
OECD Economic Outlook OECD exports (goods + 5.9 8.9 7.6
1997, p. A12 servs.) 4.9 8.4 75
Germany, exports
WTO Focus No. 18/1997 World merchandise exports 4.0 4.0
World services exports
(in current prices) 5.0
Annual Economic Report Germany, exports 4.6 6.5
1997, p. 130
IMF World Economic Out- | All world trade 5.6 7.3 6.8 | Four-year average
look 1997, p. 2, 169, 205 1990-2002: 6.7% p.a.
Exports (advanced econo- 5.0 6.9 6.7 | Four-year average
mies) 1999-2002: 6.5% p.a.
World services exports 5.0 0.7 6.4
(in current prices)
Prognos World Report ‘97, |World exports 1995-2000: 5.7% p.a.. 2000-2005: 5.3% p.a.
p. 20 EU exports 1995-2000: 4.7% p.a.. 2000-2005: 4.6% p.a.
OECD Towards a New Nominal world trade, 1995-2020 Growth of 30% to 45% in world
Global Age, Draft Analytical | High Growth Scenario GDP
Report 1997, p. 85ff. World services exports, Index 1992 = 100, 2020: 363, = 4.7% p.a.
High Growth Scenario in real terms
Nominal world trade, 1995-2020 Growth of 30% to 37% in world
Low Growth Scenario GDP
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Against this background, the prospects for further expansion in international trade in
services can be assessed positively. It has been the fastest growing sector of world trade
for years — albeit starting from a comparatively low level. This trend is likely to hold (OECD,
1997d: 16, 78). The structural change towards the services and information society is con-
tinuing. In future periods of upswing, jobs will probably tend to be created in the tertiary
sector rather than in industry. The export intensity of the services sector around the world
is less than that of goods output, and there is scope for further development. This also
applies to Germany, which in some areas has a greater potential to boost its trade in serv-
ices than other highly developed countries. Technical progress, falling transport and tele-
communications costs, an improved domestic and international environment, new, global
corporate strategies, rising incomes and higher mobility on the part of consumers will in-
crease the supply of and demand for services.

In parallel to this, international direct investment is also expected to continue to grow ap-
preciably. According to a survey by UNCTAD, 72 of the 100 leading transnational compa-
nies are planning an increase in their international direct investment over the next five
years. As in the past, the bulk of this will continue to originate from and flow into the
highly developed countries. North American investors regard Europe as the most impor-
tant region for investment, and European investors for their part mainly wish to increase
their presence in the United States. Japanese companies, on the other hand, prefer to con-
centrate on the Asia-Pacific region. But the developing countries will also be receiving
more foreign direct investment and are planning to invest abroad themselves (UNCTAD,
1996a: 36). Going by the current trend, it can be expected that, as foreign direct invest-
ment rises around the world, the share of this accounted for by the services industry will
grow further.

The previous rapid growth in international trade in services has generally taken place -
apart from in the single European market and other regional zones of integration and free
trade — without a comprehensive liberalisation of government market regulation. The mul-
tilateral process of liberalisation in the WTO context, effective from 1995, will stimulate fur-
ther growth. It will be supplemented and reinforced by agreements on liberalisation like
the result of the telecoms talks from February 1997 and the conclusion of the negotiations
on financial services achieved at the end of 1997.

The actual impact on international trade will depend on strict adherence to the agree-
ments made and on the extent to which businesses take advantage of the improved envi-
ronment and global market liberalisation. Notwithstanding all the positive expectations
regarding the likely development of trade in services, the services sector will also have to
face up to tougher competition, more aggressive methods of market development, and
possibly new trade conflicts, both on the domestic and the world markets. For example,
the US telecommunications industry will do all it can to occupy the international telecom-
munications and information markets as quickly as possible, if necessary taking recourse to
the United States’ bilateral trade-policy instruments.

107



2. The most dynamic sectors of international trade in services

The development prospects of international trade in services vary widely from country to
country and from sector to sector. The various areas — to the extent that relevant statistics
exist at all — have already registered different levels of dynamism in the past (Table 20):

Table 20:
The growth rates of the leading services exporters 1985-1995
in current prices on a dollar basis
Annual change in %
World USA France Germany UK Japan

Total services exports 11.9 115 10.6 11.7 8.5 12.0
Transport (88/95) 8.8 9.4 7.1 8.0 5.7 5.8
Maritime freight - 4.8 4.3 9.2 2.2 -

Air transport (passengers) - 10.9 10.2 9.6 8.1 -

Air freight - 14.1 10.7 3.9 3.5 -
Tourism (88/95) 10.6 11.0 10.5 7.6 8.0 1.6
Other services (88/95) 10.2 9.5 8.4 8.8 5.0 11.3
Telecommunications - 5.2 16.2 8.0 35 -
Construction - - 12.0 8.8 - -
Insurance - 4.2 135 17.3 -2.0 2.6
Financial services - 6.9 26.1 18.2 2.3 -
Computer/information - - 43.3 28.9 - -
Fees/licence revenues - 121 8.0 11.8 12.5 20.4
Other business services - 6.5 3.6 134 5.9 8.3
Personal/cultural services - - 21.0 15.0 8.5 -

Source: WTO Annual Report 1996: vol. Il tab. 75, IMF Balance of Payments Statistics 1996: vol. 47, own calcula-
tions

The differences in the levels of dynamism derive from structural and other competitive fac-
tors like the geographical situation and the climate for tourism, specialisation in world
trade, technical advantages, etc. (cf. Part I.4).

It is necessary to point out that, because of the well-known statistical problems of interna-
tional comparability, these data permit only limited conclusions to be drawn. Particular
caution must be exercised regarding the growth rates of trade in services. The data ex-
pressed in US dollars in the international statistics are affected by fluctuations in the rate
of the dollar and may grossly misrepresent the “real* development. For example, the ex-
change rates used by the IMF for Germany in its balance of payments statistics for 1985 to
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1995 vary between DM 2.94 and DM 1.43 per dollar. The growth rate of German services
exports ascertained (in DM) from the German balance of payments is 4.3 times lower than
the IMF statistics (calculated in dollars) for the same period, because of the appreciation of
the mark against the dollar. On the other hand, the appreciation of the dollar against
other currencies in 1996 meant that the volume of trade recorded by the WTO for that
year was much lower in terms of value than had been expected at the beginning of the
year.

When looked at in conjunction with the sectoral market analyses discussed above, how-
ever, and notwithstanding these statistical difficulties, a number of service sectors are re-
garded as particularly dynamic and promising (cf. also Klodt et al., 1997: 173ff.).

The sector which is likely to give the greatest boost to growth and employment, particu-
larly for Germany, is that of business services. This sector — including the banks and insur-
ance companies that also work closely with business — has seen an 85% increase in the
number of people it employs (above the wage threshold for social security contributions)
since 1976 and has thereby created more than 1.2 million jobs. With some 2.6 million
employees, the overall sector is now almost as large as mechanical and electrical engi-
neering. The output of business services is expected to continue to grow strongly, al-
though the banking and insurance sector is facing some tough rationalisation (Kramer in
Mangold, 1997: 187ff.). Business services are also expected to have a substantial potential
for development in terms of international trade.

High growth rates are also anticipated for telecommunications, information and multime-
dia services and for software and data processing services (Fels in Mangold, 1997: 471f.;
Kramer in Bullinger, 1997: 20ff.).

The software market is becoming more and more important. World-wide, it grew by 17%
annually between 1990 and 1996. According to the McKinsey Global Institute, it had al-
ready grown to US $ 200 billion by 1994. That is almost half of the world’s entire com-
puter market. The US example reveals the production and employment opportunities that
lie in this sector. The US economy uses almost twice as much computer software per cap-
ita (US $ 340) as Germany (US $ 173). Correspondingly, the United States has 50% more —
mainly highly qualified — employees per capita in the software industry than Germany.
Germany certainly has considerable potential for growth here (BMWI/IW, 1997: 14, 16,
34).

Many other modern services also started life in the United States and only came to Ger-
many much later. Well-known examples are modern financial instruments like leasing and
franchising or parcel services. Air traffic and tourism also have a good growth outlook. The
prospects in the other transport sectors are influenced by both positive and negative fac-
tors. On the one hand, increased economic activity will boost demand for transport serv-
ices. In view of changing production structures (“just in time*) and increasing outsourcing,
the potential market for logistical services is substantial. On the other hand, the advance
of modern communication technologies is reducing demand for personal transport. A
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growing environmental awareness and corresponding policy measures could slow the rise
in demand for transport services.

On the domestic front, the growth and employment outlook for personal health and
nursing services and household and leisure services is predicted to be good (BMWIi/IW,
1997: 16). However, this will be impeded by an increasing need for austerity on the part of
the public-sector health fund managers. So far these services sectors have played only a
very minor role in international trade in services, because they are mainly funded and pro-
vided by state or welfare organisations and are of virtually no interest for foreign competi-
tors due to the lack of market-oriented scope for activity. That does not necessarily mean
that international trade will remain small in these areas in future. Examples suggesting the
opposite are the successful export of education and training services by the United States
and the United Kingdom to foreign pupils and students and the export of medical services
by various countries. Given its good quality and infrastructure, the German health system
could attract more foreign patients, but would need to develop more market-oriented and
competitive structures to do so. German universities are also endeavouring to attract for-
eign students once more and thereby to boost “exports* of services. Due to their tradi-
tional experience with competition in this field, other countries, such as the United States,
are considerably more successful than Germany, where these service sectors are generally
organised by the state and have not so far been oriented to international competition.

3. Possible scenarios for future development

Estimates of the future development of world trade are very difficult and uncertain (GATT,
1994: 27ff.). Even short-term forecasts can turn out wrong. In December 1995, for exam-
ple, the OECD predicted growth in world trade in 1996 of 8.2% in real terms, but reduced
this forecast to 6.1% in December 1996 and finally confirmed that growth had in fact only
been 4% (WTO, Press Release 71 of 4 April 1997). It is even harder to predict trends for
international trade in services than for trade in goods. The well-known statistical problems
mean that even the data from the past, which serve as a basis for the forecast, involve sig-
nificant uncertainties. The estimates of world trade summarised in Table 19 therefore con-
tain only a very few specific messages about trade in services. Most of the prediction mod-
els ignore it entirely.

The uncertainties in the forecasts relate to fundamental factors like economic growth,
market prices and exchange rates, as well as the progress on sectoral structural change.
Further uncertainties exist with regard to technological and commercial developments on
the supply side, e.g. the introduction of new telecommunications and information tech-
nologies or the transport capacities of new wide-bodied aircraft. International direct in-
vestment can cause shifts in trade flows. It is impossible to predict what progress or set-
backs there will be on deregulation at domestic level or on international liberalisation and
other factors affecting trade in services.

Even at sectoral level, there are fundamental difficulties in the way of forecasts. Bohlke-
Preissler (in Mangold, 1997: 242), for example, states: “Nothing useful can be said about
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the future of commerce on the Internet merely by extrapolating trends. The current situa-
tion cannot be analysed with any degree of precision; the future offers a vast variety of
potential developments which will be influenced by factors which are very hard to pin
down.* The predictions of the volume of electronic commerce which will be conducted via
the Internet in 2000 vary between US $ 5 and 300 billion. Almost all other service sectors
pose similar problems for forecasters (e.g. on air transport: OECD, 1997c, 39ft.).

This paper will now try to illustrate the potential medium-term developments of interna-
tional trade in services using two scenarios (Figure 10). However, the following remarks
certainly do not represent forecasts. The actual course of events will depend on a large
number of economic and political factors.

Figure 10:
Possible medium-term developments of German services exports
(US $ billion in current prices)
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Source: WTO statistics on services exports 1985-1995; WTO Annual Report 1996: vol. Il, tab A5, own model
calculations

The “*business as usual* scenario assumes that the present trend of German trade in serv-
ices will continue. That means that the growth of German services exports as determined
in the WTO statistics of 7.1% a year from 1990 to 1995 (on a dollar basis in current prices)
will continue up to 2002. Exchange rates are assumed to remain constant. This scenario
certainly seems feasible. The growth trend, which slowed down in the second half of the
1985-1995 period, is extrapolated from only the lower rate (6.6%0) in the latter half of the
period. This in turn is based on the prediction by the IMF World Economic Outlook 1997
(p. 169, 205), which forecasts annual growth of almost 7% (in current prices) for the total
exports of goods and services of the advanced economies up to 2002. It can be assumed
that trade in services — as in the past — will grow faster than trade in goods.
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In the ““business as usual* scenario, it is also assumed that the liberalisation measures im-
plemented and planned in Germany, the EU and the WTO will proceed according to plan.
In other words, this is not a “worst case scenario*“. Should the liberalisation slow down or
even reverse, or should a new wave of protectionism spread, exports of services would
presumably develop less positively than in this scenario. The same is certainly true should
there be unpredictable economic or political disruption of global economic output and
trade.

The “high growth* scenario, in contrast, is based on the assumption that the overall
economy and world trade will develop in line with the higher variants of the estimates pre-
sented in Table 19, that rapid progress will be made on the liberalisation of trade in serv-
ices, and that domestic German regulations will soon be improved. This scenario assumes
that Germany is able to achieve growth of exports of services at the same rate as it (11.6%
p.a.), the EU (11.8%) and Japan (12%) managed on average over the 1985-1995 period
(in nominal terms on a dollar basis). The expansion is thus relatively great, especially given
that export growth effectively slowed down in the latter half of the period. On the other
hand, Germany has opportunities to boost its exports in the most dynamic sectors as world
output and trade pick up. The best example of this is provided by Japan, which has re-
cently achieved large increases in the export of “other services* (up 11.3% p.a. between
1988 and 1995) and raised its share of the world market from 5.1% to 7.7%. Austria,
Belgium, Italy and the Netherlands have also done well in this field (WTO, 1996: vol. I,
tab. IV, 63). German exports, on the other hand, only achieved below-average growth on
this expanding market, and the country’s market share declined from 7.6% to 6.2%. If
trade is to develop as envisaged in the *““high growth* scenario, there would therefore
need to be a turnaround in this promising area of services, success in exports in other ar-
eas too, and a strong process of further liberalisation.
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Summary and outlook

Today, the services sector is the largest sector in terms of value added and employment,
and it is also the fastest growing sector in the highly developed economies. The share of
the world’s GNP accounted for by services rose by almost one-fifth between 1970 and
1997, to 65%. Up to three-quarters of employment world-wide is in the services sector. It
is therefore regarded as the driving force for employment in modern economies. Financial
services, telecommunications and information, transport and business services are large,
highly productive areas of the economy which serve domestic and international markets
alike. They create growth, employment and innovation.

The growing importance of services, however, does not pose a threat to the goods-
producing sector. In fact, the two sectors are growing ever closer together and are be-
coming more mutually dependent on each other as intersectoral cooperation becomes
deeper. Services are increasingly becoming vital inputs for industrial production and are
more and more determining its competitiveness. There is a shift away from the export of
goods alone towards the export of complete solutions in which the value of the services
often exceeds that of the merchandise. The traditional borderlines between the goods and
services sectors are becoming blurred. For Germany, as an efficient provider of a wide
range of industrial goods and as a high-wage country, a productive industrial sector will
remain indispensable in the future, not least as a basis for the continuing development of
the services sector.

In Germany, as in other countries, the share of overall economic output accounted for by
services has risen, from 41% in 1960 to 64% in 1995. The proportion of the workforce
employed in services has grown from 34% in 1950 to 63% today. Since 1970, employ-
ment in this sector (in the west of Germany) has increased by 6.1 million, a rise of 55%. Of
this figure, 4 million people were employed in private-sector companies, 1.2 million by the
state and 0.9 million in private households and non-profit-making organisations. The
services sector is the only one which has been able to create additional jobs over the last
25 years. It is also making a substantial contribution towards modernising the economy
and boosting employment in the east of Germany.

The rise in employment in the services sector achieved in Germany, of 6.1 million or 55%,
does however contrast with an increase of 43 million or 90% in the United States and of
15 million or 65% in Japan.

In view of this dynamic growth, there are great hopes that the services sector will be able
to tackle the unemployment problem.

Macroeconomic structural change has also been affecting international trade in services
for a long time now. Cross-border trade in services alone now accounts for one-fifth of all
world trade, with exports of US $ 1,200 billion. The figure becomes much greater when
one includes the services provided by the “commercial presence*, i.e. the subsidiary of a
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foreign services company. Another increasingly important factor is those services incorpo-
rated in international trade in goods.

Despite this strong growth, it is apparent that the share of world trade accounted for by
services is, at 19%, much lower than the services’ share of world output (65%). The serv-
ices sector is thus far less internationalised through foreign trade than is industry. That is
the consequence of fundamental structural differences and of institutional and regulatory
barriers to trade.

Over the two decades from 1976 to 1996, Germany tripled its exports of commercial
services to DM 127 billion. Over the same period, its imports of services expanded by al-
most three-and-a-half times to DM 193 billion. Services account for 12% of all German
exports, compared with 20.4% (on average) in the EU, 24.3% in the United States, and
12.6% in Japan. In the rankings of leading services exporters, Germany generally comes in
third or fourth place behind the United States, France and the United Kingdom. Its posi-
tion is thus considerably weaker in trade in services than in trade in goods. Also, Ger-
many’s trade balance for services has been in the red for decades, and the deficit - DM 65
billion in 1996 - is still growing. Easily the largest part of the deficit is caused by the fact
that Germans are the world’s keenest tourists. But almost all other service sectors — except
for financial services and insurance — also have a negative trade balance. In this respect,
therefore, Germany is very different from other countries like the United States, the United
Kingdom, Spain and France, which earn large surpluses from international trade in serv-
ices.

Many observers conclude from this that Germany has a “‘services gap‘ in its macroeco-
nomic structural change and in international trade. All one would need to do would be to
close this gap by means of appropriate strategies, and the unemployment problem would
be a thing of the past. However, this argument should be treated with caution. The appar-
ent statistical ““gap“ in German trade in services compared with other countries is substan-
tially reduced if one remembers that a considerable and growing amount of services are
exported via the commercial presences abroad of German companies. This form of trade -
which goes far beyond the traditional concept of simple, cross-border trade — is becoming
more and more important, e.g. in the banking and insurance sector. The services sector is
now by far the main focus of German investment abroad.

The “gap* in German services exports is further reduced by the ever rising proportion of
services which are incorporated in the export of goods and which are treated statistically
as exports of goods. There is a clear trend towards the tertiarisation of input into industrial
production and thus also into exports of goods.

The growing significance of international trade in services quickly led to attempts to liber-
alise it. The most successful example of this is the single European market, where trade in
services within the Community has largely been liberalised following a lengthy and diffi-
cult process. The adoption of the General Agreement on Trade in Services (GATS) in the
Uruguay Round trade negotiations represented a further decisive step towards multilateral
liberalisation. The GATS is the first set of multilateral rules for trade in services and for in-
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ternational investment in the services sector. At the same time, it provides a framework for
further gradual reductions in the many institutional and regulatory barriers which have so
far impeded the full development of international trade in services.

Since it entered into force in 1995, the GATS has already achieved substantial progress on
liberalisation, particularly through the successful conclusion to the negotiations on liberal-
ising basic telecommunications services and financial services in 1997. Despite this, the
multilateral process of liberalisation is still only just getting underway, and much remains
to be done in order to advance the liberalisation to anything like the level achieved for
merchandise trade by the GATT. The next general round of negotiations on services will
commence in 2000.

The gap in German trade in services as revealed by benchmarking comparisons with other
countries does not in itself justify any regulatory action to create roughly similar structures
or market shares in German trade in services. Instead, the gap rather raises the question of
what underlies the divergent developments, and whether there are any structural, institu-
tional, regulatory, legal, wage-related, tax or other impediments in Germany or on the
world market which explain the gap and can perhaps be tackled with appropriate strate-
gies. In view of the heterogeneous nature of services, these questions need to be ad-
dressed for each individual service sector. At the same time, it is clear that, simply because
of the generally expected growth in international trade in services, Germany has substan-
tial potential to boost its foreign trade. This finding is of greater interest than the discus-
sion of a smaller or larger services ““gap®, as it is not static or backwards-looking, but fo-
cuses on the dynamism and the growth opportunities of future developments. In macro-
economic terms, everything indicates that active use should be made of this potential. Ex-
ports and imports create income, growth and employment in all the countries involved.

The structural change towards the services society will continue, albeit possibly at a rather
slower rate. The macroeconomic and trade-policy preconditions for further growth in in-
ternational trade in services are more favourable than ever. The export intensity of the
services sector still lies far below that of manufacturing industry, and there is great scope
for further growth. The range of modern services is expanding and improving. This par-
ticularly applies to modern telecommunications and information services, which also in-
creasingly serve as media for the provision of other services. The rising incomes resulting
from the current expansion in world economic activity, the increasing outsourcing of serv-
ices by industry, and the shorter product and innovation cycles are boosting demand for
services. Finally, a further strong demand push is coming from the globalisation of produc-
tion and of sales markets. The international division of labour and new production meth-
ods like “just in time* and “lean production* require more and better transport and
communication services. The liberalisation of trade in services in the multilateral context, in
the single European market, in other regions, and at bilateral level, is reinforcing this de-
velopment.

Key sectors which promise an increase in German trade in services particularly include tele-
communications and information services, the growing area of business services, such as
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architectural and engineering services, research and development, planning, consulting,
advertising, software development, export and project financing, transport and logistics,
particularly in air transport, and tourism. The prospects for growth are favourable in all of
these sectors, and Germany has considerable comparative advantages in every one of
them. These advantages include the high level of technological development and of exper-
tise in German engineering, a traditional strength, in conjunction with an efficient indus-
trial base. They include the ability to innovate, high standards of quality and reliability, and
the capacity to develop complex solutions. On top of this, there is the quality of German
vocational training in the dual system, well-developed and stable financial markets, excel-
lent infrastructure and a reliable legal system.

The future development of Germany’s trade in services primarily depends on the initiative
and competitiveness of its services industry. There is a need to improve the ““services men-
tality* and the international market orientation in some export-capable sectors. On the
import side, there are further opportunities to outsource and to procure qualified services
as an input into industrial production.

The development of trade in services will also be influenced by government regulations
and wage agreements at home and abroad and by the success achieved on further de-
regulation and liberalisation.

If advantage is to be taken of the potential for growth, it is particularly important to con-
tinue to make the labour market and wages in the services sector more flexible and to
lower the burden of taxes and welfare contributions, thereby facilitating the launch of
new service companies, to deregulate sector-specific market access barriers, to improve
the financial conditions for new businesses and to adapt the vocational training and
higher education systems to the needs of the international services markets. The instru-
ments of external economic support must be adapted to the needs of trade in services and
made more accessible. In order to improve the German situation, it is also necessary to
resolutely continue the liberalisation of trade in services in the context of the WTO, in the
single European market, in the OECD and at bilateral level. All of these measures are in-
cluded in the policies of the German government, not least in the “Services Sector 2000
Action Programme** of the Federal Ministry of Economics. However, it is particularly the
larger reforms of relevance to the economy as a whole that have yet to be implemented.
In addition to government, however, the services companies and the trade unions also
bear great responsibility for improving the business environment.

The development of trade in services will change the world of work. The services industry,
and foreign trade in particular, require more flexibility and higher vocational qualifications.
New occupations will emerge, whilst outdated occupations and less skilled jobs will be-
come less important.

Growing trade in services will also make a substantial contribution towards employment.
The 2.3 million people working directly or indirectly in the export of services in 1989 can
serve as an indication of the potential scale. This figure has presumably risen due to the
growth in cross-border trade in services (4.5% p.a.) which has occurred since and due to
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the growth in foreign investment in the services sector — although employment will not
have risen at the same rate, since rationalisation has also taken place which either slows
the rise or even causes job losses in some sectors, e.g. in telecommunications or the “tradi-
tional* services sectors of trade and transport.

It would be illusory to believe that trade in services alone could soak up the job losses in the
manufacturing sector in Germany. Trade in services does have substantial potential for growth
which — depending on the development of the economic and regulatory environment —
can be put at between 7 and 11% a year in the medium term (on a dollar basis in current
prices). However, even if the development is favourable, this on its own will scarcely suffice
to create enough jobs. Also, the lack of intersectoral mobility and the divergent skills of-
fered by the job-seekers and demanded by the services sector present great problems.
“GNP cannot be earned simply by exporting blueprints.* (Jagoda in Mangold, 1997: 124)

On the other hand, Germany must make active use of all the opportunities for growth and
employment offered by the expanding international trade in services. The liberalisation of
international movements of capital, trade and investment, mobile technologies, mobile
knowledge and information are forcing all countries to compete for investment. Interna-
tional competition will increasingly develop into a competition between the national tax,
labour market and regulatory systems, particularly in the highly regulated field of trade in
services. If a country acts defensively, it will share less in the growth of modern service
markets and its employment situation will develop less favourably. If, for example, we fail
to develop the infrastructure for modern information and communication services in good
time, we will run the risk of seeing the corresponding jobs appearing not in Germany, but
elsewhere. The suppliers will go to other, more accessible markets, and create income,
employment and tax revenues there.

On the other hand, the more aggressively business and government respond to the chal-
lenges of globalisation and the international trade in services, the higher the growth and
employment will be. Germany’s competitiveness will largely depend on whether we suc-
ceed in linking up high-grade industrial products and complementary services intelligently,
thereby succeeding on the world market. In this way, Germany can certainly take advan-
tage of the experience of the United States and other successful exporters of services,
without simply transferring their situation across. Many new and promising services, e.g.
modern information services, computers and software, the Internet, satellite communica-
tions, modern financial services and logistics systems have been developed in the United
States and conquered the world markets. The United States has not tried to block global-
isation and structural change, but has placed itself at the forefront of the development.
The services sector and the overall economy benefit from innovation, a highly developed
services mentality, private initiative, deregulation, wage differentials and low tax rates. At
the same time, the services sector mainly creates high-grade and well paid jobs, as well as
many jobs for less skilled people.

If Germany proves able to change direction in this way, services and the related interna-
tional trade will be able to make an important contribution towards modernising its econ-
omy, helping its labour market and benefiting its consumers.
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