REVISTA DE ESTUDIOS INTERNACIONALTES

Services at WTO: a Bumpy Road’

Francisco J. Prieto

This paper reviews the status of service negotiations, from a Latin American
and Caribbean (LAC) perspective, in the context of the Doha Development
Agenda (DDA). It describes the development content of the DDA, in general as
well as in services.

Considering that developing countries have regarded GATS as an agreement
with «development friendly» architecture, they had high expectations
concerning the trade opportunities that this Agreement would offer. These
expectations have not been met. LAC countries have experienced growing
deficits in their services trade and their export performance has been weaker
than their corresponding performance in goods.

Part of the explanation lies on the limited range of services with export potential
these countries have. It is also linked to the poor commercial value found in
developed countries concessions. These were specially limited in sectors and
subsectors of interest to developing countries and with respect to Mode 4.
Furthermore, the Special and Differential treatment provisions, in particular
those included in GATS Art. IV have proved to have little operational value.
Most developing countries have not made use of these provisions.

Finally, some considerations are made regarding the type of reforms needed at
the domestic level in order to build a strong, competitive service export sector.

INTRODUCTION text of the Doha Development Agenda

(DDA) adopted at the World Trade Or-

his paper reviews the status of ganization (WTO) Ministerial meeting in
services, mainly from a Latin 2001.

American perspective, in the con- The first section describes the develop-

El presente articulo es una version revisada del texto publicado en la revista Integracion y Comercio
N° 22, correspondiente a enero/junio de 2005.
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ment content of the DDA, both overall as
well as in its specific reference to services.

The following section explains the in-
herent complexities of dealing with serv-
ices trade negotiations and the perceptions
and expectations of developing countries
at the conclusion of the Uruguay Round
(UR).

According to developing
countries, GATS has a «development
friendly» architecture.

The third section argues that devel-
oping countries have regarded the Gen-
eral Agreement on Trade in Services
(GATS) as an agreement with a «devel-
opment friendly» architecture. In this con-
text, they had high expectations concern-
ing the trade opportunities that this
Agreement would offer them at the end
of the Uruguay Round. This section also
reviews in brief country experiences in
implementing the reform of key service
industries and the trade results achieved
by LA in the years following the end of
the UR. Not all trade expectations of
developing countries have been met.
Latin American and Caribbean countries
have experienced growing deficits in their
services trade and their service export
performance has been weaker than their
corresponding performance in trade in
goods.

Part of the explanation seems to lie in
these countries’ limited range of services
with export potential. Also, the poor ex-
port performance appears to be related to
the low commercial value found in devel-
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oped countries concessions. These con-
cessions were specially limited regarding
sectors and subsectors of special interest
to developing countries and with respect
to the provision of services through the
movement of natural persons (Mode 4).
Finally, the Special and Differential treat-
ment provisions contained in GATS, in
particular those included in Art. IV, have
proved of little operational value. Most
developing countries have not made proper
use of these provisions.

The paper ends with some conclud-
ing remarks regarding institutional and
regulatory matters and the need for inter-
national cooperation.

1. THE DoHA DEVELOPMENT AGENDA

The Doha Ministerial Conference was
the fourth WTO Ministerial Meeting af-
ter Singapore (1996), Geneva (1998) and
Seattle (1999) and took place in Qatar in
November 2001. In Para 2 of the Doha
Declaration —known as Doha Develop-
ment Agenda (DDA)- the Ministers
agreed on the following: «International
trade can play a major role in the promo-
tion of economic development and the al-
leviation of poverty». It recognized that
the majority of WTO members are devel-
oping countries and decided «to place their
needs and interests at the heart of the
Work Programme adopted in this Decla-
ration». It also reaffirms that «we shall
continue to make positive efforts designed
to ensure that developing countries, and
especially the least-developed among
them, secure a share in the growth of
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world trade commensurate with the needs
of their economic development»!.

Te Doha Declaration reaffirms the
right of members under GATS to
regulate the supply of services.

In reference to services, the Decla-
ration reaffirms the right of members un-
der the General Agreement on Trade in
Services (GATS) to regulate, and intro-
duce new regulations on the supply of
services.

The Ministers adopted a Work Pro-
gramme which includes, inter alia, issues
such as: implementation-related issues and
concerns?; services; trade, debt and fi-
nance; trade and transfer of technology,
technical cooperation and capacity build-
ing; and special and differential treatment.
The negotiations were to conclude no later
than 1 January 2005°.

Services negotiations began in 2000,
five years after the entry into force of the
GATS in 1995. In March 2001, the Council
for Trade in Services established the Ne-
gotiating Guidelines and Procedures*. Later,
the DDA set up a timetable as follows:

Requests for Market Access: 30 June 2002
Initial offers on Market Access: 31 March, 2003
Stocktaking: Fifth Ministerial Conference, 2003

Deadline: 1January 2005, as part of
single undertaking

The Work Programme also reaffirms
the commitment to conduct the negotia-
tions with a view to promoting economic
growth of all trading partners and the de-
velopment of developing and least devel-
oped countries. The Programme recog-
nizes the work already undertaken and the
large number of proposals (a total of 110,
47 of which were made by developing
countries) on a wide range of sectoral and
horizontal issues’ and reaffirms the Guide-
lines and Negotiating Procedures as basis
for the continuing negotiations, with a view
to achieving the GATS objectives stipu-
lated in its Preamble and Articles IV and
XIX.

In another section of the Declaration,
the Ministers reaffirm the provisions for
Special and Differential Treatment (S&D)
as an integral part of the WTO Agree-

The same text appears in the preamble of the Marrakesh Agreement which established the WTO.
Developing countries problems in implementing the current WTO agreements (Uruguay Round

Agreements). It also describes problems faced by developed countries, as in the case of textiles.

In Para 47 of the Declaration, the Ministers agreed that «the conduct, conclusion and entry into force

of the outcome of the negotiations shall be treated as parts of a single undertaking», which will be
adopted and implemented at a Special Session of the Ministerial Conference. At the Fifth Session of
the Ministerial Conference, the Ministers agreed to take stock of the progress in the negotiations and
to provide any necessary political guidance and to take decisions as necessary.

4 World Trade Organization (WTO) Document S/L/93.

Document TN/S/10, 11 July, 2003.

Report by the Chairman to the Trade Negotiating Committee. Council for Trade in Services. WTO
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ments and agree that all special and dif-
ferential treatment provisions shall be re-
viewed with a view to strengthening them
and making them more precise, effective
and operational. The S&D treatment in
WTO agreements give developing coun-
tries special rights such as longer time
periods for the implementation of agree-
ments and commitments or measures to
increase their trading opportunities. The
Declaration also endorsed S&D treatment
in the context of the Decision on Imple-
mentation-Related Issues and Concerns.

To put this last aspect of the Declara-
tion into perspective, Annex 1 summarizes
the S&D provisions included in the exist-
ing GATS. Not all of them are explicitly
mentioned in the DDA on Services. S&D
provisions contained in Articles III, V, XII
and XV are omitted from the DDA de-
spite the fact that they all reflect legiti-
mate developmental concerns.

Regarding the question of «Implemen-
tation related issues and concerns» —a
highly sensitive area for developing coun-
tries— the implementation decision instructs
the Trade and Development Committee to
examine additional ways in which special
and differential treatment provisions can be
made more effective, and how developing
countries may be assisted to make best use
of these provisions. The decision mandates
the committee to consider how special and
differential treatment may be incorporated
in the new negotiations.

In a General Council Chairman’s pro-
posal on this issue®, three categories of
proposals are identified. Category I con-
tain proposals on which members have
agreed upon in principle and are not for
discussion. Category II contains propos-
als made in areas on which there are ei-
ther on going mandated negotiations or are
being considered in the respective WTO
bodies. There are no service proposals on
Category III. (See proposals in Annex II).

The deadlines for the revision of
TRIPS have generally not been met.

Although these proposals seem par-
ticularly relevant, no progress has been
made on the arrangements to put «devel-
opment» into the Round through making
operational and giving more content to is-
sues already agreed upon at Qatar. Most
of the deadlines have not been met. The
Trade Related Intellectual Property Rights
(TRIP’s) agreement was supposed to be
reviewed by December 2002, in the light
of the «Trips and Public Health» para-
graph of the Doha Declaration’. Yet this
deadline and those that followed have been
missed.

In agriculture, developing countries
are pressing the European Union and the
United States to reduce their massive sub-
sidies and other trade distorting measures
in order to get better market access con-

¢ WTO Document JOB903/68, 7 April 2003.

On the question of TRIPs and Public Health, members reached an agreement with the adoption by

the General Council of the Decision on the Implementation of Paragraph 6 of the Doha Declaration.

This event took place on 30 August, 2003.
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ditions into developed countries markets.
But at their last meeting, the US and the
EU only agreed to continue their talks with
no commitments on the range of products
to be dealt with, the amounts for the re-
duction in subsidies or other trade barri-
ers.

No advance has been made either in
areas related to solving the implementa-
tion problems of the Uruguay Round
Agreements which developing countries
face and in giving more substance to the
special and differential treatment.

Under the «single undertaking» ap-
proach, developing countries fear that they
will be pressed to make concessions in
areas of little interest to them, such as the
Singapore issues (investment, competition
policy, trade facilitation, transparency in
government procurement) and services
with very little or nothing to gain in areas
such as agriculture or in the TRIPS/health
issues.

Dealing with service trade
liberalization is more complex than
dealing with merchandise trade.

2. THE COMPLEXITIES OF SERVICES
NEGOTIATIONS: LIBERALIZATION VIS-A-VIS
REGULATORY REFORM

It is widely recognized that dealing
with services trade liberalization is con-

siderably more complex that dealing with
merchandise trade. Trade in services has
to confront a variety of concerns that are
normally not found in the area of merchan-
dise trade. In this sense, service negotia-
tors have to deal with a number of con-
siderations for which factual information
is either not available or the time elapsed
since the reform is not enough to make a
definitive assessment. This situation has
been particularly serious in the case of
most Latin America and Caribbean (LAC)
countries. Their participation in GATS
negotiations has coincided with the imple-
mentation of deep unilateral reforms in
many of these countries. No time was
available for long-term assessments. In
addition, «the complicated domestic rules
and regulations that affect services trade
come under the purview of many depart-
ments and ministries. Sector-specific regu-
lations are the responsibility of the respec-
tive ministries. With the multitude of gov-
ernment authorities involved, co-ordination
of a national position for negotiations as
well as for the implementation of negoti-
ated agreements is indeed extremely chal-
lenging»®.

Mismanagement, lack of financial re-
sources to modernize and expand, undue
pressures on the public budget coming
from public service industries deficits, all
gave rise to strong arguments from the
business community and other social ac-
tors to dismantle regulations and privatize
those operations. Privatization should open
up new opportunities for the private sec-

8 Findlay Christopher, Stephenson Sherry and Prieto Francisco Javier, «Services in Regional Trading
Arrangements», Paper presented to the Australian Conference of Economists, Adelaide, October 2002.
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tor to engage in businesses within and
beyond their national borders.

However, since the establishment of
WTO, many governments and civil soci-
ety groups in developing countries have
been increasingly disappointed both in
terms of market access payoffs for their
service industries and the implementation
of certain WTO agreements®. At the same
time, GATS has also raised fears that it
would force privatization and market ori-
ented reforms in areas such as public
health and public education thus generat-
ing some opposition from civil society
groups to advance in the adoption of fur-
ther commitments specially in the area of
social services.

The business community strongly
argued in favor of dismantling
regulations.

Many of the concerns vis-a-vis serv-
ices regulatory reform and GATS are re-
lated to the multifunctional nature of serv-
ices. Services support the socio-economic
tissue of countries (transport, financial
services, education, health, distribution),
serve as infrastructure for transporting and
delivering services and as services in them-
selves (telecommunications), are contribu-
tors to value added (business services),
act as environmental protectors (environ-
mental services) and they are also eco-

nomic activities on their own. As such, they
demand labor, capital and technology and
generate employment, revenues and for-
eign exchange. This multifunctional nature
of services explains why services have
traditionally been so heavily regulated.
Regulation of services was seen as a
means of achieving those public policy
objectives that were associated with a
particular service industry. More often than
not, limiting private ownership and restrict-
ing competition —specially from abroad—
in key service industries, was perceived
as an easier way to meet public policy ob-
jectives.

On the other hand, the multimodality
of services trade is a concern for
policymakers. Due to the immaterial na-
ture of services, international transactions
often involve the temporary movement of
people, either to buy or to sell services.
GATS and some FTA’s also include trans-
actions between residents of the same
country in cases when there is foreign
ownership on the seller’s side. This is the
case of services that require a more per-
manent relationship between buyer and
seller. This multimodality requires im-
proved international mobility of labor and
capital, among others. Mobility that most
agreements would define as «temporary»
in the case of labor, and «permanent» in
the case of capital. International services
transactions also require international
mobility of consumers.

Hoekman B., «Strengthening the Global Trade Architecture for Development», The World Bank

Development Research Group. Working Paper 2757, Washington, DC January 2001.
10" De Ferranti, D., G. E. Perry, D. Lederman and W. Maloney, «From Natural Resources to the
Knowledge Economy», The World Bank, Washington, D.C. 2002.
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The new trade theory allows
for increased international
factor mobility.

This special characteristic of service
trade departs from classical trade theory
where trade patterns depend on compara-
tive advantages and this, in turn depends
upon endowments of labor, land, capital
and natural resources, all of which are not
internationally mobile. The new trade
theory allows for increased international
factor mobility while incorporating other
«new endowments» such as technical
knowledge, quality of human capital, avail-
ability of infrastructure, geographical lo-
cation, quality of institutions and regula-
tions, managerial skills, all of which!®
would determine where and how, in the
global production function of goods and
services, countries would integrate. Other
things been equal, countries with abundant
labor would export labor-intensive services
and countries with abundant capital would
export capital-intensive services and in do-
ing so, labor and capital should move across
international borders. However, this has not
happened quite like that and it is unlikely to
happen in the near future.

With regard to modes of supply of
particular interest to developing countries,
it is useful to recall the structure of GATS

commitments on mode 4 (Presence of
Natural Persons) for all countries. Out of
328 aggregate entries, 41% correspond to
intra-company transferees, 32% to execu-
tive, managers and specialists, 32% to
business visitors and only 5.8% of all en-
tries by all members correspond to inde-
pendent contractors and other not speci-
fied individual service providers. These
entries were heavily qualified by a number
of entry conditions and discriminatory
treatment, including numerical limits, du-
ration of stay restrictions, application of
an Economic Needs Test, work permits
and pre-employment, links to mode, mini-
mum wage, etc.!!. No concessions have
been made to facilitate exports of serv-
ices supplied by less skilled persons'?.

It has been estimated that globally re-
moving obstacles to labor mobility for both,
skill and unskilled workers would gener-
ate worldwide efficiency gains of consid-
erable magnitude'®. Increasingly countries
welcome foreign capital but are more re-
luctant to accept foreign labor. This is true
in both, developed and developing coun-
tries, but with a caveat: highly trained hu-
man capital is welcomed under strictly
controlled circumstances, normally to com-
pensate scarcities in local labor markets.
In fact, global contestability is valid when
it increases competition at the corporate
level, yet its usefulness appears to be less

' Kluwer Law International, Guide to the GATS, WTO, 2002.

This aspect was partially dealt with in the agreement reached by members on modalities for the

special treatment of LDC members in the negotiations on trade in services.
13 Tregui A. M., «Efficiency Gains from the Elimination of Global Restrictions on Labor Mobility»,
World Institute for Economic Development Research, Working Paper N° 2003/27, United Nations

University, March 2003.

39



Francisco J. Prieto

obvious when natural persons of low lev-
els of skill supply services.

Thus, two of the four modes of sup-
ply face considerable obstacles due to
countries reluctance to accept freer inter-
national mobility for people. Even those
entering as tourists, are considered either
potential illegal aliens or, in some coun-
tries, a threat to national security.

Countries increasingly welcome
foreign capital but are more
reluctant to accept foreign labor.

Temporary foreign service providers
also face similar concerns. For instance,
the US H1B visa program, which allows
a limited number of visas for highly trained
foreign workers was amended by the
House Judiciary Committee on 10 July
2003, with endorsement of the USTR of-
fice. The amendment will reduce the statu-
tory cap from 195.000 visas this year to
65.000 visas for the next year. This is in
addition to the US$1.000 per worker fee,
to be paid by companies applying for vi-
sas'. It is interesting to note that this re-
duction in the statutory cap brings it down
to the level of the US quota, which was
bound, in the US GATS’s mode 4 com-
mitments. Therefore, hopes for any im-
provement of the bound quota are nil. In
developing countries the situation is not
better. Countries that are slightly more
prosperous also feel threatened by foreign-

ers wanting to enter their countries and
are reluctant to make concessions in this
area.

While the above is the case of labor
factor mobility and commitments on Pres-
ence of Natural Persons, capital mobility
and commitments on Commercial Pres-
ence faces the opposite situation. All coun-
tries —both developed and developing—
struggle to obtain an increasing share of
international capital, everyone competing
to create the most foreign investment-
friendly environment possible. Courting
foreign investors has become a priority for
governments in Latin America and the
Caribbean'®, even in countries that appear
as contestants of the current international
paradigm. As a result of the Uruguay
Round, a total of 1128 aggregate entries
were made for Mode 3 (commercial pres-
ence), 18% of Market Access commit-
ments were Full (with no limitations) and
37% of National Treatment Commitments
were Full (with no qualifications)'¢. This
is almost three times as many Mode 4
commitments, none of which was made
without some sort of limitation or qualifi-
cation to Market Access or National
Treatment.

It has been estimated that, if develop-
ing countries’ interest in opening up Mode
4 (especially for less skilled service pro-
viders) were to be satisfied and developed
countries were to allow an increase of
temporary access by service suppliers
equivalent to 5% of the OECD popula-

4 Inside US Trade, July 11, 2003.

15 O’Grady M. A., «Gringos, come home», America Economia, June 20-July 3, 2003

6 Kluwer Law International, op. cit.

40



Services at WTO: a Bumpy Road

tion, it would generate additional revenues
of US$300 billion".

Elimination of quotas for temporary
entry of service suppliers could
contribute to a better balance of
trade opportunities within the
multilateral system.

Itis clear that the disappointing results
achieved by LAC countries in their attempt
to benefit from the implementation of
GATS commitments is partly due to the
inadequate and insufficient liberalization
which has taken place in developed coun-
tries’ markets, in sectors and modes of
supply of special interest to them. In other
words, the provisions of Art. IV of GATS
are not been given due consideration
among the developed members of WTO.
And this is also the reason why this as-
pect has been brought into the implemen-
tation —related issues and concerns within
the current Round of Negotiations.

Unfortunately, the pattern of request-
offer, which is currently being exchanged
in the GATS negotiations, is indicative that
these perceptions are still at the heart of
Governments and negotiators.

Nevertheless, the current round of
GATS negotiations offers a good oppor-
tunity for developed countries to advance
meaningful commitments on market ac-
cess for developing countries in sectors
and modes of supply of special interest to
them. In the spirit of the DDA, more and

fuller commitments in sectors such as
those identified above would be a positive
starting point. Non-reciprocal, immediate
elimination of nationality or permanent
residency requirements for the provision
of any service in developed countries’
markets would be a significant step for-
ward in this regard. Also, full elimination
of numerical quotas for the temporary
entry of service suppliers from develop-
ing countries and the elimination of labor
certification tests and minimum wages
requirements are commitments that could
indeed contribute to better balance of trade
opportunities within the multilateral sys-
tem.

3. THE PERCEPTION OF GATS AMONG
DEVELOPING COUNTRIES

In spite of all these difficulties, devel-
oping countries have regarded GATS ar-
chitecture as «development friendly». We
will identify those aspects and review how
much of these expectations have been met
in the first eight years of GATS. The rather
limited number of proposals in services
compared to S&D implementation issues
in other negotiating areas should be noted.
And perhaps this is explained by the fact
that after an initial skepticism, expecta-
tions about GATS have been rather high
in the case of many developing countries.

First, the Agreement gave them the
opportunity to lock domestic reforms in an
international treaty. This would remove

17

Winters L.A., «Harnessing Trade for Development», quoted in B. Hoekman, op. cit.
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some controversial issues from the local
political debate. Due to the multifunctional
nature of some service industries and to
its multimodality, which introduces FDI and
movement of natural persons issues, many
of these reforms were highly sensitive from
the political and social perspective.

Second, in light of all the provisions
dealing with S&D treatment contained in
the Agreement, they felt the GATS was
specially friendly and development sensi-
tive, giving them the possibility of making
fewer concessions than their developed
counterparts. This would allow for a pro-
gressive adoption of commitments, which
would advance pari passu with their con-
fidence in the results of the domestic re-
form. At the same time the positive list
approach was also seen as flexible enough
to allow for «ceiling bindings» through the
listing of more restrictive measures than
those in force. This would provide for a
safety net in case these more restrictive
measures may be needed in the future.
Also, they were entitled to attach certain
conditions to their granting of concessions.
Such concessions were to be made con-
ditional to concrete actions towards the
strengthening of their domestic service
capacity, efficiency and competitiveness
through access to technology on a com-
mercial basis as well as improved access
to distribution channels and information
networks.

Thirdly, GATS would also help devel-
oping countries in making their domestic
reforms more visible in the eyes of the
international business community. This
would assist them in their efforts to at-
tract badly needed FDI and technologies
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from abroad. Investment and technology,
which was deemed essential to consoli-
date the reform and to secure its expected
benefits.

Last but not least, they could also ex-
pect to gain from their increased partici-
pation in the world services trade through
the liberalization of sectors and modes of
supply of special interest to them in de-
veloped-country markets. Developing
countries were confident that some of their
service industries could do well in inter-
national markets when those markets pro-
vide them with adequate access in the right
modes of supply.

Deregulation became the
yardstick to assess the
intensity of trade liberalization.

a) A brief review of regulatory reform
processes and trade results of the
Uruguay Round

Deregulation became the yardstick to
assess the intensity of trade liberalization,
especially if accompanied by privatization
of State owned utilities, social security
funds, postal services and other important
service industries that had been State run
or operated under heavily regulated mo-
nopolies. In fact, services deregulation
was equated with privatization and non-
discriminatory access of foreign nationals
to the property an/or supply of services.
National markets were to become «glo-
bally contestable». Global contestability
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requires new domestic regulation foster-
ing domestic and global competition in serv-
ice industries that have long been subject
to regulations that inhibit domestic as well
as international competition'®. Contestabil-
ity would provide welfare improvements
for all —specially consumers— bringing sav-
ings to consumers through lower rates or
prices, improving the quality and cover-
age of services provided, expanding
choices for consumers, fostering innova-
tion and when appropriate improving safety
(air transport) and consumer rights pro-
tection. All of this would improve the effi-
ciency and competitiveness of all produc-
tive sectors within the economy. Services
contribution to GDP and to employment
generation was to be reinforced in devel-
oped and developing countries.

Available evidence points to mixed
results in services reform.

Available evidence provides for mixed
results in service reform. While some evi-
dence supports the idea that services re-
form and especially services liberalization
has brought substantial benefits in many
countries, there is also evidence that in
certain cases the outcome has worsened
the original situation. It is very likely that
these contradictory results are closely
linked with the quality of the resulting regu-
latory framework as well as with the
power and independence of the supervi-

sory/implementing authorities. In fact, re-
sults differ for the same industry in differ-
ent countries as well as between indus-
tries within the same country.

Let us review some literature on the
experiences of privatization, deregulation
and liberalization in various industries and
countries.

The case of the US provides us with
some interesting contradictory experi-
ences with deregulation. Banking deregu-
lation turned out to be a failure. After sub-
stantial deregulation in the early 80’s, by
the beginning of the 90’s, a total of 1600
financial institutions had failed in the big-
gest banking crisis since the Great De-
pression.

Californians suspended deregulation
of electricity after blackouts and bankrupt-
cies which had cost taxpayers US$10 bil-
lion in bailouts. Telephone services (equip-
ment and long distance services were
deregulated in 1984, local calls in 1996)
show a better performance. Rates have
fallen drastically, customer satisfaction has
improved, choice has exploded in long dis-
tance services and innovation brought op-
tic fiber lines and digital subscriber lines®.
However, telephone services have been
exposed to strong competition from alter-
native modes of communication, like
Internet and cellular phones, which was
not the case in electricity or banking serv-
ices.

In Chile, a pioneer of reforms, the pri-
vatized electric sector poses some ques-

I8 Feketuky, Geza, «Towards globally contestable services markets», Director, Monterey Institute of

International Studies.
9 Consumer Report, 2002.
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tion, as some experts are anticipating black-
outs in the next couple of years. In the
area of telecommunications, the yast ex-
pansion of fixed lines and the strong pen-
etration of cellular services have coexisted
with local and cellular phone bills at rela-
tively high levels and the quality of serv-
ice from its dominant provider is deterio-
rating. The banking system, which in the
early 1990’s was 80% Chilean owned, is
now only 60% national and is one of the
most efficient in the region. Water supply
and treatment has been largely privatized
but water bills have risen drastically in
some low income, distant communities.
Furthermore, cases of undue influence by
dominant providers in the regulatory bod-
ies are bringing them under scrutiny of the
public eye.

Consumers regard low prices for
electricity and water as a right
and not as a privilege.

A Latinbarémetro poll, conducted in
17 Latin American countries during 2001,
showed that 63% of the sample thought
privatization had not been beneficial to
consumers, up from 43% three years ear-
lier. Consumers increasingly associate pri-
vatization with higher rates for services
and higher revenues and profits for for-
eign companies and corrupt government
officials. Disappointment is greater in ar-
eas such as electricity and water, since

they are relatively more prone to monopoly
than competition. Violent protests over
water concessions in Bolivia and private
electricity projects in Peru took place in
reaction to increases in utility rates. Con-
sumers usually regard low prices for elec-
tricity and water as well as universal serv-
ice as a right and not as a privilege. Such
change in perceptions has led the World
Bank to reassess its views on privatization
of public utilities, giving less weight to the
question of whether property is private or
public while emphasizing managerial as-
pects and efficiency considerations®.
Michael Klein, vice-president of the World
Bank, acknowledged the mistake of inter-
preting the Bank’s strategy as a mandate
to «privatize everything that moves».

Another study by the World Bank
shows privatization in a more positive per-
spective. Between 1990 and 1999, the pri-
vatization process brought some US$290
billion in private capital to the region, roughly
half of all FDI going to infrastructure in the
developing world. It generated some
US$174 billion in extra revenue for Gov-
ernments (about 40% of the 1990 regional
public debt) and allowed a 50% real incre-
ment in public social spending. It recognizes
a generalized improvement in telecom serv-
ices, which increased the penetration of
telephone services (either fix or cellular)
by 300% to 500%, admitting that water and
electricity have been less successful, es-
pecially in terms of service rates in poor
and distant areas®'.

20 Phillips, Michael M., The Wall Street Journal, quoted in EI Mercurio, Chile 21/07/03.
21 De Ferranti, Leipziger D. and Foster V., «Privatizaciones en América Latina», World Bank study,

quoted in La Tercera, Chile 9/09/2002.
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As the case of postal services liber-
alization illustrates, in Annex 3, there
seems to be room for the introduction of
new regulations, which are perfectly com-
patible with the non-discrimination obliga-
tions of GATS.

New regulations in postal services are
compatible with non-discrimination
obligations of GATS.

Services regulations are of great im-
portance to correct market failures and
for the achievement of other public policy
objectives. Regulation is needed to pro-
mote competition, protect consumers, re-
duce negative externalities, compensate
asymmetries of information plus a myriad
of other equity, cultural, environmental,
national security objectives. This been the
reason why all countries favor the exist-
ence of regulations as well as the right to
introduce new regulations.

This should be indicative of the great
need for capacity building activities on the
part of both WTO and the international
financial institutions. Assistance is needed
for the identification of regulatory best
practices, along the lines of the Reference
paper on Basic telecommunication serv-
ices as well as in the area of institutional
development. Independent and efficient
supervisory bodies are essential to turn the
regulatory framework into an operational
tool for the development of better, more
efficient service industries.

b) LA Service Trade Performance

As already mentioned, not all trade
expectations of developing countries have
been met. Latin American and Caribbean
countries have experienced growing defi-
cits in their services trade and their serv-
ice export performance has been weaker
than their corresponding performance in
trade in goods.

The GATS new round was to be pre-
ceded by an assessment of services trade
liberalization. So far 145 submissions have
been made and the process is to continue
throughout the negotiations in the Council
on Trade in Services. The submissions
provide information on overall terms and
on a sectoral basis. The evidence is not
concluding with regard to the impact of
services liberalization on the development
process.

Most analysts would agree that GATS
has not produced trade liberalization in a
manner similar to that achieved in mer-
chandise trade. It is clear that whatever
liberalization commitments have been in-
scribed in GATS is not so much the result
of the request-offer mechanism (based on
reciprocity) but simply the product of pre-
vious unilateral liberalization that was later
partially bound in GATS negotiations. Bind-
ing was made in sectors where countries
felt comfortable with the existing level of
protection or simply made a ceiling bind-
ing that reflected a higher level of protec-
tion than the existing one.

Available information on the current
level of protection suggest an equivalent
ad valorem tariff rate ranging from 50%
to 100% for large service sectors and can
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reach 300% in maritime transport as a
result of the protectionist provisions of the
US Jones Act.??. So in fact, little liberali-
zation was achieved and a partial status
quo prevailed in both developed and de-
veloping countries commitments.

In addition, GATS remains largely un-
known and misunderstood by large seg-
ments of the population even when that
involves segments of the most internation-
ally oriented business community within
developing countries.

For different reasons, very few —if
any- developing countries have managed
to make operational the provisions con-
tained in Art. IV%. Practically no devel-
oping country has been able to make their
market access concessions conditional to
obtaining increased access to technology
or to improved and meaningful access to
distribution channels and information net-
works.

The development of better service
industries requires independent and
efficient supervisory bodies.

This lack of capacity for setting up
appropriate conditions to grant trade con-
cessions gives even greater relevance to
the proposals made in the context of the
«implementation-related issues» for the
establishment of concrete benchmarks for
the technical and financial assistance avail-
able to the strengthening of their domes-
tic service industries, their efficiency and
their competitiveness.

Service trade performance in Latin
America has been weak and disappoint-
ing during most of the period in which glo-
bal trade in services expanded more rap-
idly than merchandise trade. While the
value of trade in goods nearly tripled be-
tween 1985 and 1995 for the Western
Hemisphere, the value of trade in serv-
ices only doubled. Furthermore, for all
developing regions except Latin America,
the share of services trade in GDP rose
over that decade®.

Trade results obtained by Latin Ameri-
can and Caribbean countries (LAC) out of
the Uruguay Round agreements are not
very satisfactory either. In fact, while the
accumulated merchandise trade deficit be-
tween 1996-2002 reached US$15.398 mil-
lion, the equivalent accumulated services

22 Hoekman, B. and Messerlin P, «Liberalizing Trade in Services: Reciprocal negotiations and Regulatory
Reform», mimeo 1999. Paper presented at the Conference Services 2000: New directions in services

trade liberalization, Washington, DC.

23 Art. IV of GATS was incorporated into the Agreement in order to respond to many of the concerns
of developing countries and to tackle the problems they faced in achieving greater and increased
participation in world services trade. Among others, this article considers the possibility that
developing countries’ concessions be made conditional to concrete actions towards, inter alia, the
strengthening of their domestic service capacity, efficiency and competitiveness through access to
technology on a commercial basis, as well as improved access to distribution channels and information

networks.

24 Stephenson, Sherry, «Approaches to Services Liberalization by Developing Countries», OAS-Trade
Unit Publication, Washington D.C., February 1999.
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deficit amounted to US$ 137.797 million.
While LAC countries had a merchandise
surplus in four out of the eight years in 1995-
2002, their services balance was consist-
ently and increasingly negative up to 2001
with a fall in 2002 due to the severe con-
traction of overall imports in the Region.
With the exception of 2002, LAC countries
evidenced a substantial deficit in their goods
and services trade in the rest of the period
1995-2002. It is important to note that 90%
of the overall trade deficit between 1995
and 2002 was due to services®. This was
in part due to the moderate service export
growth rates compared to rather strong
merchandise export growth with almost no
impact on their economic growth and eq-
uity?. On the other hand, LAC countries’
service imports expanded rapidly in most
years since the establishment of WTO.

The situation described in the previ-
ous paragraph reflects that of most of
ALADI member countries (except Para-
guay and Uruguay) as well as most of
Central American countries (except Costa
Rica and Panama). Caribbean countries
have traditionally shown a much stronger
position in their services trade, yet no spe-
cial improvements can be associated to
their participation in GATS.

LAC countries are the only region in

the world where merchandise exports
have tended to grow more rapidly than
service exports since the early 90’s and this
is reflected in the fact that it is the only
developing region showing negative values
for their «relative export performance» in
services (REP)? between 1990 and 1997:
-2 for the Region, —5 and -9 for Brazil and
Mexico respectively. The corresponding
figures for some Asian countries were +5
for Rep. of Korea, +6 for China and +12
for Hong Kong, China, although it was 0
for all developed countries in North
America and Western Europe.

While the value of trade in goods
nearly tripled between 1985 and 1995
that of trade in services only doubled.

The cases of Chile and Mexico are
worth noting. Chile is one of the most open
service economies in the Region and one
of the least affected by the Asian crisis.
Nevertheless, its services trade deficit in-
creased ten fold between 1996 and 2002
(from US$92 mill in 1996 to US$957 mill.
in 2002). The case of Mexico is even more
extreme. The country underwent impor-
tant service liberalization reforms in the
second half of the 90’s?® and its services

25

ECLAC.

26

Data compiled from various official sources by: The Division on International Trade and Integration,

Latin American exports grew at 9% per year in the 1990’s, 50% faster that world trade, yet between 1990

and 2002 GDP grew scarcely by 2.4%. French-Davis Ricardo, «Reforming the Reforms in Latin America:
Macroeconomics», Trade, Finance, St. Antony’s Series, Nueva York, St. Martin’s Press, 2003.

27

REP: difference between growth rates in service exports and merchandise exports. In WTO Secretariat

Job, «The developmental impact of trade liberalization under GATS». No 2748/rev, 1 Geneva 7/06/99.

28

In fact, Mexico’s opening of its economy began in 1994 as a result of NAFTA, though actual

liberalization and deregulation was implemented between 1996 and 1999, specially in the banking
sector. UNCTAD-United Nations, World Investment Report 2002, New York and Geneva, 2002.
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trade balance went from a surplus of
U$371 millions in 1996 to a deficit of
US$4.048 millions in 2002. It is also inter-
esting to note that both countries open-
ness in the area of services became even
more «visible» to service exporters from
all over the world through the FTA’s they
have signed during the 90’s and early
2000’s with various countries from within
the Americas as well as from other re-
gions. It should also be noted that the situ-
ation described is unique for this two coun-
tries. The rest of LAC countries showed
a far more stable situation in the magni-
tude of their service trade balance.

It can be argued that some of the serv-
ice import upsurges in Chile and Mexico
has facilitated their performance in mer-
chandise trade and helped to turn those
countries more competitive in the world
markets. In the Chilean case, the greatest
deficit increases took place in the «Other
Services» category, particularly in «Busi-
ness Services» and «Royalties and other
License Fees», both items which could be
associated with the introduction of more
advanced business practices and improved
competitiveness for Chilean firms.

On the other hand, although Chile has
successfully attracted export oriented FDI
for a number of years (Chile is the 4" larg-
estrecipient of FDI among the LAC coun-
tries and was first in FDI inward stock
per capita) there is no evidence that the
substantial FDI flows going into Service
industries (51% of the accumulated invest-
ment 1974-2002)* has developed new

service exports for the country (as op-
posed to FDI going into mining, fishing,
agro industry and forestry which did ex-
pand exports from those sectors).

Trade results obtained from Uruguay
Round agreements by LAC countries
are not very satisfactory.

On the question of the opportunities
arising from developed countries commit-
ments in GATS a number of elements
should be brought into consideration. In
dealing with the lack of effective market
access for sectors of special interest to
developing countries, there seems to be
agreement that most developing countries
have a limited range of services industries
with export potential, especially towards
developed country’s markets. It is also true
that the business communities in many
LAC countries are not fully aware of the
opportunities offered by services trade
agreements, much less by the multilateral
trading system. This is partly due to the
kind of trade information contained in
GATS. It also must be recognized that
members schedules on specific commit-
ments and their lists of MFN exceptions
are drafted in a most obscure, unfriendly
manner, which makes them very difficult
to decode not only for the business com-
munity but for government officials and
trade negotiators as well. Unfortunately,
we are far from exploring alternatives that
would better reflect the level of protec-

2% Chile’s Foreign Investment Committee: FDI(D.L.600)-Materialized FDI by Sector: 1974-2002 (in

nominal US$ million).
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tion which remains in place in services
trade. Proposals such as the tariffication
of services —in a manner similar to the
exercise made in agricultural trade (ex-
pressing quotas and other non tariff barri-
ers in its tariff equivalent)— are still con-
fined to university research centers and
far from government officials®.

Among the industries that most obvi-
ously could offer opportunities for LAC
and other developing countries exporters
are: tourism, health services, construction,
air and maritime services and software and
data processing services®'. Let us quickly
review their situation in GATS and its trade
potential for LAC.

Athough it is one of the
most open service economies
in the region, the Chilean
services trade deficit increased
tenfold between 1996 and 2002.

* There is evidence that the tourism
industry has a very high imported com-
ponent (international hotel and tour opera-
tors chains). This limits the actual benefits
accrued to the exporting country from the
large number of full GATS commitments
(65 for mode 2) in this sector. Further-
more, tourism competitive advantage is
largely associated with natural beauties,

location and weather conditions. These
characteristics are not evenly distributed
among developing countries. Also, to be
able to take full advantage of its potential,
much inefficiency in support services, es-
pecially those associated to air transport
protectionism must be remedied.

e In health services, commitments are
less numerous (49 for medical and dental
services and 39 for hospital services) al-
though most with no limitations on Mode
2. But the lack of health insurance
portability is a severe constraint to the
trade potential of these commitments.
Moreover, not all LAC countries can ex-
pect commercial benefits from such com-
mitments. Location is also very relevant
in terms of positioning a country in the area
of health services. To be located in the
vicinity of «export markets» (ideally de-
veloped countries) increases the ability to
benefit from mode 2 commitments. How-
ever, there are also «brain drain» con-
cerns. This has been defined as a major
risk with respect to trade in services that
are embodied in highly trained profession-
als. Commitments on opening trade in
health services could enhance the drain
of skilled people. Remittances rarely cover
the lost skills and capacities for the ex-
porting country,

* In spite of a relatively large number
of commitments in construction services
(69 members in at least one of the sub

30 Deardorff, Alan, «Tariffication in Services» In Robert M. Stern, (ed), Issues and Options for U.S.-
Japan Trade Policies, Ann Arbor, University of Michigan Press, pp. 107-121, 2002.
31 «The Developmental Impact of Trade liberalization under GATS», op. cit., pp. 3-4.

Koivusalo, M., «The impact of WTO Agreements on Health and Development Policies, Globalism

and Social Policy Program (GASPP), Finland, January 2003.
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sectors), most of them relate to mode 3
and require a commercial presence with
nil commitments on mode 4. This mode of
supply appears to be particularly attrac-
tive for developing countries’ providers.
In addition, most commitments made are
qualified by limitations or conditions on li-
censing requirements, discriminatory fi-
nancial bonds, mandatory association with
local companies, impediments to move
machinery and equipments, etc.

In developing countries,
competitive advantages in tourism
are not evenly distributed.

* In maritime services commitments,
especially from developed countries, are
very limited. There are only 6 commitments
by developed countries, all of them with
numerous limitations and qualifications to
market access and national treatment. The
importance of maritime transport for over-
all trade is considerable yet global con-
testability in this industry as in the case
for air transport (which is excluded from
GATS) does not seem relevant nor useful
in the eyes of many developed countries.
For instance, legislation that exempts col-
lusive agreements in maritime transport
from national competition laws in the EU,
the US and other countries, not only pro-
tects inefficient industries in their home
countries but also clearly damages the
opportunities of other countries to trade in

the sector®. Both industries offer consid-
erable export potential for many develop-
ing countries but the lack of market ac-
cess opportunities severely limits their
possibilities for benefiting of this trade.

* In software and data processing,
commitments are also limited (only 70
members) but actual beneficiaries from
developing countries may prove very lim-
ited. In fact, India’s success in this regard
has not been replicated at the same scale
by other developing countries. Trade in
software is also affected by the compli-
ance with international standards. The
unparalleled extension of CMM level 5
certified firms in the case of India seems
to be a determining factor in its interna-
tional success. Something that, again, is
not easily replicable in other developing
countries. Also, there is increasing con-
cern related to the «brain drain» effect
associated to international trade in Infor-
mation Technologies (IT). On the other
hand, there are also growing protectionist
pressures in develop countries to limit the
amount of international outsourcing for this
and other types of business services as-
sociated to IT’s*.

The limited market access commit-
ments made by developed countries in
areas of interest to developing countries
are in striking contrast with the commit-
ments made by developing countries in the
subsequent negotiations on Financial Serv-
ices (Fifth Protocol, entered into force
March 1999) and Basic Telecommunica-

33

Services, Seoul, June 2000.
34
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Mattooo, Aaditya, «Shaping future GATS rules for Trade in Services», NBR Conference on Trade in

Business Week, «A world of outsourcing», 23 February, 2003.
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tion Services (Fourth Protocol, entered into
force Feb. 1998), two sectors of special
interest to developed countries. As both
these negotiations were concluded after
the Uruguay Round came into force, there
was no room for exchanging concessions
and bargaining with other issues of com-
mercial interest to developing countries.
After Tourism, Financial and Basic
Telecom Services are the sectors with the
highest number of Members with commit-
ments*®.

4. CONCLUDING REMARKS

Consideration should be given to the
fact that many of the failures of services
reform and the liberalization of service
industries are related to the inadequacy
of the regulatory framework and/or the
weakness of institutions devoted to their
implementation

It should also be acknowledge that in
the current international context there are
some developing countries that have man-
aged to expand their service exports in
several areas. For instance, the Republic
of Korea has been for many years a suc-
cessful exporter of construction services
while India and more recently the Repub-
lic of China have become important ex-
porters of software, data processing and
back office services. Singapore is an im-
portant exporter of a wide range of serv-
ices, including trading, distribution, finan-
cial and air and maritime transport serv-

ices. For many years’ Cuba has been suc-
cessfully exporting health services while
tourism is definitely the most important
service export for many developing coun-
tries. This would indicate that these coun-
tries are succeeding in developing com-
petitive advantages through the right mix
of macro economic policies, government
efficiency, adequate infrastructure and
business efficacy.

The development of such advantages
is giving them an edge in penetrating mar-
kets of developed countries, even in the
absence of specific trade commitments
within GATS. In its World Competitive-
ness Yearbook 2003 the Swiss Institute
for Management Development (IMD)
ranks 59 developed and developing coun-
tries using a total of 321 criteria that are
grouped under four headings for each of
the elements of the mix.

For many developed countries global
contestability in maritime transport is
neither relevant nor useful.

Under these elements, it is interesting
to note that both, India and China have
managed to create highly competitive re-
gions within their territory. This is the case
of Maharashtra in India (19 in the overall
IMD ranking of countries with population
over 20 million) and Zhejiang in China (po-
sition 14 of the IMD ranking)*. Out of
LAC countries, the region of Sao Paulo is

3583 for Financial and 69 for Telecom Services, «Guide to the GATS», op. cit. pp. 366 and 560-561

36 IMD World Competitiveness Yearbook 2003.
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placed as the most competitive in the Re-
gion (position 13 in the IMD ranking). Chile
appears in position 16 of the countries with
population under 20 million. The country
shares this position with Colombia, and is
followed by Brazil (21), Mexico (24), Ar-
gentina (29) and Venezuela (30).

In this regard, implementing macro
economic reforms, with fiscal and mon-
etary discipline plus adequate liberaliza-
tion and privatization processes, as ad-
vanced by the Washington Consensus, is
clearly not enough. Reforms to the eco-
nomic reforms are required. This includes,
inter alia: a) macroeconomic reforms to
achieve sustainable equilibrium by discour-
aging excessive borrowing, control of the
external deficit and avoidance of exchange
rate appreciation and b) to complete fac-
tor markets to make long term capital
available to small and medium firms and
national programs of labor and entrepre-
neurial training and technological spread-
ing’.

Reforms at the micro level (or sec-
ond generation reforms), specially labor
and tax reform, incentives for R&D and
educational investment, public bureauc-
racy improvement, and reform and in-
creased penetration of the financial sec-
tor and new financial products like ven-
ture capital are also necessary. In the case
of services, fostering the productive trans-
formation and development of the sector
is key to any export promotion effort.

In an open environment, strong serv-

ice industries at the domestic level can
successfully compete in the international
marketplace. Building a strong service
sector requires a better integration of serv-
ice firms, including small and medium, into
the value-added chain within the economy
and into international production networks,
through the development of strong back-
ward and forward linkages.

Trade in software is affected
by compliance with
international standards.

Improvements in the telecommunica-
tion infrastructure and the incorporation
of the widest range of service firms into
the digital economy can develop highly
efficient and well-integrated service clus-
ters around more traditional export activi-
ties. Efforts to expand international certi-
fication of services firms and processes
will provide assurance on the quality of
the services that are brought into the in-
ternational markets*®.

Ideally these micro level reforms
should be complemented with a number
of trade facilitation initiatives on the part
of Governments and private sector repre-
sentatives. Double taxation agreements
are essential to improve the profit mar-
gins of services internationally transacted,
facilitation of the international mobility of
business persons will clearly facilitate the
development of business in foreign coun-

37 French-Davis, Ricardo, op. cit.

3% Prieto, Francisco, «Fomento y diversificacién de las exportaciones de servicios», 2003 ECLAC (in

print).
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tries as well as the provision of services
through modes 3 and 4, mutual recognition
agreements will reduce the negative trade
effects of heterogeneous licensing, ac-
creditation requirements and procedures.
These are all actions that can definitely
assist exporters in the right direction. The
role of international financial institutions can

be particularly important in this area. Trade
facilitation measures will not only reduce
anti export bias caused by taxation but also
will reduce transaction costs and assist
exporters in their efforts to overcome
other, non-discriminatory obstacles
imbedded in domestic regulation in the im-
porting countries.
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ANNEX |

ARTICLE

S&D PROVISIONS FOR DEVELOPING
COUNTRIES

S&D PROVISIONS FOR LDC’S

Preamble

Recognizes their particular needs to
exercise right to regulate or introduce
new regulations to meet developmental
objectives and to facilitate increased
participation in trade in services and
expansion of their service exports, inter
alia, through strengthening domestic
capacity

III:4

Appropriate flexibility with respect to
time limits for establishment of enquiry
points may be agreed for individual
countries.

IV:1

Increased participation in services trade
to be facilitated by negotiatin
specific commitments relating to
strengthening domestic service
capacity, efficiency and
competitiveness through access to
technology on commercial basis,
improvement in access to distribution
channels and information networks,
liberalization of access in sectors and
modes of supply of export interest.

See against IV:3 below

1v:2

Members to facilitate access to market
information with regard to: commercial
and technical aspects of service supply;
registration, recognition and
accreditation of professionals and
availability of services technology
through the establishment of contact
points.

1v:3

Special priority to LDC’s in
implementation of IV:1 and
IV:2; “particular account” of
difficulties in accepting
specific commitments owing to
their special economic situation
and their development, trade
and financial needs
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Flexibility in application of V:1’s

requirement for substantial coverage
and elimination of discrimination

V3 .

among Members in the context of an

Integration Agreement entered into by

Members.

Provision for flexibility in use of

subsidies in development programmes.

Flexibility in the use of BoP restrictions

in case of BoP pressures for, inter alia,

preservation of a given level of

international reserves required for the

application of their development

program or economic transition

XIX:2 Flexibility to commit fewer sectors,

XV:1

XII:1

Source: Edited version of «The role of «S&D treatment» at the trade, competition and development
interface», OECD Doc. COM/TD/DAFFE/CLP (2001).
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ANNEX [T

IMPLEMENTATION RELATED ISSUES AND CONCERNS

The nearly 100 implementation issues raised at the Doha Conference were placed
under 14 headings. Over 40 of them were settled at or before the Doha conference,
for immediate delivery; and the vast majority of the remaining items are subject to
negotiations. The implementation decision (Decision of 14 November 2001°?) con-
tains 12 subject headings plus two catch-all headings for outstanding issues and final
provisions. The only references to services found in the Decision fall under the head-
ing «Cross-cutting issues»*.

CATEGORY I

This category contains several proposals on various GATS articles. On Art. IV.3
paragraphs 1 and 2 a proposal is made to give priority to the establishment of contact
points for providing information of particular interest to services suppliers from least
developed country members. On Art. XXV, it is proposed to instruct the WTO Secre-
tariat to conclude arrangements with international financial institutions for the provi-
sion of technical assistance to developing and least developed countries in addressing
their supply side and infrastructural constraints as well as their development needs in
the services sector. On Art.IV.3, the proposal calls for the development of special
services negotiations modalities to allow the priorities of least developed country mem-
bers to be submitted and duly taken into account.

CATEGORY II

This category includes proposals on implementation of Art. IV. This provision
calls for establishing periodic benchmarks for the assessment of developed countries
treatment and concessions aimed at ensuring the achievement of objectives set out in
art. IV.1 a), b) and c). These objectives were: the strengthening of domestic services
capacity, efficiency and competitiveness through access to technology on a commer-
cial basis, the improvement of access to distribution channels and information net-

39 WTO document WT/MN(01)/17 contains «Decision on implementation-Related issues and
Concerns».

40 The Declaration’s work program, <www.wto.org>.
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works, liberalization of access in sectors and modes of supply of export interest. It
also requests that developed countries reserve quotas for the supply of services by
developing countries” service providers and for phasing out horizontal limitations to
the movement of individuals.
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ANNEXx [T

Postal Services Liberalization

With regard to postal services, an OECD study found that the former reli-
ance on state control and regulation is giving way to greater reliance on compe-
tition and market forces, leading to more efficiency, innovation and better satis-
faction for consumers. Postal services have been completely liberalized in Fin-
land, Sweden and New Zealand, while Australia and the Netherlands have
introduced greater competition through corporatisation of their Postal service
or substantial reductions in the reserved areas. The erosion of monopoly is
caused by electronic communications and express carriers who are capturing
the ‘higher end» market for fast delivery of documents and packages, while
leaving the less profitable universal service obligation to the incumbent postal
service as well as the obligation to meet certain level of quality at a price that is
not economically justifiable, such as the requirement to provide a given fre-
quency of deliveries and collections or limit the maximum distance to the near-
est post office. This has required imaginative solutions in developing adequate
regulation to simultaneously sustain the postal service capacity to provide those
services and at the same time stimulate competition from alternative services
such as express delivery. As traditional cross subsidies in postal services are
increasingly opposed by the express delivery industry, two solutions are avail-
able: one, accepting geographic differences in pricing of postal services (Spain
and New Zealand have implemented a two tier system) and second, introduc-
ing cross subsidies which are neutral to competition funded by charges to all
postal and courier operators.

OECD, Regulatory Reform and Market Openness. Promoting Competition in the Postal Sector.
www.oecd.org.
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