
CEPAL 
Review 

Executive Secretary 
Norberto González 

Deputy Executive Secretary for 
Economic and Social Development 

Gert Rosenthal 

Deputy Executive Secretary for 
Co-operation and Support Services 

Robert T. Brown 

Technical Secretary 
Adolfo Gurrieri 

UNITED NATIONS 
ECONOMIC COMMISSION FOR LATIN AMERICA AND THE CARIBBEAN 

SANTIAGO, CHILE, DECEMBER 1986 



C E P A L 
Review 

Santiago, Chile Number 30 

CONTENTS 

Reactivation and development: the great commitment of Latin America and the Caribbean. 

Norberto González, ' 

Alleviation of the debt burden: historical experience and present need. Carlos Massad. 17 

From austerity measures to structural adjustment. Lucio Geller and Víctor Tokman. ^ 

External debt and the reform of the international monetary system. Arturo O'Connell. 51 

The origin and magnitude of the recessionary adjustment in Latin America. 
Richard L Ground. "7 

Turning page in relations between Latin America and the Caribbean countries. 
Elvio Baldinelli. 87 

The international division of industrial labour and the core-periphery concept. 
Kimmo Kiljunen. " 

Services: a disquieting link between Latin America and the world economy. 
Francisco Javier Prieto. 1 1 7 

Technology transfer in the mining sector: options for the Latin American Mining 
Organization (OLAMI). Michael Nelson. 137 

The role of the public sector and transnational corporations in the mining development of 

Latin America. Jan Kñakal. ^3 

Mining development in relation to the origin of capital. Patricio Jones. ^3 

New objectives for the development of mining resources. Rolando Sanz Guerrero. I73 

Recent ECLAC publications. 



CEPAL REVIEW No. 30 

Services: a 
disquieting link 
between Latin 
America and the 
world economy 

Francisco Javier Prieto 

In recent years the international dimension of servi
ces has come to have a steadily increasing weight in 
the complicated agenda of international economic 
negotiations. Owing to the persistence of a number 
of industrialized countries, the recent ministerial 
meeting of GATT, held in Punta del Este last Sep
tember, decided to launch a series of negotiations on 
international trade ¡n services. 

The subject of services has given rise to heated 
debates and, for many, has become a new and sensi
tive source of confrontation between the central 
countries and the developing countries. Since many 
services permeate almost the entire economic and 
social structure of a country, the policies adopted on 
them will have notable effects on the future interna
tional division of labour, the place of the peripheral 
countries in the world economic setting and the 
actual forms of development to which these coun
tries can aspire in the coming years. 

The author examines some of the characteris
tics of services, especially those related to their inter
nationalization, and points out the special features of 
services in relation to the merchandise economy, to 
the impact of new technologies (particularly regard
ing informatics), and to the role of the transnational 
corporations in the internationalization of this 
sector. 

He then seeks to clarify the background to the 
international initiatives on the subject, and con
cludes with the preliminary identification of some 
elements that will enable Latin America and the 
Caribbean to formulate strategies that minimize the 
risks of these initiatives and make it possible to use 
the services sector to achieve a more favourable 
insertion of the region in the world economy. 

"Consultant to the ECLAC International Trade and 
Development Division. 

I 
Background 

Telecommunications, banking, data processing, 
cinema and television, insurance, advertising, 
auditing, education and health services, trans
port: all these make up a group of economic 
activities which are not included in the goods-
producing sectors and are today the subject of 
unusual and increasing interest in different cen
tres of the globe. Academics and governments, 
sociologists, political scientists, international 
agencies and legislators, executives of large 
enterprises, together with the specialized press 
and other media of written communication in 
different countries, are devoting an increasing 
amount of time and resources to the study and 
understanding of the economic, social and politi
cal function of this hitherto neglected sector. 
This growing awareness would appear to be due 
to the convergence of various factors, all of 
which seem to be creating international concern 
about services. 

There has been a sudden and perhaps 
belated perception of the enormous economic, 
social and technological dimensions attained by 
the tertiary sector, both in developed and devel
oping economies. Services contribute more than 
half of the global value-added and employ 
around 60% of the labour force available in the 
world. In their turn, prodigious technological 
advances are revolutionizing a series of "spear
head services" such as the handling and trans
frontier transmission of data, the banking 
system, insurance, transport and others. These 
changes occur at a speed which often prevents us 
from realizing the impact they can make on 
economic and social development, as well as on 
the economic and political relations between 
countries, particularly between developing and 
industrialized countries. 

The contemporary world is experiencing 
profound frustration and perplexity at the per
sistence of serious economic and social problems 
in most of the countries of the world, and espe
cially at the incapacity of the conventional devel
opment models to alleviate grave human 
problems in many parts of the world. The aware
ness of these facts demands a search for new 
development options based on a more thorough 
knowledge of sectors hitherto overlooked, such 
as services. 
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There ís an intense and still unfinished 
debate, both in the developed market-economy 
countries and in the developing countries, on the 
real role of services in economic and social devel
opment. For some, the tertiarization of the econ
omy is a sign of weakness, distortion and low 
productivity in the economic system, while for 
others the availability of modern, efficient and 
inexpensive services in activities such as trans
port, banking, insurance, informatics and the 
like is a basic requisite of national development 
and of a more favourable insertion in the inter
national economy. 

It is therefore not surprising that the indus
trialized countries, headed by the United States, 
are promoting the adoption of a series of multi
lateral commitments designed to facilitate the 
expansion of their service activities through the 
internationalization of their big enterprises in 
that sector: an expansion which requires an 
extensive geographical space cleared of impedi
ments. To achieve this the United States has for 
several years been pursuing very specific objec
tives bilaterally (through the Trade and Tariff 
Law of 1984), regionally (in the framework of its 
commitments with the other OECD industrial
ized countries), and multilaterally (in proposing 
the inclusion of services within the General 
Agreement on Tariffs and Trade (GATT)). 

The perception that services might be one of 
the key elements in development and interna
tional economic relations, together with the 
realization that there is a growing dependence 
on the exterior in connection with the provision 
of "new strategic services", such as those linked 
with the international information networks, 
has caused the developing countries to view with 
increasing and very reasonable apprehension 
the recent international initiatives regarding 
services. There is a growing awareness that, 
behind these initiatives, issues much more com
plex and profound than mere questions of trade 
may be at stake. Nor are the developing coun
tries convinced of the advantages they might 
obtain from the application of the systems pro
posed: they rather foresee a progressive weaken
ing of their economic importance in the world. 
Finally, even GATT is not regarded favourably by 
the developing countries, owing to the long his
tory of frustrations and restrictions that has 
characterized the relations between industrial

ized and developing countries within that 
organization. 

On the multilateral level, this position has 
been reflected in the prolonged resistance of the 
developing countries to the discussion of servi
ces in a forum such as GATT. On the other hand, 
these countries have shown great interest in 
enlarging the international debate to include the 
repercussions of services on their development 
and to take these effects into account in national 
and international policies on services. Thus, in 
March 1985 the UNCTAD Trade and Develop
ment Board adopted a programme of work1 in 
which new resources were alloted to research on 
the role of services in trade and development and 
to the study of international co-operation 
machinery capable of maximizing that sector's 
contribution to the benefit of developing 
countries. 

At the regional level efforts are being made, 
through a joint UNCTAD/ECLAC/UNDP project, 
to support the Latin American and Caribbean 
countries in the quest for regional co-operation 
mechanisms in the services sector, as well as in 
the préparation of studies that will help to clarify 
the components of an international co-operation 
system for services which will fully comply with 
the interests of these countries. 

Similarly, in 1983 the Latin American Coun
cil of SELA adopted Decision 153 which, inter 
alia, acknowledges the desire of the countries to 
present a united front in the international debate 
on services and to make every effort to improve 
knowledge of the role played by services in 
development, as the best means of identifying 
the real regional interests in this field. These 
proposals were restated at the Second High-
Level Co-ordination Meeting on Services (Brasi
lia, May 1986), at which several additional 
aspects of national, regional and international 
polices on services were defined. 

In spite of all the problems involved, at the 
last ministerial meeting of GATT, held in Punta 
del Este in September 1986, a solution was 
reached which to some extent satisfied the inter
ests of the different groups of countries. In 
effect, the countries agreed to negotiate on the 
international trade in services, although these 

'Decision 309 (XXX). 
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negotiations would be independent of the round 
of negotiations on the trade in goods which was 
launched concurrently in Uruguay. Since both 
negotiations will be carried out under the proce

dures and practices of GATT (GATT, 1986), we 
may expect arduous and prolonged negotiations 
aimed at maintaining an effective separation 
between the two fields of discussion. 

II 

Some important aspects of the international 
economy and services 

In a previous report (ECLAC, 1984), the ECLAC 
Secretariat made a preliminary attempt to assess 
the complex repercussions that might result 
from certain initiatives of international negotia
tion on services. There, it was emphasized that a 
careful distinction should be made between 
strictly trading aspects and other topics such as 
that of direct foreign investment, which it 
seemed arbitrary to consider along with trade in 
services (since it excluded other international 
movements of production factors, such as 
labour) and which went beyond the practical 
possibilities of action in a forum hitherto con
ceived as a regulator of international trade in 
goods and limited to that aspect. 

There are two important elements, of rela
tively recent date, that may help to clarify the 
analysis: the new Trade and Tariff Act of the 
United States, and the official presentation of 
the United States proposal for a new round of 
trade negotiations in GATT, made in July 1985 to 
the Group of 18. These have been two of the 
determining factors in the growing interest in 
the subject of services. Furtunately these ele
ments, together with other factors, have since 
that time notably extended and enriched the 
international debate on the subject both at the 
political and academic level. 

a) 

1. Structure of international trade 
in services 

World production of services and interna
tional trade 

Traditionally, development was conceived as 
a process which, by stages, would gradually lead 
the countries from agriculture to industrializa

tion and thence to a post-industrial stage which 
would be the so-called "service society". This 
conception prevented academics and planners 
from assessing, in its full dimension, the real 
contribution of services to national growth and 
development. 

More recent studies have assigned special 
importance to the interconnections which 
appear to exist between certain service activities 
and the rest of the economic and social structure 
of the countries. These interconnections would 
seem to generate externalities of such a size that 
they would not only make the efficient and low-
cost supply of certain services one of the condi
tioners of the rate of development, but would 
also be a determining element in shaping the 
styles and patterns of development desired by 
the countries. 

Empirical observations confirm that servi
ces form a group of activities which makes the 
biggest contribution in terms of value-added in 
almost all the countries of the world. Towards 
1982, the services sector in almost every country 
contributed more to the gross domestic product 
than the sum of agriculture, mining and manu
facturing. Activities linked with wholesale and 
retail trade have been the major component of 
the tertiary sector, but as per capita income 
increases, the so-called "services to producers" 
(advertising, management, guidance, financial 
services, data services and others) tend to acquire 
much more importance. It is precisely these ser
vices that promote the optimum use of factors of 
production and maximize the efficiency of the 
production of a society's goods and services, 
while at the same time generating the greatest 
externalities through the complex network of 
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interconnections with which they are linked 
with the rest of the economy. Various compara
tive studies confirm the existence of a positive 
correlation between a country's level of per cap
ita income and the contribution of services to 
total output and employment. While in the low-
income countries services average 48% of the 
GDP and 18% of employment, in the industrial
ized countries the corresponding figures are 
66% and 67% (Riddle, 1986a). In several Euro
pean countries "services to producers", as well as 
some of those included in the category "other 
services" have registered the highest growth 
rates in respect of their contribution to the GDP 
and to job creation. In the United States it is 
estimated that business services alone contrib
ute more than a quarter of the GDP of that 
country (UNCTAD, 1986) and that more than 
95% of the 25 million jobs created since 1970 
were in the services sector. Moreover, it is calcu
lated that since 1945, for each new job in the 
manufacturing sector, 15 new places were 
created in services (Fortune, 1985). 

Since many services are difficult to store and 
transport, the proportion of services interna
tionally tradeable averages barely 8% of the 
world output of services, compared with 45% 
for agriculture and 55% for mining and industry, 
despite the considerable dimensions of the sec
tor in practically all the economies. It is possible 
that this low percentage also reflects the imper
fections of the traditional systems of registering 
invisibles in the balance of payments. 

In connection with this topic, it should be 
borne in mind that the question of the interna
tional negotiability of services is still the subject 
of intense argument in different circles, so much 
so that the definition of a typology of what really 
constitutes "international trade in services" is 
one of the main concerns of the present interna
tional debate on the subject. Various criteria 
have been adopted for the design of a typology, 
although the majority adhere to the criterion of 
"residence" or "location" or to that of "owner
ship". The dispute arises precisely because the 
particular features of many services make it diffi
cult, if not impossible, to apply the same guide
lines as those used to define a typology of 
international trade in goods: i.e., transport of the 
merchandise in question across national fronti
ers and ensuing international payments in 

respect of this transport. In the case of services, 
the situation is much less clear; thus, it seems 
more appropriate to speak of "internationaliza
tion of services" than of trade as such. At all 
events, for the purposes of this article a typology 
based on the concept of "residence" will be used, 
in the sense understood by Sampson and Snape 
(1985). 

The first category is the most conventional, 
since it occurs without displacement of the fac
tors of production or of the recipients of the 
service, that is, without physical proximity 
between the supplier of the service and the 
recipient of it. Examples of this category \are 
services involving data transmitted across front
iers, advisory and design services, certain catego
ries of insurance such as life insurance, and some 
banking and advertising services. This category 
comes closest to conventional merchandise 
trade, since the services (incorporated or not in 
physical goods) cross the frontiers of the export
ing and importing countries. 

Secondly, transactions may occur as a result 
of the international movement of one or more 
production factors. This and the following cate
gories are those that present the greatest diffi
culties in establishing analogies with trade in 
goods. The conventional theory of trade assumes 
the international immovability of production 
factors such as land, labour and capital. How
ever, the financial flows associated with interna
tional movements of factors are becoming 
increasingly important, as in the case of tempor
ary workers (guest workers) or of capital equip
ment which enters third countries temporarily 
through leasing agreements or other forms of 
special contracts. 

A third category involves those transactions 
stemming from the international displacement 
of the recipient of the service. The typical exam
ple is the tourist who temporarily moves to 
another country, carrying out different transac
tions which affect the balance of payments both 
of his own country and of that which he is visit
ing. A similar situation occurs with those who 
travel to receive special educational or medical 
services. It should be borne in mind that some of 
the services mentioned can also be international
ized in different ways. For example, if the doc
tors or academics move to other countries, the 
situation is similar to that described above. On 
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the other hand, they may be internationalized in 
conditions similar to the first category if such 
services can be incorporated into a physical good 
(video-cassettes with lectures) or can make use 
of international telecommunication networks 
(classes given by television and transmitted by 
satellite). 

The last category comprises those cases in 
which both the factors of production and the 
recipients of the service shift internationally. In 
a sense, international transport is a service 
which is largely supplied and received in geogra
phical areas outside the countries importing and 
exporting the service. 

In all the cases described we have assumed 
that the international movements that take 
place, whether relating to services as such, the 
factors needed to supply them or the recipients 
of the service, are giving rise to international 
payments which involve both residents and non
residents of a country. 

b) Trade flows in services 

In 1980 the world trade in services amounted 
to US$ 436 billion. Between 1970 and 1980 this 
trade grew at an annual average rate of 18.8%, 
somewhat less than the rate for goods (20.8%). 
The developed countries are the main exporters 
(86.5%) and importers (82.5%) of services, and 
throughout the 1970s there was a constant rise 
in the surpluses on their trade in services. For 
the United States, the surplus of US$ 6.6 billion 
on services in 1980 was sufficient to compensate 
for a quarter of its merchandise trade deficit 
(US$ 27.4 billion). The item "other services" 
has been the main generator of surpluses for the 
industrialized countries. Despite the great 
importance of this trade for the United States, 
the countries of the European Economic Com
munity are in fact the main exporters of services, 
with close on 50% of world exports. 

The surplus on trade in services obtained by 
the United Kingdom is greater than that of the 
United States and the persistence of a surplus on 
services in the EEC external accounts has largely 
alleviated its now chronic deficits on goods trade. 
In this connection it should be borne in mind 
that a large part of the surplus on services trade 
obtained by the Community is the result of its 
trade with the United States (Riddle and 
Springer, 1985). 

For their part, the developing countries have 
only a minority share in the world trade in servi
ces (13.5% of exports and 17.5% of imports) 
and are showing considerable and increasing 
deficits in this trade, transport being the most 
important item. 

Some developed countries likewise display 
serious imbalances in their trade in services (for 
instance, the Federal Republic of Germany, as a 
result of the deficits on the "travel" account), 
while some developing countries have major 
surpluses (for example, Mexico, thanks to tour
ism) (UNCTAD, 1984). 

c) Income from investments in services and 
their internationalization 

Although the volume of world trade in servi
ces is considerable, its economic importance is 
low compared with the rest of the flows that 
result from the internationalized services sector. 
The difficulties in marketing services interna
tionally caused the large service enterprises to 
develop and perfect new forms of international 
management and control. This phenomenon, 
based on the astounding technological advances 
in information sciences, means that once these 
enterprises succeed in establishing an interna
tional network for data transmission they can 
greatly expand the frontiers of their markets and 
internationalize their operations even in coun
tries remote from the parent companies. 

This situation has given rise to financial 
flows which are much more important than 
those associated with the export and import of 
services in the strict sense. Although global data 
on this subject have not been sufficiently worked 
out, the United States is undoubtedly a case in 
point. In 1980 that country recorded a surplus on 
movements stemming from its interests in ser
vice companies operating overseas which was of 
the order of US$ 31.5 billion. To put it in pers
pective, this figure was practically five times the 
surplus for that year on the country's trade in 
services (US$ 6.6 billion), while it exceeded by 
almost US$ 11 billion the deficit on trade in 
goods (US$ 27.4 billion). 

For many United States enterprises, the 
income received from their overseas operations 
may be vital, and, judging from partial indica
tors, the importance of these operations as a 
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source of revenue is rapidly increasing. For 
instance, it has been calculated that the advertis
ing companies of the United States obtain 37% 
of their gross income from their overseas opera
tions. The equivalent percentage for audit enter
prises is 2 5 % and for advisory and consultancy 
firms 4 3 % (Aronson and Cowhey, 1984). 

If the information for the United States were 
indicative of more general trends, it would mean 
that for this country the ratio between sales of 
services through affiliates and exports of servi
ces was almost 3:1 in 1974, and rose to 6:1 in 
1977. The comparable ratio for the manufactur
ing sector is only 3:1. Furthermore, during the 
1970s the sectoral composition of United States 
investment abroad reversed in favour of servi
ces, which, after having contributed 18% of the 
total in 1973, represented 2 9 % in 1979. In the 
Federal Republic of Germany the share of servi
ces rose from 20% (1973) to 2 5 % (1983) and in 
Japan from 34% in 1974 to 4 5 % in 1983-

Although there is no reliable breakdown of 
information on the composition of direct foreign 
investment in services, partial indicators show a 
high concentration in wholesale and retail trad
ing activities, as well as in banking and insu
rance. Moreover, as happens with direct foreign 
investment in general (both as regards move
ments and stocks), foreign investment in servi
ces is concentrated in the industrialized 
countries (UNCTC, 1985). 

d) Trade in services and the international 
division of labour 

In the structures of world trade, two large 
groups of countries can be distinguished in 
which merchandise trade reflects a particular 
complementarity. The first is composed of the 
large industrialized countries, for which trade in 
intermediate and capital goods provides a sur
plus on current account, and the second consists 
of those countries (particularly developing coun
tries) in which these same products produce a 
deficit on current account. 

Besides this, there are countries in which 
services and other invisibles represent a positive 
contribution to the current account balance and 
others in which this contribution is negative. 
"The former sell their services to the rest of the 
world to offset their trade deficit, whereas the 
latter use their trade surpluses to accommodate 

their deficits on services" (Brenderand Oliveira, 
1985). 

In these conditions, the industrialized coun
tries would tend to dominate the world output 
and trade in services while the developing coun
tries would attempt to defend already weak posi
tions in the marketing of a small number of 
products. The world macroeconomic totals 
would merely accentuate the factors of inequity 
in the current international division of labour. 

The countries that now dominate the world 
trade in and supply of the most dynamic services 
will continue to consolidate a productive struc
ture that will enable them to retain and increase 
a growing economic advantage. In contrast, the 
developing countries will find themselves 
obliged to base their economies on a chronically 
minority share of world trade: a share founded 
on the export of goods of low income-elasticity 
and declining relative prices. Thus, the indus
trialized countries will strengthen their produc
tive capacity in sectors with high value-added, 
such as high-technology goods and spearhead 
services based on information, while shifting to 
the developing countries activities which pollute 
the environment or have scant possibility of 
increasing their aggregate export value. 

As has been noted by SELA (1986), the tech
nological innovations developed in the centres 
give rise to the manufacture of increasingly 
sophisticated goods, which incorporate a grow
ing quantity of inputs in the form of services, 
while material inputs are losing weight in the 
structure of costs. These changes obviously influ
ence the composition and dynamics of interna
tional trade, since goods intensive in high 
technology and information-intensive services 
are displacing other goods and services. 

e) Latin America and services 

The services sector in Latin America has also 
achieved appreciable economic, social and tech
nological dimensions. On average, it contributes 
around 60% of the total value-added of the 
region and employs at least 46% of its labour 
force. As impact on employment may be even 
greater in view of the labour density and the 
weight of service activities in the extensive 
informal sector of these economies. 

In comparison with the recently industrial
ized countries, the region has registered a rela-
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tively low rate of growth in its service activities, 
even in those countries which achieved high 
overall growth rates in recent years. What is 
more, in these countries activities such as trans
port and communications, as well as business 
services, grew much less than in the recently 
industrialized countries of Southeast Asia. As 
regards employment, Riddle (1986b) calculates 
that close on 80% of the labour force displaced 
from agriculture has been absorbed in services. 

The region shares in the world trade in ser
vices in similar proportions to its share in the 
world trade in goods (around 5%). Neverthe
less, the trade flows in services showed a con
stant and increasing imbalance throughout the 
whole of the 1970s, with this deficit reaching 
some US$ 11 billion in 1982. The deficit items of 
greatest value were "transport" and "other ser
vices". Exports of services as a whole repres
ented 2 1 % of exports of goods, while imports 
came to 30% of total imports: figures which are 
much higher than the world averages and could 
be reflecting a services sector relatively unpro
tected and more open than those of other 
regions of the world. 

Owing to the intense adjustment processes 
launched by them in recent years, the Latin 
American economies succeeded in reducing their 
imbalances on services trade to less than half by 
1983, which was largely the result of the reduc
tion of imports of services by almost US$ 11 
billion between 1981 and 1983. To put this in 
perspective, this meant that while imports of 
goods fell from US$ 102 billion in 1981 to some 
US$ 60 billion in 1983 (-42%), imports of servi
ces dropped from US$ 32.7 billion in 1981 to 
US$21.1 billion in 1983 (-35%). The items 
most affected were transport and insurance, 
together with travel. Even so, the imbalance on 
services remained an appreciable element for 
the countries of the region, representing some 
US$ 5 billion in 1983, especially if it is borne in 
mind that by that year the region had overcome 
its disequilibria on goods and generated a surplus 
of over US$ 30 billion in its merchandise trade 
(Duran, 1986). 

Unfortunately, there are no reliable esti
mates as to the proportion of the remittances of 
profits shown in the regional balance of pay
ments that corresponds to the operations of 
foreign-owned service enterprises. However, 

the figures may well be high in view of the share 
of transnational corporations in the total supply 
of services such as auditing and advertising, 
banking and insurance, data processing and 
hotel management (ECLAC, 1985). 

In 1982, remittances of profits amounted to 
some US$ 5.8 billion in the region's balance of 
payments. There are also indicators that around 
30% of direct investment by the United States in 
the region is concentrated in service activities, 
especially finance and trade. All the foregoing 
suggests that there will be considerable negative 
financial flows for the region as a result of the 
activities of affiliates and subsidiaries of foreign-
owned companies that operate in Latin America 
and the Caribbean (Lahera, 1984). 

2. The new technologies and production 
and trade in services 

In recent years there have been marked changes 
in the composition and characteristics of the 
tertiary sector, both as regards its output and its 
insertion in the world economy. As is pointed 
out in a recent paper (Sánchez Arnau, 1986), 
"the introduction of microelectronics and their 
incorporation into industrial design and produc
tion, robotics, new materials, and the automa
tion of the services sector are all elements that 
enter into any analysis of the present situation in 
industrialized countries". Unfortunately it often 
happens that the impact of these factors on the 
productive structures of our countries, as well as 
on the international division of labour, is much 
more rapid than the speed at which we can gain a 
clear idea of their effects on our economic and 
social systems. 

a) The special role of informatics and 
telematics 

Information is today a fundamental resource 
for the production of a great variety of goods and 
services. It may be defined as an inexhaustible 
resource that merely needs to be updated by the 
use of relatively scarce inputs. Information gen
erally moves in both directions: from the supp
lier to the user and from the user to the supplier, 
the latter flow being usually free of charge to the 
supplier. 

The increasing use of data in connection 
with economic activities results in major 
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changes in the quantity, quality and type of servi
ces available to the economic system, both on the 
domestic and on the international plane. The 
fusion of informatics —collection, processing, 
storage and distribution of information— with 
the national and international telecommunica
tion networks enables information to be supp
lied to an increasing volume of services in a 
growing number of places. As a result of the 
concentration of financial and technological 
resources within certain conglomerates and the 
increasing extension of on-line data bases, how
ever, information is frequently produced within 
closed circuits which are only available to a small 
number of users. 

On studying the most dynamic services, a 
process analogous to that recorded at the begin
ning of the century in relation to electrification 
and its impact on basic industry is to be noted. 

b) Increases in the tradeability or negotiability 
of services 

The introduction and application of new 
technologies such as informatics has enormous 
economic implications which have not yet been 
fully appreciated. They lead to basic changes in 
the quality, quantity and diversity of the services 
supplied: through the provision of certain key 
services they are profoundly affecting interna
tional competition in the nations' trade in goods 
and services; and thanks to the growing infor
mation component in many services and the 
greater ease with which data can be internation
ally transported, there is a considerable increase 
in the number of activities that can be included in 
international trade. 

This effect is particularly evident in the 
internationalization of a series of professional 
services such as architecture, engineering and 
management consultancy in which such tech
niques as CAD (computer aided design) and CAM 
(computer assisted management) are applied. 

The greater geographical coverage, and the 
technological improvement of the international 
telecommunication networks, have established a 
smooth-running system of "expressways" for 
the trans-frontier supply of a growing variety of 
services, with an effect similar to that which an 
improvement in the conventional means of 
transport has on merchandise trade. 

Again, the greater tradeability of certain ser
vices, as well as the incorporation of new tech
nologies, also affects the dynamism of certain 
goods. In goods-producing processes there is a 
marked increase in the services component 
which is incorporated in the value-added, infor
mation being of increasing importance in this 
respect. This is particularly true of high-
technology goods, which are also characterized 
by their greater dynamism in international 
trade. 

c) By affecting comparative advantages, will 
the new technology mark the end of cheap 
labour? 

The introduction of new technologies such 
as informatics and robotics could be having a 
marked effect on the traditional relations 
between capital and labour productivity, in 
respect of both goods and services. Thanks to the 
employment of these techniques, Japan has 
made great savings on labour costs in the clo
thing industry. In the United States, computer
ized programmes for cutting and design have 
been invented which enable dress patterns to be 
copied, automatically adjusted to different sizes 
and new accessories introduced, while at the 
same time the use of material inputs is minim
ized, all of which has a decisive effect on the 
in te rna t iona l compet i t iveness of these 
industries. 

In transport, containerization and the inte
gration of different types of transport in large-
scale operations are displacing the old-style 
shipping fleets of many developing countries 
(Modwell, Meheotra, Kumar, 1984). 

In the past, cheap labour in developing coun
tries enabled them to some extent to offset the 
superior productivity of capital and labour in 
some advanced countries. The technological 
changes mentioned, however, will enable the 
latter to recover comparative advantages in tra
ditional sectors which were assumed to be once 
and for all in the hands of the developing 
countries. 

3. Transnational corporations and production 
and trade in services 

A determining factor of the international econ
omy is the growing importance acquired by 
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transnational corporations in the supply of ser
vices. In part, this transnationalization has been 
the logical continuation of the intense process 
that took place in the good s-producing enter
prises in the 1960s and 1970s. A natural market 
was created for the transnational corporations 
beyond their own frontiers, which they could 
only serve through the establishment of affil
iates and branches in other countries. This 
explains the transnationalization of the great 
banking, insurance, advertising and auditing 
conglomerates, as well as a great variety of servi
ces which do not readily lend themselves to 
international trade but which are nevertheless 
the essential logistic support for the internation
alization of the economies of the central 
countries. 

a) Changes in forms of management and 
control 

In international trade, the internationaliza
tion of a wide variety of service activities com
plements the great networks of affiliates and 
subsidiaries or other organizational units, whose 
international management and control is simpli
fied by such relatively recent administrative 
practices as licensing, franchising, leasing, etc. 

Gibbs (1985) argues that government poli
cies that affect, perhaps unwittingly, the relative 
profitability of investment in one or another 
sector, as well as the relative intensity of interna
tional competition, may also be explanatory fac
tors of the establishment of new sectors of 
services and of new forms of entrepreneurial 
organization. 

These factors have not only lengthened the 
list of services offered but have occasioned a 
series of mergers between enterprises which 
would formerly have been inconceivable. Such 
mergers "diversify risks, help to obtain new 
technical knowledge and facilitate access to 
financing" (UNCTAD, 1984). 

b) The special dynamism of the transnational 
corporations 

The dominant position of the transnational 
corporations in world trade and supply of servi
ces is also indicative of the special dynamism 
that has characterized these enterprises in recent 
years. The factors that explain this dynamism 
include the limited international negotiability of 

services and the stimulus offered by foreign 
markets to the expansion of the volume of these 
firms' operations. A large part of the capital of 
the service enterprises consists in the accumula
tion of technical knowledge, as well as in the 
prestige of the firm's trademark. The expansion 
of a firms's territory is therefore vital in order to 
derive more advantage from economies of scale 
and to maximize benefits at the world level. 

Moreover, as a result of keener competition, 
various industries —not only in the services 
sector, but also among producers of goods—, 
have embarked on a process of integration which 
gives them a greater power of penetration and 
expansion of their operations in foreign 
markets. 

One of the outstanding examples is that of 
the sogo-shosha enterprises of Japan. The inter
nationalization of these commercial conglomer
ates has converted them into organizers and 
co-ordinators of projects for supplying a multi
plicity of support services, which range from the 
financing and supervision of projects, the acqui
sition of equipment and the construction of 
physical infrastructure (for instance, ports and 
motorways) to the marketing of mining resour
ces and advisory services. They also take part in 
the building of airports, tourist installations and 
housing complexes in the developing countries 
(Koshima and Osawa, 1984). 

From the particular viewpoint of Latin 
America, ECLAC (1986a) points out that: "the 
region's main negotiating weakness in matters 
of trade lies precisely in the production of com
mercial services and their basic complements 
such as transport, insurance and financing . . . 
The productive power —i.e., the production, 
effectiveness and international competitiveness 
of the activities under discussion— depends to a 
decisive degree on the scale of the economic 
units involved. In this field it is necessary to 
compete with huge transnational corporations 
capable of exercising oligopolistic influences. 
For instance, at the beginning of the 1980s the 
large transnational commercial corporations 
—generally known as trading companies— con
trolled over 70% of the total world trade in 
primary products, amounting to almost a million 
million dollars at that date . . . Similar observa
tions might be made in the field of finance and 
transport". 
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c) The international information networks: 
diversification and geographical extension 
in the supply of services 

In a large number of services —particulary 
in banking, insurance, transport, and some 
others— the internationalization of production 
and of the control and management of world 
activities is being speeded up, perfected and 
diversified, thanks to the innovations that have 
taken place in the global telecommunications 
infrastructure and to the simplicity and speed 
with which information can be handled across 
national frontiers through media such as tele
matics. In the services sector, finance in general 
and banking in particular are using informatics 
not only in their management systems, but also 
in a great variety of new services which are only 
possible th rough the progress of the 
informat ion-e lec t ronics complex (ECLAC, 
1986b). 

Although the cost of setting up an interna
tional information network is enormous, the 
marginal cost associated with the transmission 
of new information or of information hitherto 
not channelled through these media is relatively 
small. Hence, the cost of amplifying and diversi
fying the number of services offered is negligible 
when they depend directly on the supply of 
information. 

When a central base of informatics and the 
interfaces suitable for connecting the corres
ponding terminals to the public international 
telecommunications networks and thence to the 
data bank of the parent company are available, 
the marginal investment required to amplify the 
geographical coverage of the operations is rela
tively very small. The direct investment required 
for the installation of affiliates and subsidiaries 
of banks, insurance companies and other service 
enterprises does not amount to much more than 
the funds needed for advertising, furnishing of 
offices and acquisition of terminals: an invest
ment which in some cases is almost entirely 
covered by local finance. 

Arguments analogous to those on the theory 
of the life cycle of products may be employed to 
explain the multinationalization of service 
enterprises as a function of the technological 
advances through which these enterprises plan 
to increase their profits in world markets. There 
is no doubt that the banking system, insurance 

companies and the transnational trading corpo
rations have exploited the most advanced man
agement techniques, above all for the handling 
of information on world market conditions, and 
that they have also shown a highly innovative 
approach in many of the services offered. As 
these processes are relatively easy to imitate, 
many of these companies are driven to a rapid 
penetration of new markets, in order to discour
age potential competition. The effect of this is 
precisely to accelerate the process of transna-
tionalization of operations (IRM, 1986). 

d) The need for a free field to maximize 
benefits 

The great service conglomerates will redou
ble their efforts to expand to the full a field free 
of impediments and heterogeneous regulations 
that hamper their functioning in the market. 
The high marginal profitability associated with 
the setting up of branches and affiliates in a 
predictable and relatively homogeneous setting 
is a vital necessity for the survival and continued 
development of these enterprises. 

So crucial is this need that one of the most 
active lobbies in the defence of the interests of 
the great transnational service corporations 
(coalitions of service industries), in identifying 
the main impediments to the expansion of its 
members' activities, cites the restrictions on the 
right of enterprises to operate in overseas 
markets and to receive the same treatment as 
national enterprises —i.e., the issues of right of 
establishment and national treatment. It also 
reports other obstacles such as tariff discrimina
tion, barriers to trans-frontier data flows and the 
unfair competition that may arise from State 
monopolies (Fortune, 1985). 

4. Outline of a new interpretation of 
international trade and development 

The failure of the various expressions of the 
development process in numerous countries, 
coupled with the sharpening of the economic 
imbalances between the industrialized and the 
developing countries, has given rise to increas
ing doubts about the conventional theories of 
development and the main factors that affect the 
international division of labour. This has called 
into question the traditional development mod-
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els and therefore justifies the proposal of new 
options based on a better knowledge of the role 
that might be played by economic sectors 
hitherto neglected, such as services. 

It has been suggested that services are not 
necessarily an almost automatic result of devel
opment by stages (from agriculture to manufac
turing and thence to services) but, on the 
contrary, one of the keys to development and to 
the relative wealth of nations. In that case, far 
from depriving the goods-producing sectors of 
vitality and solidity, the supply of dynamic, mod
ern and efficient services would be fundamental 
for their stimulation. Services would thus be a 
prior requisite of the development process and 
not, as had been traditionally believed, one of its 
results. The close interconnection between var
ious services and the rest of the economy means 
that the innovations that may be introduced into 
the key service activities will be rapidly propa
gated, resulting in lower costs, increased produc
tivity and a greater capacity for international 
competition in all sectors. The services can gen
erate major external economies and disecono
mies, according to the practical means selected 
by the countries for their supply. 

Moreover, since services represent the 
greater part of the world aggregate product and 
this proportion is tending to increase, the con
trol of the ownership and management of the 
value created through the internationalization of 
this sector has an undoubted impact on economic 
relations among the countries, as well as on their 
procurement of surpluses. 

It would not be rash to assume that, with the 
tertiarization of the world economy and trade, 
there might be a repetition and accentuation of 
phenomena similar to those that caused the 
structural deterioration of the developing coun
tries' terms of trade: a deterioration associated 
with the structure of the periphery's external 
trade, based on the export of primary products, 
whose relative prices systematically decline, and 
on the importation of manufactures and equip
ment with a high value-added, whose prices are 
constantly increasing. 

As long as the central countries retain a 
dominant position in the most dynamic service 
activities in the world economy, they will find it 
easier to obtain a growing proportion of the 
world income. This regressive income distribu
tion would operate via trade and the movement 
of international factors, which favour the profit
ability of the activities in which the developed 
countries predominate at the world level. 

The internationalization of services would 
appear to have no limit other than that imposed 
by the capacity to develop new techniques of 
control and management. It is conceivable that it 
would embrace almost all these heterogeneous 
activities, if the marginal costs of management 
were less than the new income generated. It 
would extend not only to banking and other 
financial and professional services but also to 
urban transport, wholesale and retail marketing 
and distribution, and some public utility services 
(postal services, city cleaning and maintenance, 
health and education). 

I l l 

International initiatives on services 
proposed by the United States 

1. The Trade and Tariff Act of 1984 

On 30 October 1984, the new Trade and Tariff 
Act of the United States came into force. Under 
its Title III, on international trade and invest
ment, and especially in its section 302, it states 
the general purposes of the United States 

Government in relation to these matters, as 
follows: 

1) To foster the economic growth of, and 
full employment in, the United States by 
expanding competitive United States exports 
through the achievement of commercial oppor
tunities in foreign markets substantially equival
ent to those accorded by the United States; 
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2) To improve the ability of the President— 
A) to identify and to analyse barriers to (and 

restrictions on) United States trade and invest
ment, and 

B) to achieve the elimination of such barriers 
and restrictions; 

3) To encourage the expansion of interna
tional trade in services through the negotiation 
of agreements (both bilateral and multilateral) 
which reduce or eliminate barriers to interna
tional trade m services, and 

4) To enhance the free flow of foreign direct 
investment through the negotiation of agree
ments (both bilateral and multilateral) which 
reduce or eliminate the trade-distortive effects of 
certain investment-related measures. 

From the definition of the Act's objectives, 
three crucial consequences can be deduced: Í) the 
inclusion of a new concept of reciprocity in terms 
of trade conditions substantially equivalent to 
those agreed by the United States; ii) the expan
sion of the powers of retaliation conferred on the 
President when this reciprocity is not granted 
and the interests of North American companies 
in other countries are affected; and iii) equival
ence between the barriers against trade in goods 
and those affecting services and direct foreign 
investment, with provision for the adoption of 
cross and interchangeable reprisals in each of 

these three fields. 
Section 104 A establishes the objectives of 

negotiation on trade in services: i) to reduce or to 
eliminate barriers to, or other distortions of, 
international trade in services (particularly Uni
ted States service sector trade in foreign 
markets), including barriers that deny national 
treatment and restrictions on the establishment 
and operation in such markets; and ii) to develop 
internationally agreed rules, including dispute 
settlement procedures, which— 

i) are consistent with the commercial poli
cies of the United States, and 

ii) will reduce or eliminate such barriers or 
distortions and help ensure open international 
trade in services. 

The Act also authorizes the Executive to 
engage in negotiations on services, investment 
and technology which, apart from fulfilling the 
aims already mentioned, will foster the elimina
tion or reduction of requirements regarding 
export efficiency; to this end, the United States 
Trade Representative (USTR) would be autho

rized to impose restrictions on imports, includ
ing the prohibition of products or services 
subject to these requirements; to maintain and 
preserve the openness of trade and investment 
in products of high technology and related servi
ces; to eliminate or reduce the distorting effects 
of measures adopted by foreign governments 
that affect high-technology trade, and to achieve 
the reduction or elimination of all tariffs on and 
barriers to United States exports of high-
technology products, together with the adoption 
of commitments that foster national treatment 
and provide certain minimum guarantees for the 
acquisition and enforcement of intellectual 
property rights. 

In pursuance of these objectives, local 
requirements (for example, on health, security 
and protection of the environment) will be taken 
into account. 

The Act frequently uses the terms "unreaso
nable", "unjustifiable" and "discriminatory" to 
describe the obstacles or distortions mentioned. 
They are defined as follows: the term "unreaso
nable" means any act, policy or practice which, 
while not necessarily in violation of or inconsist
ent with the international legal rights of the 
United States, is otherwise deemed to be unfair 
and inequitable, including any act which denies 
fair and equitable treatment as regards market 
opportunities, opportunities for the establish
ment of an enterprise, or adequate protection of 
intellectual property rights. The term "unjustifi
able" means any act which violates the interna
tional legal rights of the United States, including 
any act which denies national or most-favoured
nation treatment, the right of establishment, or 
protection of intellectual property rights. And 
lastly, the term "discriminatory" includes any act 
which denies national or most-favoured-nation 
treatment to United States goods, services or 
investment. 

Finally, in an unequivocal amplification of 
the arguments which might be invoked to open 
the world market for services, and which is of 
particular interest to developing countries, Title 
V (sections 501 to 508) of the 1984 Act on the 
renewal of the Generalized System of Preferen
ces demands that developing countries should 
assure the United States of their intention to 
reduce or eliminate barriers to trade in services, 
as a criterion for the designation of beneficiary 
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countries, for the regulations regarding eligibil
ity of products, for limitations of preferential 
treatment and for the termination of tariff 
exemptions on imports and exports in the appli
cation of the system of preferences of that 
country. 

A precedent seems to have been set recently 
with the adoption of a treaty on free trade 
between the United States and Israel, in which a 
prolongation of the benefits of the system of 
preferences was agreed to in exchange for con
cessions in respect of services. 

2. Proposals for negotiations on services 
within the framework of GATT 

Under the Trade and Tariff Act of 1984 and its 
immediate predecessor, the Trade Act of 1974 
(especially its amendment of 1979), the Execu
tive of the United States, through the United 
States Trade Representative, was entrusted with 
the responsibility of promoting the adoption of a 
set of multilaterally agreed rules to liberalize 
trade in services. 

Because of their greater geographical and 
commercial coverage, as well as the legal charac
ter of the commitments involved, the most 
important United States initiatives are those 
which refer to that country's proposal to extend 
several of the principles and rules of the General 
Agreement on Tariffs and Trade (GATT), at 
present applied almost exclusively to interna
tional merchandise trade, to the international 
trade in services. 

The United States proposes a new round of 
multilateral negotiations which would include, 
inter alia, a contractual undertaking on interna
tional trade and foreign investment in services, 
to be carried forward under the auspices of the 
GATT Secretariat, with the support of the admi
nistrative machinery of that institution (Brock, 
1982). 

To that end, the United States and other 
industrialized countries promoted an exchange 
of information among the Contracting Parties 
on the main elements resulting from a national 
examination of the services sector.2 It must be 

Ministerial Decision un Services, adopted by the Contracting 
Parties of GATT in November 1982; Conclusions agreed by the 
Contracting Parties on 30 November 1984; and Decision on GATT 
activities in connection with trade in services, November 1985. 

stressed that this exchange only took place 
among developed countries (GATT, 1985). No 
developing country has as yet presented a 
national study or any information on the services 
sectors in GATT. 

According to the United States, this 
exchange of information and the ensuing discus
sions would help to give the countries a better 
understanding of the conceptual and statistical 
problems, together with the obstacles, defini
tions and approaches, that affect the services 
sectors in their respective countries. 

Although it is recognized that the sectors to 
be included form part of the negotiation pro
gramme, the United States has expressed its 
special interest in negotiating activities such as 
banking, insurance, telecommunications, data 
processing, sea transport, air transport, con
struction and engineering. 

Although the United States has explicitly 
declared that the agreement would exclude all 
movements deriving from the payment of fac
tors of production (remittance of profits and 
workers' incomes) and would only touch on the 
commercial aspects of services, the proposals 
hitherto presented do not at all exclude the pos
sible addition of subjects which fall within the 
sphere of direct foreign investment and interna
tional movements of highly skilled manpower. 

In a presentation to the Group of 18 of GATT 
the United States delegation specified various 
objectives for a new round of trade negotiations 
that would include services. The general aim 
would be to establish a legal framework of rules 
and procedures that would help to achieve a 
trade in services as open as possible, through 
greater transparency in practices and the solu
tion of problems through consultations, and to 
negotiate commitments of a sectoral or func
tional character relating to specific problems of 
private service industries. 

The legal framework that the United States 
is seeking to promote, for its part, would contain 
the following elements: transparency; the prin
ciple of national treatment; establishment of 
open regulatory procedures; agreement on pub
lic monopolies; procedures for the settling of 
disputes, and the principle of access to markets. 

Regarding the reduction of trade barriers, 
the United States delegation proposed that 
procedures should be established for both sec-
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toral and functional negotiations. For the sec
toral negotiations it envisaged a set of 
agreements on the particular problems affecting 
trade in specific services. In this connection, it 
suggested that priority should be given to reach
ing an agreement on international flows of 
ipformation, because of its enormous impact on 
almost all the services. For the functional negoti
ations, it proposed to apply the basic concepts 
and principles used in the different codes on 
non-tariff barriers that arose from the Tokyo 
round of negotiations, expressly mentioning the 
codes on technical norms and government pur
chases. At the same time, it proposed to make 
use of the elements of the future agreement on 
intellectuai property that could be applied to 
services. 

Finally, in relation to investment, the United 
States delegation pointed out that a number of 
service enterprises were facing serious problems 
in carrying on their operations overseas because 
they could not attain ownership of the goods 
needed for the local production of services. In 
order to improve the commercial possibilities of 
those enterprises, it proposed the adoption of 
conditions similar to those suggested for the 
trade in services, and urged the Contracting Par
ties to initiate examination of the investment 
problems linked with services. At all events, the 
delegation insisted that any agreement on inter
national trade in services should also include 
those activities that facilitated the right to the 
commercial presence of foreign service enter
prises, in order to commercialize and facilitate 
the importation of a particular service into the 
country in question. 

Other developed countries have expressed 
their intention of adhering to these initiatives 
and have presented similar proposals for the 
setting up of a legal framework for international 
trade in services within GATT. It is possible, 
however, that the European Economic Com

munity will have certain reservations over the 
concrete proposals for the negotiations. It must 
not be forgotten that the predominance of the 
Community's exports of services rests on the 
present arrangements for this trade. There 
seems no reason to assume that a change in the 
rules of a multilateral nature will necessarily 
permit the Community to maintain this 
predominance. 

Nevertheless, during the last ministerial 
meeting of GATT approval was given for the 
launching of a new round of multilateral negoti
ations, known as the Uruguay Round (Punta del 
Este, September 1986), and in the same ministe
rial declaration it was also agreed to start negoti
ations on trade in services. 

According to the ministerial declaration, the 
aim of the negotiations will be to establish a 
multilateral framework of principles and rules 
for trade in services, including the formulation 
of possible regulations for individual sectors, 
with a view to the expansion of such trade under 
conditions of transparency and progressive lib
eralization (GATT, 1986). 

Since the references to trade in services 
appear in Part II of the Declaration of Punta del 
Este, the negotiations on services might be 
expected to be independent of the negotiations 
on goods. This also suggests that some sort of 
consideration may have been given to some of 
the main concerns of the developing countries, 
i.e., the separation of negotiations on goods from 
those on services. Nevertheless, it still remains 
to be seen what specific form the negotiations 
will take and whether this separation will be 
actually observed in practice. Perhaps it is more 
important to see if it will really be possible to 
develop genuinely new principles and concep
tual and methodological approaches that will be 
more in keeping with the very special character 
of the service economy. 
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IV 

Latin American interests and the United States 
initiatives regarding services 

The developing countries have viewed with 
understandable concern the possibility that the 
international debate on services will follow the 
lines proposed by the United States. Brazil, 
Argentina, India and other countries of the 
developing world have tenaciously opposed the 
idea of applying to services the same conceptual 
and institutional system that has so far been used 
for the management of the multilateral aspects 
of trade in goods. 

Various arguments have been put forward in 
support of this rejection. For many, these initia
tives would involve the real possibility of re
introducing practices of expansionism and 
economic domination, under conditions similar 
to those that existed during the era of European 
colonialism. A strategic component of that 
colonialism was the development and subse
quent control of decisive services, both in the 
colonies and in the young nations of Latin Amer
ica. That control was centered on such services as 
railways, telephones and telegraphs, wholesale 
trade and storage and some basic services, espe
cially gas and electricity. 

1. The proposal before GATT: extrapolation 
of the Agreement on Tariffs and Trade into 

the multilateral context 

It is clear that both the structuring and the con
ceptual basis of the United States proposal on 
the incorporation of services into GATT closely 
follow the form and content of these elements in 
the United States Trade and Tariff Act of 1984. 

This Act not only defines the general princi
ples that should govern the internationalization 
of services (right of establishment, national 
treatment and application of most-favoured
nation treatment) but also establishes a definite 
link between services, investment and high tech
nology, specifically advocating the total liberali
zation of trans-frontier data flows and the 
raising of restrictions on the geographical loca
tion of data banks. 

Should the United States efforts to establish 
these national principles within GATT be suc
cessful, they would change many of the barriers 
to the internationalization of services that the 
United States Act currently defines as "unreaso
nable" into "unjustifiable" obstacles, i.e., mea
sures which violate the multilateral rights 
acquired by that country, so that its financial and 
commercial reprisals would have total legal 
backing in the eyes of the international com
munity that had signed those agreements. 

2. Repercussions of a possible commitment 
within the framework of GATT 

The inclusion of services in GATT, on the terms 
proposed by the United States and as a function 
of the legal and contractual nature of that Agree
ment, would imply acceptance of the proposal 
that the same principles that apply to interna
tional merchandise trade should be valid for the 
internationalization of services. Not only is the 
conceptual soundness of these proposals open to 
question, but it is also clear that their application 
would expose countries to a series of retaliations 
affecting their exports of goods, in reaction to 
rules or practices which violated some of those 
principles (such as the right of establishment) or 
which appeared to constitute restrictions on data 
flows. 

As examples of such potential retaliation, 
mention may be made of that experienced by 
Brazil, for its policy on informatics, and by South 
Korea, for its practices in the insurance field. 
After such reactions it is logical to wonder 
whether within the GATT system cases will arise 
in which those Contracting Parties that refuse to 
grant national treatment to foreign banks will 
run the risk of facing reprisals such as the with
drawal of tariff concessions on bananas or 
orange juice (Gibbs, 1985). 
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3. Deregulation at the national and 
international levels 

The new Trade and Tariff Act of the United 
States is in line with the policy of restoring the 
importance of the free play of market forces and 
reducing regulations of all types that are consi
dered detrimental to greater dynamism and 
competition in economic activities. There are 
numerous service industries in the United States 
economy in which a process of deregulation has 
been introduced that involves, inter alia, the 
suppression of controls on prices, exchange rates 
and wages, as well as of numerous controls and 
regulations in sectors as important as energy, 
transport, telecommunications and financial 
services. 

On 1 January 1985, the regulatory body for 
air transport (the Civil Aeronautics Board) dis
appeared after having existed since 1938. The 
year 1980 witnessed the elimination of restric
tions on freightage and the ending of the prac
tice of setting concerted tariffs in land transport. 
In 1982 the Federal Communications Commis
sion came to an agreement with American Tele
phone and Telegraph (ATT) to divide the latter's 
monopoly into seven large regional telephone 
companies and to eliminate exclusivities in the 
supply of equipment and in international tele
communications and data transmission services. 
Finally, in 1980, a law on the deregulation of 
financial services eliminated ceilings on savings 
interest, as well as restrictions on the type of 
loans that intermediaries could offer. Neverthe
less, there still remain important restrictions on 
the geographical coverage of financial opera
tions inside the United States (Mentré, 1985). 

The criterion behind the United States 
Government proposal presented in GATT seems 
basically the same as that which has sustained its 
reforms within its own economy: i.e., to liberate 
and enlarge the world economic space for the 
expansion without let or hindrance of the great 
service enterprises. 

Although the information is very partial, the 
Latin American countries seem in general to 
have service sectors with little regulation, espe
cially in areas such as informatics, cinema and 
television, professional services (such as audit
ing and advertising), and even much more criti
cal fields such as banking. This situation 

contrasts with the protectionism and high 
degree of control to which these activities are 
subject in the EEC countries and in Japan. This 
being so, an agreement in GATT on services 
would in the end go no further than the adoption 
of a legal standstill or freeze commitment in 
respect of the existing situation of deregulation: 
a commitment that the countries of the region 
would assume without obtaining any concession 
on the part of the industrialized countries. 

On the other hand, the idea that the interna
tionalization of services would be linked with a 
hypothetical abundance of direct foreign invest
ment would amount to no more than an expres
sion of good intentions. In fact, the right of 
establishment and national treatment would 
enable the large transnational corporations to 
enter new markets with a minimum of new 
investment: no more than that required to create 
the conditions for their affiliates and subsidiaries 
to connect their terminals to the international 
telecommunication networks. These would link 
them with the parent company and in this way 
would ensure that the bulk of the value-added by 
this activity would be produced in the parent 
countries of these enterprises. 

4. Towards specialization of the developed 
economies in services and of the 
developing economies in goods? 

The United States have propounded a hypothet
ical situation in which the developed countries 
would move towards the concentration of their 
foreign trade on the export of services, while the 
developing countries would specialize in the 
export of goods. This argument is based on the 
belief that the development of services would 
require a higher level of general development, in 
which case comparative advantages would point 
to specialization by the countries with the condi
tions described, to the ensuing benefit of the 
international community as a whole, which 
would enjoy a higher standard of well-being. 

The same sources that publicize the attrac
tions of this prospect, however, stress that the 
growth of the service sector would not deprive 
the manufacturing sector of its vitality, just as 
the growth of the latter did not undermine the 
growth of agriculture. To substantiate this, they 
point out that in the United States between 1910 
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and 1970, while employment in agriculture fell 
from 13.6 to 4.5 million, the real agricultural 
product trebled. And they add that the manufac
turing sector on a percentage basis, has shown 
the same trends (Fortune, 1985). 

This link between a modern and efficient 
services sector and the dynamic growth of the 
primary and secondary sectors has been recog
nized by various authors, to the point where 
some speak of the absolute advantages that 
would arise from a state of higher development: 
advantages that would be felt in all economic 
sectors (Nusbaumer, 1984). The volume and 
dynamism of the agricultural exports of the Uni
ted States, coupled with the recovery of competi
tiveness of certain textile industries in the more 
developed countries, appear to corroborate this 
view. 

Finally, if it is borne in mind that most of the 
services will continue to be non-tradeable activi
ties in the traditional sense, the internationaliza
tion of services would be only a partial and 
insufficient option for the industrialized econo
mies to retain their leadership. Without similar 
dynamism in agriculture and manufacturing, the 
internationalization of services may increase fac
tor income in the balance of payments, but it will 
not create new sources of employment within 
the industrialized economies. 

5. GATT: beyond services 

The sharpening of the international economic 
crisis, and especially the emergence of high and 
persistent unemployment rates within the 
industrialized economies, revealed the fragility 

Apart from limited initiatives in respect of some 
particular services, especially transport and cer
tain financial services, this sector has not 
claimed much attention either in theory or in 
practice in national economic policy. The con
vergence of a series of factors is rapidly changing 
this situation, however, above all in the indus
trialized countries. 

of the international trade institutions that arose 
after the Second World War. 

The principles of non-discrimination and of 
reduction of obstacles to free trade among coun
tries have been gradually replaced by the so-
called managed trade. All kinds of voluntary 
restrictions on exports, non-tariff barriers of 
every type, campaigns and pressures to affect 
national consumption habits, subsidy policies 
and other unfair practices that affect trading 
opportunities, have been creating a parallel sys
tem of international trade in which the function 
of GATT as an agreement regulating multilateral 
trade has been increasingly eroded. 

All these practices have had a more marked 
influence on the developing countries, especially 
those of Latin America, Because of their weak 
negotiating position and limited economic 
power, they have suffered the full force of the 
obligatory nature of the commitments under
taken in the Agreement; at the same time, there 
has been a systematic avoidance of discussion on 
how to solve the problems that most affect them, 
such as trade in agricultural products, textiles 
and other goods in which the arbitrary use of 
unfair practices by the developed countries con
travenes various principles of GATT. 

With such a background, it is not surprising 
that the Latin American countries regard with 
mistrust the use of this forum to discuss activi
ties which for them are in their infancy. Consid
ering the unreliability of the promise of greater 
access for their merchandise exports, what can 
Latin America expect in exchange for conces
sions that facilitate the internationalization of 
the service enterprises of the industrialized 
countries? 

1. The need for better knowledge of the 
role and potential of services in the 

economies of the region 

There is an undoubted need to analyse in depth 
the contribution of the different services to eco
nomic growth and development. In contrast 
with other economic phenomena, little inspira-

V 

Policy inferences 
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tion can be gained from the experience of the 
industrialized countries, since there too the sub
ject is still not fully understood. 

To a -large extent the exercise in question 
will entail the development of special methodol
ogies and approaches in order to determine 
which services are vital for achieving socioeco
nomic goals and what forms of organization, 
ownership and management should be adopted 
in the provision of these services. 

To this end, it could be very useful to develop 
the interconnections approach, as suggested by 
UNCTAD (1986), and also to go deeper into the 
study of the historical and economic causes that 
have shaped the present structure of the national 
supply of services in the region. The research 
itself could be greatly assisted by a better identifi
cation of the main conflicts and contradictions 
created by the participation of foreign capital 
and technology in the management of these 
activities. 

The part played by services in development 
can only be understood through an investigation 
of the real role that has been played by foreign 
trade and investment in the services sector. It 
will therefore be necessary to clarify whether 
these variables merely reinforce the bonds of 
economic and commercial dependence or 
whether, on the contrary, they facilitate the auto
nomous and self-sustaining development of the 
Latin American and Caribbean countries. 

2. Systems of co-operation and integration 
in respect of services at the subregional 

and regional level and in 
South-South relations 

The technological, financial and market require
ments for the efficient and dynamic develop
ment of many services represent a great obstacle 
to the establishment of these services in the 
fragmented national markets of the region. This 
provides many opportunities for innovative 
forms of co-operation and integration between 
two or more countries, according to the charac
teristics of the activity in question. 

It is becoming increasingly evident that eco
nomic integration among the countries calls for 
a process which is broad enough to include var
ious basic services, without which the integra
tion proposals do not appear to be viable. The 

expansion to the multinational sphere of servi
ces such as transport, insurance, banking and 
informatics appears to have played a determin
ing role in some successful integration initiatives 
such as those of the European Economic 
Community. 

The co-operation and integration agree
ments tried out by the countries of the region at 
different levels systematically diminished the 
potential that services could offer, not only as an 
essential complementary element of co
operation and integration for the production of 
goods, but also as an aid to exports and to import 
substitution in relation to the extra-regional 
markets. 

Within the region, as part of the different 
systems of subregional integration, some 
attempts at co-operation in services have been 
made, with apparently very uneven results. For 
example, the Andean Pact contains proposals 
and instruments for co-operation in respect of 
highway transport (Decisions 56 and 57 on 
transport of goods), sea transport, tourist activi
ties (circulation of motor vehicles, passengers 
and the Andean peso), professional services 
(Andrés Bello Agreement and SECAB), public 
health (Hipólito Unanue Agreement), move
ments of labour and protection of immigrant 
workers (Simón Rodríguez Agreement), as well 
as in relation to the acquisition of technology 
from outside the region and direct foreign 
investment in the services sector (Decision 24). 

In ALADI, measures have been taken in rela
tion to transport, consultancy services, engineer
ing and financing of reciprocal trade. SIECA 
(Permanent Secretariat of the General Treaty 
for Central American Economic Integration) 
and CARICOM (Caribbean Community) for their 
part, have had varied experience of co-operation 
in the services field. Other systems such as 
LATINEQUIP (capital goods and engineering ser
vices), an integration system promoted by 
Brazil, Argentina and Mexico, aim to increase 
co-operation between two or more countries 
according to their needs in more specific sectors. 

A systematic analysis of these regional initi
atives will be essential in order to define the 
selection criteria for activities that have been the 
subject of co-operation and to assess the mecha
nisms and instruments used, as well as the 
results obtained. 
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3. The role of services in the functioning 
of the domestic economic system and 

in the fulfillment of trade and 
integration goals 

It is increasingly recognized that the contribu
tion of services to development cannot be 
represented by the mere total value of these 
activities in the national accounts. The fact that 
there is a complex network of interconnections 
between certain services and the rest of the eco
nomic system and that these services generate 
externalities points to the need to devise strate
gies capable of ranking service activities in terms 
of their influence on the results obtained by the 
main activities of the national economy. 

On the basis of this ranking, it will be neces
sary to identify the most appropriate instru
ments and the most suitable policies for 
achieving their modernization. The present 
structure of world trade in services poses the 
need to raise the contribution of services to the 
external sector of the economy and to foster the 
realization of the potential of the Latin Ameri
can and Caribbean countries in this area of activ
ity, with a view to increasing their share in 
international trade in services and to reducing 
dependence on other regions in this field. 

The objectives are easy to state but do not 
seem to be so simple to achieve. Nor should it be 
forgotten in this connection, that it is essential to 
have an expeditious and efficient supply, at the 
lowest possible cost, of a number of services 
which are vital for world economic develop
ment. Many of the countries of the region will 
have to resort to importing certain services 
when these cannot be provided with equal effi
ciency by the national economy. For many Latin 
American countries it will be necessary to make a 
difficult decision between the need to improve 
efficiency and keep themselves technologically 
up-to-date, and the desirability of strengthening 
their autonomy and independence as regards 
their national economic management. 

4. Priority of a system of international 
co-operation in the field of services that 

will comply with the interests of 
Latin America and the Caribbean 

Services have been unjustifiably neglected in 
national development processes and in interna

tional trade and economic relations. The grow
ing recognition of the role that they can play in 
the trade and development of the countries of 
the region calls for the creation of new forms of 
support by the international community for the 
efforts of the Latin American countries to mod
ernize, foster and improve the function of servi
ces in development. 

Hitherto, international debate has been 
dominated by initiatives that seem to be divorced 
from reality and from the interests of the region. 
A dialogue based on such initiatives cannot 
prosper, and insistence on proposals so opposed 
to the interests of the developing countries will 
merely exasperate the parties and reinforce 
antagonisms. 

The countries of the region need to be able to 
rely on efficient, modern and low-cost services. 
The development of these will depend on the 
formulation and application of national and 
regional policies that harmonize efforts and 
maximize results. 

The political, economic, socio-cultural and 
strategic characteristics of many services provide 
natural conditions for co-operation between 
neighbouring countries, not only because of their 
geographical proximity but also on account of 
their common traits. These possibilities of rap
prochement abound in the Latin American coun
tries. Moreover, the physical and economic 
needs of many services require larger demogra
phic and economic areas than those possessed by 
the individual countries of the region. The 
regional and subregional spheres of Latin Amer
ica and the Caribbean offer effective potential 
for the extensive development of services, and 
this should be the subject of urgent and thorough 
investigation. 

In this respect, there are certain services that 
particularly lend themselves to regional and sub-
regional co-operation and integration. It would 
be unrealistic to aspire to broad international 
co-operation except on the basis of practical 
experience gained within the region itself. 

The certainty that the Latin American coun
tries could set up efficient systems of integration 
of their services would reinforce any original 
proposals presented in the international forums. 
Experience of this kind would facilitate a much 
more precise definition of the complementary 
role played by international co-operation in the 
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development and modernization of regional ser
vices, and particularly the part to be played by 
the industrialized countries in this task. Only in 
this way could a regional counter-proposal be 
defined which would not only enrich the interna
tional debate on services but would set forth the 
means and instruments for more equitable inter
national co-operation in this field. 

As a starting point for the study of a regional 
counter-proposal, the informatics sector offers 
good prospects, since it covers all the activities 
linked with the collection, processing and distri
bution of information. At the same time, the 
vital importance of informatics and the speed of 
its development demand that any regional inte
gration body in this field should have executive 
as well as co-ordinating power (IRM, 1986). This 
might require, as has been suggested, the crea
tion of a multinational enterprise owned by the 
countries of the region that wish to take part in 
the project. 
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